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Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
A. Richard M. Anderson, 39 W. Market Streetit&200,
Salt Lake City, Utah 84101.

Q. BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?
A. | am employed by Energy Strategies, Inca aSenior
Associate.

Q. WHAT IS YOUR EDUCATIONAL BACKGROUND?
A. | have a Bachelor of Business Administratdegree
from the University of Texas-Austin andP&.D. in

Economics from the University of Utah.

PLEASE DESCRIBE YOUR WORK EXPERIENCE.
| have approximately 16 years of workperience
relating to the energy industry, withrfcular
emphasis in the electricity industry.on ctieity.

Prior to my current employment | spent nyears as
Director of the State of Utah/Zs Energy Diumsidn my
current position | am directly involved tvithein
iIssues ofrelating to electric market nesturing,
competitive procurement, market and strategptions
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analysis, and regulatory policy on behalf onaaiety
of clients in various western and southwesstates.

| participated in the 1996 PacifiCorgter case
(Docket No. 20000-ER-95-99) before thisn@nission
filing testimony on behalf of the Wyomingdustrial
Energy Consumers. | have participatedvamious
proceedings before the Utah, Wyoming and ldadoUtah
Commissions and | currently representinggegnt a
number of industrial entities in bothall thi&fethose
states in connection with theroposed
PacifiCorp/ScottishPowerproposed merger.

Q. ON WHOSE BEHALF ARE YOU FILING TESTIMONMN THIS
PROCEEDING?

A. | am filing testimony on behalf of th&yoming

Industrial Energy Consumers (WIEC). Thentities

participating in WIEC include; BP Amoco, th€hevron

Companies, Church and Dwight, Conoco Pipelifi&xxon
Corporation, FMC Corporation, General ChemiPalrtners,

Marathon Oil Company, SF Phosphates Inc., #ollrc.,

Solvay Minerals Large Customer Group (6LCGO).

Inc., and Texaco.

I. INTRODUCTION

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONNX THIS

PROCEEDING?

A. The primary purpose of my testimony is tocdss the
benefits and associated risks taciffCorp
ratepayerscustomers of the proposed atiquoisof
PacifiCorp by ScottishPower. The extent thich the
benefits and risks associated with this acgoiscan
be valued and the likelihood of their oceagesthat
they will occur are of critical impartce in
determining whether the proposed mergemighe
Opublic interestd. | will address wiat the
Applicants (ScottishPower and PacifiQorfhave
demonstrated that the proposed merger issidplublic
interestd and the extent to which thabvahg is
supported by a reasonable assessment ditseaad
costs.



Q.
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PLEASE DESCRIBE THE STANDARD BY WHICH THEVYOMING
COMMISSION MUST REVIEW THIS APPLICATION?YOU NDERSTAND
THE UTAH COMMISSION WILL REVIEW THIS APPLICATON.

According to Wyoming Code Section 37041 the
Commission is to review any proposed reorggion of
a public utility within the state of Wyongnas to
whether it 6adversely affects the utilityAEdigb to
serve the public.6 The proposed mergetween
PacifiCorp and ScottishPower must be viewetiwi the
context of a utility reorganization. Undgtah Code
Ann. 9 54-4-28 0 31, a utility must obtaiar@mission
approval to sell its stock or utility assetsroerge,
combine or consolidate with another wytili The
merger or acquisition contemplated by thgplcants
can only be approved if the Applicants hawade an
adequate showing that the proposed tcionsais
consistent with the dpublic interest.0 longection
with the PacifiCorp/Utah Power merger, the@nission
explained that 06the necessary predidate a
determination that the proposed mergeeeia the
public interest/ is some net positive bentditthe
public in this State.6 The Commissidumrther
explained that this determination should belenafter
giving consideration to 6all6 positive bétse and
negative impacts of the merger, after 6giveagh its
proper weightd so as to 6determine whethebalance
the merger is beneficial or detrimental to pllic.0
(Order Re Standard of Approval for Merger, €bl®. 87-
035-27, issued November 20, 1987, at R |
interpret this 6public interestd standare, therger
should be approved only upon a substantiaivstgpthat
the quantifiable benefits of the mergeearly
outweigh the potential detriments, costs @i of
the merger.

