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udust 9, 1999

1109 am.

PROCEEDING

CHAIRMAN MECHAM: Let's goack on the
record. This morning before goimgtioe record we
marked the Division testimony. Mit's exhibits
are numbered DPU 1 with 1.1 andatt@ched, and DPU
1R is Mr. Alt's rebuttal. On thestiday we
admitted DPU 1.0 SR, which is a swamnnhist of the
Division's merger conditions, ansicdissed those in
the context of the four-party stadidn.

Is there any objectiorthie admission of
Mr. Alt's other testimony, DPU 1 wihe attachments
and DPU 1R? All right. We'll adrtiiem.

We also marked Ms. Clendla testimony as
DPU 2 with 2.1 and 2.2 attached, lagxdrebuttal
testimony is marked DPU 2R. Is¢hamy objection
to the admission of those exhibifdPright.

We'll admit those.
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And we marked Mr. Burruggstimony as DPU
3, with 3.1 through 3.5 attached] his rebuttal
testimony is marked DPU 3R with 3Rtthched. Is
there any objection to the admissibthose

exhibits? All right. Thank you. @N admit them.

RENEE L. STACY, CSR, RPR
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We also marked Mr. Williddowell's
testimony as DPU 4 with 4.1 throdgh attached. Is
there any objection to the admissibthose
exhibits? Okay. We'll admit those.
(Whereupon Exhibits DPULLL,, 1.2, 1R, 2,
21,2.2,2R,3,3.1-35,3R,3R,14.1-4.4
were marked and received.)
CHAIRMAN MECHAM: Now weave back on the
stand with us Mr. Alt.
LOWELL E. ALT, JR.
re-called as a witness, having h@eriously sworn,
was examined and testified furtteefadlows:
CHAIRMAN MECHAM: Mr. Gireerg, do you have
any questions for Mr. Alt?
DIRECT EXAMINATION
BY MR. GINSBERG:
Q Did you have any correasian your
testimony that we just admitted?
A No.

Q You are coming back ondtand after
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being on on the stipulation.

A Yes.

Q You wanted to provide samdditional

testimony on the issue of speciatiazts. Is that

why you decided to come back?

RENEE L. STACY, CSR, RPR
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A Yes.

Q Canyou go ahead and @md2e

A Atfter | testified on Mongland Tuesday
last week, | felt that perhaps theigion's
position on special contracts hasallly been made
very clear on the record and | $eltne additional
comments might help do that.

We seem to have gottenrtiession from

some of the responses from the sgortatives of
clients on special contracts that@livision of
Public Utilities is opposed to sp¢ciontracts, and
I'd like to point out that that'st tioe case. Will
Rogers I think is the one that el never met a
man that he didn't like. The Digrsj in years
past, has been accused of nevergaespecial
contract they didn't like, primardgcause in the
last four years we've approvedialb$the --
recommended approval of all sixhafse that have
been submitted to the Commission.

We support special cortradhen they meet
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the appropriate criteria and, irtipatar, that
criteria that we're talking abouthat customers
must have another alternative, the for"
alternative. And second, and vergortant, that

the contracts must show that thexecthe

RENEE L. STACY, CSR, RPR
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incremental cost of providing theveze to the
customer and also make a contributahe fixed
cost.

The Division's positiontms merger case
Is that any contract extension beltbre initial
terms should be subject to the Rubdrvice
Commission review and approval asti@wing that the
appropriate criteria at that tims baen met.
Otherwise, we believe that what widuhppen is that
there would be a transfer of rigkiirthe special
contract customers to the othefftaiepayers,
and the risk that we're talking atisuhat, if the
incremental cost is not being coglelen sure the
Company would want to try to picki in a rate
case from all the other tariff cusass.

I'd like to point out than public
witness day, Commissioner Mechard re&think he
read Cheryl Allen's letter to then@nission on the
merger. She's the co-chair of tegitlative Public

Utilities and Technology Interim Cuonittee, and her
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letter indicated that the Commissbould give
adequate consideration to the spegrdracts, but
| wanted to point out that in thstlsentence in
one of her bullet points, she s&y$,course, any

renewals must be consistent withGbhmmission's

RENEE L. STACY, CSR, RPR
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rules and policies," and that's v@gsistent with
what | just said.

We think that those p@gbasically have
been, in their approval of past cacts, is that
they must meet the criteria, and heudes having
an alternative and covering incretalecosts of
making the contribution.

Two other points I'd liteemake this
morning. One is that | think themay have been
some confusion in my cross examamatin Monday and
Tuesday when | talked about Sche@lutehich is a
tariff rate for high voltage largsey which
typically is where industrial custers on tariff
take service. | implied that thatuld be an

alternative, but I felt that | matlelear that
that is only for firm service, naterruptible.
Some of the special contracts arenterruptible
service, and, of course, Schedugen®t the
appropriate rate because it includgemcity costs

which are normally not included iiatierruptible
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customers. | just wanted to male th
clarification.

The final point | wantedmake is that
there have been representatiodsast in my

impression, that the customers @tigp contracts

RENEE L. STACY, CSR, RPR
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have not gotten or would not get begefit from the
stipulation that the Division entiato with
PacifiCorp or ScottishPower and@wnmittee of
Consumer Services in this case,| &tieve that
they actually would get benefits #ddike to
highlight what | perceive some afsh are.

First, the industrial ausers, their
witness included in their rebutedttmony a number
of conditions that they recommenidedmposed on the
utilities in this merger beforef-itiwere to be
approved, and the Division of Publidities felt
that a lot of those conditions wesey good. A
number of them -- in fact, a lotloém we felt we'd
already covered with similar wordingour
stipulation, and in addition, thegposed some new
ones that we felt were very goodwaedctually
adopted them almost verbatim indiscussions with
the Company and they ultimately ehale in our 51
conditions in the stipulation, ahd tact that the

special contract witnesses felt thay were
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important enough to propose, we fedll, if we
adopted them, there must have be@e Henefit to
them or they wouldn't have propasenin, therefore,
we feel that, since they're in ttigwation, they

must be getting some benefit.

RENEE L. STACY, CSR, RPR
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And another condition lre tstipulation

that relates to the ability of theébkc Service

Commission to adequately regulageGbmpany after

the merger and we feel that thavioles an
important protection, not only toiffacustomers,
but also contract customers.

There was a condition et that rates
in Utah shall not increase as altesuhe
merger. We feel that that also mies a benefit to
special contract customers, andegéthat any of
the conditions in the stipulationgdhere are
quite a few, that relate to tryingcbntrol costs
or limit cost recovery after the gy, that these
potentially benefit contract custosy@lso.

And reliability is anotheea that the

contract customers would benefm8 of them take

delivery off the transmission or sabhsmission

system, and our reliability condigsove added

enhance those from what were orlyimsoposed by

the Company and included the momi¢pof outages
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and reliability of the transmissgystem that
serves customers, and we feel ket contract
customers will benefit from this anbed ability to
monitor the reliability to them.

That summarizes the posiof the

RENEE L. STACY, CSR, RPR
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Division and the points | wantedriake this
morning.

MR. GINSBERG: He's avhi&for
questions.

CHAIRMAN MECHAM: Okay. hank you. Are
there any? Mr. Dodge?

MR. DODGE: There are, amaybe, Mr.
Chairman, just a point of ordedoh't know if the
applicants or those who have sigmethe
stipulation intend to do friendlypss or if they're

permitted to. If so, | would subithiey should go
first as opposed to cross by otlagtigs.
MR. HUNTER: | have no gtiens for Mr.
Alt at the moment.
MR. TINGEY: | have one.
CHAIRMAN MECHAM: Mr. Tingy.
CROSS EXAMINATION
BY MR. TINGEY:
Q You talked about critednébe applied for

renewal of these special contrastsauld you talk
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about how the task force and what czane out of
that interplays with that?

A The Commission, as parthef last rate
case, as most people know, estadigbur task

forces. One of them was to exartheecriteria to

RENEE L. STACY, CSR, RPR
(801) 328-1188 1349
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be used for special contracts. Rewell of the
Division is chairing that. Theykad a number of
meetings. A final report is expelcite December of
this year to the Commission withomenendations on
what that criteria should be.

Q And if there are new dfatient criteria
adopted by the Commission when tlces¢racts come
up for renewal, that should be thesothat apply?

A If that approval would tseely, you know,
with relation to the expiration time-- well, the
submission of the new contract,dsgy primarily,
yes.

MR. TINGEY: Thanks.

CHAIRMAN MECHAM: Mr. Dodyg

MR. DODGE: Thank you.

COMMISSIONER JONES: Mit,Aust -- |
just want to clarify. You mentioniadhe last how
many years six contracts had beenoapd?

THE WITNESS: Yes.

COMMISSIONER JONES: Howamy years? |
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missed the years.

THE WITNESS: Well, actiyal think the
first one came in sometime in 1988 bthink all
the others were in 1997. It's dassbne of them

was in 1998. Ken Powell, who willbw me, can

RENEE L. STACY, CSR, RPR
(801) 328-1188 1350
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answer specifically, but actuallgyive probably
been within the last three years.
CHAIRMAN MECHAM: All righ The third
time is a charm, Mr. Dodge.
MR. DODGE: Thank you.
CROSS EXAMINATION
BY MR. DODGE:

Q Mr. Alt, you were heraday and Thursday
and heard the testimony from thenesses
representing my clients and Mr. Rescclients and
Mr. Mattheis' clients, weren't you?

A Yes.

Q And you understood therhecsuggesting
that the extension of contracts thay're
requesting would be subject to tben@ission's
ability to approve it?

A Yes, | understood that.

Q So that's not inconsisteitth your
position?

A No.



21

22

23

24

25

Q You indicated that theresgntatives of
special contract customers submatadmber of
suggestions on the stipulation yioat
incorporated. You recognized thase

representatives, meaning myselfMndReeder,

RENEE L. STACY, CSR, RPR
(801) 328-1188 1351
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represent a number of tariff custsndo you not?

A Yes.

Q In other words, those canis were also
directed at enhancing the protestiivom the
stipulation to the tariff customeféou understood
that?

A Yes.

Q And among the conditionsgmsed by those
same representatives was the cadiconcept of a

rate cap that your direct testimang rebuttal
testimony had supported; is thditfig

A Yes.

Q So with the rate cap W&l had
originally proposed, special contiacstomers,
assuming they were covered by that cap, would
enjoy some additional protectiort thas lost, if
you will, when that was abandonethiror of a
merger credit that didn't apply pedal
contracts? Do you accept that?

A Possibly. | mean, | adasat
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possibly --

Q You accept it possiblyndthat's all |

can expect.

A Well, no. You said that -

Q

| mean that's reasonablezhat I'm

RENEE L. STACY, CSR, RPR
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1352



10

11

12

13

14

15

16

17

18

19

20

saying.

A You said the exchangehaf tate cap for a
rate credit, and | was saying tt@athe degree
that they still get some benefinfrthe revenue
credit, then, you know, they woulidl get a
benefit. It's not that just when substituted the
merger credit for a rate cap thaytlost all
benefit. That would be my positidboes that kind
of answer your question?

Q Ithink so, and I'm notessarily
suggesting they lost the other biegdu think
they obtained from the stipulatibat in terms of
obtaining some kind of cap, if youllvon the
rates, they don't get that from ageecredit.
Special contract customers don'itget

A Right.

Q Indeed, no customerstget i

A Right. That's correct.

MR. DODGE: Okay. Tharduy No further

qguestions.
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CHAIRMAN MECHAM: Thank yo Mr. Mattheis,

anything?

I

MR. MATTHEIS: No quest®n

CHAIRMAN MECHAM: Mr. Reed?

RENEE L. STACY, CSR, RPR

(801) 328-1188
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CROSS EXAMINATION

BY MR. REEDER:

Q Good morning, Mr. Alt.

A Good morning.

Q Let's talk about transnasgeliability
for a moment, if we might. You'reengineer.

A s that a question?

Q Areyou an engineer?

A Yes.

Q Electrical engineer?

A Yes.

Q So you're somewhat famikah the fact
that a transmission system is a&sei towers and
wires that carries generation talJ@aen't you?

A Yes.

Q Our goal in transmissibod be to make
it efficient, shouldn't it?

A Yes.

Q As atransmission enginean you provide

us with your view of whether or aotintegrated
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transmission system would be mdaiieieft if it
were operated as a single system?

A I'm not sure | understaine nature of the
qguestion. Single system. Whatalo mean a single

system?

RENEE L. STACY, CSR, RPR
(801) 328-1188 1354
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Q Let's take a step backe fransmission
system in the West consists of almemof
interconnected transmission systeloss it not?

A Yes.

Q There's a system in Calorand a system
in Nevada and a system in Idahoypdirated by
separate operators, correct?

A That's my understanding.

Q Now, in operating thatgeission system,
from an engineering perspective clwht what would
provide more efficient operatiorsirggle oversight
of that operation or a patchworkragien of that by
control areas in each state?

A Well, I don't know thatatts an easy
guestion to answer. It dependsherobjectives.

Q If the objective is to nmake the flow
through the system, if the systeto isave the
highest ATC, available transmisstapacity, what
would provide the most efficient cageon?

A Well, first | need to qifgl like | think
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Robin MacLaren did, when I think yaalled him a

generation engineer or something.

Q No. He was a transmissingineer, too.

A Or transmission engineém not a

transmission engineer. I'm an eleengineer. |

RENEE L. STACY, CSR, RPR

(801) 328-1188
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worked for an electric utility foR Jears,

primarily -- ten of those years le distribution
department. My expertise is inradsttion
substations and substation equipmiecdn talk to
you quite extensively about transfers. | am not a
transmission expert. I'm quite awairtransmission
and how it works. That was not mgdtion in the
utility and so | need to qualifycdn give you
general answers but | can't give getailed
expertise.

Q Are you familiar with therm
"transmission constraint"?

A Yes.

Q What causes a transmissoorstraint?

A Well, it can be a physicahstraint. The
conductor can't handle the currerit will melt
down. There's protection equipnuadigned to
interrupt the line if it gets abdhat point or
before it gets there, hopefully, andhat's a

constraint.
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Q And how do we determineatine available

transfer capacity of a transmissigstem might be

at any point in time?

A Well, the companies thanahe facilities

are the ones, | presume, that rats ws normal

RENEE L. STACY, CSR, RPR
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and emergency load handling capgghbdj and
they're usually published in booksvell aware in
the operations center.

