- BEFORE THE PUBLIC SERVICE COMMISSION OF UTAH -

In the Matter of the Application of ) DOCKET NO. 98-2035-04
PacifiCorp and ScottishPower plc for an)

Order Approving the Issuance of )

PacifiCorp Common Stock ) REPORT AND ORDER

ISSUED: November 23, 1999

SHORT TITLE

ScottishPower/PacificCorp Merger

SYNOPSIS

The Public Service Commission of Utah ("Commissj@approves ScottishPower
plc's ("ScottishPower") purchase of PacifiCorp parg to the Agreement and Plan of Merger
dated December 6, 1998, amended and restated Anteaded and Restated Agreement and
Plan of Merger as of February 23, 1999 ("Mergerekgnent”). The Commission grants
authority for PacifiCorp to issue common stockeguested in the Application in connection
with the merger. The Commission orders PacifiGorg ScottishPower to implement the $48
million merger credit over four years reducing sate tariff customers and to comply with the
numerous conditions which are mandated relatirigi@fiCorp and ScottishPower in connection
with this approval.
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Nucor Steel, a Division of Nucor Corporation

Land and Water Fund

International Brotherhood of Eleal Workers,
Local 57

Utah Farm Bureau Federation

Crossroads Urban Center and Salt Lake
Community Action Program

Deseret Generation & Transmis§ion
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Lee R. Brown " Magnesium Corporation of America

Bill Thomas Peters " Emery County

David W. Scofield

Daniel G. Moquin " Office of Energy and Resource Planning State of
Assistant Attorney General Utah

By The Commission:
. PROCEDURAL HISTORY
On December 31, 1998, PacifiCorp and ScottishPgeadiectively "Applicants™)

filed a Joint Application requesting an Order frdme Commission approving the issuance of
PacifiCorp common stock incidental to the transactescribed in the Agreement and Plan of
Merger, dated December 6, 1998, which was latendettand restated in the Amended and
Restated Agreement and Plan of Merger as of FepA8r1999 ("Merger Agreement”). Under
terms of the Merger Agreement between ScottishPawerPacifiCorp, the outstanding common
shares of PacifiCorp will be converted into thétitp receive, at the option of the holder of such
shares, either newly issued ordinary shares ottiShBower or such shares represented by
American Depository Shares of ScottishPower andexnged by American Depository Receipts.
PacifiCorp shareholders will receive cash paymémtfractional shares of ScottishPower
ordinary shares or American Depository Receipts.aAesult of the transaction, ScottishPower
will acquire indirect ownership and control of aflthe voting capital stock of PacifiCorp, and
PacifiCorp will remain in place.

Applications similar to the one filed in Utah wexiso filed with the public utility
regulatory commissions in the states of Califorfdaho, Oregon, Washington and Wyoming
and with the Federal Energy Regulatory CommissiBERC"), each of which regulates
PacifiCorp.
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On January 25, 1999, the Commission issued a Riree@rder which provides a
framework for protection of information claimedte confidential.

A Prehearing Conference was held pursuant to noticgéanuary 26, 1999, to
discuss the schedule, discovery, prefiled testimang other issues related to this proceeding.
The Commission issued a Scheduling Order datecuBgp8, 1999, establishing a procedural
schedule with a February 17, 1999 deadline fotipas to intervene. The Applicants, the
Division of Public Utilities, the Committee of Canser Services, and each party petitioning to
intervene were ordered to file statements on Feprlia 1999, identifying the issues to be
considered in the case.

The following parties petitioned to intervene: thh Associated Municipal
Power Systems ("UAMPS"); Deseret Generation & Tmaission Co-Operative and its members,
Bridger Valley Electric Association, Inc., Dixie-€aante Rural Electric Association, Inc.,
Flowell Electric Association, Inc., Garkane PowessAciation, Inc., Moon Lake Electric
Association, Inc., and Mount Wheeler Power, Inolléctively "DG&T"); the Utah League of
Cities and Towns ("ULCT"); the Land and Water Fuidhe Rockies ("LAW Fund"); the Salt
Lake Community Action Program ("CAP") and the Crossls Urban Center ("Crossroads"); the
Office of Energy and Resource Planning, State ahltOERP"); the Utah Farm Bureau
Federation ("Farm Bureau"); Emery County; AbbotiCai Care, Amoco Oil Company,

Fairchild Semiconductor Corporation, Holnam, Itennecott Utah Copper Corporation,
Kimberly-Clark Corporation, Micron Technology, In€raxair, Inc., and Westinghouse/Western
Zirconium Division (collectively "Utah Industrialriergy Consumers” or "UIEC"); Alliant
Techsystems, Inc., Hexcel Corporation, Thiokol @ogtion, Chevron, S F Phosphates, E. A.
Miller, Inc., IHC Hospitals, Inc., Geneva Steel, $t&rn Electrochemical Company and Utah
Electric Deregulation Group (collectively "Large €omer Group” or "LCG"); Nucor Steel, a
Division of Nucor Corporation ("Nucor"); Magnesiu@orporation of America ("Magcorp"); the

Department of Community and Economic DevelopmeDCED") and the Division of Business
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and Economic Development ("DBED"); and the Inteioral Brotherhood of Electrical Workers,
Local 57 ("IBEW"). The Commission granted all Bietis to Intervene.

Issue Statements were filed by the Applicants, Wiadsion of Public Utilities
("Division”), Committee of Consumer Services ("Coittee"), UAMPS, DG&T, ULCT, LAW
Fund, CAP and Crossroads, OERP, Emery County, ULEG, Magcorp, and DCED and
DBED.

Applicants filed their direct testimony on Febru@g; 1999. A Prehearing
Conference was held on March 5, 1999, to discus$sue Statements. Additional Issue
Statements were filed by LCG/UIEC and the CCS omdil&1, 1999. Issues were discussed at a
Prehearing Conference on April 2, 1999. The Commisissued a Supplemental Scheduling
Order on April 2, 1999, requesting that the partiesmnemoranda on April 12, 1999, with
responsive memoranda filed on April 29, 1999, idgng those issues which are irrelevant and
those issues which are relevant, but for whichigadther than the Applicants have a burden of
proof. The Commission also issued a MemoranduRatties on April 2, 1999, in which we
concluded that the Applicants would have to meettét positive benefits standard for the
merger to be approved. All parties agreed thdtwiaa the appropriate standard for this Docket.
The Applicants had filed testimony complying wiltetnet positive benefits standard.

On April 16, 1999, the Applicants filed Suppleméntastimony addressing
additional issues in the proceeding as well asrong the commitments and benefits of the
transaction.

On May 4, 1999, the Commission held a hearing $oudis issues in the
proceeding. Based upon the information preserttdteehearing, the Commission issued an
Order on May 10, 1999, requiring each party inrtBafect Testimony to identify all issues it
deemed important. In addition, the parties wergtéte why each issue should be considered in
the Docket, indicate specifically how each issugld¢de affected by the proposed merger, and

set forth the remedy the party was seeking.
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On June 18, 1999, the Division, the Committee, UAVIBG&T, ULCT, the
LAW Fund, CAP/Crossroads, OERP, Emery County, UIECG, Nucor and DCED/DBED
filed Direct Testimony.

On July 16, 1999, the Applicants, the Division, @@mmittee, the LAW Fund,
UIEC, Nucor and IBEW filed Rebuttal Testimony. TApplicants filed Motions to Strike
portions of the testimony of Maurice Brubaker fdEQ, Carl N. Stover, Jr. for DG&T, Dennis
W. Goins for Nucor, and Tom Dolan for ULCT.

On July 28, 1999, ScottishPower, PacifiCorp, theidddon and the Committee
entered into and filed a Stipulation in which Agplnts agreed to meet 51 conditions addressing
specific concerns of the Division and the Committ&tipulation”).

Pursuant to public notice, the Commission held@ipinearing in this matter
from August 2 through August 6, and on August ®9A9At the hearing, a panel of witnesses
testified in support of the Stipulation. The pacahsisted of Matthew Wright for
ScottishPower, Douglas Larson for PacifiCorp, LdvelAlt, Jr. for the Division and Dan
Gimble for the Committee. PacifiCorp presentedtédstimony of Richard T. O'Brien.
ScottishPower presented the testimony of Alan \¢hRidson, Bob Moir, Robin MacLaren,
Andrew MacRitchie, Graham Morris and Jack KellyheTDivision presented the testimony of
Lowell E. Alt, Jr., Ronald L. Burrup, Mary H. Clelaad, Robert J. Maloney, William A. Powell
and Kenneth B. Powell. The Committee presentedestanony of Daniel E. Gimble, Bruce E.
Biewald, Paul Chernick and Neil H. Talbot. UAMP&gented the testimony of Stephen Page
Daniel. DG&T presented the testimony of Carl Nov&tr, Jr., Carl Albright and R. Leon Bowler.
ULCT presented the testimony of Tom Dolan. The LAWAd presented the testimony of John
Nielsen. CAP/Crossroads presented the testimodgfbfox. OERP presented the testimony of
Jeffrey S. Burks. Emery County presented thertesty of J. Robert Malko. UIEC presented
the testimony of Maurice Brubaker. The LCG presdrihe testimony of Richard M. Anderson.
Nucor presented the testimony of Dennis Goins. DCBED presented the testimony of David

B. Winder and Frank Davis.
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At the hearing, counsel for UIEC moved to strikega@a portions of Andrew
MacRitchie's testimony. The Commission denied ihigion to Strike as well as the Applicants'
Motions to Strike.

At the hearing, the following Stipulations were ggated: the July 28, 1999
Stipulation among ScottishPower, PacifiCorp, theigdon and the Committee (Joint Exhibit
No.1); the Stipulation and Settlement of Issuesafel to Public Purpose Programs among
PacifiCorp, ScottishPower, OERP, and the LAW FusiE Exhibit No. 7); and the Stipulation
and Settlement of Issues Related to Low-Incomedusts among PacifiCorp, ScottishPower,
Crossroads and CAP (SP Exhibit No. 8). A Stipolatimong PacifiCorp, ScottishPower and
DG&T was filed with the Commission. In additionledter agreement among ScottishPower,
DCED and DBED was presented in SP Exhibit No. 1R.1.

On August 6, 1999, the Commission held a publio@ss day where the
following witnesses appeared and provided swortmtesly: Thomas O. Breitling, Julius
Hoggard, Barbara Toomer, Roger Monia, Betsy Wadfra Jordan, Henry Eyring, Lee R.
Brown, Lew Pilkington, and Richard Laramee. Inifidd, the Commission received letters
from various legislators and others regarding tleegar which are on file in this Docket.

On September 3, 1999, the Commission receivedHReEating Briefs from the
Applicants, the Division and the Committee joinlleC, LCG, Nucor, Magcorp,
DCED/DBED, the Farm Bureau, DG&T and Emery County.

On September 17, 1999, the Commission receivedyfefs from the
Applicants, the Division and the Committee, UIEC &, Nucor and Magcorp.

[I. STIPULATIONS

The main provisions of the four stipulations anel ligtter agreement are

summarized below. The full provisions are setifantthe documents themselves and the
summaries are not intended to substitute for thieakethe stipulations or the letter agreement.

The documents are appended to this Order.
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A. Stipulation Among ScottishPower, PacifiCorp, tle Committee, and the
Division Supporting Approval of Merger (Appendix 1)

This Stipulation was executed on July 28, 1999, ragnpplicants, the Division,
and the Committee. The Stipulation resolves alstamding issues among the signatory parties
in 51 proposed conditions plus five implementapoavisions. Included as an Attachment to the
Stipulation is a list of ScottishPower’s Utah cortmments, as originally set forth in SP
Exhibit 1S.1 to Alan Richardson's Supplemental ifesty (Attachment 1). Also included with
the Stipulation is an itemization of merger-relatedts for which Applicants commit not to seek
rate recovery (Attachment 2).

The Stipulation states that ScottishPower will at@n Order by the Commission
which includes the terms set out in the Stipulativith these terms and conditions, the
Division and the Committee testify that ScottishiRoand PacifiCorp have satisfied the merger
approval standard, positive net benefits to custem&hese parties therefore recommend
approval of the Application.

The merger conditions contained in the Stipulatratude provisions as follows:

Merger Credit. Applicants agree to a merger credit for a foearyperiod
beginning in 2000. The credit will be $12 milliper year for years 2000, 2001, 2002, and 2003.
The merger credit for years 2000 and 2001 is gueeanand will be reflected in rates whether or
not a general rate case is held. The merger daed2002 and 2003 may be offset or reduced to
the extent that cost reductions resulting fromrtteeger are reflected in rates (Condition 43).

Performance Standards and Customer GuaranteesApplicants agree to
implement the service quality improvements describeSection I, Customer Service, of
Attachment 1 to the Stipulation. These include fnetwork performance standards, two
customer service performance standards, and aighdroer service guarantees. Conditions 16,
and 27-38 of the Stipulation contain additionals®r quality provisions, and provide that the
proposed performance standards and customer sguécantees will be included in PacifiCorp's

tariff (Condition 27). In addition, Condition 28qvides that the network expenditures necessary
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to implement the service standards will be fundedhfefficiency savings and redirected internal
funding.

Transition Plan. Within six months of the closing of the mergecpttishPower
will file a merger transition plan setting fortls pplan to transform PacifiCorp’s operations. The
plan will include time lines, actions necessariniplement the merger and realize benefits and
cost savings, capital and operating expenditures ywarkforce changes (Condition 13).

Rate Effects of the Merger Applicants testify that no merger-related traisan
costs will be allowed in the rates (Condition 3)y @remium paid by ScottishPower for
PacifiCorp stock will be disregarded for ratemakmgposes (Condition 26); and rates in Utah
will not increase as a result of the merger (Coodi#t4). Rates will also be affected by the
merger credit as described above.

Financial Issues Applicants agree that any reduction in the cbstapital will
be reflected in rates in Utah, but any increagbéncost of capital of electric operations of
PacifiCorp that is a direct result of the mergel e borne by shareholders (Condition 25).
Applicants also agree that a hypothetical capitalcture based on A-rated electric utilities
comparable to PacifiCorp should be used to detexitina correct cost of capital for ratemaking
purposes (Condition 19). In addition, Applicangsese to maintain separate long-term debt
(Condition 21) and to apply to the Commission fpp@val of debt issuances (Condition 22).

Affiliated Interest and Cost Allocation Issues Applicants agree to waive any
defense that the Commission’s jurisdiction ovelliafted interest transactions is preempted by
the Public Utility Holding Company Act of 1935 (PW@A) or Ohio Power v. FERC
(Condition 23). They agree to maintain an audil for cost allocations (Condition 2). In
addition, Applicants agree in Condition 45 to aseuath risks that may result from less than full
system cost recovery if interjurisdictional alldoatmethods differ among PacifiCorp's various
state jurisdictions.

Access to Books and RecordsApplicants agree to conditions which assure that

the Commission will have access to the informasind records necessary to perform its
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regulatory role (Condition 11). Applicants agredear reasonable expenses incurred by the
Commission, the Division and the Committee in asicegcorporate records and personnel
located outside the State of Utah.

Enforcement Condition 50 sets forth a procedure for the sxg@ment of the
merger conditions. If the Commission finds thélhei ScottishPower or PacifiCorp has violated
one or more conditions, it may make appropriatemaiking adjustments to give full effect to
these conditions.

B. Stipulation and Settlement of Issues Related ®ublic Purpose Programs
among PacifiCorp, ScottishPower, OERP, and the LAWFund (Appendix 2)

This Stipulation was executed on July 26, 1999, rmympplicants, OERP and the
LAW Fund. Its purpose is to address the impa¢hefmerger on the environment and public
purpose programs. It provides that ScottishPowkpvoduce integrated resource plans
according to the current schedule and current Casion rules. ScottishPower will incorporate
the recommendations of the Commission’s Energ\clefficy and Renewable Energy Task Force
in implementing its commitments to develop an adddl 50 MW of renewable resources.
ScottishPower will file a green resource tariftah. ScottishPower will support funding for
cost-effective and prudent energy efficiency infUta

C. Stipulation and Settlement of Issues Related tioow-Income Customers
among PacifiCorp, ScottishPower, Crossroads and CARAppendix 3)

This Stipulation was executed on June 18, 1999vdmt Applicants, and
Crossroads and CAP. Its purpose is to resolMgsles among the signatory parties relating to
the impact of the merger on low-income customers.

ScottishPower and PacifiCorp agree to work withdig@atory parties and others
to identify cost-effective programs that will bendédw-income customers through reduction of
energy usage and improvement in customers’ abdifyay current and past electric bills. Under

the Stipulation, PacifiCorp will support a lifelimate in Utah and Applicants will fund low-
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income initiatives in Utah for three years with selder funds at $300,000 more per year than
the amount spent on similar programs in Utah in8199
D. Stipulation Among PacifiCorp, ScottishPower, ad DG&T (Appendix 4)

This Stipulation, executed August 2, 1999, betw&pplicants and DG&T,
provides for discussions between Applicants and D@&attempt to resolve any service
reliability problems at the Middleton delivery paiand follow-up efforts to implement any
identified solutions.

E. Letter Agreement with DCED and DBED (Appendix 5

This letter agreement, dated August 3, 1999, isren&cottishPower, DCED and
DBED. It sets forth ScottishPower's commitmeriotzate a senior executive in Utah.
According to the letter agreement, this senior akee will report directly to the CEO of
PacifiCorp, and will have broad influence over B&arp's operations in Utah, including
authority to approve corporate involvement in ecoitodevelopment and corporate citizenship
activities. The letter agreement further provitted the corporate offices of PacifiCorp will
remain within the states of PacifiCorp's serviemaand Utah Power’s headquarters will be
located in Utah.