PLEASE PROVIDE A SUMMARY OF YOUR TESTIMONY.
Based on my review and analysis of theplAgants/A

filing, their responses to various data refisie and

other public information available, it is ngpinion

that the Applicants have not demonstrateat the

merger, as currently proposed, is in theblic

interest. The Applicants/ filing fails to staoes not
guarantee that PacifiCorp ratepayers vgdrner
economiccustomers will receive any beneffiésulting
fromsignificant benefits from the merger the



proposed actions of ScottishPower. The tretiwa as
proposed could produce adverse impamts Utah
customers through increased economic risksteover,
post-merger pressures to recover costs produce
profits may put Utah consumers at risk ofrddgtions
in reliability.

To the contrary, the proposed action wilelik have

an adverse impact on the economic Wwelhg of
ratepayers by increasing economic rigkhout
providing concomitant benefits of equal greater
value. The proposed merger is 6conditioneddthe
acceptance of ratepayersThe merger, as profysé¢he
Applicants, is essentially 6conditioned6 customers
underwriting in excess of $121 million iransition
program investments. There has beenAt thiistp no
determination ofhas been made as to the meedost
effectiveness of such investments. Al§seat is
determination regarding ratepayers/AEMorgovéhe
customers/Z oOwillingness to payo for suchestments
has not been shown. investments. ThieWthe
Applicants/£ contentioncontend that thangition
program investments will be funded out cofrrent
budget projections and cost savings and willrasult

in upward pressure on rates, that contensiobased
upon unsubstantiatedunproven and non-guahbidesfs
or expectations thatof the Applicants thiagyt will
improve operational efficiencies at Pacificdo a
level sufficient to offset the investmesxpense.
Their argument issolely predidate on
theirScottishPowerZs claimed experienceseantmited
Kingdom (UK). The extent to which the resudftheir
UK experience are transferable and likelycteate
similar savings at PacifiCorp isthe UK expedes are
accurately stated or transferable to PacifiCemains
highly uncertain.

As proposed, | believe that the merger prsdas a
skewed benefit/cost impact on ratepayessotners.
The costs are substantial, and hae¢ Ibeen
demonstrated as cost effective, or eveoée or
necessary. The benefits, for the most, parnain
unquantified and spurious.  Theaesult
placesunguaranteed. As a result, unjustiBednomic
risks may be placed on customers, creasingal
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potential for adverse on ratepayers regylim an
adverse impactimpacts on the public istiereThe
merger proposal as currently presented shibuksl be
denied. Accordingly, the merger applicatibodd be
either denied or conditioned to eliaten the
substantial economic risks being ceth on
ratepayers.Before the proposal could be densd to
be in the public interest, it would need &dhanged
or conditioned significantly in order tdifs the
risks of the merger from customers to shawdrsl

CAN YOU ELABORATE ON WHY YOU REACHED THIS CONIGJSION?
A number of issues that are critical to enghed the
Applicants &£ 6promisesd A.There are a numbesofes thatwill be fulfilled
have not been adequately addressed thatiacaldorthe ApplicantsA&
Opromiseso to be fulfilled and for the acaiosi to be in the dpublic
interesto.

addressed.