Q In determining the avalkatvansmission
capacity, does each local utility tgesubtract out
what they want to subtract out fegit own use?

A That's my understandingnoW it works.

Q If we've got an integraggydtem, and in
calculating the transmission capyaeiach local
entity gets to subtract out whatisavailable, do
you think that could result in somefficiency?

A I've read complaints toREEabout that in
Public Utilities Fortnightly and aetly even cases
before FERC that we get copies of.

Q So it might be reasonablbelieve that a
single way of calculating ATC witb agendas of
protecting a local load might resala more
efficient system, mightn't it?

A Possibly.

Q Can you talk to me abowail flows? What
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are loop flows?

A That's an unintended flomvthe electrical
system. We've had -- I've been eywaars past in
Utah, that we -- the Utah -- old lvRower & Light

system, through interconnection$wiher

RENEE L. STACY, CSR, RPR
(801) 328-1188 1357
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utilities, would get unintended flown their system
that actually load up the transnaisdines and
prevent them from actually using fillecapacity
that they've actually paid for fbemselves.

Q So the phenomena of a kkmyp actually
makes a system less efficient, do@8n

A Yes.

Q Do me minimize loop flowsve make it one
system so that the power doesn¢ havollow a
particular path in theory to havpasty available?

A Well, loop flow is a phgal event that
electrons are going to flow whereytte going to
flow, and you have to control thehygically. You
can't control them with words.

Q We learned long ago lawyean't control
electric flow, didn't we?

A | hope so.

Q Loop flow is diminished @hoperated as a
single system, though, isn't it,daese it becomes

less significant?
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A Well, I'm not so sure thatould be able
to say that, because if the sanweigistances exist
that created the loop flow -- befgr@u had a
single system operator of multiptstems that, you

know, previously the loop flow wouddll exist in

RENEE L. STACY, CSR, RPR
(801) 328-1188 1358
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the sense that you would get exina fn one region
that you wouldn't want or was undase. To
eliminate loop flow, you have to usometimes
devices.

| remember many years ggag to a WSCC
meeting where they talked aboubhd & you know,
like one idea was phase shiftinggfarmers on
borders to minimize loop flow. Kssery technical
problem. It's not my area of exigert I'm just
vaguely familiar with it, so | dottiink | can
characterize it quite as simply as gaid.

Q If the objective were &eb lights on in

Las Vegas and both Nevada and Utale wperated by

the same control person, would itagerial whether
it flowed through Utah or throughvdda to get the
power to Las Vegas?

A Well, I think, from thenlited knowledge |
have of the now defunct INDEGO, weg/ they would
compensate owners of transmissioilitfas in one

state versus another would relateot@ you
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compensate people, and it seemstthat if you had
loop flows before and you still hakiem, that might
enter into the equation of whetleansone was being
adequately compensated.

Now, | know FERC has a NRO#ut on regional

RENEE L. STACY, CSR, RPR
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transmission organizations and hknioey're going
to take a long time to figure outawvthe ultimate
rules are, which will probably, ykoow, address
this particular issue, and right nbwnot in any
position to, you know, give you alefinitive
answers about how it's going to comie

Q As an engineer, have ywaewed that NOPR
on RTOs?

A | have only read summaoég. My time
has been limited. | haven't hacettmread the
whole thing.

Q Have you had an opporfutdtevaluate
whether or not an RTO organizati@uld be an
organization that would make the@graission system
operate more efficiently?

A Well, the one thing | waldly is that in
the work that the Division did a¢ tlegislature in
the last few years on electric del&igpn before
their task force, we became venry ewhre of market

power that utilities might have undempetition and
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the adverse consequences of thdtwaralso learned
that one form of mitigation of a fi@ular type of
market power is the use of indepahdgstem
operators or regional transmissi@anizations that

FERC now likes to call them, so we the advantages

RENEE L. STACY, CSR, RPR
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of them. There are probably a faadvantages.
That's one in particular that wddeen focusing on.

Q If there are advantageR0Os -- and we
don't mean to belabor the topico-ydu think it's
important that this state preseheertght to
participate in the formation andghg and
operation of an RTO?

A Yes. And every indicatibnhave is that
they will have the opportunity topide input to
FERC while they're reviewing andufigg out what
they're going to do in their ultimatling.

Q You understand, sir, thate absence of
some order -- some condition in trier, that this
Commission's participation may irglee limiting to
filing comments at FERC?

A Well, I'm a little lessedr about that, |
guess is the problem.

Q Let's go to my next fat®topic,
stranded costs. Have you had ooodsiexamine the

stranded costs of PacifiCorp?
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A The only occasion we hadi¢al with it
was up at the legislature, | beligweas in '97.

1997. Possibly a little bit in '‘@8the Electric

Dereg Task Force meeting. Meetings.

Q Do you have an opinionwdlibe occurrence
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or probable occurrence of strandesicinside
PacifiCorp and, if so, what is tbptnion?

A Well, | think the opiniame have is one |
think we expressed at the legisaaitrthose task
force meetings, and that is thahwaee not tried to
determine precisely if and how matilanded cost
PacifiCorp has. We've looked aepmehdent studies,
made presentations showing whatehelts of those
are, and all the independent stugdesaw showed
that they had, as I recall, stranlekefits, not
stranded cost.

Q Mr. Alt, turning to thegmitlation,

Paragraph Number 44 -- do you hasepy of that in
front of you?

A Yes.

Q The "as aresult" lang?ad2o you have
that language in front of you?

A Yes.

Q If, as aresult of a crmmgmanagement,

a change of philosophy arises hatordp with rate



21

22

23

24

25

cases, would that change in managearel change of
philosophy be an event that thisgeaph would
preclude as a cause for rate ines®as

A Well, my opinion would Heat possibly. |

think that it's a very simple gehstatement and |

RENEE L. STACY, CSR, RPR
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think that each party in a futureerease should
have the right to interpret it asytisee fit and
make a presentation and argue fatewer treatment
that their interpretation would sagpand so |
wouldn't preclude any party's positat this
point. I think it's -- you know,rche interpreted
in a lot of different ways today.

Q Do you have Cross ExamamaExhibit No.
4?

A I don't recall what that iI'm sorry.

Q Itis the proxy of Pacihip.

A ldon't have that with me,

Q Can we get an extra cday?o If
someone could loan the witness g.copvanted to
look particularly at page 31. Mit,Alo you have
in front of you page 31 from Crosamination
Exhibit No. 4, the proxy solicitatiof PacifiCorp
in this matter?

A Yes.

Q Directing your attenti@nthe last full



21 paragraph on that page, would yairbthat
22 paragraph and read that paragrapmé®
23 A The whole paragraph?

24 Q Please.

25 A "As a result of the dissiems held at the

RENEE L. STACY, CSR, RPR
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October 5 meeting, on October 138 %$cottishPower
and PacifiCorp entered into a caariitthlity and
standstill agreement. On the saate,d
ScottishPower formally engaged Mar§sanley as
financial advisor to assist in thgcdssions with
PacifiCorp. Initial discussions aedjng utility
regulatory matters, including regoitg approvals

that might be required in connectioth a potential
transaction, took place on Octolser On October

16, 1998, at a meeting of the P@oifp board of
directors, Mr. McKennon reportedfe PacifiCorp
board on the status of managemsinéitegic review
and the discussions with Scottishétpand the
PacifiCorp board authorized the nganaent of
PacifiCorp to continue discussiornth\8cottishPower
regarding a possible strategic tiatign. Later, a
staff working session, headed byRArssell and Mr.
O'Brien, was conducted on Octobeardd 18, at which
the participants reviewed threshelglulatory

strategic and financial due diligemsues, and
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ScottishPower's representatives aevesed
regarding PacifiCorp's intentiongdfocus on its
core electricity business in the WesUnited
States."

Q Mr. Alt, does it appeartiu that the

RENEE L. STACY, CSR, RPR
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refocus program of PacifiCorp anel 8tottishPower
transaction were coming togetheéhatsame time?

A Well, | remember you tagiabout this
last week. | mean, it seems liletite same
general time frame. | don't knowatthcan be more
specific than that, certainly simckdn't have
party to any more details other ttras paragraph.

Q Mr. Alt, what kind of anvestigation are

we going to have to conduct to pnéseidence to
this Commission to help it sort wdiat is as a
result of this merger in light ofl@ast a
coincidence of the two events ogogrr
simultaneously?

A | think that's a very dtfilt question to
answer. | think each party is gdimgubmit
whatever they think will carry theurden in making
the demonstration. You know, the efythe
beholder. | think | don't know athlean that.

Q Have you given any consitlen to the

kind of investigation the Divisiomgoing to have
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to take to determine whether orthetstipulation
condition precludes rate increakastome about as
a result of a plan to make attractacifiCorp as a
takeover candidate?

A | have not heard that.

RENEE L. STACY, CSR, RPR
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Q You don't have any ideatind of
investigation you're going to hawebdnduct to
determine whether that's true oPnot

A No. I mean, we don'ttinyprejudge
things. | think that we felt thaat particular
statement was general enough thedutid give --
not restrict us in the future in nmakwhatever
claims we felt for disallowance, dimal not sure,
but | was thinking maybe that simgandition was
in the last merger order. | caedtatl. But,
anyway, the point is, in the futuwre wouldn't be

restricted as to our interpretatemd if we felt
that we thought something clearlg weerger related
and shouldn't be allowed in ratésrlthat fell
under this condition, we would make case for it,
and it's hard at that point to eiovighe
specifics.

Q It would be a difficultvestigation and a
difficult decision, wouldn't it?

A | wouldn't disagree wittat.
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Q Let's talk about specaitcacts for a
minute or two. You're familiar withe exhibits of
ScottishPower that shows the yearghich they
expect the cost savings from thkeing to occur,

are you not?

RENEE L. STACY, CSR, RPR
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MR. GINSBERG: Can yourbere specific?
Q (BY MR. REEDER) On Crdssamination
Exhibit No. 23, isn't it true --
A Which one is that?
Q --that the bulk of theisgs are to
occur in years 2002, 20037

MR. BURNETT: Would thig la confidential
exhibit?

CHAIRMAN MECHAM: Yes.

THE WITNESS: Oh.

MR. BURNETT: Perhaps Reeder should
refrain from disclosing on the rettre contents of
confidential exhibits.

MR. REEDER: Counselhétyears in which
the savings will occur is confidahtplease advise
me.

MR. BURNETT: I'm informeddat the entire
exhibit and the contents of it isiftdential.

MR. REEDER: All right.

Q Let's refer to the testnmypof Mr.
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MacRitchie in connection with thartsition plan
wherein Mr. MacRitchie, | believestified that the
savings will most likely arise iretbut years. Are
you familiar with that testimony?

A Yes. I mean, if the popou're making is

RENEE L. STACY, CSR, RPR
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that -- like if the merger were ® &pproved at the
end of this year and the first yefathe merger
would be 2000, that there's not etgukto be a lot
of savings, that more of them wilthey will RAMPP
up or they will be implemented thgbwprograms that
take time and money to implement| goat -- so in
the later end of those early foufive years is
when we will start seeing savingéat's my -- or
more substantial savings. That'sumgerstanding.

Q Soif on this record ibsld appear that
the savings from the merger largeigur in the out
years, about 2003, you wouldn't reawe quarrel with
that?

A No. I mean, it's possithlat there may
be, beyond that year, savings, d&st,you know, |
don't know.

Q But we expect the saviingm the new
management style to be most sigamtien the 02 and
03 years, don't we?

A I'm not sure | could mdkat
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characterization. | know -- | woslay a larger

amount in those years than in thikeegears

between now and then. That muamolkfor sure.
Q Were you present when Bfubaker

testified on Friday?

RENEE L. STACY, CSR, RPR
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A Yes.

Q Is there some uncertaattgut the
relative -- this exhibit is confidext so I'm going
to try to choose my words carefully.there some
guestion about the relative sigaifice of the level
of O&M costs under two operatingttgies?

A Possibly. | mean, if y@eureferring to
an exhibit that --

Q Exhibit No. 25.

A This was the confidengahibit --

Q Yes.

A --that parties didn't baadequate time
to explore and figure out the sowfthe data and
how it was derived. It spoke feeif, whatever
numbers are on there, but in terfivghether we
believed them or not, that's a witierent
question.

Q Okay. And you're awarat ihe source
data is the studies that are alr@adlyis exhibit

as confidential documents providgdPhcifiCorp?
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A lunderstand that's whaswepresented,

but | personally wasn't able to dale that because

we didn't have the time.

Q Taking the exhibit onfase -- because

you don't have the confidential éxisiand, in

RENEE L. STACY, CSR, RPR
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fact, can't validate the informatican you?

A Correct.

Q Okay. Taking on its fabat Mr. Brubaker
adequately reported the numberscended the
numbers and it simply reports thembars that are on
the exhibits that only the Commisshas, there's
some question about the -- herdriyng to choose
my words carefully. There is someertainty about
whether the savings are better underoperating

regime than the other, are they not?

A 1 would say yes, theretsuastion,

because, again, as | said, we weable to
validate the numbers. We weren& sddraw any
real significant conclusions becanfsthat.

Q But on the exhibit itséfsuggests,
does it not, that there's some quesibout some of
the underlying assumptions?

A  Well --

MR. BURNETT: I think tlehibit speaks

for itself, Mr. Reeder.
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THE WITNESS: Right. Tlkawhat | said
earlier. The exhibit -- the numbans what they
are, but what conclusions you dramnfit have to be
based on some analysis, not justsocy review of

the numbers. That's the way | lab&ny exhibit.

RENEE L. STACY, CSR, RPR
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I'm a very skeptical person. Wheee a chart of
numbers that someone uses to showetsing, first
thing | want to know is are the nargaccurate,
where did they get them, and doesaike sense to
me.

Q (BY MR. REEDER) Okay. tisego to the
foundation documents, Mr. Alt. Bjiou examine the
base case in this conservative pesgared by
PacifiCorp in connection with thiarecast of their
future?

A | personally did not, no.

Q Did you examine the basgedn the
conservative case of ScottishPowesrevthey, too,
forecasted their future?

A No, I did not.

Q Soyou don't have, basegiaur own
knowledge, any way to know whethenat a
comparison of the two would prodsome uncertainty?

A No. I mean, you're right.