F. Discussion and Findings With Respect to the $tulations

1. Benefits of the Transaction

Stipulations and supporting testimony promise austs certain benefits from the
merger. On the basis of these benefits, and timeiGons in the July 28, 1999 Stipulation which
signatory parties assert mitigate the risks ofntieeger and prevent rate recovery of transaction
costs, these parties argue the merger meets tiposiive benefits approval standard we have
adopted. We first consider the merger benefinttai These arise in two categories, the merger
credit and the network performance and customeicgeimprovements. We turn, thereatfter, to
the other Stipulations.

a. Merger Credit
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By the terms of the July 28, 1999 Stipulation (Gtod No. 43), a $12 million
credit is provided to customers in each of fourgedn the first two years, the credit is
guaranteed. In the final two years, the creditlmaoffset if merger-related cost reductions
identified in the new management’s “transition plare reflected in rates. In the view of these
parties, this means a $48 million merger benefitlva delivered to customers either through a
direct credit on their bills or indirectly by redeatrates. The merger credit is offered as a merger
benefit.

UIEC, LCG and Nucor (collectively, the "Industriaustomers”) challenge the
stipulating parties’ assertion that the credit merger benefit. A merger benefit, they argue, can
only be identified through comparison of two opergiscenarios, the one with and the other
without the merger, which are not on the recordaddition, Nucor asserts that the difficulty of
identifying whether costs or savings are mergexteel invites further argument and undermines
the credit’s usefulness as an effective remedieaisks associated with the merger.

Industrial Customers term the amount of the criegignificant and not much
greater than the net present value of the annupbcate cost savings proposed in the Applicants'
initial filings. They challenge ScottishPower'sich that it will achieve cost savings once the
merged entity is operating under new managemedtp#Har evidence that a properly managed
PacifiCorp would do better on its own. They cldoonfidential Cross-Examination Exhibit
No. 23) that PacifiCorp projects lower operatiod amintenance expense levels without the
merger than ScottishPower projects with the merger.

Industrial Customers recommend delaying mergeraygbuntil the transition
plan, containing ScottishPower’s proposals to iaseeefficiency, reduce costs, and realize
benefits, has been filed and evaluated.

Applicants dispute the projections prepared bystdal Customers in Cross-
Examination Exhibit No. 23 and their claim that therger credit is insignificant. The transition
plan, the Applicants assert, will identify cost s@s in a manner enabling the Commission to

discern those that are due to the merger (Stipmaiondition 13). Applicants testify that the
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transition plan cannot be filed prior to the mergpproval decision, and argue that such a
requirement would be both impractical and unnecgsdawould be impractical, they state,
because prior to the closing of the transactiorttistd® ower faces legal and practical
impediments to the development of a meaningful;gtamould be unnecessary because the
merger credit is guaranteed whether or not theieffcies identified in the plan are realized.

We first examine whether the merger credit ishasimdustrial Customers claim,
insignificant and turn next to whether it is a mergenefit. We also examine the stipulating
parties’ intention to employ merger savings (besghfter the merger in a ratemaking context.

The evidence shows that the analysis in Cross-Enation Exhibit No. 23 is of
limited value. Projections made by PacifiCorptefunmerged operations and by ScottishPower
of merged operations reflect differences in stgrpoints and differences in assumptions. Given
this, the case comparison is inconclusive as tahlendacifiCorp is capable of a more efficient
operation standing alone than merged. The analgss raise the point, however, that absent the
merger, a capable PacifiCorp management shoulderted to perform much better than the
former management actually has done. We retutiniscsubject below.

When pressed in cross examination, a ScottishPawtieess acknowledged that
the true benefit of the merger is replacement offfzorp’s existing management with a new
management that will be focused, committed, ancedrwith both different management
practices and new technologies. With its expeseriavill be able to deliver higher quality
service to customers at lower cost. These impreves) Applicants assert, will be accomplished
faster and with greater certainty than the formanagement could have done.

The record shows that the non-production operati@mhmaintenance expenses
PacifiCorp incurs to provide service have growngcent years beyond that expected of an
efficient utility operation. According to Pacifi@owitnesses, management was “distracted” by
a failed global growth strategy and did not contrility costs carefully. Having recognized the
problem, PacifiCorp revised its strategic plan andounced its intention to refocus on its core

electric business in the western United Stategsdiall business other than its western business
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and Powercor Australia, Ltd., and implement a sheyperchase program. Changes in
management personnel were made at the highess lewel costs, following a new, short-term
“Refocus” plan, are, apparently, now better manadgeat the future, however, current
management has no specific plan, only the genatiexttion to reduce costs and to increase rates
where the Company is earning less than its alloseslof return. PacifiCorp testifies, and we
conclude, that no detailed and well-formulated bess plan exists for PacifiCorp’s utility
operations in the unmerged case.

By contrast, we find the record contains convin@asgurance, in the form of
positive, focused attitudes and clear though piakny statements of initiatives and intentions,
that the new management following merger shouldencapably manage the utility. The
promised transition plan -- ‘Applicants’ “busingdan going forward” -- is intended to
implement ScottishPower’s pledge to reduce costsgmto bring the utility operation to a
position of top-ten efficiency within the ranksdadmestic electric utilities. We believe the plan,
as a statement of management’s objectives andtinés, will be useful to regulatory auditors.

It will be, in short, ScottishPower’s roadmap tgher quality, more efficiently produced and
delivered utility service. On this basis, we cad that the transition to a new management
team poses less risk for customers than would tietenf the existing management. Thus, we
will not make merger approval contingent upon tlaagition plan.

We also reject the Industrial Customers’ asseitian the merger credit is
insignificant. While true that the Applicants hadentified in a preliminary way a potential for
reducing certain nonproduction costs of providiagzee by an amount much larger than the
merger credit, it is our intention to monitor thidity’s post-merger performance carefully. If
cost of service declines, a general rate case toeserates accordingly is the proper response. In
this context, it cannot reasonably be said thdtZarillion per year credit to ratepayers is
insignificant.

The merger credit, however, is the product of $tipon. As a proposed merger

benefit, it circumvents the evaluative procedurerugrhich the identification of merger benefits
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normally depends. Differentiating benefits arisirgm a merger requires two equally well
specified scenarios showing how the utility wouéddificiently operated and with what results,
both with and without the merger. Neither of thesenarios exists at this time. The merged
scenario will be the subject of ScottishPower'ssraon plan, its “business plan going forward,”
but this will not be completed until six monthseasftnerger. The initiatives contained in the plan
are not developed in a public process and areutpest to Commission approval. The
unmerged scenario, a business plan for PacifiCtarnpdghg alone, has not been prepared and
does not exist. Any future effort to depict a statone PacifiCorp business plan will obviously
be an after-the-fact undertaking, one which weeveliwill inevitably be biased or influenced by
the Applicants’ merger. Nevertheless, it is clieans that the credit is a benefit of the merger,
and we accept it as such. The Stipulation presbatmerger credit as a specific, identifiable
annual credit that will be received by Utah custmnelhe credits to customers’ bills during the
four-year period are in addition to any savings th@h customers will receive through the
changes in the operations and efficiencies in thigyis service that may be reflected in future
rates.

Where the absence of the two scenarios does praggablem is the
Stipulation’s intention to offset the merger crealith “merger savings” in the last two of the
four-year credit period. The concept of a mergardiit is germane to the merger approval
decision. When applied to ratemaking consideratitrtseates substantial demands upon
regulatory rate setting mechanisms and the ressame efforts of the Commission and parties
participating in the ratemaking process. We hawaerled from experience that the injection of
the concept of “merger savings” into ratemakingstderations adds considerable complexity
and uncertainty to what is already an involved psscand risks unintended consequences.

Applicants claim merger savings, a form of mergenddit, are identifiable in the
transition plan. Neither the Division nor the Coittae is able to testify how, in the absence of
the required scenarios, this may be done. Both thatt the burden to demonstrate merger

savings will be borne by ScottishPower. For itg,facottishPower simply assures us merger
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savings will be clearly identified in the transitiplan as the result of initiatives that are
incremental to any PacifiCorp currently has in plac would have been able to achieve through
1999.

The logical difficulty here is plain. The unmergemenario does not exist, and
there is no indication that it can be developete merged scenario, in the form of the transition
plan, will be formulated later. In the Divisiordginion, to develop and compare two scenarios
under this circumstance would be “folly.” The apmiate comparison would be between the
merged company’s operations and an effectively meahand efficiently run stand-alone
PacifiCorp. What PacifiCorp currently has in placevould have been able to achieve through
1999 is not necessarily indicative of the apprdpriaference with which to compare the merged
utility’s operations when offsets to the mergerddrare to be considered. When we deal with
merger credit offsets, we will require more thaztobenparison of the merged utility’s operations
with PacifiCorp’s past performance. Due to thélatany Pacificorp business plan for the
future, we are skeptical of future PacifiCorp statmhe scenarios. Our general conclusion,
therefore, is that the transition plan can demaistmerger savings only if such savings are
uniquely the product of merger. If it does noerthwill be no offset to the merger credit in the
third and fourth years.

b. Network Performance and Customer Service

Applicants voluntarily commit to provide a comprabee set of performance
standards and customer guarantees for improvenmengwork performance and customer
service. They commit (Condition 28) to funding\aefyear, $55 million investment in customer
service and system performance improvements froealigection of existing budgets and savings
in other areas. On this basis, it is their interddd no new incremental costs for ratepayers to
support. ScottishPower testifies that its exp&eeguarantees improvements will occur more
quickly, more efficiently, and with greater certgithan PacifiCorp on its own could deliver.

Applicants intend a decline in the duration andjfiency of service interruptions

which they believe will have an estimated dollaiueabased on studies in the literature, in a
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range of $30 to $60 million annually, and up to @&@illion on a net present value basis. Utah
customers will benefit, they state, by approxima$d0 million per year from network
performance improvement.

The Division believes the voluntary nature of Ssbffower’s proposal will save
considerable effort and is likely to be more effexthan if improvements were instead an
imposed requirement. Industrial Customers, byresthtargue that the benefits of improved
network performance are speculative, unnecessady @cause the costs are unknown and
benefits unsubstantiated, perhaps not cost efectiv

Industrial Customers, however, are concerned adervtce quality and reliability.
They testify that ScottishPower’s proposed netwamkormance improvements focus on the
distribution system rather than the transmissiatesy from which they take service. Any
decrease in reliability, they state, would causartlinancial harm.

Applicants’ focus on the quality and reliability ofility service is most welcome
to us. We have experience with regulatory atterttpisfluence quality and reliability, and are
acquainted with the difficulty of gaining improventevhen the will is absent and little but an
apprehension of the public interest drives thereffbhough we agree with Division testimony
on the importance of the voluntary nature of Ssb®iower’s proposals, the lack of firm evidence
upon which to evaluate current performance, coupligtal the absence on this record of either
baseline performance measures or improvement al@sanust influence how we consider the
proposal as a merger benefit.

Industrial Customers have raised these concertisghat the performance
improvement proposals are directed to the distidbusystem. They question whether the
transmission system, at which level they take serwvill benefit. The response that can be
developed from the record is twofold. First, SisbPower commits to work closely with the
Western Systems Coordinating Council to meet trasson system performance and reliability
standards. Second, the high degree of interdepegas transmission and distribution systems

implies that successful work on the one depends tip® performance of the other. In a sense,
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the benefit is indirect. The large size of eaclustdal customer ensures a direct service
relationship with utility representatives, a behrbt enjoyed by the many thousands of smaller
customers. We conclude that the Industrial Custerhave not established that they will be
harmed.

Applicants pledge to reduce the amount of time ireguo answer telephone calls
from customers, and to resolve customer compléaster. Applicants guarantee payment of a
penalty (usually $50) to individual customers iftaé customer service standards are not met.
These include restoration of power supply, keepimgointments, service installation, estimates
for installation of new service, responses toihijuiries, meter testing, planned interruptions,
and handling power quality complaints. Theseamustr service proposals also have the merit
and value of being voluntary commitments. Thetm@hship customers have with the business
office on service concerns is the subject of pepdinestigation outside this Docket. We have
the Division’s testimony to assure us that the &tdPower proposals go beyond what has
previously been considered. We accept them asfisagt in this light.

Nevertheless, our immediate obligation is to ast#essetwork performance and
customer service proposal as a merger benefitoiony to testimony, Applicants will not
complete a baseline assessment of the networklghtionths after the merger is complete.
Only then will it be known whether PacifiCorp’s oemt practices are deficient. And only after a
finding of deficiency can the scope of Applicarmsdposal to redirect $55 million over five years
be understood to further the public interest irmdaquate, efficiently operating network. We
find that the lack of an evidentiary basis for enaing either the current performance of the
network or placing the proposal in the necessanyesa of public interest objectives makes
guantitative evaluation of this merger benefitidifft. We reach this conclusion advisedly,
because we are most interested in a post-mergpecatove approach to network and service
evaluation and, as necessary, improvement.

We are also reluctant to place a monetary valuenpnovements in network

performance. Quality and reliability of service @am part qualitative matters, even though dollar
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figures, of larger or smaller magnitude dependingnalividual customer’s electricity
requirements, can be worked up to show the impgacii@nges in reliability. The range of dollar
values introduced by Applicants for service impmeats may be suggestive, but it has not been
evaluated on this record. Consequently, we willrety on any dollar valuation of proposed
network performance and customer service improvésnarreaching our decision about the
benefits of merger.

c. Other Stipulations

Stipulation and Settlement of Issues Related tdi®Blrpose Programs among
PacifiCorp, ScottishPower, OERP, and the LAW Fusié Exhibit No. 7) was executed on
July 26, 1999, to address the impact of the meygehe environment and public purpose
programs. Under its terms, ScottishPower will paintegrated resource plans according to the
current PacifiCorp schedule and current Commisgites. ScottishPower will incorporate,
where appropriate, the recommendations of the Casian’s Energy Efficiency and Renewable
Energy Task Force including development of an aaltéd 50 MWs of renewable resources
within five years, systemwide, and submission gfeen pricing tariff within 60 days following
approval of the merger. ScottishPower also agrmesapport funding for cost-effective and
prudent energy efficiency measures in Utah, anbuse the integrated resource planning process
and other mechanisms to establish Utah energyegitiy targets. ScottishPower will establish
an Environmental Forum to provide expertise on rohronmental issues as distributive
generation, state-sponsored energy programs fam@hjparks and public land management
agencies, public buildings, and regional haze.

We find that the Stipulation and settlement of puplrpose program issues
continues and strengthens PacifiCorp’s commitm@etnironmental protection programs. The
Applicants will consider all cost-effective, enwimmentally benign, supply-side and demand-side
resources, to meet customer energy service reqgeimsm We accept the Stipulation, and expect
the merged company to work cooperatively with ieséed groups to further environmental and

public-purpose programs.
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Stipulation and Settlement of Issues Related to-lm@me Customers among
PacifiCorp, ScottishPower, Crossroads and CAP (&fbl No. 8) was executed on
June 18, 1999, to resolve all issues among thea®ignparties relating to the impact of the
merger on low-income customers. ScottishPowerRauifiCorp agree to work with signatory
parties and others to identify cost-effective pamgs that will benefit low-income customers
through reduction of energy use and improved atiititpay current and past electric bills.

Under the terms of the Stipulation, Applicants willpport a Utah lifeline rate.
The rate proposed by Crossroads and CAP in Docge®R035-01 will be a candidate.
Applicants will use $300,000 of shareholder funasiéw-income initiatives in Utah each year
for three years, an amount over and above that ydPacifiCorp for similar Utah programs in
1998. Applicants will work with appropriate padito identify cost-effective programs for low-
income customers.

We accept this Stipulation and find that it ishie fpublic interest. We direct the
Company to file information with the Division inditng 1998 expenditures on low-income
programs so we may track this provision.

Stipulation Among PacifiCorp, ScottishPower, and&JGvas executed August
2,1999. By its terms, Applicants and DG&T wilteahpt to resolve any service reliability
problems at the Middleton delivery point. We addéps Stipulation and find that it is in the
public interest.

2. Affiliation Issues and the Ability to Properly Regulate the Utility

Applicants testify that they agree to comply withexisting statutes and
Commission requirements regarding transactions affthates, and that the Commission will
retain jurisdiction over transactions with affikat(Condition 23). PacifiCorp will maintain an
accounting system separate from ScottishPower'sargbrate records will be available for
inspection in Utah or Portland, Oregon (Conditidi). 1 They assure us (Conditions 10 and 11) of
all necessary access to officers and employeedpahe books and records of ScottishPower,

including those pertaining to transactions betweaaifiCorp and affiliates. They acknowledge
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Commission authority to audit any ScottishPower amagulated subsidiary accounting records
that are the basis for charges to PacifiCorp. Stifgulation also requires filing general and
financial reports with the Commission (Conditior).17

In other conditions, ScottishPower agrees to mairt@arrent practice whereby an
A-rated hypothetical capital structure is usedrégulatory determination of PacifiCorp’s cost of
capital (Condition 19), to adhere to PacifiCorpis\pously established Umbrella Loan
Agreement (Condition 14) and Transfer Pricing Bo{iCondition 6), and to apply to the
Commission for approval of security issuances bgrobehalf of PacifiCorp (Condition 22).
PacifiCorp is to maintain separate long-term déandition 21). Nonutility businesses or
foreign utilities owned by ScottishPower are nobéoheld by PacifiCorp or its subsidiaries
(Condition 4), although this condition does nokatfthe current holdings of PacifiCorp and its
subsidiaries. PacifiCorp, without Commission appfpwill not assume any obligation or
liability for ScottishPower or its affiliates, nall PacifiCorp’s regulated utility assets be used
backing for securities issued by ScottishPowetsoaffiliates (Condition 48).