First, ScottishPower/Zs contention that i{seziences
in the UK are fully transferable to PacifiCapd will
produce significant cost savings is questiteabrlhe
efficiencies that ScottishPower clains have
implemented at Manweb appear to be tanbally
overstated in that they include the resultsefbrms
initiated by Manweb prior to the atsition.
assertion that its experience in the UK iagfarable

to PacifiCorp, producing similar cost savimags have
been claimed at Manweb and SoutherntekVais
questionable. Since PacifiCorpZSs currectr@orate
healthd is much more robust thanin aagng it
appears highly unlikely that PacifiCorp suff from
the same degree of inefficiency as eitheanieb or
Southern Water when ScottishPower acduitbem,
thebefore they were acquired by ScottishétowThe
potential for cost reductions at PacifiCaplikely
tomay thus be of a much smaller magnitudee Gurden
of demonstrating that the Applicants gaoduce
theamount of savings necessary to suppéatrarable
public interest finding by the Commissiosing the
Manweb and Southern Water acquisitions as @sodhas
not been met.

Second, the risk of cost exposure toiffCarpAs
ratepayerscustomers resulting from {m®posed



acquisition is substantial and is larglean any
quantifiable potential benefits. Approximgtetinety
percent of the $135 million investment thgpAcants
are proposing to undertake in implenmenttheir
transition programs are 6above the linedtsgothat
IS, costs that will be passed on to ratepaydlsin

all, thesethe Applicants will propose to as to
customers. These non-requested prograithscost
ratepayersmay cost customers $121.6 iomillfor
implementation and operation, with #sbPower
stockholders contributingexpected to contebonly
$13.6 million. Under this proposal, SisitPower
stockholders arewould be exposed to only tgngnt of
the total cost of program implementatiohis
asymmetry of the economic risks, coupleth the
unsubstantiated flow of benefits placesbesefiould
leave PacifiCorp/A s ratepayerscustomeith a
potentially significant economic burden.

Third, although the Applicants promisdiatglity
improvements, the merger will also creatamendous
cost-cutting pressures in order for ScoRher to
earn its desired return of and on thbstantial
investments associated with the mergdihese
significant cost-cutting pressures couddult in
reduced quality of service and reliabilityeovtime,
despite ScottishPower/Zs intentions and pledgethe
contrary. The standards and guarantetssedf by
Applicants, while perhaps a reasonable s@rpoint,
do not adequately address the risks. Mangothe
promised guarantee payments and otreposed
consequences of failures to achieve thiabikty
commitments are insignificant when compatedthe
economic risks that could be borne lacifCorp
customers, particularly the larger custmsn if
reliability ultimately suffers. Once agaihet risks

that customers are asked to bear are noimemsurate
with any guaranteed level of benefits.

Fourth, the proposed transaction creatpstantial
for the merger to inject additional riskalating
toalso injects risks stemming from intgional
operations and multi-utility practicesp the
potential economic detriment of PacifiCorpeaetail
electric customers. PacifiCorpZs recentohyshas



been characterized by a long and continuiriggs of
unwise acquisitions and attempted acquisitioAsnong
other things, the lack of focus on the 6dmrsinesso
resulted in severe financial losses to ¢bhenpany.
The result was a management overhaul in 3988 new
corporate orefocus6. Such focus on itsTHattes on
the core domestic retail electric businéssifd be
continued by PacifiCorpcontinued, rathéhan
subjecting it and its ratepayersPacifiCarpd its
customers to yet another round gfgressive
international and multi-utility expansion.

Fourth, the proposal will eliminate the long tepotential

for ratepayer benefits that would result fromicédincies
created by diversifying generation, transioiss and
distribution through merging with another operatianglity

in the U.S. In similar mergers in progressuNanthatates
Power and New Century Energies, American Electonwd® and
utility expansion.

Central and Southwest Corporation, Westeasources
and Kansas City Power and t,igHor
exampleuserviceFifth, the proposal may impsatential
customer benefits that might resulonir real
diversification efficiencies available from merger
with another utility. In many other rgers and
proposed mergers, service territorieg dreing
consolidated in an attempt to achieveordemproduce
real production, transmission, distribnt and
customer service synergies in addition te #tand-
alone benchmarking efficiencies being psga by
ScottishPower. ScottishPower/Zs acquisitvolh not
add significant value to the PacifiCorp Imesis and
may only add complexityrather add complezitie the
pledge of focusingto re-focus on its 6coreséitess.