Q Allright. And if Mr. Bhaker's exhibit
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shows that a comparison of the twegrise to some
uncertainty --

MR. HUNTER: Objectionthink he just
adequately explained why thereack bf foundation

to ask this witness any of thosestjoes. He

RENEE L. STACY, CSR, RPR
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didn't review the source documetid®sn't know what
they mean. | would suggest thanvexe on and
actually have him ask these questarsomeone who
might know the answers to those tjoles.

Q (BY MR. REEDER) I thinke question, sir,
Is simply: Isn't there reason fom& uncertainty
in light of the lack of knowledgewbave?

A Yes.

Q Thank you. I'would home s

Now, Mr. Alt, in a periad uncertainty,

isn't it true that you recommendegglaur testimony
that rates be capped?

A Originally, yes.

Q And, sir, isn't, as a fetpr, that a
better protection device or a goamtgrtion device
for ratepayers in a period wheredlsesome
uncertainty about what that cosusthbe?

A Arate cap provides gooat@ction, yes.

Q Now, isn'tit true, shat if this

Commission were to choose to cagsridr all
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customers, including special corttcastomers in
this case, extending the specialracts would not
in any way result in any kind ofansfer of risk

that you described in your testimarfgw minutes

ago?

RENEE L. STACY, CSR, RPR
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A 1think technically thevkd of the cap
might determine whether or not m&s
transferred, because -- | meampif ljave a real
small cap over what would be allowtheén | would
grant you that there would be mirinsk
transferred, but if the cap is -d ave didn't
really nail it down in our direcsteanony. We just
tossed out a couple ideas and, duaitkly, they
were a range from a small cap to, kimow, a

potentially much bigger cap.

The bigger the cap in tewwhallowing the
bigger rate increase, then potdptiabre risk
could be transferred, | would think.

Q Butisn'tit the case, Mit, that with a
rate cap, the concerns would be lsemiilan the rate
caps -- than they are without a caig?

A 1would agree with that.

Q And soit's really the edose of a rate
cap that gives rise to our concé&wua whether

special contracts should be extermaldae
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Commission's review with respedhiem, isn't it?

all ratepayers that gives rise toamncern, isn't

it?

A

Q

It is the absence of a p to protect
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A That's my understanding.

Q Now, in the absence ddita cap, what are
the circumstances that you're gainglace the
special contract customers in ag fjoeto negotiate
with PacifiCorp?

A Well, I would think a sétion very
similar to when they negotiated lds¢ contract.

Q Isn'tit true, sir, thallvee in a,
hopefully, decreasing cost regimthie bulk of
the decreases yet to occur?

A That's the ideas that haeen tossed
out. You know, the hope or the etagigon, maybe.

Q So we begin to negotiaiti WacifiCorp in

2001 or 2002, and the question gtwvill our
costs be for the future years, #scgveryone's
expectation they'll be lower, buthave no
certainty, right?

A 1 would agree with that.

Q Allright. As we begimtihegotiation,

we're negotiating with the new owokPacifiCorp
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who has a plan to reduce costs, eloat?

A From what | heard of teettmony, that
would be technically true. Whatbhd from Mr.
Richardson was the people that waatdally be

negotiated with you would be givemsg range or some

RENEE L. STACY, CSR, RPR
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guidance but then they would --leeple that maybe
you normally negotiate with wouldrmally be --
would be negotiating with you.

Q Soisn'tittrue, Mr. Atlhat without
some action of this Commission, wmat're asking is
this state's largest employers édlye¢ake the
risk of the new company and theiatsigy?

A Well, you said somethihgttcaught my
attention last week, and you jugd #aso | have
to make a comment.

Q Please. Both answer thestion and make
a comment.

A Okay. Your question consaa statement
that we're talking about the largaaployers in the
state.

Q Yes.

The very largest?

A
Q It's Hill Air Force Base.
A What?

Q

It's Hill Air Force Bas¥es, it is true.
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The private sector we're talkingw@bd/Ne're not
talking about government today.'d &tke out the
government employers. The largegileyer is Hill
Air Force Base. I'll spot you thaet's talk

about private sector employers.

RENEE L. STACY, CSR, RPR
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A And let's see. Hill Aipfee Base. Well,
okay. According to my chart, theythe six largest
employer in the state. 7,500 emgdsyin 1997.

Q [I'msorry. You and | wéeasing each
other about who the largest emplagiewhether it's
the federal government. And theifetise
establishment is the largest emplof¢he state
government?

A State of Utah is the latgemployer in
the state.

Q Let's talk about privageter employers.

A Okay.

Q We're talking about sorhéhe state's
largest private employers here, ‘aweer?

A | have a list that | gdt the Internet
this morning from the State of Utatb page that
shows the top 50 employers in theesdf Utah by
employee count in 1997, and | fotivat two of the
special contracts show up on theahsl the other

four don't.
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Q

specialist, smelting and refiningwhup different

Isn't it true, sir, that that

from mining?

A

Q

I'm not sure | understand.

Isn't it true that on thst, smelting
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and refining show up as a differeategory from
mining?

A Well, | see Kennecott Ceppith 2,000
employees. Is that who you're raigrto?

Q Is that only mining or ddbat include
smelting and refining?

A It's the only Kennecothth see on the
list. If you add them togetheritisiore than
2,000 employees?

Q Do you know?

A The only knowledge | has¢his sheet.

Q Okay. Nonetheless, theyfairly large
employers. We won't get into thguanent about how
states report statistics.

A Well, you characterizeadstthe largest
employer in your sentence. Thallg Whad trouble
answering the question.

Q Let's go back to the guest Among the
state's largest employers and antfomgtate's

largest taxpayers.
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MR. GINSBERG: 1 think theestion is very

argumentative, and why doesn't begsk a

guestion, rather than trying to gilithese

preliminaries on it?

MR. REEDER: | think | disfir. Ginsberg.
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| think | did ask a question. Mit &vanted to make
a comment and answer the questidn arvited him
to do so, and I'll stand by that.

CHAIRMAN MECHAM: Then wgot into the
size of employers and so on, whécimieresting,
but --

MR. REEDER: | agree widin. Ginsberg.

It's only fun. It's not really wigewe need to go.

Q Do you have in mind thesfion and your
comment?

A I'm afraid I've lost iRestate it.

Q The question to you, wms: Isn't the
bottom line of what you proposedehsrto put some
of the state's larger employersts Inot get into
a debate about largest -- somee$tate's larger
employers and taxpayers into a jwositf
negotiating with a new owner at aqeeof time when
that new owner's cost curves areehdly declining?

A |think that's a possilyili | won't

deny that.
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Q Isn't the result of thattyou're really
asking the state's larger employestaying away
from the largest -- the state'sdammployers to
really assume a significant parthef risks of this

transaction?

RENEE L. STACY, CSR, RPR
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A |l don't see that as a iiggnt part of
the risk of the transaction. | megetting back to
the list of employers, there areeottompanies in
Utah with substantially more emplegeand they
don't have special contracts, andisat risk --

Q Who has the largest eledttls, Mr.
Alt? To whom is the cost of eledtsi most
important?

A 1don't have that infornoat

Q Would you be surprisedetarn it's the
people sitting at this table?

MR. GINSBERG: How would bheck that?
Are they going to inform us whatitredectric bill
is?

CHAIRMAN MECHAM: Perhaps.

MR. GINSBERG: | mean,ttha- you know,
maybe Mr. Reeder would like to ted] then.
There's no way for him to checkrilationship of
the electric bill to individual costers.

MR. REEDER: Mr. Ginsbeag, annual filing
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with you, | expect, discloses theoant of revenue
on each special contract each geardon't think
you can deny that you know the amofinevenue.

MR. GINSBERG: | can cerhadeny that.

MR. REEDER: [I'll spot ythat, but
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there's someone inside of this lngdvho may know.
THE WITNESS: I'm suretthaee have that
information or can get our handston

Q (BY MR. REEDER) Would ybe surprised to
learn that they were some of theigppeontract
customers?

A 1 wouldn't be surprised.
MR. REEDER: | have nothiarther.
CHAIRMAN MECHAM: Thank yo Mr. Hunter?
CROSS EXAMINATION
BY MR. HUNTER:

Q To clarify for the recom,answer to a
guestion from Mr. Reeder, did yodicate that the
only concern the Division had abitwet automatic
extension proposal of the industigtomers was
that -- was, in the absence of a ifapcap had
been your proposal, then the extengroposal
condition would have been accepttabtbe
Division? Is that what you means#y in answer to

that question?
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A No.

Q And, indeed, at the tifne Division had a
cap proposal, they opposed the sidarproposals of

the special contract customerséfelrryou to Mr.

Powell's testimony.
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A Okay. | was trying to rember what we
actually stated, and | really -- mgmory is a
little fuzzy there, and that's prolyavhy, because
it's Ken Powell's testimony. | whsking, | don't
remember saying -- dealing with tha¢ctly, but
the point is that -- | would grawiuythat with a
rate cap, we would still -- evend had a rate cap
proposal today, we would still w&dmmission review
based on whatever the appropriateria they think
should be at that time for any egien of any
special contracts.

Q So the Division hasn'traped its position
from that expressed in Mr. Powe#isuttal
testimony?

A If that's where it is, tisarue.

MR. HUNTER: Okay. Thaytu.

MR. BURNETT: | have justouple
qguestions.

CHAIRMAN MECHAM: Oh. I'sorry, Mr.

Burnett. Go ahead.
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CROSS EXAMINATION

BY MR. BURNETT:

Q Mr. Reeder explored acopith you
briefly discussing some of the largaployers of

the state negotiating their conattthe end of
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the term and he mentioned thatwmatld be with a
new owner at that time. Do you Hettent?
A Yes.
Q And that the new ownedsts would be
declining?
A Yes.
Q That was the form of quest Do you
perceive that's any different thaa $pecial
contracts customer would be presewith today
without a new owner if their contsawere up for
renewal? They would be negotiatimitp) someone
whose costs were declining, hopgtull
A We certainly hope.
MR. BURNETT: | have natbifurther.
CHAIRMAN MECHAM: But evahthey weren't
declining, isn't there always unaiaty lurking out
there, up or down? | mean --
THE WITNESS: That's rigitbsolutely. 1
mean, you know, we don't know whethe costs are

going to decline or not. | meamsth are some of
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the expectations. We don't knowsiare.
COMMISSIONER WHITE: Solasderstand it,

the proposal of the special contcastomers is

that we extend these contracts tilrdbe transition

period subject to approval of thengand

RENEE L. STACY, CSR, RPR
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conditions. Does the Division shiipose extension
under those circumstances?

THE WITNESS: Our only dition is if the
Commission wants to extend thosdrects, you know,
let's say to the end of the mergedit period,
that four-year period, we're not oggd to the
extension of the contracts as Ianthay meet the
condition or the requirement thaytbe reviewed to
see if they still meet the critehat's
appropriate at that time for condtion of the
contract, just like we would for aspntract, you
know, one of the key provisions lgeame they still
projected to cover their incremeotat?

Most of these contracss| gecall, had
an initial five-year term or theyneextended for
another five years from the eadi@ntract, and so
the exposure the Division saw whenewaluated them
was a five-year period, and so vekadioided cost
comparisons to the revenues expeotbd received

in that five-year period to makeestirat they
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exceeded the incremental cost ardkeraa
contribution.

But beyond the five yeamsent back and
looked at some of our recommenddaters on some

of those contracts and found thatRéwell, who had

RENEE L. STACY, CSR, RPR
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written them, had language in thibse said that
they were concerned about what wbalgpen beyond

the five years because that wagaoto look out.

There were expected changes in tregany's capacity

and possibly costs and avoided crstistherefore it
was hard to predict that far out thilee or not they
would actually make a contributiorthe sixth or
seventh year.

Some of those contracts énéive-year
period with provisions to renew thieayond the five
years, and our position was alwdysu do want to
renew them beyond the five years, gat to bring
them back in to the Commission amdhgough the
review process again, and thatlsostr position
today.

We're not opposed to editegp contracts.
We just want to make sure that thet the criteria

that makes them in the public inderélhat's all.

COMMISSIONER WHITE: Soeview every five

years or --
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THE WITNESS: Or less. &#ver the term
is. And at the time, five years, fek, was a
reasonable length of time. We digiant to go
beyond that. Again, we'd like teewve the right

on the term, you know, at the timeelaok at them,

RENEE L. STACY, CSR, RPR
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but, | mean, today we are not opgdsdike -- |

think they were talking -- most bétcontracts
expire halfway through the four-yesrger credit
period, which means that they weuoking for like
maybe another two-year extensiore déh't have a
problem with a two-year term. Téatdt the
problem. The problem is, can tHe¥e showing that
they meet the criteria, particuldhgt they cover

the incremental cost.

COMMISSIONER WHITE: Nowjnderstand that
one of the conditions that has tistar order for
a special contract to be viewedmm@priate is
that the large customer has an ngtabtain power
some other way. To leave the syst@uess, in a
way.

THE WITNESS: Right. Thsbne of the
other key criteria that | mentioraggin this
morning. That, to us -- the reatfmy are able to
get a special contract is becausg hlave an

alternative.
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COMMISSIONER WHITE: Buby don't want
them to exercise that alternativealbbse another
measurement is that you believe¢h@aining
customers would be worse off if thatticular

customer were to leave?

RENEE L. STACY, CSR, RPR
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THE WITNESS: Right. Ither words, they
have to show that if the customehilhe special
contract didn't get the special cactt it wasn't
approved, that the other tariff oas¢rs would be
worse off.

COMMISSIONER WHITE: Bdtwe didn't
approve the contract -- | mean, thain option,
that the Commission might not apprthe contract
and they might elect to leave, But the

Division's view that if we were to that, the
remaining customers would be woif§2 o

THE WITNESS: Well, thelpway to tell
that is to do the review and analylsat we
typically do with each contract. \&fmpare it to

the projected avoided costs thaCtbmpany gets us

and we analyze that and make a jedg@bout whether

we think that's the appropriate dedicost to
compare the contract revenues to.
Another analysis area waesdooking at

the integrated resource planning@se where they
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have a model that projects the Catyipaesource
costs, and we -- | think we've altyuaad them
make -- run scenarios where theyitrumh and
without the industrial special catrto see what

the integrated resource plan least is, present

RENEE L. STACY, CSR, RPR
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value over the future years with aidhout the
contract, to show again that weétdy off having
it than not having it.

COMMISSIONER WHITE: | tik that answers
it, yeah. I think we've belaborhitenough.

Based on what you've héaithis hearing

during the last week, all the testny, all the
witnesses, does the Division stippgort the
proposed stipulation and conditions?