By Condition 5, ScottishPower will notify the Consaion of any decision to
enter another business or to merge, combine, bPaeifiCorp stock or assets. In Condition 8,
ScottishPower agrees to abide by Commission RuRD1, and will notify us of decisions on
purchase, sale or other disposition of PacifiCagets. We interpret Condition 9 to strengthen
this agreement. By it, ScottishPower agrees tk approval of any decision to divest, spin-off,
or sell an “integral utility function.”

Stipulation conditions intended to ensure the irael@nt operation of the utility
and to protect our ability to regulate it in thébpa interest are important because the merger
brings a number of changes. There will be a neidihg company corporate structure, corporate
headquarters will be in another country with retpriapractices unlike those here, there will be
accounting system differences, and there may beafidiates with which the utility may

develop relationships. Thus, we must be satighiat Stipulation conditions address key points
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in language conveying a clear and unambiguoustitdemaintain unimpaired our ability to
regulate the utility.

Our experience with PacifiCorp following the mergétJtah Power and Pacific
Power teaches us to be wary of pre-merger claiatsthie merger will not complicate our ability
to regulate the utility. A merger creates newwinstances, even unanticipated ones. It is
necessary to state this, though we recognize ti@il&ion conditions are intended, in apparent
good faith, to protect our ability to regulate thtéity in the public interest.

Stipulation conditions address concerns about adigigl the utility in a new
holding company structure not only through guarediteccess to employees, books and records,
but through ScottishPower’'s commitment to work witulators on the allocation of corporate
and other costs from ScottishPower to PacifiCoffe note approvingly the commitment to
provide access to books and records of both siearsactions between affiliates and
PacifiCorp, the agreement to comply with statutes r@gulations regarding affiliate
transactions, and the commitment not to subsididetes through PacifiCorp. We accept
Applicants’ statement that Stipulation conditiome designed to prevent subsidization of
nonutility operations through affiliated interesarisactions or cost allocations, and that any cost
allocation method adopted will comply with prin@plset forth in the Stipulation requiring both
adequate documentation and complete and effeatidié @ondition 2).

We accept and will rely on the ScottishPower anciff@orp agreement to waive
any defense they may have that our jurisdictiorr effdiated interest transactions is preempted
by the PUHCA o0hio Power v. FERC (Condition 23). We likewise accept and will rely
their agreement to notify us of any proposed chamgerporate structure (Condition 49),
including the relationship between PacifiCorp affti@es, whether through creation of a new
affiliate, new business transactions with an exggéffiliate, or dissolving an affiliate with which
PacifiCorp has done business (Condition 7).

Nevertheless, our review of the record revealscspd these conditions that

require comment and interpretation before we cae@ahem. Neither Condition 7 nor 47
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requires obtaining Commission approval, only ncéifion. Notification enables the Division to
perform its auditing task. Condition 2 may bind ivision to interjurisdictional agreements
reached by staffs of the several state commissioradlocation issues. Condition 9 may
unacceptably delimit the necessity of Commissigoreyal for divestiture, spin-off or sale to
transactions involving an “integral utility funchgd an undefined term.

By law, the Division is our investigative staff. éMdepend upon its independent
evaluation of all aspects of issues before ushylentering into agreement with the Company
and the staffs of other commissions, it is prevefitern thoroughly airing issues on the record in
our proceedings, it cannot adequately performutged. The Division must not be bound by any
interjurisdictional allocation agreement which #iiens its independent investigative role. We
therefore rely on the Division’s on-the-record staént that Condition 2 will not bind it in this
way. We expect the Division to inform us immediathould this reliance prove inappropriate.

Condition 9 uses the undefined term “integral gtilunction.” A ScottishPower
witness testifies that the term is intended totlitthné necessity of regulatory approval to
situations involving more than just any utility assDivision and Committee witnesses say the
Condition is intended to apply to any asset thangortant enough.” Noting these expressions
of regulatory intent, we will rely on the Divisiand Committee statement that the Condition is
to apply to assets that reach some threshold ddritapce. The Commission will decide in
future cases when the threshold is met.

Industrial Customers contend and the record estasithat the Condition does
not cover cases of “spin-down,” that is, when wytiissets are transferred to a subsidiary. We
agree with Industrial Customers that spin-down nvestovered by the Condition and will order
modification to include it.

3. Merger-Related Transaction Costs.

Applicants stipulate that neither merger-relateth$action costs nor the
acquisition premium will be recovered in rates (@itions 3, 26). Transactions costs are listed

in Attachment 2 to the Stipulation, as is the prtami ScottishPower and PacifiCorp testify that



DOCKET NO. 98-2035-04

-23-

this is a complete list of merger transactionss;amtd give the total as $259.8 million. The
Division and the Committee accept this statement.

The Division quantified the value of the acquisitioremium to be approximately
$1.6 billion on the day the merger was announcedeihber 7, 1998. In the merger, a share of
PacifiCorp common stock can be converted into .B&Acan Depository Receipts of
ScottishPower, traded in dollars on the New Yomc&tExchange, or 2.32 ordinary shares of
ScottishPower, traded on the London Stock Exchattgmately the value of the acquisition
premium will be determined by the values of Pa@fiCand ScottishPower share prices when
the merger closes. The merger is to be closedifays after all necessary approvals have been
obtained. As the necessary approvals and the @tecof the merger become more certain, we
would expect the acquisition premium to declinferting the fixed conversion rate of
PacifiCorp shares for ScottishPower shares sirestiare prices decreasingly reflect the values
of independent companies.

The acquisition premium, ScottishPower states, agflear on its books as
goodwill, to be amortized over a number of yed?acifiCorp’s separate books are said to
insulate it from the premium. Industrial Customeasition that the transaction costs and
acquisition premium place additional pressure @¥pplicants to obtain significant cost
reductions from utility operations.

Industrial Customers question whether ScottishPowght seek to recover the
premium as a stranded cost. They argue that payoh@narge acquisition premium is evidence
PacifiCorp faces no stranded costs and urge then@gsion, as a condition of merger approval,
to require Applicants to renounce any future cleamecover PacifiCorp stranded costs.

The record leaves some doubt about possible efbétk® premium even though
cited Stipulation conditions are intended to intitée utility and its customers from any
recovery of it. The Division interprets Conditiof ® prevent recovery of the premium in
stranded costs. Applicants state that accountingdodwill reduces earnings during the

amortization period. Asked whether this will ingse PacifiCorp’s cost of capital, they respond
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that it will not for two reasons. First, Pacifi@s books will be separate and a hypothetical
capital structure will be used to determine itst @dcapital. Second, investors will be
influenced more by cash flow than by the premiueifsct on earnings.

Should the acquisition premium be large, and weetstdnd that its magnitude
varies with the share prices of both ScottishPamer PacifiCorp, we are concerned that
management may be pressured to make up its effeaarnings from utility operations. The
$260 million in transaction costs may exert simgegssure. We will rely on the Division to
inform us if and when evidence of such effectseaisOur overall conclusion, however, relying
on the clear testimony of the Division, the Comestand the Applicants, is that neither the
premium nor the transaction costs will affect rates

Industrial Customers assert that the acquisitiempum should end the stranded
cost debate. The Division, too, states, “the ngess of ScottishPower to pay an acquisition
premium may be an indication that PacifiCorp woubd face any stranded costs if the electric
industry were restructured.” These statements@gent but they do not lead us to decide the
issue on this record. We are aware, for examplegmflicting definitions of stranded costs. The
subject is both complex and controversial. We dgiggment about such costs, and the effect of
the premium, to an appropriate docket.

In our review of the record on transaction costs @fnthe Stipulation conditions
which pertain to them, we find no mention of thegbility that some costs may not yet have
been identified. Applicants believe the list imp8tation Attachment 2 is complete. The
Division and the Committee have no independentiopinCommon sense suggests that costs
other than those in Attachment 2 may exist. Fstaince, we note that the time spent pursuing
the merger by senior officials of PacifiCorp is fisted as a transaction cost. Competent audit
may reveal other examples as well.

To assure us that no transaction cost is recovenades, the Division testifies

that it will perform an audit and act upon its lsin a general rate case. We will rely on this.
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Such an audit is necessary to ensure that allactings costs, including any not identified by the
Applicants, are accounted for below-the-line.

4. Duties Of A Regulated Utility

Several Stipulation conditions express an acknogvtezht of the statutes and
Commission requirements pertaining to a regulakectréc utility doing business in the state of
Utah (among others, conditions 5, 8, 15, 39, 41a46 49). The purpose of these conditions is
to reduce ambiguity, to clarify and ensure the Aqapits recognize and understand their statutory
obligation to abide by the Utah Code, rules and @@sion orders. As such, these conditions
are not a merger benefit, and only in a minimal weay they be said to mitigate its associated
risks. For this reason, they do not weigh heanmilgur consideration whether the merger meets
the net positive benefits standard.

5. Risks of The Merger

Industrial Customers identify a number of riskshe# merger transaction. In their
view, the magnitude of the acquisition premium &madsaction costs may pressure management
to reduce utility costs significantly, yielding thisk that necessary maintenance, investment, and
system improvement may not be forthcoming. In otdaneet a dividend objective, they state,
customers may be at risk of decreased servicéilglyaand higher long-term costs. In addition,
they point to the intention of Applicants to recotlee costs of transition plan initiatives from
ratepayers; if cost savings are not realized, #ngye, customers may face rate increases.
Industrial Customers are also concerned that clsaingbe regulatory climate in the United
Kingdom, ScottishPower’s goal to become an intéonat multi-utility, and its holding company
corporate structure may cause a loss of focusentihty in the west, create pressure for cost
reductions there, and weaken this Commission’stald regulate the utility in the public
interest.

Applicants claim the conditions reached in the A8y1999 Stipulation with the
Division and the Committee neutralize merger riskbey cite DPU Exhibit 1.0 SR, which lists

the issues of concern to the Division and shows th@iconditions address them. The merger,
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Applicants state, is a simple stock transactiomplving only a change in the shareholders of
PacifiCorp. They testify that PacifiCorp will opee its regulated utility within the corporate
structure on an independent basis, the Commissibnamtinue to exercise the regulatory
oversight it does today, and certain Stipulationdittons including numbers 11 (access to books
and records), 12 (annual merger savings reportivieyears), and 17 (reports to be filed by
PacifiCorp) ensure that the information necessasffective regulation will continue to be
provided. Applicants maintain in addition thakef the merger are outweighed by its benefits,
and argue that nothing on the record supportsdbertion that the merger may undermine
effective regulation. The Division and the Comeettestify that Stipulation conditions
adequately mitigate the risks faced by Utah custeme

We find record support for the position of the Apgahts, the Division and the
Committee. In addition to Conditions 11, 12, afide have acknowledged the conditions
cited in our discussion of Affiliation Issues whigharantee the independence of the utility
within the holding company structure, insulated@nh the financial affairs of the overall
corporation, and provide an independent basisstimating the utility’s cost of capital. We rely
on these conditions for assurance that the utililynot be adversely affected by either
regulatory events in the United Kingdom or the bass strategies of the overall corporation.
We find that cost recovery for initiatives in thrartsition plan is not unusual. We expect a
competent management to develop plans for theaftiand effective operation of the utility,
and unless the resulting costs of providing ut#igyvice were either unreasonable or illegitimate,
they would be recoverable in rates through our mbnatemaking process. We have considered
the risks of the merger and find that they are adtgly mitigated by the Stipulation’s conditions.

. OTHER ISSUES RAISED BY THE PARTIES
A. The Legal Standard

The Commission must determine whether merger aittiShPower and

PacifiCorp is in the public interest and has intetgd applicable statutory language (UCA

54-4-31) to mean that a merger, to be approved{ mast a net positive benefit standard. See
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CP National Corp., Docket No. 80-023-01; Utah Posvénight and Pacific Power & Light
Companies, Docket No. 87-035-27. In Docket No083%-27, the Commission stated that its
“task is to consider them all [positive benefitslaregative impacts], giving each its proper
weight, and determine whether on balance the médeneficial or detrimental to the public.”
By Memorandum issued April 2, 1999, we notifiedtyee that the net positive benefit standard
would be employed in the present Docket, all parti@ving agreed to it and the Applicants
having, by that time, filed testimony in full cogance of it. Applicants, however, reserve the
argument that Utah law requires a no-harm stanotalsd
B. Potential Tax Savings

The Industrial Customers request that we addretenfial income tax savings
resulting from the acquisition of PacifiCorp inghidocket. Applicants oppose this, and based in
part on confidential Cross-Examination Exhibit I8pargue that the tax impact on the
ScottishPower holding company from acquisition atiRCorp may or may not be a savings.
The Division testifies that Utah regulation genlgrdbes not consider the tax consequences of
consolidated operations, but acknowledges thagntidered, it should be a rate case issue. The
Committee agrees with the Division.

Applicants argue potential tax savings will nosarfrom the transaction itself,
but from the calculation of the tax liability on angoing basis following the transaction. Any
such tax saving is speculative, they assert, bedawsould depend on tax law and policy in
existence at the time the tax liability is calcatht For these reasons, Applicants argue the issue
cannot properly be addressed in this proceedirtgshmuld be reserved for a subsequent general
rate proceeding when the facts regarding the &doililiy after the transaction are known.
Applicants offer the following to resolve the cohdated tax issue:

The parties to this Docket preserve their rightaise the
issue of the treatment of upstream tax savingscasts in future
rate cases. All parties preserve their positionstave not waived
their rights on this issue. ScottishPower comnaitetain records
regarding upstream tax savings and costs relatitiget merger and
make these records available to the DPU, CCS drat parties in



DOCKET NO. 98-2035-04

-28-

accordance with Stipulation Ex. 1 and the discovelss of the

Commission.

UIEC accepts this language if the information neagsto assess the magnitude
of savings is forthcoming from ScottishPower anid &llows the Commission to decide what the
savings are and how they should be shared.

The Commission will adopt Applicants’ proposed laage. Only after
consideration in a general rate case will it bevkmevhether tax savings, if any materialize,
should be passed through to PacifiCorp ratepay@fe will not impose a merger approval
condition requiring tax benefits to flow to ratepay, but will make the language advanced by
Applicants a condition of approval. This new citioth properly preserves the issue for
subsequent general rate treatment.

C. Rate Cap Proposal

Industrial Customers and the Farm Bureau recomragatk cap to ensure that
the merger will meet the public interest standartiey believe the costs and risks of the merger
outweigh its benefits, even with the Stipulationpiace, and argue the Stipulations do little to
mitigate risks either to the general body of rayeps or to their particular interest as large
industrial consumers of electricity. Since thetsa@d implementing the transition plan initiatives
may be recovered from ratepayers, and the antempaist reductions are uncertain and are
neither identified nor quantified, these partigguarthat a rate cap plan would equalize the risks
and benefits of the merger and protect ratepayens any failure to achieve the plan’s
objectives. A rate cap, they argue, would proageoper incentive to make beneficial changes
that reduce cost and would limit debate about wbats would have been absent the merger.

Applicants maintain the evidence shows that agageis not required to establish
that the merger yields net positive benefits faUtustomers, and that the Stipulations have
satisfied the concerns of other parties, with ttieggpal exception of the Industrial Customers.
Applicants further argue that a rate cap is nad@dgoption because it cannot take into account

business circumstances unrelated to the merger.
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Although the Division began this proceeding by sarfipg a rate cap, it now
concludes that a rate cap is unnecessary as & oétlue conditions reached in the Stipulation.
The Division and the Committee testify that thegmial risks of the merger are adequately
mitigated by Stipulation conditions, so that a i@ is not required to enable the merger to meet
the net public benefit standard.

We find record support for the position of the Apgahts, the Division and the
Committee, and on that basis conclude that a egg@scnot required for the merger to satisfy the
approval standard. The conditions set forth inStipulation provide appropriate protections for
customers.

D. Cash Balances of PacifiCorp

Industrial Customers raise a concern regarding kbakhin PacifiCorp. They
argue that conditions must be in place to preveminovement of this cash upstream in the
merged entity at least until Utah service qualag been found adequate. Applicants in response
name several Stipulation conditions said to addifessssue, including their agreement in
Condition 14 to the provisions of PacifiCorp’s dxig Umbrella Loan Agreement placing limits
on short-term loans between PacifiCorp and afBanaming ScottishPower an affiliate for
purposes of the Condition. Applicants point to @iaon 22, by which the Commission must
approve the issuance of PacifiCorp debt, Conditidngoverning dividend policy, Condition 49,
requiring adequate financial resources to enalbtdiarp to meet its public service obligations,
and Conditions 16 and 27-39, which deal with sergjaality.

The Commission is aware that PacifiCorp enteredyararegotiations with large
cash balances on hand. These arose from salbésitimry activities in areas beyond our
regulatory jurisdiction. Our obligation is to ensuhat the utility is able to provide public
service of adequate quality and reliability. THere, given the record in this Docket, we look to
the Stipulation for assurance that the mergermwatidamage, and may in fact enhance, this
ability. We find a number of conditions, includittgpse mentioned by Applicants, that not only

directly address the financial wherewithal of thidity but create a situation of independence for
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it within the corporate structure of the mergedtgntThe record shows that two of these
conditions, numbers 14 (umbrella loan agreementt)l&n(dividend policy and adequate capital),
were adopted at the suggestion of the Industrist@ners. For these reasons, we conclude that
we need not inquire further into the issue of daalances in this Docket.

E. Access to Employees and Records

Industrial Customers request access to employakeeanrds for Intervenors in
the same manner as is assured for representafittes Division and the Committee.