Q. IN YOUR OPINION HAS THERE BEEN AN AFFIRMATIVECASE MADE
BY THE APPLICANTS WHICH DEMONSTRATES THAT T3 MERGER
APPLICATION MEETS THE STANDARD TO BE APPLIEBY THIS
COMMISSION?PUBLIC INTEREST?

A. No. The Applicants/ filing fails to provid@flicants
have failed to make an affirmative showithgt the
merger meets the standard to be apiedhis
Commission.satisfies the public interest séadd The
PacifiCorp ratepayer iscustomers are os@f to



significant economic risks as a resolt the
investments ScottishPower has deemed negesShe
resulting benefits from these investmextésr and
reliability risks, and the promised benefits highly
uncertain. The ratepayer is simplycustomegsizeing
asked to underwritea major economic investsesthout
any concomitant assurances of economicother
benefits.

ll. APPLICANTSZA 6PROMISESO

. WHAT ARE THE APPLICANTSZ PRINCIPAL GOALS ORHISSTATED
GOALS IN CONNECTION WITH THE PROPOSED MERGER?
The Applicants have announced numerous geatd) as

providing oOworld class service6, Owlorclass

performance0 service that reflects the Olpgattices

in the world®, becomingmaking PacifiCorp dbasits

class6 and bringing PacifiCorpit into the 0id)d best

performing electric utilities in the Unite8tates.

Unfortunately, these stated goals are vergggnand

have little meaning whenyou look at eaxfhthem

moreexamined closely. Let me give you an examp

InFor example, in Witness OA&Brien/AEs direstimony,
page 6, lines 2 through 4, he estathat
0ScottishPower is fully committed to ogeoal for
providing world class serviced. Yet, when MPZABrien
was asked to define the term and the detaittovide
the details of how PacifiCorp has or has net éworld
class standardsd, his responseto desgowas
noncommittal. (Applicants/ Response to WIE@, &, b
and c).

. WAS ANY EVIDENCE PRESENTED BY APPLICANTS A3O WHAT
CONSTITUTES 6WORLDZAS BEST PRACTICESG6?
. No. Witness OZBrien, in his direct testimomyage 5,
lines 11 through 14 discusses the questeottimpany
to engage in 6worldZs best practicesd byngjati
O0Despite our decision to focus on our
core electricity business, we remained
convinced that our customers would be



best served by a large, stable
enterprise able to offer the most
competitive prices while providing
customer service and reliability that
reflect the worldZs best practiceso.

However, when asked to define éworldZAs besttgeso
in a discovery request, Mr. O/&Brien wasbhle to
respond in any meaningful way:
0...the term seworld/s best practices4 is
used in Mr. OZ&Brien/s testimony in a
general sense. As the termis used in
only a general sense, PacifiCorp has no
documents that specifically define or
address the topic of the aeworld/& s best
practices/Z...PacifiCorp has no specific
documents evaluating its performance as
measured by eaeworldEs  best
practices/...since the term is used in
only a general sense in Mr. O/&Brien/s
testimony and by itself does not provide
a reasonable basis to evaluate utility
performance.6 (WIEC discovery request
1.5, (numbers a, b and c)).

Q. WHAT IS YOUR CONCLUSION?

A. The Applicants have failed to present afirraftive
case as to what goals they expect to aclairtiethe
method by which they expect to achieve theimdeed,
it seems to be a moving target. While twerall
objective of achieving 6world class pieesd at
PacifiCorp is clearly meritorious, the defioit ofno
means for defining or measuring such prest are
remains unclear.provided. Thus, instead o¥iding a
detailed map as to how suchnew stasdasdand
objectives are to be obtained, we areergionly
general statements from the Applicants raggrdvhat
constitutes key success factors.promises.

lll. BENEFITS OF THE MERGER
A. lll. POTENTIALCLAIMED BENEFITS

Q. DO THE APPLICANTS CONTEND THAT PACIFICORP RAFAYERS
WILL STAND TOCUSTOMERS WILL BENEFIT FROM THEROPOSED



MERGER?