THE WITNESS: Oh, absoljte

COMMISSIONER WHITE: Based what you've
heard, do you think that it's appiate to consider
adding any more?

THE WITNESS: | think tleerere a few
occasions where we said that we srdubppose some
new statements added on. | thiekwhy we would
phrase it is that we don't feelngésessary to
make a showing that it's in the puioiterest, the
merger, if you use the 51 conditjdng we wouldn't

be opposed to some additional moyeu know, that
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would make it clearer -- conditiarstop of it.

And | remember that thesre questions

about some of those, and | cantifipally

remember what they were, though.

COMMISSIONER WHITE: Letenmake sure |

RENEE L. STACY, CSR, RPR

(801) 328-1188

1387



10

11

12

13

14

15

16

17

18

19

20

understand this. You said you ditmrtk it's
necessary to show that the mergertise public
interest?

THE WITNESS: To add cdrudis to the
original 51. In other words, welféhee stipulation
on its own, as originally filed withe Commission,
still -- after hearing all the tesany, is still
sufficient to meet the net posithenefit to the
public interest and therefore shdaddapproved.

COMMISSIONER WHITE: Oka@ne more time
on the stipulation, Paragraph 44t fays as a
result -- rates will never go upa®sult of the
merger. I'm a little nervous by go&knowledgement
that, for some time in the future, mvay be arguing
about what that means, about whidtgsantended it
to mean and whether or not it mgyhyam some
situation, but | think that's whdidard you
testify, that we are in for some entainties.

THE WITNESS: Yes. Espdlgiafter

hearing Mr. Reeder's cross questilaiénk that we
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might be, but | don't know how yooia that. |
mean, we had the last merger ahohkthere was a
similar condition, and with timezduld probably
look and find out, but | don't réchlt | don't

know how you get around that.

RENEE L. STACY, CSR, RPR
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COMMISSIONER WHITE: Okayhank you.
CROSS EXAMINATION (Contiad)
BY MR. REEDER:
Q Mr. Alt, have we had eeratcrease since
the last merger?
A Not that I'm aware of.
Q That was my recollectimwe never
confronted the problem in the lastger. Now, Mr.
Alt, in answer to Commissioner Whitashe asked you
guestions that lead to this questibhwere to
present to you today an extensicth@icontract --
let's do a foundation question firsin't it true
that most special contract custoragtend their
contracts before their expiratiofffey don't wait
up until the last minute?
A Right. And I heard th&assion last
week and that seems like a very@prate thing.
When you're in business you canit tlthe last
day. You're probably in a much déettegotiating

position early on than you are aftair contract
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has expired.

Q

you recall those contracts wererekte some two

years before they expired?

A

In fact, for the clienitst | represent,

| know that when we revesiwthose earlier
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contracts, they were all quite adeitore the
expiration time, so that seems reable.

Q So we could be bringing¢a in the next
six months contract extensions fanyreview, could
we not?

A Sure.

Q What costs are you gomgieasure them
against? How are you going to meathe costs in
02 and 03 to determine whether aritim® revenue in
the contract equals these new St&tbwer costs,

based on the evidence that you see?

A We do like we always d&/e use the best
information available at the timattive do our
analysis, and whatever that is,'shahat we use.

If we think that some change infiltere is on the
horizon but we don't have any datll make
comment on it or a recommendatitteiebout that
uncertainty and what impact it migave, but we
wouldn't be able to be definitivedese we wouldn't

have the data, so just do the bestam with what



21

22

23

24

25

we've got, basically.

Q Soif we take PacifiComtand alone and
enhanced forecasts and ScottishPostand alone
and enhanced forecasts, would thdhé information

you suggest we use? Do you hauddiral of

RENEE L. STACY, CSR, RPR
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confidence in that information?

A First of all, | think maglthis is where |
should start deferring to Mr. Powikn Powell. He
has done -- led the review of tiet tax contracts
and he's -- in fact, Becky Wilsonaur staff helped
him. And | know that two of therlgs we look at is
the Company's projection of avoidedt. We analyze
those, like | said earlier, to makeee they're the
appropriate avoided cost. We abed lat the IRP
process and the modeling to detegmihat impact it
has on that, those contracts. Theg be other
information that Mr. Powell looks atou might
better ask him the more detailedstjaes.

Q Butyou would agree thatimportant to
have some certainty in the 02 anch@d@mation,
wouldn't you?

A Well, it's certainly desdile. The more
information you have, the betterisiea you make,
but you can't put off the decisiofou wouldn't

want us to do that.
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MR. REEDER: That's all.
redirect?

MR. GINSBERG: | have afguestions.
1

CHAIRMAN MECHAM: Thank yo Is there any
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REDIRECT EXAMINATION

BY MR. GINSBERG:

Q The rate cap that the &omn proposed was
not for the same period that the caedit is for;
Is that right? Wasn't the rate gayp proposed for
less --

A Correct. It was only three years, as |
recall. Up to three years.

Q And it wasn't an absolate cap similar
to the ones proposed by the indalsttistomers, was
it?

A |l am not sure what -- gurtankly, |
don't remember what specific rafe @a@posal they
made. | don't recall specific detabout it, but
| could be wrong. We didn't havspacific
proposal. We had two different glahout how the
cap would be determined, but we 'tigiet into any
specifics.

Q But both of the proposakt you made

would have allowed for some fornrate increases,
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depending on what actually the cagimanism turned

out to be?

A That's correct.

Q Can you sort of tell usalvincremental

cost means? Is that -- and how-thahat does
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incremental energy cost and a couation to fixed
cost mean? What kind of costs laos¢? |s that
mainly just fuel?

A Well, you're my attornéyt | think we
should defer that question to MwElh. He's the
expert. My problem is I'm afraichight misstate
something.

MR. GINSBERG: Okay. Thdine. Thank
you.
CHAIRMAN MECHAM: Okay. hank you, Mr.
Alt. Let's go off the record.
(Discussion off the recprd
CHAIRMAN MECHAM: Let's doack on the
record. We now have Mr. Ken Powellthe stand.
Why don't we swear you in.
KENNETH B. POWELL
called as a witness and sworn, waséed and
testified as follows:
DIRECT EXAMINATION

BY MR. GINSBERG:
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Q We previously have markedr exhibits and
they've been identified for the mecoDo you have

any corrections you wanted to makany of those

exhibits?

A

No.
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Q Do you have a brief sumynau can give of
your testimony?

A The answer to your quesimyes. |
reviewed the needs, current prastael Scottish
assurances in four areas: mergpaatnon
integrated resource planning andisdtpn, merger
impact on existing obligations, mergmpact on
employees, and merger impact or stat local
economies.

| found generally that ®eottishPower

assurances covered regulatory negdspt that, as
assurances, they aren't firm enahghPSC to be
able to enforce. Therefore, we net@nd the PSC
adopt the following as a part of thaditions of
approval of the merger: ScottishBowill continue
to produce integrated resource pémesy two years,
according to the current schedutt@nrent PSC
rules, ScottishPower's commitmerddeelop an
additional 50 megawatts of renewabdources is

conditioned on those resources mgéhie cost



21

22

23

24

25

effectiveness standards of the dn in place,

and for the two years following fival approval of
the merger, Utah PacifiCorp empldyeeefits will be
held stable.

| made two other recomnagimhs that don't

RENEE L. STACY, CSR, RPR
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have the strength of conditions,thetDivision
strongly recommends that, for the ywars following
the final approval of the merger,uUtah PacifiCorp
employee should lose a job as dtreSthe merger,
only through attrition. Employeeaving employment
to take advantage of any terminatienefits package
offer will not be considered as ihgsa job to the
merger. For the three years follaythat two-year
period, reduction in employees stidad made in such
a manner that employment levelsamtage salary
levels remain in an approximatelgsistent
proportion between the states sebyedacifiCorp.
Following the two-year freeze on é&gpe benefits,
any changes to employee benefitsheibased on
comparisons to U.S. practice.
That concludes the summary

Q Your rebuttal testimonyinipdealt with
special contract issues?

A Yes. In the rebuttal lestny, summarized

in a few words, we recommended againy automatic
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extensions of the special incentiwetracts and we
also recommended against grantirdjrett access as
a part of this case.

Q And when Mr. Alt was orsdrt of asked a

guestion with respect to trying ieegsome

RENEE L. STACY, CSR, RPR
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definition as to what incrementatigy costs and a
contribution to capacity meant. \Wilsat that --
what kind of costs are includedhade special
contracts?

A Typically, in the analysiEthose
contracts, they only include thel t@sts if there
Is presently sufficient capacitytbe system to
provide the capacity that the custbrreeds, or if
the new capacity is required, whatenew
incremental capacity is require@jdglly O&M costs
are not a part of that, other tHangpecific line
extension is needed to that custoriiben he pays
those directly and it's not a péthe specific
rate or price.

Q So they pay some contrdmytthough, to
the fixed overheads?

A Yes.

Q They're not subject, thterthe same
fluctuations of upward and downwendt pressures as

a customer on a rate schedule?
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A Not O&M costs. They shé#re costs for

fuel cost changes, but not the O&dtchanges or

investment changes.

have.

MR. GINSBERG: Thank yolhat's all we
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CHAIRMAN MECHAM: Okay.slthere any
objection to the admission of DPW&jch is Mr.
Powell's direct testimony, with attenents 5.1
through 5.12, and DPU 5R, which is Rowell's
rebuttal testimony? Thank you. Weteive them.

(Whereupon Exhibits DPW5S, - 5.12 and
5R were marked and received.)

CHAIRMAN MECHAM: Mr. Dodg would you like
to go first?

MR. TINGEY: Would you &kme to go first
again?

MR. DODGE: | submit tlveduld be more
appropriate.

CHAIRMAN MECHAM: Allrigh Go ahead, Mr.
Tingey.

MR. TINGEY: Thanks.

CROSS EXAMINATION
BY MR. TINGEY:
Q Ijust wanted to get asgefor the size

of this issue, and I've asked othignesses. |
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don't know if you'll have the answedther, but

let's give it a shot. We have gottee number of

special contracts. Is it eight ital?

A That's an interesting dises We're

aware of six that have been renaweently, one
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that has not yet been renewed, iautldel course of
the task force, we became awareofieer contract
that somehow had never been filad tine
Commission, so yes, the answergkten Utah.

Q And one of those is cutiyem the
renewal process?

A Yes.

Q Do you know how many tdtdwatt hours

are delivered?

A Let me correct my last\vaes There has
been one additional new contractméy filed
beyond those eight that is in coasiton.

Q Do you know the total kvatt hours in the
aggregate for any special contracts?

A ldon't have that.

Q Do you know their percgetaf the load,
anything like that?

A No.

Q Do you know how many afsk are -- or

the relationship between the firrd arterruptible
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portion of the kilowatt hours?

A Typically the interruptébportion is
much, much larger than the firm jport One or two
of the customers, for example, tha portion might

be about four megawatts, and therriaptible about

RENEE L. STACY, CSR, RPR
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88, in that vicinity. That giveswan idea of the
relative size.

Q Do you know what kind oinaial total
revenue we're talking about for sgemontracts?

A No. We can certainly pe/those numbers
after a break if you're intereste@etting those
numbers.

Q One more. Same questasked Mr. Alt.

In fact, you're heading the taskéoon special
contracts, aren't you?

A Yes.

Q So the same question WithAlt. If new
or different criteria come out othask force and
are approved by the Commission;ghatat ought to
be applied to whatever contractseom for renewal?

A Yes.

MR. TINGEY: Okay. Thanks
CHAIRMAN MECHAM: Thank yo Mr. Dodge.
MR. DODGE: Do you wanigmo to the

Company witnesses first? Or Comtorneys,
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excuse me.

CHAIRMAN MECHAM: Do youdve any

questions?

MR. HUNTER: | do.

CHAIRMAN MECHAM: Mr. Dodyg you're kind of
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hesitant today.
CROSS EXAMINATION
BY MR. HUNTER:

Q Mr. Powell, maybe we ctartsby
identifying who the six special a@aat customers
you're aware of are. Are they balkiche
customers that are representeckaitiie on my
right?

A They represent, | thinkefof those six
contracts.

Q Sowe're talking Genev&®CO, Nucor,
Praxair, Kennecott, and who is ttreeocontract?

A MAGCORP.

Q MAGCORP. And just for gerposes of the
record, who is the additional splectatract
customer that you became aware aoke&ltontract
hasn't been filed with the Commis8io

A | thinkit's called Cerltkéalley Water
Users.

Q And subject to check, vebyibu accept that
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the contract they have is one o$¢hone-year
tariff contracts, the contract treftects market

prices under the provisions of tleenpany's tariff?

A Tl accept that, subjezicheck.

Q There was some talk oddyriabout the
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current paradigm, that this conteadension only
applies under the circumstancesdf@ommission has
a chance to look at these contragssn under the
current paradigm, so let's talk dlibat briefly.
Were you involved in the task fovdeich led to the
'92 criteria, the criteria you usgrently?

A Yes. |was chair of thask force as
well.

Q I previously handed yodogument that's
entitled Report to the Public Seevi@ommission of
Utah of the Economic Incentive CaatiTask Force
and ask you whether that's the tepat resulted
from that '92 task force.

A Yes,itis.

MR. HUNTER: | requestttitdbe marked
Cross 26.
CHAIRMAN MECHAM: Okay.

(Whereupon Cross Exhilbitwas marked.)

Q (BY MR.HUNTER) Would yourn to page A-3

of that document.
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A Yes.

Q Are those the guidelirest &are currently
used by the Division of Public Utés to analyze

whether or not special contractaughbe approved

by the Commission?
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A Yes, they are.

Q And the six contracts tivatwere
discussing, have all those contrbetn analyzed
using those four criteria?

A Yes, they have.

Q And my memory is that ywave been
involved in the analysis of eachihafse contracts.

A Yes, | have.

Q Turning to Guideline Numbiethis is what
we've referred to as the "but farldgline?

A Yes.

Q And each of those six cacts has
satisfied this "but for" guideline?

A Yes. Two of the six cadts have the
potential for self-generation andrfbave convinced
us that they have an alternativec®u

Q Criteria Number 2, theremaental capacity
and energy costs that you've disaligsth Mr.
Ginsberg, during the period in whyclu were doing

an analysis of those six contragither the
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initial contract or the renewalstthave happened
recently, were there -- did the Camys load and
resource balance show a need foraag@acity during
the time line of the contracts?