Condition 11 provides for access to relevant booksprds and officials of
ScottishPower entities. Applicants pledge thapooate records will be available for inspection
in Utah or Portland, Oregon, and that Intervenalshave, as is the current practice, access to
records there. ScottishPower, PacifiCorp and é&llaés are required by Condition 10 of the
Stipulation to make their employees, officers, clioes and agents available to testify and to
provide information.

In light of the various measures in the Stipulatidrnich address this issue, the
Commission concludes that further provisions amegassary. Industrial Customers, as
intervenors in Commission proceedings, will retdia same access to books, records, and
officials of the utility that they have under curtgractices.

F. Utah Presence

Industrial Customers recommend a merger approvaliton which would
require ScottishPower and PacifiCorp to providenége Utah capable of binding PacifiCorp
and making decisions regarding Utah operationspliégnts’ response is the letter agreement
with the DCED and DBED (SP Exhibit 1R.1), wherecofishPower pledges to place a senior
executive in residence in Utah. That executive |¢tter states, will report directly to the CEO
of PacifiCorp, will have “broad influence” over Ri@Corp's operations in Utah, and will handle
economic development and community concerns. ditiad, Applicants state that Utah Power

headquarters will be located in Utah.
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The Utah Power/Pacific Power merger creating Raoifd electric operations
doing business in Utah as Utah Power has taughCbimmission that when made at a distance
corporate decisions may reflect a ranking of inwmestt options different from that a local
perspective may have achieved. This is an obhegayeof saying that our resulting concern for
the proper maintenance and operation of the pulality in Utah is not wholly assuaged by the
letter agreement to place an executive in Utah ehesponsibilities might be interpreted to
center instead on area economic development andehged entity’s community presence.
While we acknowledge the importance of these, dligation rests with the adequacy and
reliability of utility service in this State. Sece quality and reliability turn not only on the
utility’s maintenance but its investment practic€orporate investment decisions, the letter
suggests, will not be the concern of the individuadted to Utah, but solely that of senior
management in Glasgow, Scotland, or perhaps Pdrt@regon.

We do not expect to alter this situation, whichaig, believe, a matter of
management prerogative. Nevertheless, distanbcatgdecisions must neither rank nor
allocate resources in a manner harmful, in eithershort- or the long run, to the public service
requirements of this utility in Utah. As this redshows, PacifiCorp in recent years pursued a
global business strategy which resulted in neglés utility responsibilities.

The first priority of the executive located in Utatust be maintenance of a high-
guality Utah utility operation. We accept thedethgreement as indication of such a
commitment. We rely on the record testimony ofiae8cottishPower officials revealing the
attitudes, experience, and expertise necessarkighaguality result. We further rely on
Stipulation conditions which both direct that resarid provide for effective regulation. For
these reasons, we will not impose the merger appamndition advanced by Industrial
Customers.

G. Participation in a Regional Transmission Orgarzation
Industrial Customers recommend as a requirememieofjer approval that

Applicants join a regional transmission organizatrathin 24 months after merger. In the
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alternative, Industrial Customers request a coowlitequiring Applicants to file, within 18
months after the merger is approved, a definitia@ po place transmission assets with an
independent third-party administrator. In this widney argue, the Commission could have a
meaningful impact on the characteristics of sucbrganization. They regard such a role for the
Commission as important.

Applicants respond that the merger will not affeither the availability of
transmission services or competitive issues. Applis point out that UIEC intervened at FERC
and argued that the ScottishPower/PacifiCorp tidmsawould have an adverse impact on
competition. FERC was asked by UIEC to conditippraval of the merger on the Applicants
participating in the formation of and joining a i@gal transmission organization. Because
ScottishPower and PacifiCorp do not compete irstime geographic markets, FERC found that
market concentration would be unchanged by the enelgERC declined to impose the
condition.

UIEC acknowledges that mergers in which approvpkdded on a requirement to
join a regional transmission organization wereatitins where enhancement of market power
was a concern. The record shows no such concests éere. Moreover, no regional
transmission organization now exists for PacifiCargoin. In the recent past, PacifiCorp
attempted to form such an organization, but witlsuacess.

We do note, however, that FERC has establishediadNaf Proposed
Rulemaking, Docket RM99-2 regarding "Regional Traission Organizations" and proposes to
establish characteristics and functions for appat@regional transmission organizations. Under
terms of the rulemaking, participation in an orgation would be voluntary rather than ordered
by a state commission.

Due to differences between the laws, regulationslevel of regulation in the
United Kingdom and that in Utah, we find no supgortindustrial Customers’ insistence that
the "special share" held by the United Kingdom goxreent, supports the proposed requirement.

We rely on the Supplemental Testimony of Applicantitness Alan Richardson, which states:
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The practical effect of the "special share" isdquire

government approval before control of ScottishPaway be

transferred, much like the regulatory statutes amynof the states

which require utility commission approval beforentrol of a

regulated utility passes to another. It comes iy only if a

transfer of ownership of ScottishPower is involvadd does not in

any way impose any restrictions on the actions whic

ScottishPower may take with respect to its ownress or

PacifiCorp.

Membership in a regional transmission organizatioes not require the sale of
transmission assets.

We find that the issue of participation in a regibtnansmission organization is
unrelated to the merger. Enhancement of markeepdie basis for an approval condition in
other mergers, is not an issue here. The recadsthat FERC reached the same conclusion.
We therefore decline to impose the condition suggkely Industrial Customers, but intend to
influence the development of any future organizativolving the merged company.

H. Special Contracts

Industrial Customers recommend that special cotstthat expire during the
merger-credit period (through December 31, 2003x»tended for that period if desired by the
customer. Industrial Customers support this reuéh the claim that special contract
negotiations were unilaterally terminated onceapplication in this docket was filed. They
believe that nothing today suggests that currestisaof the special contracts will fail to be
compensatory through the transition period. Thgyathat, as a result of the operational
efficiencies Applicants claim for the merger, thexdttle risk that either the company or its
tariffed customers will be harmed if special cootsaare extended as requested. Finally, the
Industrial Customers claim that special contrast@mers need protection against merger-related
risks; thus, it would be discriminatory to denyaendion of the contracts while tariffed customers

receive the benefit of the merger credit.
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Applicants respond that following the merger altactual obligations will be
honored. For this reason, they testify, the IndaisCustomers’ proposal is unnecessary.
Applicants cite the Commission’s March 4, 1999 Repad Order in Docket No. 97-035-01
which established a task force to study standd@£bmmission should employ to approve
special contracts. In the Order, the Commissiatedtthat guidelines and definitions for
regulatory treatment of special contracts shoulexsmnined, as should risk-sharing between the
Company and its customers. The Commission orcamnezl/aluation of the confidential
treatment customarily given the rates and ternsepofice in Utah special contracts, given an
increasingly competitive environment. Applicanssert that evaluation of special contracts
should come after completion of the merger andittstould be done in parallel with the work
of this task force. For these reasons, they amjgeyssion of special contracts is premature.

Applicants believe the record contains no evideéncipport the assertion that
the merger has influenced either the timing of tiegons or Applicants’ willingness to
negotiate. The contention that costs in currentregts will remain compensatory throughout
the period ending December 31, 2003, they also aewnsupported. Applicants disagree that
merger-related cost reductions could eliminatesriskserving special contract customers at
current prices through that period. To the clduat special contract customers need special
protection, Applicants cite the Commission’s resggoto similar argument in Docket No. 87-
035-27, the Utah Power/Pacific Power merger praogedfl]n this era of increased
competition and low energy prices the industriatomers have other options for power supply. .
.. Itis therefore unlikely that these customeils bve left "holding the bag" after the merger is
consummated.”

The Division testifies that regulatory approvakafrent Utah special contracts
was based on analyses showing PacifiCorp had ribafesdditional capacity during the term of
those contracts. The Division indicates it is awairchanges in PacifiCorp's load and resource

balance that could now require capacity additiolgplicants contend that the need for new
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capacity will not be affected by merger cost reduns. They state that PacifiCorp is facing
potential changes in its load and resource balances

The Division argues that contracts and any exteissstiould be evaluated based
on circumstances at the time they are negotiafdrent procedures allow for such review.

The Commission's reasoning in the prior merger saapplicable to special
contract customer arguments in the present Docketedl. These customers are eligible for
special contracts because they have other optwnsiver supply. We intend to hold
Applicants to their commitment to address spemalm@act customer concerns in good faith and
to complete any negotiations with them promptlye W not find adequate evidence on the
record to support the claim that the merger wikrathe risks these customers face, or the
alternatives they have. Nor do we believe thiseedling is the forum to resolve special contract
issues. As noted by Applicants, a regulatory tasée is now reviewing special contract issues.
The conditions in the July 28, 1999 Stipulatiomng with the assurances made on the record at
the hearings, provide protection against the peeckiisks that the Industrial Customers claim
exist for special contract customers. On thisd)ase reject the request to require extension of
special contracts.

l. Franchise Issues

The Utah League of Cities and Towns requests aittonaf merger approval
that would require Applicants to "reopen curreanfthise agreements.” Applicants argue that
abrogation of contracts, including franchise agrets, is not appropriate. We find that the
record shows that the issue of franchise agreenmeatsinappropriate merger-approval
consideration. Whether or not franchise agreenygnsit ScottishPower to step into
PacifiCorp's position, or whether separate appsoaeg required under those agreements, are
matters of law that are beyond our jurisdictiorhisTis not the appropriate forum in which to
address such matters.

J. Magnesium Corporation of America (“Magcorp”) Issues
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Magcorp argues that it is excluded from the besefitthe Stipulation and
"denied the opportunity to negotiate a future sypptangement.” As a result, it contends
decertification is the appropriate remedy. Appiisarespond that this in effect is a request for
revocation of PacifiCorp's certificate so that @iteaccess zone could be created for Magcorp.
Applicants claim there is no evidence to justifygeation of PacifiCorp's certificate. Applicants
further state that Magcorp cites no case or stathieh would justify creation of a separate
regulatory structure for Magcorp.

We again note Applicants’ commitment to commenak @omptly complete
negotiations regarding supply arrangements. NelNtagcorp's assertions nor its proposed
condition are supported on this record. Retaieaségs currently under review by the Utah
legislature. We find that Magcorp's issues arenmatger related and are therefore not relevant to

this Docket, but we may need to address them uruaid docket.

V. CONCLUSIONS

Based upon the foregoing Discussion and FindimgsCommission makes the
following conclusions of law.

1. All hearings held in this case were properlficeal and were conducted in
accordance with the Commission's hearing procedukéiersons with a valid interest in the
case, who desired to intervene, were allowed teadoAll parties were given adequate
opportunity to conduct discovery, present evideooess examine evidence introduced by
others, and to make argument on relevant issugepydefore the Commission.

2. PacifiCorp, doing business in Utah as Utah P@me Light Company, is an
electrical corporation as defined in Utah Code AnbB4-2-1(6) and a public utility as defined in
Utah Code Ann. § 54-2-1(14). The Commission halsaity to regulate PacifiCorp in the State
of Utah and to supervise all of the public utilitysiness of PacifiCorp in the State of Utah
pursuant to Utah Code Ann. § 54-4-1.
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3. ScottishPower is a public limited company resgisd in Scotland, with multi-
utility businesses located in the United KingdoAfter consummation of the merger between
PacifiCorp and ScottishPower, PacifiCorp will be@am indirectly wholly-owned subsidiary of
ScottishPower.

4. Based upon its findings of fact, the Commissioncludes that the stipulations
and the letter agreement executed by PacifiCompitiScPower, and the various signatory
parties, should be approved. The Commission cdeslthat the proposed merger, as modified
by the stipulations, the letter agreement, the Brezgnditions contained therein and the further
conditions set forth in this Order, meets the rstifve benefit standard and will serve
PacifiCorp’s customers in the public interest,expuired by Utah Code Ann. § 54-4-31. The
Commission further concludes that because the geapmerger as modified meets the
requirements of Utah Code Ann. 54-4-31, PacifiCzdrpuld be authorized to issue common

stock incidental to the proposed transaction.

V. ORDER
NOW, THEREFORE, based upon the foregoing Findirfgsast and Conclusions
of Law, IT IS HEREBY ORDERED, that:

1. The Stipulation executed on July 28, 1999, tyttBshPower, PacifiCorp, the
Division and the Committee (Joint Exhibit No. 13,raodified herein with respect to Condition
9, is adopted by the Commission and incorporategtfgyence in this Order.

2. The Stipulation and Settlement of Issues Relaid’ublic Purposes Programs
executed on July 26, 1999, by ScottishPower, Raaifi, OERP and the LAW Fund (SP Exhibit
No. 7) is adopted by the Commission and incorpdrhatereference in this Order.

3. The Stipulation and Settlement of Issues Redath Low Income Customers,
executed on June 18, 1999, by ScottishPower, Bac, Crossroads and CAP (SP Exhibit No.

8) is adopted by the Commission and incorporateckfgrence in this Order.
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4. The Stipulation among PacifiCorp, ScottishPowed DG&T, executed August
2, 1999, is adopted by the Commission and incotpdray reference in the Order.

5. The Letter Agreement among ScottishPower, DG#id, DBED dated August 3,
1999 (SP Exhibit No. 1R.1), as interpreted herisiadopted by the Commission and
incorporated by reference in this Order.

6. The following is adopted as an additional ctindito approval of the merger:

The parties to this Docket preserve their rightaise the
issue of the treatment of upstream tax savingscasts in future
rate cases. All parties preserve their positiotslaave not waived
their rights on this issue. ScottishPower comnaitetain records
regarding upstream tax savings and costs relatitiget merger and
make these records available to the DPU, CCS dret parties in
accordance with Stipulation Ex. 1 and the discovelgs of the
Commission.

7. The joint application of PacifiCorp and ScdtBe®wer plc for a Commission order
authorizing the issuance of PacifiCorp common stoclkdental to the proposed transaction,
pursuant to Utah Code Ann. § 54-4-31, is granted.

8. The grant of the joint application in Orderidgragraph 6 above is subject to the
merger conditions contained in Attachment 1, ardctbmmitments contained in Attachment 2,
appended to the Stipulation executed on July 289,18y ScottishPower, PacifiCorp, the
Division, and the Committee (Joint Exhibit No. 1).

9. The merger of an indirect subsidiary of Schiieswer plc with and into
PacifiCorp pursuant to the Agreement and Plan afggledated December 6, 1998, amended and
restated in the Amended and Restated AgreemerRlandof Merger as of February 23, 1999, is
hereby approved.

DATED at Salt Lake City, Utah, this 23rd day of Nwonber, 1999.

/s/ Stephen F. Mecham, Chairman
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/s/ Constance B. White, Commissioner

/s/ Clark D. Jones, Commissioner

Attest:

[s/ Julie Orchard
Commission Secretary
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BEFORE THE PUBLIC SERVICE COMMISSION OF UTAH

In The Matter of The Application of DOCKET NO. 98-2035-04
PacifiCorp And ScottishPower plc for an
Order Approving the Issuance of PacifiCorp
Common Stock STIPULATION

This Stipulation (“Stipulation”) is entered into ang PacifiCorp (“PacifiCorp”),
ScottishPower plc (“ScottishPower”), the DivisiohRublic Utilities (“DPU”) and the
Committee of Consumer Services (“CCS”). PacifiCang ScottishPower are referred to jointly
as the “Applicants”. References to ScottishPoweatlsnclude New ScottishPower plc, as
defined in the Amended and Restated Agreement Emdd® Merger, dated as of December 6,
1998 and amended as of January 29, 1999 and Fel®ub®99. PacifiCorp, ScottishPower,
DPU, and CCS are referred to individually as a tf?and collectively as “Parties”.

BACKGROUND

A. PacifiCorp is an Oregon corporation and an elegublic utility in the state of
Utah. PacifiCorp provides retail electric servicehe states of California, ldaho, Oregon, Utah,
Washington, and Wyoming.

B. ScottishPower is a public limited company in $aad. ScottishPower provides
retail electric service in the United Kingdom atitpugh its subsidiaries, also provides
telecommunications, water, and waste water services

C. On December 31, 1998, PacifiCorp and ScottishiP@iled an Application with
the Public Service Commission of Utah (“Commissja@guesting an Order approving the
issuance of PacifiCorp common stock, pursuahitéd Code Ann. 854-4-31, in connection
with a merger transaction whereby PacifiCorp sbhatlome a wholly owned, indirect subsidiary
of ScottishPower.

D. The DPU and the CCS have reviewed the Applicatioa prefiled testimony of
the Applicants, and the responses to extensivedisyg requests submitted by parties to this and
other proceedings. On June 18, 1999, the DPU tdstimony in this proceeding,
recommending that the merger be approved by thendssion, subject to adoption of
conditions proposed by the DPU. The CCS filedrtesty recommending that the merger be
rejected by the Commission unless adequate condijtincluding a credible rate plan for Utah
retail customers, were imposed.



E. PacifiCorp, ScottishPower, the DPU, and the C@&%met to discuss the
proposed transaction and resolve as many of the ©prdposed conditions and the CCS’s
issues as possible. This Stipulation constitutesegotiated resolution of all of the issues
between the Applicants, the DPU, and the CCS. tiSbh&ower agrees that it is willing to accept
an Order issued by the Commission with the termhswgein this Stipulation. Based upon the
terms and conditions of this Stipulation, DPU ar@SCacknowledge that ScottishPower and
PacifiCorp have satisfied the standard in UtaiJommission approval of the proposed merger
transaction and recommend that the Commission apghe Application, incorporating the
conditions of this Stipulation.

TERMS OF STIPULATION

The terms and conditions of this Stipulation atefaeh below.

1. ScottishPower and PacifiCorp shall agree to@tmitments and conditions as
included in Witness Alan Richardson’s Supplememnh&dtimony Exhibit AVR-1 (a copy of
which is attached as Attachment 1). In the evéang conflict between Attachment 1 and this
Stipulation, the terms of this Stipulation shal/gm.