Yes. The Applicants argue that PacifiCorp&srent

ratepayerscustomers will realize substartihefits

from the proposed merger. The ApplicantsASgm&ation
of thepromised benefits is divided intaettn main
components:

1) $10 million in annual cost savings (lmegng in
2003) resulting from reductions ofinptaative
costs at the corporate level;

2) $60 million ofin claimed annual econonbenefits
resulting from the promised servicdafmlity
enhancements (Richardson Utah Supplemédnthlbit
AVR-2); and

3) Other benefits that by their ownthepAgants/A
admission cannot be quantified but vaitguably
materialize with the introduction of theartsition
programs envisionedquantified, but ckhithey
believe will materialize as a result ospacified
programs to be implemented by Scottish Powe

. WHAT REASONS DOARE GIVEN BY THE APPLICANTSGE AS TO
WHY ECONOMIC BENEFITS WILL ULTIMATELY MATERIALIZE?

The basis ofprimary bases for the pligants/A

contention lies in twocontentions lie in twoimary

sources. The first is theira 6high-levelt ddenarking

exercise. The second is ScottishPower/Zs iex@er in

the UK, particularly with the 1995 acquisitiof the

Manweb electric distribution company acquined 995.

1) $10 MILLION BENEFITS FROMIN CORPORATE COREDUCTIONS

. DO THE APPLICANTS PROVIDE A DETAILED EXPLANATON OF HOW
THEY WILL REDUCE CORPORATE OVERHEAD COSTS?
. No. The ApplicantsZ Direct Testimony explagmy that
the $10 million of annual savings will lgenerated
through reductions in corporate overheambts--
basically through reductions in corperastaff
employee levels. They have stated:
0By the end of the third year following
the closing of the transaction,
ScottishPower expects to achieve
approximately $15 million of annual cost
savings in corporate costs which, when
offset by $5 million of cost increases,
will produce a netreduction of $10



million annually in corporate costs.

ScottishPower will commit to reflecting
this reduction in PacifiCorpZs results
of operations.0 (Direct Testimony of
Robert D. Green, page 9, lines 20-24).

In further elaboration of the@roposed
reduction,discovery, the Applicants withoutlarity
responded through discovery:elaborated, withoutfgiag:

...No decision has been made as to where
these savings will be made across the
combined group. Similarly the $5 million
estimate of cost increases reflects the
recognition that there will be some
increased costs to the remaining
function after duplication has been
eliminated.6 (Applicants/£ Response to
Utah Division of Public Utilities Eighth
Merger Data Request S8.9, Docket No. 98-
2035-04).

Even accepting Applicants4 calculationtios $10
million &savingso, such a 6savingso will het fully
realized bysavings, they will not dlenefit
PacifiCorp/AEs customers since the purporteost
savingsO would occur to both Paofit and
ScottishPower. A $10 million ésavingsd fmmpanies
the size of PacifiCorp and ScottishPower, haxewill
be insignificant in terms of thecost saa will
presumably occur, and need to be shdrgdboth
PacifiCorp and ScottishPower customers.

Q. PLEASE DESCRIBE YOUR UNDERSTANDING OF THE CORRENTS OF
THE $10 MILLION 6SAVINGSG®.
A. Applicants claim that $10 million in cor@te cost
savings will be achieved by consolidatinguanber of
PacifiCorp corporate functions with Scottistieo. The
specific functions that the Applicantsopose to
consolidate are identified in Applicants/ Gadential
Response to DPU S8.9.

Q. IS THE APPLICANTSZA $10 MILLION 6SAVINGS&STIMATE
OVERSTATED?
A. Yes. The Applicants have erroneously assuthad the

$10 million 6ésavingso (even after considetimg $15



million of 6savings® netted against $5lion of

costs) would be achieved without significamsts that
generally accompany merging departments rauoldicing
manpower. Applicants/& $10 million 6savingséuanption
Is clearly overstated, as demonstratgdrdzent
manpower reduction experiences at PacifiCorp.