A No, it did not.
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(801) 328-1188 1402



10

11

12

13

14

15

16

17

18

19

20

Q Are you aware of any chesm the
Company's load and resource baldratanight
require new capacity additions?

A Yes. The Centralia plahthat's
completed, is one. We also, as waegke doing on
the IRP, found that the forecastth loads is
considerably understated and thhtisiincreased
in the next RAMPP.

Q And are those -- the nieedhew capacity,
is that something that is impactedie cost
reductions that we're talking abmsifa result of
the merger?

A Generally not, no. It haglo with the
loads being added or changed.

Q While each of the contsaoiet these
guidelines, they all have differprites; is that
true?

A That's correct.

Q They also have differexpieation dates,

different dates on which they terat@?
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A Yes.

Q Several had extension igroms that, as
addressed in the order, the Divisibleast was

uncomfortable with, provisions whedlowed for

extensions unless either one optrdes

RENEE L. STACY, CSR, RPR
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objected. Why was the Division uméortable with
those extension provisions?

A We were -- at the time wivee were
evaluating those contracts, at @ tmhen we could
see that the cost structure of tiheré might well
change, there was some talk abaegddation.
There was talking about selling ofver plants and
service territories. There wereteof
uncertainties that were going othatpoint in time

and we felt that five years wasaasahead as we
could look with any kind of assurard reliability.
Q Just talking generally,i@lthe extension
provisions in those agreements niigive been
different, isn't it true that thdyased one

characteristic? They required theual agreement

of both the Company and the sp&cdatract customer

in order for them to be extended?
A That's my recollectionsye
Q You've discussed and Mt.has discussed,

in part, some of the reasons whyrgauncomfortable
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with the automatic extension of thoentracts. Is
another reason that hasn't beereasgéd directly

the idea that special contracts mtgreviously
been regarded as a customer enétie They're not

something you got automatically?

RENEE L. STACY, CSR, RPR
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A Yes. The Division becacomcerned
early -- the entitlement conceriike the way you
worded that, is that if we give thmsentive for
long enough, then people feel Ikeytre entitled
to it. Originally this was intendtadhelp
encourage business in the statetath @nd encourage
startup of business. We anticipa@uetimes
startup costs are higher than rupowsts, and once
the business got established, hdigehey would be
able to pay their own full way, ahde had too
long a contract or too free of coiodis, then we'd
create entitlements where peopletthat this is
their right forever.

Q Isthat one of the possiigisults of
having an automatic extension ogéhoontracts?

A Well, it's the possiblensequence of any
extension of contract, automatiotherwise.

Q Is one of the objectivéthe special
contract process to get the maxirruomce those

special contract customers have reavtheir fixed
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costs, is one of the objectives &kensure that

they've made the maximum possibigrdmution?
A Yes. We look very closatya ceiling

that's, in effect, the alternatieerse of power

price and we expect the Companyetyptiate as close

RENEE L. STACY, CSR, RPR
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to that ceiling as they can aboVear, if you
will, of the incremental cost. Smuymaximize the
contribution of fixed cost from tbestomer.

Q And if you reduce the Canygs negotiating
leverage, could that have an adveffeet on their
ability to get that maximum contriiom?

A Yes.

Q And would an extension evhiequired -- or
would a condition which requiredexttension, even
absent the Company's agreementmailg result in
that loss of maximum negotiating pov

A Assuming for the momenltyahat change,
yes. If the Commission still hadngolatitude to
look at it, the Commission woulddoecerned about
that, but yes.

Q Finally, as | understobd tondition as
it was explained on Friday, the asten of those
special contracts now would resubt icap for
special contract customers, eveherabsence of

any cap for the rest of the tanfétomers. Is
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that your understanding?

A Well, it depends on thedaage in the
contract and extension. If thethe answer is yes
and no. Three of the contracts lesoalators built

in and so those three would conttouescalate, we

RENEE L. STACY, CSR, RPR
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would assume, with renewal. Thespthree that
don't have escalators would beffece capped,
yes.

MR. HUNTER: Thank youhakt's all | have.

CHAIRMAN MECHAM: Thank yo Is there any

objection to the admission of Cregamination
Exhibit 26? All right. We'll admitt

(Whereupon Cross Exhibit#s received.)

CHAIRMAN MECHAM: Mr. Bumett, do you have
anything? Let's take a recess.

(Recess, 10:32 a.m.)

(Reconvened, 11:00 a.m.)

CHAIRMAN MECHAM: Let's doack on the
record. Before we go to continuatdd cross
examination of Mr. Powell, we havarked Mayor
Dolan's testimony as ULCT 1 for Utaague of Cities
and Towns, and then we marked thébés of the
three witnesses from Deseret Geioer&t
Transmission in the following wapG&T 1 is the

testimony of Mr. Stover. There at@achments 1.1
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through 1.10. Mr. Bowler's testimave marked as
DG&T 2, and Mr. Albrecht's testimong marked as
DG&T 3. Are there objections to gamission of
those exhibits?

MR. BURNETT: No objection

RENEE L. STACY, CSR, RPR
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CHAIRMAN MECHAM: All righ Thank you.
We will admit them as I've identdithem.

(Whereupon Exhibits ULCTDG&T 1, 1.1 -
1.10, 2 and 3 were marked and reck)v

CHAIRMAN MECHAM: Now let'go back -- Mr.
Dodge, shall we go to you?

MR. DODGE: Thank you.

CROSS EXAMINATION

BY MR. DODGE:

Q Mr. Powell, looking atdSs 26, the first
qguestion: This report was nevemialy adopted by
the Commission; is that right?

A That's correct.

Q And itincluded Appendi@snd C that had
some descending, if you will, orfeliing comments
from customer groups and the Conemitt

A Yes.

Q They're not attached te farticular
excerpt; is that right?

A That's correct.
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Q On what is marked page, A2 first full
-- well, the second paragraph indsahat,
although the report is addressirapemic incentive
contracts, that it's not addressimgtracts that

recognize a customer's unique semaquirements

RENEE L. STACY, CSR, RPR
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and is priced to fully recover thasgeque
requirements, such as an interrigtbntract; is
that right?

A That's correct.

Q Or, secondly, a firm cactrof sufficient
size to warrant its own class of/ge, right?

A Yes.

Q So although you indicatieel Division used
these guidelines to analyze allddithe contracts
submitted since these guidelingsiglss, were
prepared, many of those contrantfaact, were
interruptible contracts; is thatwate?

A That's correct.

Q And others presumablydaggough to
warrant their own class of service?

A Yes, perhaps.

Q You indicated in your coemts that
typically these contracts have bealuated based
on fuel costs and no O&M, et cetara] | think you

said something like assuming thetdts sufficient
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capacity to provide the servicesamething to that
effect. What if, in the term of extension, the
Company shows that they may be ¢gpaeficient
before the end of that contract, seiting aside

for right now interruptible contracbut a contract

RENEE L. STACY, CSR, RPR
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that may impose capacity costs. M/the Division
then look at capacity costs and O&ddts in deciding
what was the appropriate price e¢bntract?

A They would look at capgabsts but not
O&M costs.

Q And in what manner would Division
analyze projected capacity costs?

A Basically there's two way@ne, a change
in capacity requirements affectsateided cost
that's used in the time period thate reviewing
the contract for and we would lobkhet, and the
second way is that the need fortaaidil capacity
would affect the integrated resoynies and the
capacity expansion plan of the tytéind we'd
review that with and without the trant.

Q Do you accept that thecedeontract
customer's request for an extensiaontracts
through the transition period, tharfyear -- or
through the remainder of the tramsiperiod is

intended by them to be a form df natigation?
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A They have stated thatave no opinion

on it.

Q Do you accept that thereld be different
risks imposed by the merger, eitiusts added by

the merger or changed by the meygdifferent

RENEE L. STACY, CSR, RPR
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management or different philosophié&u said those

are risks that the customers faaedhe brought
about for the first time by this mer?

A I'd prefer you take thosks one at a
time and allow me to answer indiatiy

Q Well, let's start with nagement style.

Is it a risk when there's a new owthat the new

owner will view things from a diftamt perspective?
A That's always a risk, BaicifiCorp has

had four changes of style and divectvithout

changing owners, and so it's natigue risk to the

merger.

Q Have you heard large austie complain
that, as a result of the PacifiCaleover of Utah
Power, that they lost access tal@yuwith local
ties and local concerns?

A Yes.

Q You heard Mr. Gardner,dgample, state
that in the public witness day?

A Yes.
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Q And you've heard probdaiger customers

make the same comments; is the fair

A Yes. We have documentshenrecord

stating that. Not on this recondt i other

cases.

RENEE L. STACY, CSR, RPR
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Q So they face those riskb the new
Company and have complained thatrdaot as
sensitive to local concerns. Do goaept that
those customers might face theafs#ealing with
an overseas utility ownership asawere removed
and more immune, if you will, to tleeal issues and
concerns?

A |l don't see that that'diag necessarily
more risk. When you have remote agament, you have
remote management. The locatiahatfremote
management doesn't have much toithotiae decision
making.

Q Butit's a new set of kavwe do know is
it's a new set of owners?

A Yes.

Q And we don't know what mgement
philosophy -- we don't know whattattes or views
they will bring to bear on this Caanp; is that a
fair statement?

A No, | think that's notarfstatement.
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Since we have this new managememntave had a new
contract filed under the same teamd conditions of

the previous contracts, so it app#aat there's a
continuation of the same policy.

Q Is it your statement tBabttishPower is

RENEE L. STACY, CSR, RPR
(801) 328-1188 1412
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today running PacifiCorp?

A No. | believe it was yaiatement
earlier in cross examination of otivenesses.

Q That cross examinatiothbier witnesses
was to the effect that at leasteithey announced
the merger they have refused to ti@gowith
special contract customers; is thia?

A No. There was comments] Bbelieve it
was by Mr. Reeder's cross examinatiwat the

coincidence in timing between tharde in
philosophy and change in ownerhef@ompany.

Certainly ScottishPower has hadathiéty, | think,

since the time the merger was ancedinto have some

influence on any new contracts tsigeed, and
since that time a new contract reenlfiled.

Q Butyou heard, for exampMe. Lee Brown
testify that the Company has refusetkegotiate
with him since the merger was aniced?

A I've heard Mr. Brown makese same

allegations for about ten yeardon't that it's
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anything unique with this merger.

Q Now, let's prepare, Mrwedl. Tell me
the last time Mr. Brown said the Qamy refused to
negotiate with him. He's had a 2B®year

contract. When did he -- it's ondw expiring for

RENEE L. STACY, CSR, RPR
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the first time, so when he has @véhe past
stated they refused to negotiaté \Wwim?

A He has filed a petitiortlwthe Commission
stating the Company refused to nagotvith him and
they were misapplying the contraxt he couldn't
get a hold of anybody there to amdvig questions
and get corrections to the contnaatle, and he
withheld a part of his bill for amber of years --
or months, and we've had a veryrestte history
with Mr. Brown here.

Q Well, in fact, that leddxtensive
litigation in court, did it not?

A No. It led to negotiatsoand a new
contract.

Q Well, there was a lawsiletd, too,
wasn't there?

A Yes.

MR. HUNTER: No, that'st tiaue.
MR. DODGE: Maybe I'm nmigirmed.

THE WITNESS: There wab@at of
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lawsuit. | don't know whether ot rtavas filed.

MR. HUNTER: Just for therposes of the
record, there was a complaint fibefore the Utah
Public Service Commission addresgin§lo lawsuit

in court was ever filed.

RENEE L. STACY, CSR, RPR
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Q (BY MR. DODGE) Okay. ThBSC litigation
was filed?

A Yes.

Q So you just completelycdisnt large
customers' concerns that, sincertbeger was
announced, the Company has not isdéng to
negotiate with them as they havihenpast?

A ldon't completely discaoun but | would
say that anytime that a delicateotiagon is in

progress, that's a time when afltiogs get
frozen in place for a time until $eassues get
resolved, and then you proceed hitsiness as
usual.

Q Right. And with a new ragement, you
don't know how business as usudlpsiiceed, do
you?

A | guess there's alwaygl@ment of
uncertainty, but we've had new managnt with the
same utility.

Q Let's assume that wherDivesion sits
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down and uses whatever criteria@oses to use in
evaluating a new contract in theifeitor a contract
extension, that it concludes -- weli's talk

about a contract extension. Thadibw concludes

the prices have to go up signifiatat cover what

RENEE L. STACY, CSR, RPR
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you view as incremental capacityis@®ing added
into the mix, and let's further assuthat company
cannot or is unwilling to pay thatdk of price.
Would the Division support the alyilbf that
customer to find alternative sourited would be
willing to provide it at a price thean afford to
pay?

A 1don't know this Divisismrole to
support or do anything with regardhat. The
customer is a private individual ainely have their
own role in that process.

Q Would the Division oppdbkat?

A No.

Q The Division would not gge that
customer's efforts to find an alétrre source?

A I'm probably misspeakiregause I'm not
the policy witness for the Divisidout in my
position --

MR GINSBERG: It also isitHe vague

about what you're talking about.e Aou talking
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about having direct access or atetgitking about

using its own generation? | mean --

MR. DODGE: We can discansy of the

above.

Q Let's assume there's amattility

RENEE L. STACY, CSR, RPR
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certificated in Utah and other aréed would be
willing to extend service to onetloése customers
at a price lower than what the Conypa willing to
pay and at a price that customdaebes$ would allow
it to remain competitive. Would tDe&/ision oppose
efforts by that customer to getraltgive service
from someone willing to supply itecper?

MR. GINSBERG: 1 think thqeestion is too
hypothetical to be answered.

CHAIRMAN MECHAM: Turn yeumicrophone on.

MR. GINSBERG: | thinksifust a
hypothetical question that is trytogie down some
sort of future policy with a witnaasthe
proceeding who really didn't evedrads direct
access.

MR. DODGE: No, | belieles testimony did
directly address direct accessjibtiie
hypothetical | just gave, it was adtressed at
retail access. It was addressedfatts to have

another utility in Utah extend seevinto that
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area.
MR. GINSBERG: And, agaifs a

hypothetical question that probataly't be answered

except in the facts of that speafrcumstance at

the time. How can you generallyegrsa question

RENEE L. STACY, CSR, RPR
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that yes, you would support or ngiggort another
utility serving a customer that heve the question
Is not before you?

CHAIRMAN MECHAM: It's obously fact
dependent.