2. On June 18, 1999, ScottishPower and PacifiCted & proposed cost allocation
methodology for the allocation of corporate andiate investments, expenses, and overheads.
In or about October 1999, PacifiCorp and Scottistétcshall schedule a conference/meeting
with regulators in all PacifiCorp states (includi@@S in Utah) to discuss the proposed and
alternative corporate and affiliate cost allocatethodologies. The DPU agrees to use its
reasonable best efforts to reach agreement witbttiex state regulators as to the corporate cost
allocation methodology to be recommended to theess/e state commissions. In the event the
state regulators are unable to reach agreemehé @RPU concludes that the methodology
supported by any of the other U.S. regulatory stateuld cause actual or perceived financial
harm or inequity (on the basis of projections at time) to the ratepayers in Utah, the DPU may
support or recommend such allocation methodolodhigadCommission as it determines to be
appropriate. ScottishPower assumes the risk ofevkaallocation methodologies or decisions
the Commission may adopt.

Any proposed methodology to be submitted to the @@sion for approval will
comply with the following principles:

(a) For services rendered to PacifiCorp or eachaaisgory subject to allocation
to PacifiCorp by ScottishPower or any of its adfiés, ScottishPower must be able to
demonstrate that such service or cost categorgasessary to PacifiCorp for the performance of
its regulated operations, is not duplicative ovexs already being performed within PacifiCorp,
and is reasonable and prudent.

(b) Cost allocations to PacifiCorp and its subsidmshall be based on generally
accepted accounting standards, that is, in gerdératt costs shall be charged to specific



subsidiaries whenever possible and shared or ctditests shall be allocated based upon the
primary cost-driving factors.

(c) ScottishPower shall have in place time repgréystems adequate to support
the allocation of costs of executives and othexvaht personnel to PacifiCorp.

(d) An audit trail shall be maintained such thatakts subject to allocation can
be specifically identified, particularly with resgeo their origin. In addition, the audit trailust
be adequately supported. Failure to adequatelystipny allocated cost may result in denial of
its recovery in rates.

(e) Costs which would have been denied recovergtes had they been incurred
by PacifiCorp regulated operations will likewisedmnied recovery whether they are allocated
directly or indirectly through subsidiaries in tBeottishPower group.

(N Any corporate cost allocation methodology ugadrate setting in Utah, and
subsequent changes thereto, must be approved bitaheCommission.

ScottishPower also assumes the risk of the Comom'ssapproval or adoption of
corporate cost allocation methodologies which diffem those adopted by U.K. regulatory
agencies.

3. No merger transaction related costs shall bevallion rates. Enhancements to
severance costs relating to the merger will nallmaved in rates. Normal severance costs may
be considered for allowance in rates. Future crsésng as a result of the transition plan which
result in net cost savings may be considered fowahce in rates. The Applicants agree that
they will not in any future rate case in Utah arfreinclusion in rates of any of the items
described in Attachment 2.

4. Any diversified holdings and investments (e.gn-utility business or foreign
utilities) of ScottishPower shall not be held b#&orp, the entity for utility operations, or a
subsidiary of PacifiCorp. This condition shall pobhibit the continued holding of any existing
investments or the holding of diversified businessed investments by affiliates of PacifiCorp.

5. ScottishPower and PacifiCorp agree to notifyGloenmission subsequent to
ScottishPower’s Board approval and as soon asipaatét following any public announcement
of (1) an acquisition of a regulated or non-regaedabusiness representing 5% or more of the
market capitalization of ScottishPower or enterintg a new business venture or expansion of
an existing one, or (2) a merger, combination,df@nof stock or assets of any material part or
all of PacifiCorp or the direct owner of PacifiCstock. In addition, PacifiCorp shall comply
with the provisions of Utah Code Ann. §854-4-2&tigh 54-4-31.



6. ScottishPower shall comply with PacifiCorp’s Tster Pricing Policy, as
currently in effect or hereafter amended with thpraval of the Commission, in respect of
transactions with PacifiCorp.

7. PacifiCorp or ScottishPower shall notify the Coission, and provide sufficient
information and documentation to the Commissiomrpo the implementation of plans by
either PacifiCorp or ScottishPower (1) to form #iliate entity for the purpose of transacting
business with the regulated operations of PacifiC(#) to commence new business transactions
between an existing affiliate and with the regudadeerations of PacifiCorp, or (3) to dissolve an
affiliate which has transacted any substantialriess with the regulated operations of
PacifiCorp.

8. PacifiCorp shall comply with the provisions ofadtAdmin. Code Section R746-
401 which sets out the Commission’s Rules for répgthe construction, purchase, acquisition,
sale, transfer or disposition of utility assets atitity plant.

9. ScottishPower and PacifiCorp shall be requirgoréwide notification of and file
for Commission approval of the divestiture, spifi-of sale of any integral utility function of
PacifiCorp. This condition does not limit any julistion the Commission may otherwise have
over the divestiture, spin-off or sale of any tyiksset.

10. ScottishPower, PacifiCorp and all affiliateslshwake their employees, officers,
directors, and agents available to testify befoee@ommission to provide information relevant
to matters within the jurisdiction of the Commigsio

11. ScottishPower and PacifiCorp shall provide adezjaccess for the Commission,
DPU and CCS or their authorized agents to relelvaoks, records and officials of all
ScottishPower entities. Failure to provide adegsapporting documentation of costs may
result in those costs being denied rate recovsguests by such entities or their authorized
agents shall be deemed presumptively valid, matanic relevant, with the burden falling to
ScottishPower and PacifiCorp to prove otherwiseott&hPower and PacifiCorp shall reserve
the right to challenge any such request befor€ttramission and shall have the burden of
demonstrating that any such request is not valatenal or relevant. Applicants agree that
corporate records shall be available for inspedtiddtah or Portland, Oregon. ScottishPower
and PacifiCorp shall pay reasonable expenses edtiny the Commission, DPU and CCS in
accessing corporate records and personnel locatsitie of the State of Utah.

12. For a period of five (5) years commencing wité year 2000, PacifiCorp shall
include in its year-end semi-annual report a feaription, calculation (with supporting work
papers) and dollar identification (both total P&&oirp and Utah's share) of merger savings
achieved for the reporting year.



13. No later than six months after the closing détde merger, ScottishPower and
PacifiCorp will file the merger transition plan withe Commission. The plan will include the
items described in Mr. MacRitchie's Utah rebutéskimony.

14.  The existing Umbrella Loan Agreement betweenfi€arp and its affiliates
(approved by the Commission on November 19, 19%70cket No. 88-2035-03), as it may
hereafter be amended with approval of the Commmssudl continue to govern the terms for
loans between PacifiCorp and its affiliates andti@&dd?ower shall be deemed to be an affiliate
in accordance with the terms of the Umbrella Logme&ment.

15. For two years following the merger, PacifiCohalsfile a cash flow summary (or
other evidence) with its dividend report, showihgttservice will not be impaired by payment of
the dividend, and shall comply with the provisiafidJtah Code Ann. 854-4-27. In addition, an
officer of PacifiCorp shall be satisfied and sHatimally certify to the Commission that
PacifiCorp has adequate capital to meet all dbutstanding commitments and carry out its
public service obligations in the State of Utah.

16. Any penalty payable by ScottishPower for failtweneet any of the five network
performance standards in the State of Utah, asfigukat page 9 of the Direct Testimony of Bob
Moir, shall be paid as designated by the Commissldpon the assessment of any such
penalties, PacifiCorp and ScottishPower shall clbn@th the DPU and the CCS to identify an
appropriate recipient and shall file its proposdahwhe Commission. PacifiCorp and
ScottishPower agree to be bound by the Commissaetssion in this regard.

17. General and Financial reports - To be filed \ilidn Commission:
(a) FERC form 1 - PacifiCorp and Utah state;
(b) Annual and quarterly reports (if any) to shatdlrs of ScottishPower;
(c) Semi Annual reports showing Utah and PacifiCapprating results,
allocation factors, coal reports, demand side mamaat report, production costs modeling,
peak loads by jurisdiction, normalizing adjustmears work papers, all in respect of the

regulated operations of PacifiCorp;

(d) Monthly financial and operating reports of tegulated operations of
PacifiCorp;

(e) Securities and Exchange Commission Reports {@s@rterly) and 10K
(annually) of PacifiCorp;

(f) Annual class cost of service studies for thgutated operations of PacifiCorp;



(9) Monthly Energy Information Administration ForBlA 826 for the regulated
operations of PacifiCorp;

(h) Annual affiliated interest report for Pacifi@oand relevant affiliates; and

(i) Five year financial plan and forecast of finehcondition (including capital
expenditures) for PacifiCorp, provided that suchllstot be filed with Commission but shall be
available for inspection at the offices of Pacififor its attorneys in Utah on an annual basis.

18. For the purpose of U.S. regulatory reportingyit&&hPower shall follow
FASB 52.

19. Unless otherwise approved by the CommissionAfiicants agree to the use of
a hypothetical capital structure to determine threect costs of capital for ratemaking purposes
in Utah. The capital structure shall be constriciging a group of A-rated electric utilities
comparable to PacifiCorp.

20.  Within 90 days after closing of the merger, R@orp and ScottishPower shall
provide a detailed report indicating PacifiCorptegortionate share of the ScottishPower
group’s total assets, total operating revenuegatipg and maintenance expense, and number of
employees. Subsequent to this initial report, itifisrmation shall be included as part of
PacifiCorp’s semi-annual filing with the Commission

21. Except as provided in Condition 22, until apma¥wy the Commission in a
separate proceeding, PacifiCorp shall maintainrsgé@dong term debt.

22.  With the exception of inter-group loans whicllsbe provided in accordance
with Condition 14, PacifiCorp shall apply to ther@mission for approval of debt issuances by
PacifiCorp or on its behalf, in accordance withtU@ode Ann. 854-4-31 provided that the DPU
and CCS agree that PacifiCorp may apply for a wa¥t¢his requirement following 12 months
after the closing of the merger.

23. PacifiCorp and ScottishPower agree not to assarty future Utah proceeding
that the provisions of PUHCA or the related OhiovBov FERCcase preempt the
Commission’s jurisdiction over affiliated intereésinsactions and will explicitly waive any such
defense in those proceedings. In the event th&tGAJis repealed or modified, PacifiCorp and
ScottishPower agree not to seek any preemptionramesubsequent modification or repeal of
PUHCA.

24. PacifiCorp and ScottishPower shall provide tiJand the CCS with a copy of
any SEC filed lobbying reports.

25. If ScottishPower is able to lower the costsagital, then those savings shall be
reflected in rates in accordance with regulatoacpces in the State of Utah. If, however, the



cost of capital of electric operations of Pacifi@ancreases as a direct result of the merger,
ScottishPower’s shareholders will bear that cost.

26. Rates will be set based upon original and natlued costs. Any premium paid
by ScottishPower for PacifiCorp stock will be digaeded for ratemaking purposes.

27. (a) PacifiCorp will comply with ScottishPowepsoposed performance standards
and service guarantees and will not allow its ulyteg outages to increase above current levels
for the periods set out in ScottishPower witnessr8ldirect testimony.

(b) PacifiCorp will include the proposed performarstandards and service
guarantees in its tariff.

standards, service guarantees and related requitemia any event, PacifiCorp will submit for
Commission approval its proposals for the contiimnadf performance standards, service
guarantees and related requirements.

28. PacifiCorp will fund network expenditures reguirto implement the service
standards commitments in ScottishPower’s diretiniesy from efficiency savings and
redirected internal funding; and will report fundisources and expenditures against the $55
million estimate.

PacifiCorp will report on expenditures and souraefinds in its year-end semi-
annual report.

29. PacifiCorp will operate its current outage reépgy system in parallel with Prosper
(an automated system expected to verify custonparted outages) until the earlier of
Commission approval to terminate the current sysiemmtil the establishment of baselines in
accordance with Condition 30.

30. (a) PacifiCorp will perform audits at six-momtibervals to ascertain the
differences between customer reported faults (fiteertelephone systems) and those recorded in
the fault reporting systems to ascertain the diffiees due to reporting deficiencies. These three
audits will terminate 18 months after approvallef transaction. Thereafter, PacifiCorp will
perform audits upon request of the DPU or the Cassion.

(b) Based on that data, the DPU will, within 18 riinsnafter approval of the
transaction, file a report with the Commission raaeending outage baselines. Disputes, if any,
regarding the outage baselines will be resolvetheyCommission.

31. Subject to the following reporting and dispwgsalution provisions, PacifiCorp
may use the IEEE criteria to determine what comstit an “extreme event” as proposed in the
Direct Testimony of ScottishPower withess Moir. eldlaim by PacifiCorp may involve



judgments regarding design limits of or extensiaendge to the power system. If so, PacifiCorp
will file with the DPU a report specifying the bagor the claim and any disputes regarding the
merits of the claim will be resolved by the Comrnoss

32. PacifiCorp will audit, in response to DPU redae® determine actual outage
levelsB after correcting for under or inaccurate recordiii@pe results of that determination will
be submitted to the DPU and will be subject to eloglithe DPU or its designated expert.

33. PacifiCorp will provide quarterly reports of ages on a district basis. The report
will include a comparison of the average distrigtage levels (for outage durations, outage
frequencies, and short duration outages) with tliage level for the highest and lowest circuits.
PacifiCorp recognizes that the DPU has the stat@tothority to request additional information.
PacifiCorp agrees to provide explanations or ctirre@ction plans regarding unfavorable
outage variances in response to DPU requests.

After Prosper is in place, PacifiCorp will includethe quarterly reports the
numbers of customers in each district for whom gesehave exceeded PacifiCorp’s average
outage frequency rate.

34. PacifiCorp shall continue with internal metetra&ad meter test field response
standards in Northern Utah. It shall establislsoeable internal targets for field responses
where none currently exist and for which targetgehaot yet been set and report performance
against all district targets on a quarterly basis.

35. PacifiCorp shall report call-handling resultsidg wide-scale outages against
average answer speeds, hold times, and busy imafisat

36. PacifiCorp shall report, each quarter, distiatia showing credits to customers for
failures to meet customer guarantees. PacifiCaltglevso for the period of the commitment to
these guarantees, as set out in the direct tesgiwiddob Moir.

37. PacifiCorp shall implement and include in itsfta dispute resolution process
for dealing with customer claims resulting from touser guarantee failures on a fair and
consistent basis.

Customers will continue to have the right to filkormal complaints with the
DPU or formal complaints with the Commission.

38. Following the introduction of Prosper, PacifiBavill provide a quarterly report
of the number of customer reported transmissioagrg where customers report loss of supply.
For each customer reported transmission outagdj@ap agrees to report as precisely as is
possible the locality (that is, the PacifiCorp datt wholesale electric cooperative, municipality
or other wholesale customer location) from whiah ¢cistomer report came.



39. PacifiCorp recognizes that it has a statutohgaton to provide adequate,
efficient, just and reasonable service to eachl @iatomer. PacifiCorp also recognizes that the
Commission has the authority to supervise andlaggPacifiCorp’s service and to enforce its
orders, including through the provisions of Seattd-7-25.

40. PacifiCorp will continue to produce IntegrategsBurce Plans every two years,
according to the then current schedule and the¢heent Commission rules.

41. PacifiCorp shall make a showing in a rate prdicggthat any additions of
renewable resources to the rate base or the revequeement first appearing in that rate
proceeding are prudent investments.

42. For the two years following the final approvéatiee merger,
ScottishPower/PacifiCorp shall comply with the psoans of the merger agreement in respect of
employee benefit plans.

43. ScottishPower and PacifiCorp agree to provideganteed merger related cost-of-
service reductions for four years through an anmezlger credit. The amount of the credit shall
be $12 million per year for years 2000, 2001, 2806@ 2003. The total credit in years 2000-2003
will be $48 million. The merger credit shall béoabted among PacifiCorp’s retail tariff
customers on the basis of a percentage of theroestoill, exclusive of taxes. At the end of each
year, the aggregate amount of credit allocatedanhyear shall be calculated. These calculations
shall be audited by the DPU, who shall report thaulit results to the Commission. In the event
the merger credit does not equal $12 million in ahthe first three years, the excess or shortfall
shall be applied to the $12 million due in theduling year.

For each of the years 2002 and 2003, ScottishPamgePacifiCorp may reduce or
offset the $12 million merger credit to the exttrat cost reductions related to the merger are
reflected in rates.

The dates set forth in this Condition assume tanterger transaction closes in
1999. If closing is delayed, ScottishPower andflaarp may adjust the dates so that the
merger credit begins as soon as practicable buatestthan 30 days after the closing date.

In the event that restructuring of the electrititysiness occurs in Utah prior to the
end of the four years for payment of the mergeditréne Commission shall determine at that
time how the outstanding merger credit shall be pai

Any other terms required to implement this mergedt shall be included in the
merger credit tariff for approval by the Commission

44, Rates in Utah shall not increase as a restifteomerger.



45. ScottishPower and PacifiCorp agree that thely agsume all risks that may
result from less than full system cost recovemgtérjurisdictional allocation methods differ
among PacifiCorp’s various state jurisdictions.e DPU agrees to use its reasonable best efforts
to reach agreement with the other state regulatote the interjurisdiction cost allocation
methodology to be recommended to the respective stenmissions. In the event the state
regulators are unable to reach agreement or the déRAtludes that the methodology supported
by any of the other U.S. regulatory states woulgseaactual or perceived financial harm or
inequity (on the basis of projections at that tineedhe ratepayers in Utah, the DPU may support
or recommend such allocation methodology to the @@msion as it determines to be
appropriate. ScottishPower and PacifiCorp assinmeisk of whatever allocation
methodologies or decisions the Commission may adopaddition, ScottishPower and
PacifiCorp assume all risks that may result from difference among PacifiCorp’s various state
jurisdictions in respect of the conditions imposgdhe different state commissions relating to
this merger transaction.