It is expensive to consolidate operatiors aaduce
manpower in light of the one-time cosfs early
retirement packages, transfers, terminabenefits
and employee separation packages. Fomgea in
PacifiCorp&A s January 1998 personnel dowmgszi 759
people were terminated. As a result of thatrkzing,
PacifiCorp took a $123.4 million pre-takacge in
1998. (PacifiCorpA s SEC Form 10-K, 1998ge 31).
Corporate downsizings are definitely not Olesstd as
assumed in the Applicants£ $10 millidsavingsod
contention. Rather, a downsizing wouybdoduce
significant early-year cost impacts that do appear

to have been recognized in Applicants/ calimria.

. 1S IT VALID FOR THE APPLICANTS TO ASSUME THRALL OF
THE CORPORATE COST 6SAVINGS6 WOULD BE ATTRIBBBLE TO

RETAIL ELECTRIC CUSTOMERS?

No. The cost savings may or may not occlargas of

Oallowable expensesod in a rate case. Tpplidants

mistakenly assume that cost-reductions infathese

corporate functions would benefit retaglectric

customers. Some of the proposed caamns,

including the one with the greatgstirported

oconfidentiald savings, may not involveeaeerable

expenses in revenue requirements detetiomnsa by

PacifiCorp/AEs various state regulators.

. AFTER THE APPLICANTSA DIRECT TESTIMONY ND DATA
RESPONSES WERE FILED, DID THEIR CONCEPT OHE $10
MILLION 6SAVINGS6 CHANGE?
Yes, it apparently did. In Applicants/& Oregebuttal
testimony, they appear to have moved frominga the
$10 million on actual cost savings from aditating
functions between PacifiCorp and ScottishPawemore
of a Osurrogated savings 6guaranteed of igilon.
As described by Mr. Green:
0...the promised $10 million net
reduction is permanent and guaranteed



whether or not we actually achieve it,

and | am providing a methodology whereby
this net reduction can be tracked and
verified.6 (Green Oregon Rebuttal, page
4, lines 11-13)

0Iln any event, our commitment is to
reflect a $10 million reduction in
PacifiCorp/& s cost of service for
ratemaking purposes. Cost areas that are
disallowed are not part of that
calculation and do not diminish the $10
million reduction.6 (Green Oregon
Rebuttal, page 5, lines 13-16)

Q. HOW DO THE APPLICANTS PROPOSE TO GUARANTEHHIS $10
MILLION IN 6SAVINGS67?

A. Mr. Green promised to provide to the Oregamhission
a corporate cost allocation proposal by Ji)e1999
to be used to overifyt the $10 million comaer cost
reduction:

O0We will use PacifiCorpAs 1999 budgeted
corporate costs as a baseline and use
that figure, after adjusting for
inflation (using the GDP Price Index),
as a benchmark. At the end of three
years following completion of the
transaction, the amount of PacifiCorp/As
corporate costs will in no event be
greater than this benchmark less $10
million. If we achieve corporate cost
savings greater than $10 million, this
additional reduction in corporate cost
savings will be captured for customers.
In other words, we will reflect in
PacifiCorp/& s cost of service for
ratemaking purposes the lower of (1) the
benchmark less $10 million, or (2) the
actual corporate costs. We will track
the corporate cost savings in this
manner for the next five years, although
the savings will continue in perpetuity.
Moreover, the $10 million in annual
savings to which we are committed will
not be affected by currency exchange



risk.6 (Green Oregon Rebuttal, page 4,
lines 16-26)

After |1 have had a chance to further wralthis
proposal (assuming it is also presented ir))famay
have further comments on this issue.