MR. GINSBERG: And alstegal question of
whether that can actually occur.

CHAIRMAN MECHAM: I'm ncture he asked
that question, but | would guess Ma Powell
would say that it's fact dependent take it on a
case by case basis.

THE WITNESS: There is @uslitional set
of facts that are not in the supjpa@sj and that is
the status of any determinationtigfreled costs or
stranded benefit, and if a custowee to leave,
whether or not the Division wouldaenmend or
support that may well depend on Wwhethat customer
is leaving paying any stranded coktny. And
the timing may be a factor. TheiBlan has often

encouraged the IRP process to cen#li@ departure
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of an industrial customer as arra#tive to adding
new capacity, and if that turned toube a cheaper
alternative, then we would certamnbigh that fact
in the mix.

Q (BY MR.DODGE) Mr. Brovan this record

RENEE L. STACY, CSR, RPR
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has specifically requested thatféidity be
decertified if this merger is appedwso that he can
pursue alternative sources. Ha®ikission looked
at that request?

A 1 have not. | don't knawout the
Division as a whole on the policy.

Q You stated in responsa tpuestion from
Mr. Hunter that one of the objective to maximize
each customer's contribution inftren of energy
prices. Is that an objective retgsl of what it
does to the competitiveness of tom@any?

A 1think you're talking alidwo different
points of view. Our objective isn@ximize the
revenues to the degree possible clistomer may
well have concerns about competitegs and not sign
the contract under that conditidde have to look
at the "but for" condition and wevédo look at the
contributions that makes the fixedts and we have
to balance those with the needs®bther

customers as well as that customer.
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Q Does the Division considavithin its
purview, its jurisdictional purviee consider
things like whether or not maximgithe
contribution from a customer couldk® it

noncompetitive in a way that it wanit be able to

RENEE L. STACY, CSR, RPR
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1 existinthe long term?

2 A No. We assume that thetiaxts are

3 brought to us by the customers aafiCorp

4 jointly, that each of those partiese reviewed

5 their own position and are satistiegt this is a

6 good contract for them. The questiat remains
7 was whether this is a good conti@cthe other

8 customers, and that's the areanbhaxamined.

9 Q And you recognize that $pecial contract
10 customers' suggestion on this reoaimed

11 directly at the fact they're notcemvinced the

12 Company will agree on a contract thay, the
13 customers, consider good, don't you?

14 A Yes.

15 MR. DODGE: No further gtiens.

16 CHAIRMAN MECHAM: Thank yo Mr. Mattheis.
17 MR. MATTHEIS: No questin

18 CHAIRMAN MECHAM: Mr. Reed.

19 CROSS EXAMINATION

20 BY MR. REEDER:
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Q Good morning, Mr. Powell.

A Good morning.

Q Let's talk about your intree contract
guidelines, Cross Examination ExtiNm. 26 first,

if we might. Is it fair to say tleés some question

RENEE L. STACY, CSR, RPR
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about which contracts those critapaly to?

A ldon't understand the sjiga.

Q Isitfair to say thattéls some
question about which contracts thiera in this
document apply to?

A | think it's fair to salydre's some
question if they apply to any coatridthey have
not been approved by the Commission.

Q Isitfair so say thatrihes even a

legitimate position that the contreriteria in
this document may not apply to safie contracts
at this table?
A That's correct. Particlylanterruptible
contracts.
Q Infact, is it fair to sthat some of
these criteria may not even be gmate to apply
to some of the kinds of contractd #xist here?
A We are in the processooking at various
of these issues in the special itiees contract

task force and one of the thingseMe'oking at is
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splitting special contracts into neategories,
those that are incentive triggeteniess we'd call
it, and those that are triggeredygcial operating
conditions, such as interruptibjléynd there will

be some difference in the way the kimds of

RENEE L. STACY, CSR, RPR
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contracts are looked at, and thelido@ some ways
they're looked at in the same way.

Q Fair enough. So thatehmay -- so that
the criteria for approving contractst
necessarily something that's cameddone that
this Commission should assume exsiststhey must
slavishly adhere to?

A No.

Q Now, you have before yaweav contract for
approval. What's the term on tloaitkact?

A Five years.

Q Five years ending when?

A ldon't have that in fraftme. | think
the contract was signed in '99t seuld be 2004.

Q Endingin 2004. Are youhe process of
evaluating that contract?

A Yes.

Q In connection with evalngtthat
contract, what have you used tordates the costs

in the out years of 03 and 04?
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A The information provideg BacifiCorp.

But, again, our evaluations ardatvery, very

early stage and so it's hard tovgdagt we're

looking at.

Q Have you requested thermftion from

RENEE L. STACY, CSR, RPR
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ScottishPower about what their fasts for costs
might be in those out years?

A Not at this point.

Q Before today's -- befdris fproceeding
began, were you aware that there \f@ecasts by
ScottishPower?

A Yes.

Q Had you requested thosedasts?

A No.

Q Will you be requestinggbdorecasts to
conduct your evaluation?

A Ithink it's prudent to that, yes.

Q Mr. Powell, do you haveammion about
the confidence level that you havthe costs that
you've seen thus far forecasted?

A | think the cost levelthey're
reasonably confident in that they @nsistent with
what has been recent trends. Thecemajor
reversal of patterns. If there ardact, cost

savings, that will make the projedre attractive
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rather than less.

Q Do you have a sufficiestdl on the cost

savings to use those cost savingsafuating the

special contracts?

MR. GINSBERG: Can yourbere specific
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about what you're actually referriog
MR. REEDER: I'm tryingtrio get into the
confidential documents.
MR. GINSBERG: Maybe jusif that's what
you're referring to, at least tethithat, because
| think it was just a general quasstand | don't
know how --
MR. REEDER: | think tisadl fair
criticism. I'm trying to avoid ggmight to the
pink sheets, Mr. Powell, but if veetalking
about --
MR. GINSBERG: | don'trikihe's even
looked at them, so --
Q (BY MR. REEDER) Have yseen the pink
sheets?
A No, I have not.
Q You have not?
A No.
MR. GINSBERG: So it woldd hard for him

to have an opinion on them.
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MR. REEDER: Fair enough.

Q If, on this record, it sidbappear that

there are forecasts prepared bytiSkBower which

forecasts project, A, their futumad B, the

changes that they forecast, woubderbe material
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to you in your evaluation?

A If those forecasts carbbeught down to
an avoided cost level so they'remmegul in the
comparison we have to make, yes.

Q Let's talk about the awaiatost level.
When you do an avoided cost study,Rdwell, you
begin with an assumption that tiveitebe some
addition in the plant in the futude, you not?

A No, not necessarily. Whaii begin is
with the load, and then you assundetermine the
amount of resource that will be rezbth meet that
load and develop a balance betwestn and from
that, determine costs of that resewhen and if it
occurs.

Q What's the time intenal halancing?

A The current RAMPP studhes looking at a
20-year period and focusing morernsely on the
most recent ten years.

Q Sowe try to balance omeery ten years?

A As far as balancing load aesource, no.
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We try to balance on a year by yeesis.

Q We try to balance annually

A Yes.

Q Now, Mr. Powell, isn'titie that the

load varies hourly?

RENEE L. STACY, CSR, RPR
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A Yes.

Q Isn'tit true that thegariof electricity
varies hourly?

A Price on the market, pgdha

Q Isn'tit true the prodocticost varies
hourly?

A Yes.

Q What analysis, as you doryavoided cost

study, do you make of the hour byrichange in
price?

A We do not look at hourhmyur change.

Q Can you tell me the magptat of the hour
by hour changed price in PacifiClanpthe last
month?

A No.

Q Can you tell me the magptat of the hour
by hour change of PacifiCorp in amynth?

A No.

Q Can you tell me for any@da

A No.
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Q If a customer has the opputy to shape
his load so as to avoid taking powex particular

hour, wouldn't it be important taoknthe hour by

hour cost changes?

A We, when we evaluate intptible

RENEE L. STACY, CSR, RPR
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contracts, look at off peak houra@sim and on
peak hours as a sum, frequentligoking at those
revenues and the balances, yes.

Q Butyou do it on an annbasis, not an
hour by hour, don't you?

A Yes. But we sum up théiwdual hours to
get that on peak and off peak total.

Q So to the extent we useavoided cost
analysis to determine the approenass of a
contract, we're using a tool thatsuges costs once
a year when costs vary hourly, arga?

A No. The tool, basicallg've looking at
seasonal or a way of looking at rhiynin the
avoided cost. Not daily and notrihgubut monthly.
Not annual.

Q Mr. Powell, in responsestone questions
from Mr. Hunter, you described tharges that have
occurred recently in PacifiCorp.t's¢ ¢alk about
the changes that have occurred i BacifiCorp and

the electric power market. Whatgeaped in 19927
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A Aot of things.

Q What significantly to tekectric power

market happened in 1992, Mr. Powell?

A ldon't know what you'sfarring to.

Q Was the Energy Policy 8£1992 passed in

RENEE L. STACY, CSR, RPR
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1992?

A lassume, yes.

Q What impact did that hawvethe electric
power markets, Mr. Powell.

A It had very little impaah Utah markets.

Q Isn'tit true that it opehaccess for

transmission?

A Utah Power -- or Pacifipalready
required open access for transnmssecause of the
merger order three years prior #i.th

Q Is it your testimony thia¢ conditions of
888 and the open access order ofiCarp are
identical?

A No.

Q Ididn't think so.

A But they had open accessu're referring
to it in general. If you want sgecdetails, yes,
it has changed somewhat.

Q It has changed signifibgritasn't it?

888 made it quite different, didt?t
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A "Quite" is a definitionabrd. | don't
know how far you'd take it, butgtdifferent.

Q What about EWGSs, exempbhetale
generators? Didn't EWGs come ixistence in 19927

MR. GINSBERG: Can youidefwhat an EWG

RENEE L. STACY, CSR, RPR
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IS?
MR. REEDER: Exempt whalesgenerator.
GINSBERG: A what?
MR. REEDER: Exempt whalesgenerator.
THE WITNESS: That partatitle did;
however, we had independent powedycers for ten
years prior to that time, and tcegrée, exempt
wholesale generators is a -- tagelaegree, just
renaming same group of people.

Q (BY MR. REEDER) Isn'titie that exempt
wholesale generators gained an eiemfsrom the
Public Utility Holding Act in 1992hd began to
flourish and heretofore had not?

A Yes.

Q Isn'tit true that sin@92 we've had the
introduction of significant new inmdent power,
EWGs in the West?

A Yes.

Q Can you name some of thamus?

A Enron --
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Q That's an unfair questidimere's
significant plants in the additiodow, the
addition of EWGs in the market apémaccess
transmission has changed the wagldwadric utility

industry functions, hasn't it?

RENEE L. STACY, CSR, RPR
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A | have not reviewed thdustry as a
whole. It's inappropriate for mectimment on how
the industry changed.

Q It changed the way PaafiCoperates,
hasn't it?

A In what way?

Q They ceased to build @aartd are now
buying, haven't they?

A That has always been Raoifp's
philosophy, even since prior totierger.

Q Are they a customer of EX\&&d IPP plants
in the West today?

A Yes.

Q Are they a customer of n@ants that have
been built in the West since 19927

A Of their own?

Q Yes.

A No.

Q They are not customemeyt EWG plants in

the West?
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A Oh. |said, "Of their o®nh You said

yes.

Q Canthey own an EWG, Mowell?

point.

MR. BURNETT: We're allnfased at this
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MR. HUNTER: At least Pi@Corp is.

Q (BY MR. REEDER) Can P#cdrp own an EWG?

A PacifiCorp can own EWGbglieve, but
you're asking for a legal interptieta I'm unaware
of, but not to serve themselves.

Q Okay. Let's go back te ghatform,
then. They cannot -- are they ausis of exempt
wholesale generators in the West?

A They have 180 interconrg@tpoints,
something like 200 interconnectiontcacts. I'm
not aware of moment by moment whetheot -- |
assume they are buying some powen EWGs, but --

Q Do they buy from Hermiston

A Yes.

Q Do they buy from KlamathlIE?

A Yes.

Q What other exempt wholegpdnerating
facilities in the West are they mgyfrom, Mr.
Powell? We didn't want to go thriotige list. We

know there's quite a list of theraythe buying
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from, though, don't we?

A Yes.

Q Allright. Now, we knowdt open access
has occurred since 1992 and we kihetwvEWGSs have

been introduced since 1992. Now,dghestion is:

RENEE L. STACY, CSR, RPR
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How should that fit into what thétera ought to
be to looking at incremental cobts, Powell?
Shall we go there?

MR. BURNETT: You know,jghmight be
really interesting for another kelithe special
contract task force, but it beatttelirelationship
to this particular proceeding ant lasking -- Mr.
Reeder is a bright and intelligemtividual. |
suspect he's read 888 and the Ertoligy Act and

he can go on extensively with thisyess about it,
but it doesn't have anything to dithis
particular proceeding.

CHAIRMAN MECHAM: Well, Fenot going to
go on extensively about it.

MR. BURNETT: He's justigey warmed up.
Can't you tell? Just kind of gegthis juices
flowing here and getting excited @t |1 mean,
the bottom line is, you know, | tgalon't want to
go through the Energy Policy Actle92, and the

fact that ScottishPower is goingpty the stock of
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PacifiCorp doesn't change the faat the Energy
Policy Act is there. It doesn't oha the fact that
888 was put in place. We're justitgithe stock of
this Company. We're not changihgfthese

things. They are what they are.

RENEE L. STACY, CSR, RPR
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MR. REEDER: They're hegsisting the
extension of the special contraatsitending that
the 1992 criteria should apply @ thsults of the
task force should apply before thelyextended, and
the simple question is whether anyat is
relevant. The Commission can olesenapefully,
that there have been significannges and
sufficient questions that they ougbit act as an
excuse.

THE WITNESS: | would segtjyou ask the
simple question and let me give ymusimple answer
to the simple question, rather ttienroute we've
been going.

MR. HUNTER: Now it's yolrn to guess
where he's going.

CHAIRMAN MECHAM: Yeah. ktch simple
question?

THE WITNESS: The simpleegtion is
whether the criteria should changealise of events

that occurred since 1992.
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CHAIRMAN MECHAM: And whatthe simple

answer?

THE WITNESS: The simpleswaer is the
basic criteria is that these congrabould only be

signed when they have a "but fodvsion and when
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they make a contribution to othestomers, and that
criteria -- either one of thoseemnid | think has
not changed since all the changd®99?.