46. PacifiCorp shall continue to comply with the greement policy and competitive
bidding requirements approved by the Commissiodauary 16, 1991 in Docket
No. 90-2035-05, as the same may hereafter be amdryde Commission.

47. ScottishPower shall not change its corporatestre to form a holding company
or make any other major change in corporate strectithout prior notice to the Commission
along with an explanation of any expected impattei® changes on PacifiCorp or Commission
regulation.

48. PacifiCorp shall not, without the approval aé thommission, assume any
obligation or liability as guarantor, endorser,egyror otherwise for ScottishPower or its
affiliates provided that this condition shall noépent PacifiCorp from assuming any obligation
or liability on behalf of a subsidiary of PacifiGor ScottishPower shall not pledge any of the
assets of the regulated business of PacifiCor@elsitg for any securities which ScottishPower
or its affiliates (but excluding PacifiCorp and sisbsidiaries) may issue.

49. ScottishPower and PacifiCorp agree they shallige management and financial
resources adequate to enable PacifiCorp to mesbntsnitments, carry out its authorized
activities and comply with its public service olaigpns.

50. In the event that PacifiCorp or ScottishPowersdimot comply with the above
conditions, the Commission may make appropriatmaking adjustments to give full effect to
these conditions. The Commission may exercisautisority to make, for retail ratemaking
purposes, adjustments for misallocation of costsfnon-regulated business to PacifiCorp or
ScottishPower.

51. PacifiCorp and ScottishPower may request confidetreatment for any
information or documents filed with the Commissitre DPU or the CCS or made available to



them or their agents, in compliance with these tars. Any request for confidential treatment
will be handled as provided in the Government Reésdiccess and Management Act, Utah
Code Ann. 863-2-101 et seq., or pursuant to a reeeOrder issued by the Commission.

GENERAL TERMS AND CONDITIONS

52. PacifiCorp, ScottishPower, the DPU and the C@8ethat this Stipulation has
been reached through settlement negotiations.uéls, €vidence or conduct or statements made
in the negotiation and discussion phases of thmition shall not be admissible as evidence in
any proceeding before the Commission or a court.

53. The Parties have negotiated this Stipulatioanaisitegrated document. If the
Commission rejects all or any material part of S®igulation or imposes additional material
conditions in approving the Application, any Pattyadvantaged by such action shall have the
right, upon written notice to the Commission arlgpalties to this proceeding within 15 business
days of the Commission’s Order, to withdraw frons tBtipulation. If any Party withdraws from
this Stipulation on this basis, no Party shall bard by the terms of this Stipulation and each
Party shall be entitled to seek reconsideratiath®{Commission Order, file any testimony it
chooses, cross-examine witnesses and in generahgutch case as it deems appropriate.

54. PacifiCorp, ScottishPower, the DPU and CCS atipatethis Stipulation is in the
public interest and that all of its terms and ctinds are fair, just and reasonable. The DPU and
the CCS recommend to the Commission that the Agiptin of ScottishPower and PacifiCorp be
approved with respect to the matters set out sx$ipulation.

55. Except as provided in this Stipulation, executib this Stipulation shall not be
deemed to constitute an acknowledgment by any Béathe validity or invalidity of any
particular method, theory or principle of regulatiand no Party shall be deemed to have agreed
that any principle, method or theory of regulatemployed in arriving at this Stipulation is
appropriate for resolving any issue in any othecpeding. No findings of fact or conclusions of
law other than those stated herein shall be de¢onled implicit in this Stipulation.

56.  The obligations of ScottishPower and PacifiQamgder this Stipulation are
subject to the Commission’s approval of the Applarain this docket on terms and conditions
acceptable to ScottishPower and PacifiCorp, irr d@e discretion, and the closing of the
merger transaction between ScottishPower and Bacpi
Dated: July 28, 1999
UTAH DIVISION OF PUBLIC UTILITIES PACIFICORP

By:  /s/ Michael Ginsberg By: /s/ Edward A. Hunter
Its:  Attorney Its: _Attorney




COMMITTEE OF CONSUMER SCOTTISH POWER PLC
SERVICES

By:  /s/ Douglas C. Tingey By: /s/ Brian W. Burnett

Its: Attorney Its: _Attorney
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Scottish Power, Richardson (Supplemental Testimony)

BENEFITS TO CUSTOMERS FROM THE TRANSACTION
l. CUSTOMER SERVICE
A. Network Performance
1. System Availability On the five-year anniversary of the completibthe

transactiort, the underlying System Average Interruption Duratiodex (SAIDI) for PacifiCorp
customers in the State of Utah will have been redury 10%.

2. System Reliability On the five-year anniversary of the completidthe
transaction, the underlying System Average Inté¢roapFrequency Index (SAIFI) for PacifiCorp
customers in the State of Utah will have been redury 10%.

3. Momentary InterruptionsOn the five-year anniversary of the completibthe
transaction, the Momentary Average Interruptiomgiiency Index (MAIFI) for PacifiCorp
customers in the State of Utah will have been reduny 5%.

4. Worst Performing CircuitsThe 5 worst performing circuits in the StatdJsdh
will be selected annually on the basis of the GirRerformance Indicator (CPi)as calculated
over a three-year average excluding extreme eve&ustective measures will be taken within 2
years of implementation of the performance targeteduce the CPI by 20%.

5. Supply RestorationFor power outages because of a fault or damage o
PacifiCorp's system, PacifiCorp will restore sugeplon average to 80% of customers within 3
hours.

6. Penalties For each of the standards not achieved in take $f Utah at the end
of the five-year period, ScottishPower will payirsahcial penalty equal to $1.00 for every
customer served by PacifiCorp in Utah.

! Reference to "completion of the transaction” tiglmaut this document means the closing
of the transaction pursuant to the Amended Merggedment.

2The CPlis a weighted, composite index based etfiattowing four factors: (1) MAIFI,
(2) SAIDI, (3) SAIFI, and (4) number of lockouts.



7. Implementation Specific terms and conditions relating to theliementation of
the Network Performance Standards are set forpjpendix A3

B. Customer Service Performance

1. Telephone Service Level&Vithin 120 days after completion of the transact
80% of calls to PacifiCorp’s Business Centers bdlanswered within 30 seconds. This target
will be increased to 80% in 20 seconds by Janua®pQ1 and 80% in 10 seconds by
January 1, 2002.

2. Complaint Resolutian

a. Non-Disconnect Complaints.Within 90 days after completion of the
transaction, PacifiCorp will investigate and praviresponse to all complaints referred by the
Commission within 3 business ddys.

b. Disconnect Complaintswithin 90 days after completion of the transattio
complaints related to service disconnection wilk&gponded to within 4 business hours.

c. Commission ComplaintsWithin 90 days after completion of the transaati
ninety percent of complaints referred to PacifiCbypthe Commission will be resolved within
30 days. This percentage will be increased toe36gmt by 2001.

3. Implementation Specific terms and conditions relating to th@lementation of
the Customer Service Performance Standards afertdetn Appendix A.

C. Customer Service Guarantees

1. Restoring the Customer's Supply

a. Guaranteelf the customer loses electricity supply becaafse fault in
PacifiCorp's system, PacifiCorp will restore thetomer's supply as soon as possible.

3 Initial benchmarks for SAIDI, SAIFI and MAIFI wilbe established based upon
PacifiCorp's historical performance, adjusted asgasary where the change in measurement and
monitoring accuracy results in a change in the nteplo(but not actual) reliability indices, as
discussed in Mr. Moir's testimony at page 7.

4 Business days are defined as Monday through Fasealiding company holidays.

® Business hours are defined as 8:00 a.m. to 5180 p.



b. Penalty If power is not restored in 24 hours, custonoars claim $50 for
residential customers and $100 for commercial addstrial customers. For each extra period
of 12 hours the customer's supply has not beewaaet!, the customer can claim $25.

2. Appointments.

a. GuaranteePacifiCorp will keep all mutually agreed appointrteewith the
customer, whether over the phone or in writinggiBeing in the year 2001, PacifiCorp will
offer the customer a morning appointment, betwe@&iM8nd 1 PM, or an afternoon
appointment, between 12 Noon and 5 PM.

b. Penalty If PacifiCorp fails to meet its guarantee, P&@ofp will automatically
pay the customer $50.

3. Switching On the Customer's Power.

a. GuaranteeUpon customer request, PacifiCorp will activate plever supply
within 24 hours provided no construction is reqdiaad all government requirements are met.

b. Penalty If PacifiCorp fails to meet its guarantee, ithautomatically pay the
customer $50. In addition, for each extra peribtizhours the customers power supply has not
been activated, PacifiCorp will automatically pay-825 to the customer.

4. Estimates for Providing a New Supply.

a._GuaranteeUpon request by a customer for new power supplgificarp will
call the customer back within 2 business days efctistomer's initial call and schedule a
mutually agreed appointment with an estimatoPdtifiCorp needs to change its network, it
will provide a written estimate to the customerhmt15 business days of the customer's initial
meeting with the estimator. If PacifiCorp does neéd to change its network, it will provide an
estimate to the customer within 5 business dayseo€ustomer's initial meeting with the
estimator.

b. Penalty If PacifiCorp fails to meet its guarantee, P&@ofp will automatically
pay the customer $50 for each failure.

5. Response to Bill Inquiry.

a._ GuaranteePacifiCorp will investigate and respond withindisiness days of
a customer's inquiry about its electric bill.

b. Penalty If PacifiCorp fails to meet its guarantee, P&@onfp will automatically
pay the customer $50 for each failure.



6. Problems with the Customer's Meter.

a. GuaranteePacifiCorp will investigate and report back to thestomer within
15 business days if the customer suspects a probidgmits meter.

b. Penalty If PacifiCorp fails to meet its guarantee, P&@ofp will automatically
pay the customer $50 for each failure.

7. Planned Interruptions

a. GuaranteePacifiCorp will give the customer at least 2 dagtiae if it is
necessary to turn the customer's power supplyoofbfanned maintenance work or testing.

b. Penalty If PacifiCorp fails to meet its guarantee, cas¢os can claim $50 for
residential customers and $100 for commercial addstrial customers.

8. Power Quality Complaints

a._GuaranteeUpon notification from a customer about a prableith the quality
of electric supply, PacifiCorp will either initiatn investigation within 7 days or explain the
problem in writing within 5 business days.

b. Penalty If PacifiCorp fails to meet its guarantee, ithautomatically pay the
customer $50.

9. Implementation Specific terms and conditions relating to th@lementation of
the Customer Service Guarantees are set forth peAglix B. Data calculations to measure
performance will be audited by the company andwside auditor.

10. Reporting

a. To CustomersPacifiCorp will issue a report to the customgdbne 30 of
each year regarding its record in improving Pertmmoe Standards and how well it has
performed against its Customer Guarantees. Eaahntreill contain an overview of standards,
targets and guarantees and describe the performeswlés for that year. The report will also
discuss any new targets PacifiCorp will be applymthe coming year.

b. To Commission PacifiCorp will provide an annual report to themmission
by May 31 of each year that will discuss implem&ataof ScottishPower's programs and
procedures for providing improved performance. fdport will provide a general summary of
how PacifiCorp performed according to the standaedgets and guarantees. The report will:
(i) provide performance results for each standardet or guarantee; (ii) identify excluded
exceptions; (iii) explain any historical and amiied trends and events that affected or will
affect the measure in the future; (iv) describe t@enological advancements in data collection




that will significantly change any performance icator; (v) discuss any "phase in" of new
standards, targets or guarantees; and (vi) indhel@ame and telephone numbers of contacts at
PacifiCorp to whom inquiries should be addresdéthe company is not meeting a standard,
target or guarantee, the report will: (i) provideamalysis of relevant patterns and trends;

(ii) describe the cause or causes of the unacdeppabformance; (iii) describe the corrective
measures undertaken by the company; (iv) set attdege for completion of the corrective
measures; and (v) provide details of any penaljynaests due.

Il. REGULATORY OVERSIGHT
A. Access to Books and Records

1. PacifiCorp will maintain its own accounting systeseparate from
ScottishPower's accounting system. All PacifiCiampncial books and records will be kept in
Portland, Oregon, and will continue to be availabléhe Commission upon request at
PacifiCorp’s offices in Portland, Salt Lake Citytdd, and elsewhere in accordance with current
practice.

B. Cost Allocation, Affiliated Interest Transactions

1. By the end of the third year following the contjge of the transaction,
ScottishPower will have achieved a net reductiofildf million annually in PacifiCorp's
corporate costs ($15 million of annual cost savingsorporate costs which, when offset by
$5 million of cost increases, will produce a netugtion of $10 million annually in corporate
costs). ScottishPower will commit to reflectingstheduction in PacifiCorp's results of
operations filed with the Commission.

2. ScottishPower will provide an analysis of itsgweed allocation of corporate
costs within ninety days after completion of thenaction.

3. To determine the reasonableness of allocatidnfaased by ScottishPower to
assign costs to PacifiCorp and amounts subjedtdoation or direct charges, the Commission or
its agents may audit the records of ScottishPowsciware the bases for charges to PacifiCorp.
ScottishPower will cooperate fully with such Comsnis audits.

4. ScottishPower and PacifiCorp will provide the Guission access to all books of
account, as well as all documents, data and readritieir affiliated interest, which pertain to
any transactions between PacifiCorp and its aféitianterests.

5. ScottishPower and PacifiCorp agree to comply wadtlexisting Commission
statutes and regulations regarding affiliated ggetransactions, including timely filing of
applications and reports.



6. ScottishPower will not subsidize its activitigsdllocating to or directly charging
PacifiCorp expenses not authorized by the Commdsidoe so allocated or directly charged.

7. Neither ScottishPower nor PacifiCorp will asserany future Commission
proceeding that the provisions of the Public Utiktolding Company Act of 1935 preempt the
Commission's jurisdiction over affiliated interéstnsactions.

C. Transaction Costs

1. ScottishPower and PacifiCorp will exclude alltsasf the transaction from
PacifiCorp's utility accounts.

D. Financial Issues

1. ScottishPower intends to achieve an actual dagtitzcture equivalent to that of
comparable, A-rated electric utilities in the UMith a common equity ratio for PacifiCorp of
not less than 47%.

2. PacifiCorp will maintain separate debt and, ifstanding, preferred stock ratings.

3. ScottishPower and PacifiCorp will provide the Guission with unrestricted
access to all written information provided to conmstock, bond, or bond rating analysts, which
directly or indirectly pertains to PacifiCorp.

[l COMMITMENT TO THE ENVIRONMENT

A. Renewable Resources

1. PacifiCorp will develop an additional 50 MW ohewable resources (wind, solar
and/or geothermal) at an anticipated cost of apprately $60 million within five years after

completion of the transaction.

2. Within 60 days after completion of the transatti®acifiCorp will file
applications in each state for a "green resoumngf.t

3. PacifiCorp will contribute $100,000 to the BonitlevEnvironmental Foundation
for use in the development of new renewable ressuaad fish mitigation projects.

B. Environmental Management
1. PacifiCorp will have environmental managementesys in place that are self-

certified to ISO 14001 standards at all PacifiCoperated thermal generation by the end of
2000.



2. ScottishPower will include PacifiCorp operatiamsScottishPower's
comprehensive annual environmental report with ayppaite specific goals.

3. ScottishPower will include a PacifiCorp officar the Environmental Policy
Advisory Committee.

4. ScottishPower will develop a process to gathéside input on environmental
matters, such as the establishment of an EnvirotahEarum.

V. COMMITMENT TO COMMUNITIES
A. Financial Contribution
1. ScottishPower will contribute $5 million to thad#iCorp Foundation upon

completion of the transaction.

2. ScottishPower will maintain the existing levelRacifiCorp's other community-
related contributions, both in terms of monetarg amkind contributions.

B. Programs

1. ScottishPower will develop, in consultation wile appropriate Utah state
educational authorities and the local business coniy) a "School to Work" initiative. Skill
development opportunities will be made availabledigh the Open Learning Centers, work
experience mentoring, and work shadowing.

2. ScottishPower will maintain the existing RegioAdVisory Boards.
C. Low-Income Customers
1. ScottishPower will commit $1.5 million per year éddition to PacifiCorp's

existing commitment of $1.5 million annually) toograms that encourage the economic well-
being of communities, including the following:

a. ScottishPower will double the number of custan@essisted by the heat
assistance funding program for those customersguabfy under the Federal Low Income
Energy Assistance Program and will reintroducentla¢ching concept with PacifiCorp matching
customer donations to heat assistance programsinnu

b. ScottishPower will establish a debt counselenyise for those customers who
have difficulty in paying their monthly electricllsi



c. ScottishPower will expand the commitment to efiecustomers regarding
energy efficiency in order to help customers widlyrpent difficulties, and to promote electricity
safety for all customers.

V. COMMITMENT TO EMPLOYEES
A. Existing Labor Agreements
1. ScottishPower will honor existing labor contraetth all levels of staff.
B. New Programs
1. ScottishPower will introduce the following prograin the PacifiCorp service

territory, upon completion of the transaction, atat-up cost of approximately $3 million and
estimated annual expenditures of approximately Hiom

a. ScottishPower will develop one "best-in-clasalning center in each of
Oregon and Utah. These centers will provide eng#eywith opportunities to improve their
work-related skills.

b. ScottishPower will phase in the introductiortled ScottishPower Open
Learning centers. At these Open Learning cenéenployees will be able to supplement their
work-related skills with other skills designed tthance their overall knowledge.

c. ScottishPower will establish partnerships wittall colleges and universities to
develop management training programs.

C. Occupational Health
1. ScottishPower will examine the appropriatenesatodducing for PacifiCorp

employees its successful programs already adoptdekiU.K. to encourage a healthy lifestyle
for employees.
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EXHIBIT A

Performance Standards

Standard

Clarification

System Availability
(SAIDI)

SAIDI will exclude extreme events (storms). Thisas
measurement of the underlying performance of teetdsase.

System Reliability
(SAIFI)

SAIFI will exclude extreme events

Momentary
Interruptions (MAIFI)

MAIFI will exclude extreme events

Worst Performing
Circuits

CPI will exclude extreme events. It will also exa instance
where the company is delayed due to the companglsility
to obtain the appropriate planning consents.

Supply Restoration

Restoration time will excluderexte events. It will also
exclude situations where a customer agrees to rewitdiout
power or where PacifiCorp is unable to restore bugpe to
problems with the customer’s facility, or where H@orp
does not have access.

Telephone Service
Levels

Telephone service levels will be defined as peroéntlls
answer within targeted time frame. Telephone serlgvels
will be measured from the time the customer selectenu
option and is placed in queue until a CSE or imtira voice
response (IVR) unit answers the call.

Commission Complain

Resolution

I The company may request an extension of time fworesto a
complaint, which may be granted by Commission Staff
Business days are defined as Monday through Friday
excluding company holidays. Business hours anmeefas
8:00 a.m. to 5:00 p.m.
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Scottish Power, Richardson (Supplemental Testimony)

EXHIBIT B

Customer Guarantees

Standard

Clarification

Restoring Your Supply

Guarantee does not applyyfare of the following occur:
1) Extreme events, 2) Strikes, 3) There are satdated
issues, 4) Customer has agreed to remain withouepar
5) Problems exist with the customer’s facility.

Appointments

Guarantee does not apply if any orteefollowing occur:
1) Extreme events, 2) Strikes, 3) Major system gega
4) Customer is out when PacifiCorp calls, 5) Cusiboancels
the appointment, or 6) PacifiCorp cancels the agpant and
provides you with at least 24 hours notice.

Switching on the
Customer’s Power

Guarantee does not apply if any one of the follgnoacur:
1) Extreme events, 2) Strikes, 3) Major system gega

4) Customer is out when PacifiCorp calls, or 5) rEhere
safety-related issues.

Estimates for Providing
a New Supply

Guarantee does not apply if any one of the follgnoacur:

1) Extreme events, 2) Strikes, 3) Major system gega

4) Customer is out when PacifiCorp calls, 5) Cusiboancels
the appointment, 6) PacifiCorp cancels the app@ntrand
provides you with at least 24 hours notice, or d$tGmer has
not supplied all the necessary information so Raeip can
provide the estimate.

Response to Bill
Inquiry

Working days are defined as Monday through Friday
excluding company holidays.

Problems with Your
Meter

Guarantee does not apply if any one of the follgnoacur:
1) Extreme events, 2) Strikes, 3) PacifiCorp pengbdo not
have access to the customer’s meter, 4) Meterdbatsbe
limited to no more frequently than once every 1the.

Planned Interruptions

Guarantee does not applyyifoae of the following occur:
1) Extreme events, 2) Strikes, 3) Major system gegaor
4) There are safety-related issues.

Power Quality
Complaints

Working days are defined as Monday through Friday
excluding company holidays.
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Scottish Power/PacifiCorp (Proposed Treatment afgéleRelated Costs)

SCOTTISH POWER/PACIFICORP - PROPOSED TREATMENT OF M ERGER RELATED COSTS

Cost Item $ Above | Below Ref. Comment
the the
Line Line
Goodwill 1,800m X SP Listing Particulars Goodwill represents the difference between thetmse price and fair value of
(E1124.7m) page 107 the net assets of PacifiCorp. Goodwill is sometimegerred to as the aquisition
adjustment for accounting purposes. The calculatfagyoodwill varies with
fluctuations in ScottishPower share price.
Acquisition Costs
1)Share Issues Costs 104m (£65m) X SP Listing Particulars This is an estimate only. However, all such costarred directly in completing
2)Preferred Stock pages 107 & 145 the acquisition will be charged below the line.
Redemption 26m (£15m) X
3)Investment, legal,
accounting, etc. 109m X
Total Acquisition Cost 239m X
Preferred Stockholder PC Proxy Statement Special payments made to preferred Stockholdet&wofo obtain merger
Merger Approval Payments 2.5m (maximum) X | page 138 approval.
Payments to Directors 0.4m X SP Listing Particulars | $50,000 payment made to non-executive directors.
page 166
Change in Control Only enhanced payments resulting from the appbéoatif change in control
1)Enhanced Executive SP Listing Particulars conditions are included. To the extent that abeeiefit in costs going forward
Severance 8.3m (maximum) X page 163-165 can be demonstrated then such costs will be tredtede the line. Final change|
2)PacifiCorp Stock Plans minimal cost X in control costs can only be determined 24 monttes alosure. Numbers quote
3)Supplemental Executive are upper limit amounts if all eligible employeeseive maximum amounts due
Retirement Plan (SERP) 2.6m X They include payments due to two executives whe lzdneady retired.
There is no material cost associated with PacifiGanployee stock option
provisions.
Retention Incentive Payments 7m (maximum) X SP Liskagticulars Payments to retain key employees during period poionerger completion.

page 166, WIEC 3.5




SAOTTISH POWER/PACIFICORP - PROPOSED TREATMENT (

Bonus Pool - Merger related
portion

Not known

SP Listing Particulars
page 166

To the extent that any such payments are mac
efforts” to accomplish the successful completic
guantification of this portion can be determinec
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BEFORE THE PUBLIC SERVICE COMMISSION OF UTAH

In the Matter of the Application of ) Docket No. 9835-04

PacifiCorp and ScottishPower plc for an )

Order Approving the Issuance of ) Stipulation and|&etent of Issues
PacifiCorp Common Stock ) Related to Public Purpasgfams

This Stipulation (“Stipulation”) is entered into ang PacifiCorp, ScottishPower plc, the
Office of Energy and Resource Planning and the laavlWater Fund of the Rockies. The
Office of Energy and Resource Planning, and thellaard Water Fund of the Rockies are
together referred to as the “Intervenors.” Padfif; ScottishPower and the Intervenors are
together referred to as the “Parties.”

The purpose of this Stipulation is to resolve sdlies in this Docket relating to the impact
of the merger of ScottishPower and PacifiCorp @ehvironment and public purpose programs.
ScottishPower/PacifiCorp have publicly committedunding certain kinds of programs on a
system-wide basis, as set in direct testimoniédrofAlan Richardson and Mr. Jack Kelly filed
on February 26, 1999. In this Stipulation, Sch®ewer/PacifiCorp agree to actions specifically
applicable to the Utah jurisdiction in respecttufge testimony commitments, as a negotiated
resolution of the environmental and public purpgsees between the Parties.

1. Terms of Stipulation

The terms and conditions of this Stipulation atf@eh below. The Parties agree that
with respect to the environment and public purgoegrams the commitments in this
Stipulation and the proposed merger are in theipuderest. The Parties recommend that the

Commission approve the Application in this Docketegard to the environment and other



public purpose programs, subject to the termsiefSkipulation. The Parties will also support
this Stipulation throughout the proceedings retativ this Docket.
2. Background

In this Docket, the Intervenors filed direct testimy commenting on the positive and
credible commitments which ScottishPower/PacifiCmigde in their direct testimony with
regard to the environment, renewable energy anel giblic purpose issues. However,
Intervenors also commented on the lack of spet@ftimony relating to energy efficiency
programs to which ScottishPower/PacifiCorp woulchout upon approval of the merger or how
ScottishPower/PacifiCorp’s system wide investménfsublic purpose programs would provide
net benefits to Utahns. Since that time, repregimess of ScottishPower/PacifiCorp have met
with the Intervenors to discuss those concerngttiShPower/PacifiCorp has provided
clarification on the intent behind its environmant public purpose commitments and a more
detailed explanation of ScottishPower/PacifiCoesire to work in partnership with
appropriate parties to ensure that environmergakwable energy, energy efficiency and other
public purpose issues and opportunities specifldtah can be addressed.

While ScottishPower/PacifiCorp’s objectives aréniprove environmental performance
and deliver the merger commitments of ScottishP®emifiCorp, they intend to do so in such a
way that enables them to seek to maximize the itgdabeir investment and ensure that all
investments are prudent, and therefore recovethalegh the rate setting mechanism.

3. ScottishPower Commitments

With regard to environmental and public purposaass ScottishPower agrees to meet

the concerns expressed by the Intervenors in tleing ways:



a. Integrated Resource Planning

The Parties agree that the Utah Public Service Gegiom (“Commission”) approved
Integrated Resource Planning process providesuabi@ means for ensuring that PacifiCorp’s
resource plan provides the maximum benefit to Raaip and its customers when evaluating a
range of important criteria, such as cost, risledsification and environmental impacts. As
such, ScottishPower/PacifiCorp commits to prodmtegrated Resource Plans according to the
current schedule and current PSC rules. The Batienowledge that, to account for changes in
the electric industry over time, the IRP rules magd to be updated and revised.
ScottishPower/PacifiCorp commits to work with théekvenors and other relevant bodies to
address this issue at the relevant tme.

b. Renewable Resources

ScottishPower/PacifiCorp confirms its commitmentiévelop an additional 50 MW of
renewable resources across its entire system witlgryears of the approval of the merger, as
set out in the direct testimony of Mr. Alan Richsod. ScottishPower/PacifiCorp is interested in
developing cost effective renewable energy progranusprojects in Utah.
ScottishPower/PacifiCorp will use the Integratedgd®ece Planning process and other
mechanisms to evaluate renewable resources andwitbrkhe Intervenors and other interested
parties, including the Energy Efficiency and ReneMdnergy Task Force, in designing,
developing, implementing and evaluating specifagoams to most effectively deploy renewable
energy technology in Utah. Pilot programs may $&duo ascertain the effectiveness of program
design and implementation. Nothing in this Stipiola however, would provide

ScottishPower/PacifiCorp with a finding of prudemcyegard to these renewable resource



investments prior to a future rate case. RathkenAPacifiCorp or ScottishPower seek to
include these renewable resource costs in rateg ntlust demonstrate at that time that these
costs have been prudently incurred.

In its testimony, ScottishPower/PacifiCorp also auitted to filing a green resource tariff
within 60 days of the approval of the merger. Tewee that the green pricing tariff filed in Utah
addresses issues and opportunities specific to, S@dttishPower/PacifiCorp commits to
incorporating, where appropriate, the recommendatas the Energy Efficiency and Renewable
Energy Task Force in the design of the tariff. Pagties recognize that any green pricing tariff
implemented in Utah is subject to Commission apakov

C. Conservation and Energy Efficiency Programs

At the meeting of the parties, ScottishPower/P&@aifp explained that the lack of specific
testimony relating to Utah-specific energy effiagmprograms was due to uncertainty regarding
the outcome of the investigation currently beingentaken by the Commission’s Energy
Efficiency and Renewable Energy Task Force. Ssd®ower/PacifiCorp commits to continue to
support funding for cost effective and prudent gpafficiency in Utah and will continue to use
the Integrated Resource Planning process and wtbehnanisms to establish Utah energy
efficiency targets. In determining the appropriatet effective programs and investments,
aspects such as market transformation, removiniebsto self-sustaining energy efficiency
markets, technical potential, achievable potenpiedgram design, leverage of additional funds,
administration costs, timing of implementation, thaio and risk diversification value, and
environmental benefits will be considered. Thedency of investment will be determined

according to Utah Commission guidelines.



The Parties believe that conservation and enefgyesfcy programs are more than
merely an alternative to increasing generationtpl#rproperly constituted there programs can

deliver real benefits to customers by:

. reducing the energy used,;

. increasing comfort;

. lowering the total cost of energy;

. reducing risk by diversifying the electric resoairix; and
. reducing environmental impacts.

ScottishPower/PacifiCorp commits to work with theekgy Efficiency and Renewable
energy Task Force, and assist in establishinghateal database and in designing, developing,
implementing and evaluating specific Utah prograinas can most effectively deliver the
benefits of energy efficiency programs to Utah costrs. Pilots may be used to ascertain the
effectiveness of program design and implementation.

The overall objective will be to maximize the betsefrom cost effective and prudent
investment in conservation and energy efficienogpams in Utah.

The tariffs associated with these conservationearetgy efficiency programs will be
subject to Commission approval prior to implemeaotat

d. Environmental Forum

As described in its testimony and discovery respsnScottishPower has committed to
establishing an Environmental Forum, similar tofeeum it uses in the UK In the UK, the
Forum is a consultative body incorporating represtares of academic, industry, and advocacy

organizations in the field of environmental issueggether with senior ScottishPower



management. It provides ScottishPower with exterpertise and perspective on strategic
issues related to the environment.

e. Other Issues

The Parties recognize that there are environmestakgy efficiency, and renewable
energy issues not covered in ScottishPower/Pacii€alirect testimony (e.g. impacts of
distributed generation, issues related to the sfadasored energy programs for National Parks
and public lands management agencies, public Imgjégiand regional haze).

With respect to distributed generation and stat&spred energy programs,
ScottishPower/PacifiCorp commit to work with theelgy Efficiency and Renewable Energy
Task Force and/or other appropriate working grdaopevelop a framework to address these
issues as they relate to Utah. This approachenglre that a balance is struck between
addressing the issues on a regional basis and bblado tackle issues which specifically relate
to PacifiCorp’s Utah customers.

With respect to regional haze, the Parties recegthat ScottishPower/PacifiCorp
intends to support PacifiCorp’s continued involvenea the Western Regional Air Partnership’s
work to develop a regional haze strategy for thestfa states, including Utah. The Parties
point out that ScottishPower’'s merger related cotm@nts to renewable energy and energy
efficiency could be a component of Utah’s statelengentation planning requirements for
regional haze as outlined in Section 51.309(d){&PA’s final regional haze rule.

4. General Terms and Conditions

a. The Parties agree that this Stipulation represeobmpromise in the positions of

the Parties. As such, evidence or conduct orretés made in the negotiation and discussion



phases of this Stipulation shall not be admissaslevidence in any proceeding before the
Commission or a court. All negotiations relatinghis Stipulation are privileged and
confidential.

b. The Parties have negotiated this Stipulatiomastagrated document.
Accordingly, the Parties recommend that the Comigmsadopt the Stipulation in its entirety.

C. The Parties shall cooperate in submitting thigution promptly to the
Commission for acceptance, and shall support aolojt the Stipulation in the proceedings,
relative to this Docket. Each Party shall makelal&e a witness in support of the Stipulation at
which time other parties to the proceeding wouldehan opportunity to cross-examine such
witness. In the event the Commission rejectsradiny material portion of this Stipulation or
imposes additional material conditions in approuimg Application, each Party reserves the
right, upon written notice to the Commission arigalties to the proceeding within 15 days of
the date of the Commission’s Order, to withdrawrfrilnis Stipulation. In such case, no Party to
this Stipulation shall be bound or prejudiced by tdwrms of this Stipulation and each Party shall
be entitled to seek reconsideration of the Commis€irder, file any testimony it chooses, to
cross-examine witnesses and in general to put cmcase as it deems appropriate.

d. The Parties agree that this Stipulation is inghielic interest and that all of its
terms and conditions are fair, just and reasonable.

e. No Party shall be bound by any position assentéte negotiations, except to the
extent expressly stated in this Stipulation. Exiecuof this Stipulation shall not be deemed to
constitute an acknowledgment by any Party of thieliyaor invalidity of any particular method,

theory or principle of regulation, and no partylsha deemed to have agreed that any method,



theory or principle of regulation employed in amiy at this Stipulation is appropriate for

resolving any issues in any other proceeding. iNairigs of fact or conclusions of law other

than those stated herein shall be deemed to bécimplthis Stipulation.

f. The obligations of ScottishPower/PacifiCorp untkes Stipulation are subject to

the Commission’s approval of the Application instBlocket on terms and conditions acceptable

to ScottishPower and PacifiCorp, in their sole ison, and the closing of the merger

transaction between ScottishPower and PacifiCorp.

Dated:  July 26, 1999
PacifiCorp

By: /s/ Edward A. Hunter

Its: Attorney

The Office of Energy and Resource
Planning, Utah Department of Natural
Resources

By: [s/ Jeffrey S. Burks

Its: Director

ScottishPower plc

By: /s/ Michael Marron
Its: Customer Relations Director

The Land and WateFund of the
Rockies

By: [/s/ Eric Blank
Its: Enerqgy Project Director
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BEFORE THE PUBLIC SERVICE COMMISSION OF UTAH

In the Matter of the Application of ) Docket No. 9835-04

PacifiCorp and Scottish Power plc for an )

Order Approving the Issuance of ) Stipulation and|&etent of Issues Related
PacifiCorp Common Stock ) to Low-Income Customers

This Stipulation (“Stipulation”) is entered into anmg PacifiCorp, Scottish Power plc,
Crossroads Urban Center (“Crossroads”), and S&k Gommunity Action Program (“CAP”)
(together, the “Parties”).

The purpose of this Stipulation is to resolve sdles in this Docket relating to the impact
of the merger of PacifiCorp and ScottishPower pldaw-income customers. PacifiCorp and
ScottishPower have publicly committed to fundingai@ kinds of programs on a system-wide
basis, as set out in direct testimony of Mr. Jael\Kfiled on February 26, 1999. In this
Stipulation, ScottishPower and PacifiCorp agreactions specifically applicable to the Utah
jurisdiction in respect of those testimony commitrtse as a negotiated resolution of issues

between the parties.