Q (BY MR. REEDER) Mr. Palyeve've had
considerable discussion about the fir" contract
before. We shan't have it today,yow would agree
that should not be an issue witlpeesto most of
the customers at this table, wotilgmi? You've
satisfied yourself on that for a rnenof years.

A If you will divide it beten the
interruptible contracts and thos®whve special
incentive contracts for other reasges. The
interruptibles may not have the santeria in full
with regard to "but for," for exarapbut it's still
expected to cover costs.

Q Let's talk about whathe tilemma we're
confronted with about having to exasrspecial
contracts arises, in large, becafisiee absence of
a rate cap, doesn't it, Mr. Powell?

A Within the specific heayioontext, yes.
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MR. REEDER: Thank youhave nothing

further.

CHAIRMAN MECHAM: Mr. Bustt.
MR. BURNETT: |don't haary questions at

this point. | think we've beat thisrse to death,

RENEE L. STACY, CSR, RPR
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frankly.
MR. REEDER: Well, willl#ave town?
CHAIRMAN MECHAM: Did youwife tell you
you regained your humor?
MR. BURNETT: Briefly ovéne weekend.
Apparently not today.
MR. REEDER: We're sowyske you ill of
humor, but we wish you well.
CHAIRMAN MECHAM: Mr. Tingy?
MR. TINGEY: Thank you.
CROSS EXAMINATION
BY MR. TINGEY:
Q We talked earlier aboutts@and totals
and whatnot of special contractsymdsaid that
you could get them, and | think warfd it. Do you
have it in front of you what is p&)2.1 of
PacifiCorp's semiannual report?
A Yes, | do.

MR. TINGEY: Can we makst?

CHAIRMAN MECHAM: Yes. Would be Cross
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Exhibit 27.

(Whereupon Cross Exhigitwas marked.)
Q (BY MR. TINGEY) The titen that page is
PacifiCorp System Allocated Spe€@ahtracts, 12

months ended December 1998; iscibvaect?

RENEE L. STACY, CSR, RPR
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A Yes.

Q And then it actually listé the
PacifiCorp state's special contrastthat
correct?

A ltlists all the speciaintracts that are
allocated. There are some speoiatracts that
predate 1997 that are not allocttatiare not on
this list.

MR. GINSBERG: 19877
THE WITNESS: 1997.

Q (BY MR. TINGEY) And wheve were going
with this, what does it show foogat in Utah for
revenue?

A Total revenue is about $iion.

Q How does that comparetaltUtah revenue
for all customers? About 10 perent

A Yeah. Alittle larger tha0 percent.

Q You've just had a nicecdssion with Mr.
Reeder about costs. Has the Dinidimne, for

example, in the last year, an amalgssee if any
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of these special contracts are ¢ogerosts and

making contribution toward fixed ts%5

MR. REEDER: I'd objectth@ question as

vague unless you define the wordgt:to

Q (BY MR. TINGEY) Well, whathe term you

RENEE L. STACY, CSR, RPR
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used? It wasn't variable costsvds --

A Incremental costs?

Q Incremental. Thank ydtas the Division
done -- I'll try again. Has the Bien done an
analysis of any of these contragtsee if they are
covering incremental costs and c¢buating toward
fixed costs?

A The last one we revieweodmpto the one
currently before us was probablyeeed more than a
year ago, so the answer to yourtgpress no. We

have not made a special attempbtoagk and relook
at those contracts.

Q So the Division, at leakstesn't know, as
of today, whether any of these amts are covering
incremental costs?

A We know that the costs @mmpany have
incurred have been similar to whatenforecast in
general, but we haven't gone baekifipally with
these individual contracts, no.

MR. TINGEY: Thanks.
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CHAIRMAN MECHAM: Thank yo Mr. Tingey.
MR. TINGEY: Can we geistadmitted?

CHAIRMAN MECHAM: Is thei@ny objection to

the admission of Cross Examinatié® 2

MR. DODGE: No objectiather than we

RENEE L. STACY, CSR, RPR
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have requested that it be treatezbagdential.

MR. TINGEY: Which doesmitike a lot of
sense, since it's a publicly filextdment.

MR. DODGE: Which we leadtoday and we
think is in violation of the conttdaerms,
identifying customers specificaljWe may need to
take steps with the Company to nsake it doesn't
happen that way, but there's no neeisseminate
even further what ought to be caogrfigal
information.

MR. HUNTER: And we certigidon't object
to it being confidential on this oed and then we
will have those discussions abouatwhformation is
in the exhibit that is inappropriate

MR. BURNETT: Yellow codéntial, not
pink.

CHAIRMAN MECHAM: Let's guff the record
just a minute.

(Discussion off the recprd

CHAIRMAN MECHAM: Let's doack on the
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record. Mr. Dodge has made theestthat, for
purposes of this record, Cross Eration Exhibit 27
be treated in a proprietary way. 'IVde that and
admit it, but recognize, as Mr. Gi@g points out,

that it's in the semiannual filinidyis not

RENEE L. STACY, CSR, RPR
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treated confidential there and webtgoing to go
back and try to retrieve those doents.
(Whereupon Cross Exhiffitizas received.)
MR. GINSBERG: Nor doegmipose any
obligation on the Division, now thhts has been
marked confidential, unless we'rengdo somehow go
and treat all the other documenthis-actually,
as a confidential document, is ténded that this
now impose an obligation to make thiconfidential
document from this point on, whichrently is filed

as a nonconfidential document whih Division.

CHAIRMAN MECHAM: When yaay "from this

point on," what do you mean? Iis ti@cord,
perhaps, but --

MR. GINSBERG: Not in aother way?

CHAIRMAN MECHAM: No.

MR. GINSBERG: So we'releanno obligation
to treat this --

CHAIRMAN MECHAM: In thisecord, we'll

treat it as a proprietary documdhthere are
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other uses of it, it is out there #imere's nothing
we could do about that. It wasdises a
nonproprietary document. We'regmwhg to go
retrieve those, so --

MR. GINSBERG: So if thera desire --

RENEE L. STACY, CSR, RPR
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CHAIRMAN MECHAM: To theegree there's an

obligation, it's in this record athas record

only. All right.

COMMISSIONER JONES: Mnowll, | wondered
if you could help me understand"tha for" clause
as it relates to the -- as | reaghidelines

there are in Cross 26, | don't bee'but for"
clause in there and | wonder if gould help me
with that.

THE WITNESS: Basicallettbut for" is
Provision Number 1 on page 83.ldticity sales
resulting from a contract would ontiterwise occur
in the absence of such a contract.

COMMISSIONER JONES: Okaw.

THE WITNESS: In other sy except for or
but for this contract, the sales ldawot occur.

COMMISSIONER JONES: Okand then you
mentioned that two of the contrdztee
self-generation and then the otbetracts have

other forms. What are they? Hoevtaey able to
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get their electricity?

THE WITNESS: Four of ttentracts I've
stated they can buy their electrieither through
municipalities or an REA. In sonases

municipalities have artificially ated their

RENEE L. STACY, CSR, RPR
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boundaries to include these indaktustomers to
make that a potential, but it hagemgone beyond
that.

COMMISSIONER JONES: Sonfreither
municipalities or REAs, basicallye éhe sources?

THE WITNESS: Yes.

COMMISSIONER JONES: Thake only
question | had.

COMMISSIONER WHITE: MroRell, | need a
little help in understanding, wispect to
customers on special contracts, twoseparate the
risks that they face as a resuthisf merger as
opposed to maybe the risks that wayld face in
any case, even if there were no ereand it seems
to me there may even be some arbasawthey don't
face any risk at all, and I'm tryboegsort those
out. | hope you can help me undexsthis. And I
may tread some ground we've bedetore.

As | understand Crosst@éy're at risk

that the cost of incremental cayamiuld increase,
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| suppose. Is that what | underdtgau to say, or
at least | understand what the iogpion of 26 is?

THE WITNESS: Are you loog at the time

frame after the expiration of theantract?

COMMISSIONER WHITE: Wetfip. I'm --
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well, no. [ think I'm just lookirag, during the
contract, what are the relativesitkat a special
contract customer might face?

THE WITNESS: During therjpd of the
contract, for three of the custontbese are no
price risks. There are no escatatothe
contract. For two of the custontbese is a fuel
cost inflater, and so they facesk &s fuel costs
change, with or without the merdleat their costs
can go up. And one of the six cact8 has a
production cost escalator, which ldonclude O&M
for the generation facilities, sattbne is at risk
for any change in O&M costs, as \aslfuel costs
and others.

COMMISSIONER WHITE: Anken when a
contract expires, they run risksimga

THE WITNESS: They run tiek that the
utility now requires some new capaand, by
requiring new capacity, will charag®ided cost and

the rate that the utility can offieem. That's
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with or without a merger as well.

COMMISSIONER WHITE: | wizal to ask you
what you meant by being at risk@&M costs. You
said that there's one contract@vuple of

contracts that have automatic esma2a

RENEE L. STACY, CSR, RPR
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THE WITNESS: There's @oatract that
has an escalator that's based omippreduction
costs, is the general term, andiwithe power
production cost category, it incladeel costs and
O&M costs for the generators, notD&ir the
transmission and distribution.

COMMISSIONER WHITE: Okasso during the
course of the contract, only thassteamers would be
at risk if O&M costs increased imgeation?

THE WITNESS: Yes. Thas.

COMMISSIONER WHITE: Sowell, | want to
ask you a few more gquestions ab@&@Man a minute.
Stepping back from maybe these egtgrin
particular -- well, no. I'm sorrin these
contracts, actually, another riskt thhe customer
runs is that fuel costs will increasd they incur
that risk in that, if they have aramnatic
escalator clause, then if fuel costsease, some
of that gets passed on to them?

THE WITNESS: Three of gie contracts
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have an automatic escalator basddedirost.
COMMISSIONER WHITE: Anké other three

would run the risk that when thetcact expires or

it's time to renegotiate it, theaytimay be asked

to pay higher fuel costs?

RENEE L. STACY, CSR, RPR
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THE WITNESS: Yes.

COMMISSIONER WHITE: Anbddse are risks
that those customers run whethewbthis merger
Is approved; is that right?

THE WITNESS: Yes.

COMMISSIONER WHITE: Nowhen you talk
about generation costs and whetbecial contracts
customers are at risk if generatiosts go up, that
would be reflected in the capachgrges?

THE WITNESS: Well, let marrow that a
little bit. When you say generatawsts, that term
can include both the cost of theegators and the
cost of the fuel to generate elettyri The cost
of new resources, the cost of nemeggtors would

show up in the need for new capaydasy.

COMMISSIONER WHITE: Howuch of a risk is

that to these customers under thsgmt
circumstances, do you think, witth@rger or without
a merger? If there's no mergat,yieur view that

they're at risk for increases intsakie to these
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generation categories?

THE WITNESS: | think |lag it depends
on the time period we're lookindaatrenewal of
the contracts, and the changeddnat happened in

the system have not yet been reftet a new

RENEE L. STACY, CSR, RPR
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integrated resource plan. We'rhéprocess of
doing that now. Clearly, the Celmravill have
some effect and also some of theradfistem sales.
We don't know what that impact is.
Right now, if we're loogiback at RAMPP
5, for example, we could extend ¢hesntracts out
through possibly through 2007 withtine need for a
new resource or capacity chargetstiat is old
data. We don't know what the neta aall show.
COMMISSIONER WHITE: But éxtent the
Company have been efficient andscbhate gone down
or not risen, or to the extent tt@dts go up,
that's going to impact the speabaitract
customers?
THE WITNESS: Yes.
COMMISSIONER WHITE: Anfddosts go down
or go up as a result of the mertpeat, will also be
a risk that they will take?
THE WITNESS: Let me amemganswer to the

previous question. Whether or hohpacts those



21

22

23

24

25

special contract customers dependsauple of
things. Number one, it may makertbentribution
to fixed costs appear less, bubag bs there's
still some contribution to fixed t®shey may well

be -- negotiate a new contract atsthme rate, even

RENEE L. STACY, CSR, RPR
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though costs overall have risenhshg

So we are attempting tioeseate that's
somewhere between their "but foritcact where they
can get generation somewhere eldevéuat the
incremental cost of fuel is. We @avfair margin
there. That margin can continuexist, even
though -- or the price level cantomure to exist
even though the margin may shritikla bit with
the new contract. That's up toghdies.

COMMISSIONER WHITE: Okaifao you have any
view or any prediction about how tis&s might
change with respect to generatiatscih the merger
is approved? Keep in mind thatredall in one of
the documents, | believe Scottish€toexpressed its
view that generation appeared tcelaively
inefficient, and it was my impressibey didn't see
a lot of opportunity for cost cugithere.

THE WITNESS: | was hopsmmebody would
ask me that question. My early apirof Scottish

engineers was formed by Rudyardikgpl He quotes a



21

22

23

24

25

Scottish engineer as saying, "Tray@py my
inventions but they cannot copy mgdnand so ['ll
leave them sweating and straininggaa and a half
behind." And I wouldn't be surpdge see new

owners find cost cutting measures &l the owners

RENEE L. STACY, CSR, RPR
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did not see. We found that in trexger with
PacifiCorp.

At the time of the mergeth PacifiCorp,
Utah Power had coal costs of $4@ha {They've now
dropped to $19 a ton. And Utah Posaéd we can't
change it. That's fixed. That'sevehthey are.
New owners take a fresh view and wauldn't
surprise me to find that they doetalfresh view.

COMMISSIONER WHITE: Sogpéte the fact
that ScottishPower seemed to saydlin't see a
lot of opportunities for cost cugiand generation,
you think, nevertheless, they wildf some?

THE WITNESS: Yes.

COMMISSIONER WHITE: Whathout
transmission? What sorts of cosisld/you
characterize as being includedangmission that
special contracts customers mayt bskafor?

THE WITNESS: Most of ttime, and
particularly with interruptible costers, they are

not at risk for anything on the samssion system.
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COMMISSIONER WHITE:
transmission system go up or go dowa're saying

that's not likely to affect pricesry much that

special contract customers pay?

THE WITNESS: Well, it woaffect the

Socibsts of the
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current contract. It could havarapact on -- if a
system becomes capacity constraihethy have an
impact on whether even capacityalable to those
customers, and so it may have ¥ thay end up
having to pay constriction pricinggeffect,

because the power can't be gotedmtivithout
creating new lines or something.else

COMMISSIONER WHITE: Anbat's a risk
they face with or without a mergsrthat right?