1. Terms of Stipulation

The terms and conditions of this Stipulation atfaeh below. Upon acceptance of
these terms and conditions by PacifiCorp/Scottisld?pCAP and Crossroads will, as soon as
possible within the procedural limits of this Dotkecommend that the Commission approve
the Application in this docket, in so far as lowame issues are concerned and shall not

adversely comment on any other issue in this Dock&P and Crossroads will include this



recommendation in its prefiled direct testimony anlll support its recommendation in this

Docket.

2. Background

In Utah PSC Docket No. 97-035-01, CAP and Cross@adposed implementation of a
lifeline rate for certain low-income customers astted that the Utah Public Service
Commission institute a Docket to address otheeissalated to low-income customers of
PacifiCorp. In its Order, the Commission estaldish Low-Income Task Force to address a
number of issues related to problems of low-incam&omers. The Commission also concluded
that it had the authority to adopt a lifeline ratel identified four criteria that a lifeline rate
would have to meet to satisfy the Commission thagis in the public interest. In addressing
each of the four criteria, the Commission obsethad there was no evidence that the proposed
lifeline rate was not in the public interest ancidaded that “a lifeline rate may be in the public
interest.” However, it had several unanswered s that were referred to the Low-Income

Task Force to provide recommendations to the Cosians

3. Lifeline Rate

As a participanbn the Utah Low-Income Task Force, PacifiCorp silpport the
implementation of a lifeline rate in the Utah juliigtion, either the rate proposed by Crossroads
and CAP in Utah PSC Docket No. 97-035-01, or soppeapriate rate agreed by the parties, to
be funded by ratepayers. PacifiCorp will also surppxtension of the lifeline rate in Utah to

provide an additional discount to disabled and otidnerable customers, both in the Utah Low-



Income Task Force and any future Utah PSC dockehioh such an extension is introduced.

ScottishPower shall support PacifiCorp in thesauresg)

4. Low-Income Task Force

PacifiCorp will be an active participant in the btaow-Income Task Force to seek
means of initiating appropriate programs that mi#lke electric utility service more affordable

for low-income customers in Utah. ScottishPowellssupport PacifiCorp in this regard.

5. Low Income Programs

PacifiCorp/ScottishPower are committed to workirithwhe appropriate partners to
identify innovative, cost-effective programs thabyade sustained benefit to low income
customers through decreasing energy usage andvimgriineir ability to pay current and past
electric bills.

To this end, PacifiCorp, supported by ScottishPowdl work with the Task Force to
identify programs that incorporate a range of messincluding:

Energy Efficiency Advice

Budget management & Debt Counseling plus

Implementation of energy efficiency measures

The objective of PacifiCorp/ScottishPower, is ttivt real benefit (i.e. reducing the
energy used; increasing comfort; lowering the totet of energy and/or reducing debt burden)
to Low Income and other vulnerable customers bgmratishing the following to the extent

practicable:



Helping to stimulate the provision of cost-effeetprograms.

Identifying the objectives of each program and lamlrievement of objectives can be
measured

Identifying the customer groups who will benefirdn each individual program.
Identifying possible sources of funding which caovyide additional leverage.

Identifying the most effective method of fundingamaging and delivering each program.
Establishing pilot projects to prove the effectigss of appropriate programs.

Identifying the data required to confirm the effeehess of pilot programs and whether
they should be rolled out.

Provided the appropriate programs can be identitiedeloped and financially structured
to ensure they are cost-effective and meet alllaggry and business requirements,
PacifiCorp/ScottishPower will make additional furedsilable. This commitment of additional
funding will be shareholder’s funds to the valueg800,000 per annum in Utah for three years
after approval of the merger, over and above wlzat spent on similar programs in the State of
Utah in 1998. After this 3 year period this furgighall be subject to review by the parties. All
parties will use their reasonable endeavors to wagkther and identify appropriate programs for

this funding as set out in this paragraph.

6. General Terms and Conditions

a. The Parties agree that this Stipulation represeobmpromise in the positions of
the Parties. As such, evidence or conduct orreetés made in the negotiation and discussion
phases of this Stipulation shall not be admissalslevidence in any proceeding before the
Commission or a court. All negotiations relatinghis Stipulation are privileged and

confidential.



b. The Parties have negotiated this Stipulatiomastagrated document.
Accordingly, the parties recommend that the Comimimsadopt the Stipulation in its entirety.

C. The Parties shall cooperate in submitting thigution promptly to the
Commission for acceptance, and shall support aoiot the Stipulation in prefiled testimony
submitted in this proceeding. If a hearing is siched for presentation of the Stipulation, each
Party shall make available a witness in suppothefStipulation. At which time other parties to
the proceeding would have an opportunity to crogsyene such witness. In the event the
Commission rejects all or any material portionho$ tStipulation or imposes additional material
conditions in approving the Application, each Paeserves the right, upon written notice to the
Commission and all parties to the proceeding wiftirdays of the date of the Commission’s
Order, to withdraw from this Stipulation. In sucdise, no Party to this Stipulation shall be
bound or prejudiced by the terms of this Stipulatmd each Party shall be entitled to seek
reconsideration of the Commission Order, file astimony it chooses, to cross-examine
witnesses and in general to put on such casedagihs appropriate.

d. The Parties agree that this Stipulation is inghielic interest and that all of its
terms and conditions are fair, just and reasonable.

e. No Party shall be bound by any position assentéte negotiations, except to the
extent expressly stated in this Stipulation. Exiecuof this Stipulation shall not be deemed to
constitute an acknowledgment by any Party of thHigltsaor invalidity of any particular method,
theory or principle of regulation, and no Partylsha deemed to have agreed that any method,

theory or principle of regulation employed in amiy at this Stipulation is appropriate for



resolving any issue in any other proceeding. MNdifigs of fact or conclusions of law other than
those stated herein shall be deemed to be implithtis Stipulation.

Dated: June 18, 1999

Community Action Program Crossroads Urban Center
By: Catherine Hoskins By: Glenn L. Bailey

Its: Executive Director Its: Executive Director
PacifiCorp Scottish Power plc

By: Timothy E. Meier By: Robert Moir

Its: V.P., CIO Its: General Manager, Metering Business
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BEFORE THE PUBLIC SERVICE COMMISSION OF UTAH

In the Matter of the Application of DOCKET NO. 98-2035-04
PacifiCorp and Scottish Power plc for
an Order Approving the Issuance of

PacifiCorp Common Stock.

N N N N

STIPULATION

This Stipulation (“Stipulation”) is entered intotheen PacifiCorp (“PacifiCorp”),
Scottish Power plc (“ScottishPower”) and Deseratésation and Transmission Cooperative,
Inc. (“Deseret”). PacifiCorp, ScottishPower anelsBret are referred to collectively as the
“Parties”. PacifiCorp and ScottishPower are ref@éno jointly as “Applicants”.

BACKGROUND

A. PacifiCorp is an Oregon corporation and an elegublic utility in the state of
Utah. PacifiCorp provides retail electric servicehe states of California, Idaho, Oregon, Utah,
Washington and Wyoming.

B. Scottish Power is a public limited company in thowd. Scottish Power provides
retail electric service in the United Kingdom atittpugh it subsidiaries, also provides
telecommunications and water and wastewater setvice

C. Deseret is a wholesale electric generation am$inission cooperative that
provides electric generation, transmission andedlaervices to its rural electric cooperative

members in the states of Arizona, Colorado, Nevata) and Wyoming.



D. On June 17, 1999, Deseret filed testimony ia ffioceeding raising reliability
and contract issues and recommending that the Cssionireject the proposed merger unless
adequate conditions were agreed to by the Appbkcant

E. This Stipulation constitutes the negotiated setént of all the issues raised by
Deseret in this docket. Based on the terms of3hulation, Deseret recommends that the
Commission approve the Application.

TERMS OF STIPULATION

The terms and conditions of this Stipulation atefaeh below.

1. Applicants and Deseret agree that they will askltbe issues raised by Deseret
regarding service reliability at the Middleton dely point or other service
reliability issues in Commission Docket No. 99-2d@B5and not in this docket.

2. Applicants agree that, within 30 days after tlosiog date of the merger, they
will meet with representatives of Deseret to discaizd try to resolve service
reliability problems at the Middleton delivery painTo the extent the Middleton
reliability issues can be resolved or improved tiglo commercially feasible
engineering or technical improvements to PacifiGogystem, PacifiCorp will,
upon mutually satisfactory agreement with Desexgarding payments for the
improvements, use its commercially reasonabletsfto pursue those solutions
without undue delay.

3. Applicants and Deseret agree that they will eat&land discuss in good faith with
each other all reasonable proposals that provideflte to the companies and

their respective customers.



4. ScottishPower and PacifiCorp agree that the iessribed in Attachment 1 will
not be included in the calculation of the admirigte and general expense for
Deseret under the provisions of Section 5.3(I) Brhibit E of the Hunter II
Ownership and Management Agreement (“Agreementiy&en Deseret and
Utah Power & Light Company.
GENERAL TERMS AND CONDITIONS
1. The Parties agree that this Stipulation has begched through settlement
negotiations. As such, evidence or conduct oestahts made in the negotiation and discussion
phases of this Stipulation shall not be admissibkny proceedings before the Commission or

any other regulatory agency or court.

2. This Stipulation will be submitted to the Comnmssfor filing and not for
approval.
3. Execution of this Stipulation shall not be deertedonstitute an

acknowledgment by any party of the validity or ihdiy of any particular method, theory or
principle of regulation, and no party shall be dedrto have agreed that any principle, method or
theory of regulation employed in arriving at thig8lation is appropriate for resolving any issue
in any other proceeding. No findings of fact oncloisions of law other than those stated herein
shall be deemed to be implicit in this Stipulation.

4. While this Stipulation constitutes the negotiatesblution of all issues raised by
Deseret in this Docket, this Stipulation is noeimded to resolve all issues that exist or which
may arise in the future between those parties camgethe Agreement, reliability issues, or

otherwise. Each party reserves without limitatonwvaiver any or all other rights, remedies and



defenses otherwise available to each such paldyvapursuant to contract, or in equity except as
expressly provided pursuant to this Stipulation.

5. The obligations of the Parties under this Stifioitaare subject to the
Commission’s approval of the Application in thisc#tet on terms and conditions acceptable to
ScottishPower and PacifiCorp, in their sole disoretand the closing of the merger between
ScottishPower and PacifiCorp.

Dated: August 2,1999

DESERET GENERATION & PACIFICORP
TRANSMISSION COOPERATIVE

By: /s/ David F. Crabtree By: /s/ Edward A. Hunter

SCOTTISH POWER PLC

By: /s/ Brian W. Burnett




August 2, 1999 Stipulation - Attachment No. 1

Scottish Power/PacifiCorp (Proposed Treatment afgéleRelated Costs)

SCOTTISH POWER/PACIFICORP - PROPOSED TREATMENT OF M ERGER RELATED COSTS

Cost Item $ Above | Below Ref. Comment
the the
Line Line
Goodwill 1,800m X SP Listing Particulars Goodwill represents the difference between thetmse price and fair value of
(E1124.7m) page 107 the net assets of PacifiCorp. Goodwill is sometimegerred to as the aquisition
adjustment for accounting purposes. The calculatfagyoodwill varies with
fluctuations in ScottishPower share price.
Acquisition Costs
1)Share Issues Costs 104m (£65m) X SP Listing Particulars This is an estimate only. However, all such costarred directly in completing
2)Preferred Stock pages 107 & 145 the acquisition will be charged below the line.
Redemption 26m (£15m) X
3)Investment, legal,
accounting, etc. 109m X
Total Acquisition Cost 239m X
Preferred Stockholder PC Proxy Statement Special payments made to preferred Stockholdet&wofo obtain merger
Merger Approval Payments 2.5m (maximum) X | page 138 approval.
Payments to Directors 0.4m X SP Listing Particulars | $50,000 payment made to non-executive directors.
page 166
Change in Control Only enhanced payments resulting from the appbéoatif change in control
1)Enhanced Executive SP Listing Particulars conditions are included. To the extent that abeeiefit in costs going forward
Severance 8.3m (maximum) X page 163-165 can be demonstrated then such costs will be tredtede the line. Final change|
2)PacifiCorp Stock Plans minimal cost X in control costs can only be determined 24 monttes alosure. Numbers quote
3)Supplemental Executive are upper limit amounts if all eligible employeeseive maximum amounts due
Retirement Plan (SERP) 2.6m X They include payments due to two executives whe lzdneady retired.
There is no material cost associated with PacifiGanployee stock option
provisions.
Retention Incentive Payments 7m (maximum) X SP Liskagticulars Payments to retain key employees during period poionerger completion.

page 166, WIEC 3.5




SCOTTISH POWER/PACIFICORP - PROPOSED TREATMENT OF M ERGER RELATED COSTS

Bonus Pool - Merger related
portion

Not known

X

SP Listing Particulars
page 166

To the extent that any such payments are madenimeztion with “extraordinary
efforts” to accomplish the successful completiothef merger only. No
guantification of this portion can be determinedhés time.
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(logo)
Scottish Power Inc

Alan Richardson
Chief Executive Officer

August 3, 1999

Mr. David Winder Mr. Rick Mayfield
Executive Director Director

Dept. of Community and Division of Business and
Economic Development Economic Development
State of Utah State of Utah

324 S. State Street, Suite 500 324 S. State S8aei¢ 500
Salt Lake City, UT 84111 Salt Lake City, UT 84111

Dear Mr. Winder and Mr. Mayfield

| am writing to you following several discussions Wwave had since Mr. Winder’s testimony was
filed on 18 June. | have always found these dsouns useful and constructive and believe it
would be helpful if | set down ScottishPower’s mded approach on several matters following
approval of the proposed merger with PacifiCorp.

Utah Presence

1. | believe you well understand ScottishPower’s coiment to all its customers
and communities. We have always intended to peosttbng leadership in Utah, particularly
given the very significant customer base and braade of assets in the State. In recognition of
this, ScottishPower will relocate a senior exeaifrom the Group to take up residence in Utah.
The executive will report directly to the CEO ofcHeCorp. As a member of the executive team,
this person will have broad influence over PacifiC® operations in Utah including, but not
limited to, authority to approve corporate invohamin economic development and corporate
citizenship activities. The executive will be abdeassure the best decisions in the interests of
Utah.

2. This executive will provide a strong ScottishPoweesence in Utah, setting a
high standard and representing Utah Power and inghit communities across the state. For the
medium-to-long term, the executive will need toayroa successor so that there is a good
guarantee of successful representation well irdduture.

3. The corporate offices of PacifiCorp will not bewed outside the states of
PacifiCorp’s service area and the Utah Power & t[givision headquarters will be located in
Utah. ScottishPower will strengthen the Utah pmeseof PacifiCorp and in this regard, will



work towards having a fair proportionality compatedther PacifiCorp service areas, insofar as
is commercially reasonable. We confirm that wewidtah as a location from which to base
new opportunities for the future.

4. ScottishPower plc will endeavor to maintain @aBbard of Directors a non-
executive director from the Utah Power service area

Economic Development

5. ScottishPower’s instincts and track record arsugport economic development
in some depth. | understand very well from my dsstons with you, Mr. Winder, your Board,
and others that this is a major considerationth&ttime, | am not able to be specific on just
how we will deliver support in this important aredowever, | am very clear in my mind that
this will be a significant task for the senior extree mentioned above, and that economic
development staff in Utah will report directly toet executive. We will make a strong
commitment to economic and community developmeatditails of which will be completed by
a transition team after the completion of the mer@¥e will work closely with your Department
to ensure success in this area.

6. | would intend that there will be increased suppbUtah businesses and that,
where commercially reasonable, and to the extemifted under the procurement policy of
PacifiCorp which has been approved by the Commmssimse businesses will be considered
favorably to supply goods and services to PacifiCor

PacifiCorp Foundation

7. | well understand your comments that the all@raaf grants from the Foundation
should be equitable. At present, ScottishPowewise removed from the Foundation, because it
is independent of PacifiCorp, who are themselvlisst yet part of ScottishPower. Following
completion of the merger, | intend to work with fheundation to agree on rules that assure
equitable treatment across the service territaid¢zacifiCorp and provide for open reporting of
the allocation of funds from the Foundation. Irdve a concern that the Foundation Board is
not constrained in its ability to make good deaisiby a slavish adherence to strict allocation
rules but it should target an equitable allocabwear the period of a few years.

General
8. ScottishPower and PacifiCorp will work with thenaof ensuring that resources

and attentions given to Utah in the following arshall be just and proportional when compared
to any other area or jurisdiction in which PacifiS@perates:

. Foundation gifts
. Training
. Representation on boards and committees

. Economic development



| understand that this letter adequately addretbsesoncerns raised by DCED and the DBED
Board in their direct testimony filed with the Pubfervice Commission and that based on the
foregoing commitments and the Stipulation with Bheision of Public Utilities and the
Committee of Consumer Services, DCED and the DBBBr& will recommend approval of the
proposed merger transaction as it relates to issussd by DCED and the DBED Board. We
do, however acknowledge that you have raised sueisf special contracts and that your
concerns are not yet resolved on that issue, atdHls letter does not prevent any party from
expressing its views on this and any other issisedeby another party.

| assure you that ScottishPower’s intentions faHre of the highest order. We want to set a
standard of which we can all be proud. | hopeldtier allows you to better understand our
commitment and to be able to support and encowrage achieve those high standards in
practice.

Yours sincerely,

/s/ Alan Richardson

AR:Irs

We acknowledge receipt of this letter and agreé wstcontent and terms.

[s/ Rick Mayfield [s/ David B. Winder
For and on behalf of For and on behalf of
Division of Business and Department of Community and

Economic Development, Utah Economic DevelopmenthUta