THE WITNESS: Yes.

COMMISSIONER WHITE: Bdita company
invests in transmission, pays mang, the company's
costs go up, are those transmiseiated costs
passed on to special contracts ouests?

THE WITNESS: The intertibge portion of
interruptible contracts, no. Fa tlim portion,
yes.

COMMISSIONER WHITE: Anytlg else about
transmission costs that | need aAkh

THE WITNESS: No.
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COMMISSIONER WHITE: | doknow what to

ask here.

THE WITNESS: Probablyg but | don't

know what, specifically.

COMMISSIONER WHITE: Didtution costs.
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Are special contracts customerssétfor any costs
that would be included in distrilourt?

THE WITNESS: No. Thegalrthink,
uniformly served at a higher voltagéney pay no
distribution costs.

COMMISSIONER WHITE: Socdbsts go up,
they're insulated from that?

A Yes.

Q Butif ScottishPower igyefficient and
costs go down in distribution, spécontracts
customers wouldn't expect to shae portion of
that benefit?

THE WITNESS: Right.

COMMISSIONER WHITE: I'nonsure |
understood everything you said alopetration and
maintenance costs and | wanted tba&ek to that.
Those primarily are reflected inlfoests and
capacity costs?

THE WITNESS: Let me staghin. O&M

costs of the generators, so the ppwaluction



21

22

23

24

25

facilities are considered to be @ ppower

production cost, along with fuelarsother element

of power production costs, so the company who has
an escalator based on power proaluctsts would

pay for changes in both of thosé¢ufiess.
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There are two other castgdhat have
only fuel costs adders. They waqudg only fuel
costs, but not see O&M, and thedtutner contracts
that have no escalators would netasg/ of those.
| should say two of those three hav@scalators.
One has a fixed escalator thatgosts year by

year, regardless of what changg®wer costs.

COMMISSIONER WHITE: And ©&M costs are

attributable to transmission andrdhation?

THE WITNESS: No. We'rdylooking at
the O&M. Their escalator has thent&power
production cost," so it only limitexlthose.

COMMISSIONER WHITE: Okailow many
special contracts customers areduestered in Utah
or primarily based in Utah?

A | guess we can go downlite | don't
know the ultimate owners, necessargll of
these. |think MAGCORP is primatilgised in Utah.
Geneva Steel is based in Utah. Keott is based in

Utah, largely. Nucor, they're basedtah. And
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WECCO, | don't know the ownershipusture. Texaco
or Mobil, 1 don't know the ownersisijpucture.

COMMISSIONER WHITE: Soabuld be fair
to say that, to some extent, soneeiapcontract

customers may have local interesteart perhaps
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more than others?

THE WITNESS: Yes.

COMMISSIONER WHITE: Okayhat's all |
have. Thank you.

CHAIRMAN MECHAM: | thougiNucor was based
out of Pennsylvania or --

THE WITNESS: That may be.

MR. MATTHEIS: North Canaé.

MR. GINSBERG: When youreranswering the
guestion about where there were,dyda't -- they
might be based here, but you dateasarily know
whether they're a subsidiary of somecelse?

THE WITNESS: No.

MR. GINSBERG: Like MAGC®Rnight be a
subsidiary of some other compamyfact, | think
they are.

THE WITNESS: They've chad owners a
number of times. The answer to ypuestion is yes.
| don't know the owners.

MR. GINSBERG: Their bussis, Kennecott
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Copper, is located here, but youtdarow who owns
them, whether they're a subsididigome other
corporation?

THE WITNESS: Now that ymention it, |

believe they are a subsidiary oft@oout of state
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corporation, so I should have ansden the first
place | don't know.

CHAIRMAN MECHAM: Mr. Povleis the
Division's position opposing diractess in the
event that the special contractaust's are unable
to negotiate a new contract basetheriact that
that policy decision hasn't been enlaere, or what
Is the basis for it?

THE WITNESS: It was basedthe fact that
that policy decision and a hostet@ted policy
decisions, such as stranded invegtrhave not yet
been decided, and also based orhtbatate
legislature seems to have preentpigichway from
the Commission in making those médgwisions, so
it's the wrong time and the wronacpl

CHAIRMAN MECHAM: Okay.slthere any
redirect?

MR. GINSBERG: No.

CHAIRMAN MECHAM: Mr. Reed, did you have

something else?
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MR. REEDER: | think itsgely

argument. I'll save it for argument

MR. HUNTER: In that case,will I.

CHAIRMAN MECHAM: Thank yo Mr. Powell.

Okay. Let's go off the record.
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(Discussion off the recfrd
CHAIRMAN MECHAM: Let's goack on the
record. Mr. Maloney, why don't weesr you in.
ROBERT J. MALONEY
called as a witness and sworn, waswned and

testified as follows:

CHAIRMAN MECHAM: Thank yo Mr. Ginsberg.

DIRECT EXAMINATION
BY MR. GINSBERG:

Q We've previously markedeakibit DPU 6
through 6.5 and 6R. Those aredkgmony and
exhibits you prepared?

A Yes.

Q And I know you have soreections.
Could you make those?

A Yes. In my direct testinywon page 18,
line six, a change from 5 percerfiie minutes.
On that same page of 18, on linbte@mgain change
5 percent to five minutes. Pagelig@,19, change

Exhibit 6.4 to Exhibit 6.5. On pa2& line 19
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again, change page 26 to page 2 oh page 21,
line one, change Exhibit 6.1 to Exh6.5.

Q And do you have a sumnadiryour
testimony, any additional commenmts wanted to

make?
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And prior to that, coul@\wo ahead and
have his exhibits introduced?

CHAIRMAN MECHAM: Yeahslhere any
objection to the admission of DPWith 6.1 through
6.5 attached and 6R? All right. 'N\&gimit them.

(Whereupon Exhibits DPLBA, - 6.5 and 6R
were marked and received.)

Q (BY MR. GINSBERG) Go ablea

A Summary?

Q Summary and any additighedgs you
wanted to say.

A I've got two preliminargipts. The first
point is | would like to clearly de¢ service
quality, the scope of service gyalitwant to
make the point that it includesatliity,
obviously, and it also includesdietsponses. In
the case of PacifiCorp, we're tajkatout 16
different types of field responséisncludes
telephone access under normal dongit It also

includes telephone access under sgdke outage



21

22

23

24

25

conditions.

The second preliminarynpdiwant to make
with regard to service quality iattkthe single
best way to measure it is to measuséomer losses,

meaning that, as service qualityromps, customer
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losses decrease.
With regard to my summaiyJike to
clarify that summary to assure thatCommission
has a clear understanding of the @&my's proposed
package. And by package, I'm reigrto the eight
performance standards and the gigatantees.
First | want to address $60 million
annual estimate, which is an estthannual
reduction in power outage cost far PacifiCorp
service territory. Using the nunsbef customers as
a basis, the Utah component ofwmatld be 25
million annually, which would conti@ each year. |
want to make the point that | beti¢vat the 60
million for the total system or &g for the Utah
component is understated. | suggest
understated because if we lookapthwer -- if we
look at the costs that are measimed particular
business, what we find is that thehat it
measures such things as there sr@toduction

costs and lost customer costs attalile to a
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particular business; however, thasnee doesn't

include the consequential effe@g.that | mean if
we have a business that is incurcogjs because
it's operating with no electricity.

There are also costs irenliby the
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suppliers of that business. Theeeadso costs
incurred by the customers of thaibess. Those
customers are dependent upon thmubuiThe
suppliers are dependent upon thetomer, and so
there are interdependencies, angetho
interdependencies and the costefifiple effect,
S0 to speak, are not included in#®@ million
estimate.
Another point with regaodthat $60

million estimate of 25 for Utah &t it reflects a
package which includes 15 poinighteperformance
standards, eight -- excuse me em@erformance
standards, eight guarantees. Tbhex§ibion is
attributable solely to the firstearperformance
standards. No one has yet attentptgdantify the
impact of the other 12 criterialie package.

Mr. MacLaren in his relalitestimony
cited three studies in additionhie Electric Power
Research Institute Study for BonheWower. He

referred to the Southern Califofadison Institute
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study, the Duke Power study, andliele it was
Puget Sound study, all of which jded evidence
that there are significant poweragetreduction
costs, and the EPRI study is cdgtamthe ball

park.
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In my direct testimonydad the term
"may" and "possible" when referrtoghe $60
million estimate. The reason | ugegterms "may"
and "possible" is because the $80amiis not
guaranteed. The 25 million for tah, this is not
guaranteed. It's contingent up@nGlompany, in
fact, realizing the 10 percent regturcthat they've
anticipated and that they're plagnin

Now, in the event thatytldedn't -- they
wouldn't achieve that in Utah inefiyears, then in
that case there would be a paymierughly $2
million, and if you compare that®lion payment
against the $25 million that thetoosers would not
have realized in power outage radnatosts, you
know, certainly the $2 million doksequately
compensate the customers for thaifllon they
didn't realize.

However, if we look at tim@anagement
team's performance in Scotland, wiaafind is that

the -- in the case of ScottishPowezy realized a
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and with Manweb they realized a éitpnt reduction
over a five or six-year period. &hat, it would

seem that the Company's team, threageament team has

been very conservative in theimaate of shooting
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for a 10 percent reduction, so, ynparsonal
opinion, there's a lot more to bt Ibwe don't go
forward with the merger than if we d
Second point | want to makout the
proposed package is that the pacisagauntary.
The Company came forward and theyrodted to all 15
of the criteria. They did thatt-did that
largely, | believe, on their owntiative, as far
as I'm able to determine.

For about two years | gedlithe Company's
network and their service standattsy feedback,
customer complaints and such ag#nast-- with
regard to the output. My effort virsiended to
result in standards and a monitoregprt, and
after two years | wasn't makingteoictheadway.
Ultimately the Company voluntarilgaided that they
would put in place a monitoring repdNe worked
for about another six months andyatea monitoring
report in place.

The monitoring reportnmy view, has some
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value, a negligible value. It hdsw targets in
it. It largely reflects aggregastdtewide data.
It's not very usable, actually,emts of
evaluating service quality, buthigter than

nothing.
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In about the last montin imonths, as we
proposed conditions in this, wetvekied at the
package and negotiated the stiparatiwe've
achieved more in that last six weakso than we
did in the prior three years, sodjuite hopeful,
based upon that record, if it coméig in the
future, that we can achieve a lotermo terms of
reducing costs and improving sergaality.

The other point with redjéo those
commitments being voluntary is tiate don't go
forward with the merger -- if we didgo forward
with the merger, in my view, evethiére were
strong external pressure to encautlag Company to

put the targets in place, we'd pbbpaork two to
three years before we'd get anytbloge to what
we've got on the table right nowd drwe did get
to the point where we agreed abertise standards,
the probability is that we would g&tuses instead
of results because it would be cedrand the

result of coercing a management tisamot usually
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very productive, so | -- | can't cstate the value
of the fact that this package isuntdry.

Third point is that thef-you look at
the 15 criteria, what you find istlevery one of

them is quantified and/or has a treguirement
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associated with it. If you looktlaé corresponding
Utah rules that are currently incgléor each of
those 15 criteria, what you'll firscthat there are
just very, very few rules. The favles that do
exist consist of argument termantelike adequate,
reasonable, prompt.

It's almost impossibleatalit against
criteria like audit, like adequatelaeasonable and
prompt, because they're not quaatiéind because
they don't have time requirements.

However, if you look aeth5 criteria,
since they are quantified and stheg are
measurable and auditable, verifiabley are
enforceable, so there's a lot ofi@associated
with it, with their being quantifi@band verifiable
and measurable.

Most of what | said so fias been
relatively positive. My responsityilwas to look
at the package and try to identify;ne areas where

it needed to be improved. In ddimagt, what |
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noted was that the -- for four of fferformance
standards, they required only penforce
improvements on a statewide aggeeaasis. The
Company is planning to become irgregy efficient

over the next several years antheasame time,
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improve service. Well, the easweay to achieve

performance improvements on an agdesl statewide

basis is to target the investmetotsarget the
expenditures in the areas that arstimeavily
populated. That way you get theybgi bang for the
buck in terms of improving the perf@ance.

To get at that, we pupiace Condition
33. Condition 33 requires that @wmpany set
internal targets for each of itsdlgtricts in this
state and then to report performagaenst those
quarterly -- against those targeta guarterly
basis.

The value of that to theiflon is that,
with the targets in place for eatthe 14
districts and with the performaneparts showing
the outage levels against thoseetaygve can
identify a large unfavorable variendVe can
identify a trend. With that data @& follow up
using our statutory authority to ihaad then we

can identify cost curves and howaugr
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dissatisfaction will decrease agdinsse cost
curves for a particular districtdagach district's
operating characteristics is gomgdry.

So what I'm saying is tteg monitoring

reports provides us with a tool imietr we can, in
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fact, identify exceptions, deficiemgthroughout
the state, and if we identify dedioty and we're
unable to get a good response flmCompany in
terms of a corrective action plamorexplanation,
we could then provide that inforratto the
Commission and ask the Commissiagitteer, under
its statutory authority, to eithet a standard or
to order the Company to correctdegciency.

In other words, we've goplace not just
a comprehensive package, but wevenglace a
tool with which to evaluate and ntonservice
quality throughout the state on aticming basis
and initiate corrective action whesrewe need to do
So.

There's also a Conditidnahich addresses
the 15 or 16 different types ofdieésponses in
the state. Condition 34 requires@ompany to
report set targets for each of thdidld responses
and to provide that information toaontinually

and, just as with the outages, weicgiate
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corrective action through the Consnis whenever

there's a need to do so.

That summarizes my summa&wgncludes my

summary, rather.

MR. GINSBERG: Thank yade's available
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for any questions.

CHAIRMAN MECHAM: Thank yo Mr. Tingey?

MR. TINGEY: No.

THE COURT: Mr. Hunter?

MR. HUNTER: No.

CHAIRMAN MECHAM: Mr. Buett?

MR. BURNETT: No questions

MR. DODGE: No questions.

CHAIRMAN MECHAM: You'regtting off easy,
Mr. Maloney. Thank you.

THE WITNESS: Thank you.

CHAIRMAN MECHAM: Let's guff the record
just a minute.

(Discussion off the recprd

(The following pages, 146481, contain
the in camera portion of the proaegsland is bound

separately and designated confidenti
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