Q. WHEN ALL IS SAID AND DONE, IS THIS $10 MLION OF
O0SAVINGSO SIGNIFICANT?

A. Not really. The $10 million in projected anhsavings
for companies of the combined size of P&aifp and
ScottishPower is relatively small. Wittombined
ScottishPower and PacifiCorp annual revenofe$5.2
billion, $10 million in promised annual savéngecomes
almost inconsequential. In my view, thignithutive
level of promised savings is insufficient $atisfy
the Opublic interestd standard, particularlylight
of potential ratepayer risks.

Q. MR. RICHARDSON HAS TESTIFIED THAT THIS $1MILLION
CORPORATE 6SAVINGS6 WOULD BE 6WORTH ABOUT $104@ILLION
ON A NET PRESENT VALUE BASIS6. (SUPPLEMENTARAGE 1,
LINE 15). HOW WAS THIS FIGURE DETERMINED?

A. In responding to LCG Request 1.5, Applicaptsvided
the derivation of the $100 million net pnesevalue
(BNPVO) calculation:

O0These figures are approximate and are
based on achievement of the $10 million
cash savings in year three. The $10
million is then assumed to flow in
perpetuity. A conservative discount rate
of 9% has been used to allow the NPV
calculation to be undertaken.o

Q. DO YOU AGREE WITH THE APPLICANTSA $100 MIION NPV
CALCULATION?
A. No. The ApplicantsA determination of the @Ifillion

net present value, results in gnificant

overstatement of the purported dsavingso, agsoming

that $10 million in annual savings could balimed at

all.

The Applicants£ $100 million net presevalue
0savingso calculation assumes a continuingas of
benefits in perpetuity. The Applicants&aimed



0savingso would not be fully achieved untieafmore
than 200 years. Such an extended time gheramnot
reasonably be used in estimating Obisdefto
customers.

2) $60 MILLION IN RELIABILITY BENEFITS
ScottishPower Witness Alan Richardson, his
Supplemental Testimony filed in Utah awd/oming,
presented limited arguments on (tieation
ofTestimony, argues that he can quantifigtomer
benefits stemming from promised systerimlsdity
benefits: enhancements:

0...inQ[l]n the case of our promised
improvement in system availability and
momentary interruptions, there are
techniques available which attempt to
put dollar figures on the value to
customers of not having their power
interrupted. | have included as Exhibit
SP__ (AVR-2) one such study which
attributes dollar values on these
measures of improved service quality.
That estimate, using a 1990 survey
performed by the Bonneville Power
Administration and the Electric Power
Research Institute, suggests that the
improvements in SAIDI and MAIFI to which
we are committed produce approximately
$60 million annually in value to our
customers...6 (Utah  Supplemental
Testimony of Alan V. Richardson, April
16, 1999, page 4, line 22 to page 5,
line 4)

Mr. Richardson goes on to arguearguash@rdson
Supplemental, p. 5, lines 4-5) that thethi@ &6llion

in annual value derivedstemming from improeats in
network performance standardsallegedly reptes&600
million dollars to ratepayersin value to cusérs on a
net present value basis. Given the sowfc®r.
Richardson/s contentions, the values h@agots as
ratepayer benefits areThese claimed beneéts/holly
unsubstantiated and illusory. Indeed, MichBrdson
essentially unsubstantiated. Even Mr. Ricbandseems
to suspect such criticism when he statesage 5,



lines 5 through 7 (Richardson Supplemental)/hile
parties mayacknowledges the weakness ofldins by
admitting that parties 6may debate thalyical
techniques used in deriving thesgurésa.o
(Richardson Supplemental, page 5, lines Suthtnar).

figuresad As is well known, theThproper
interpretation and application of survey teghes is
very complicated and highly sensitive totype/form

of technique employed, its timing, the audeestewhom
its is administered, andtypes and form&oftiques
employed, timing, the audience, the integireh of

the results.results, etc. To assume adefeitialue

of $60 million based onsuch a survey conduatatbst a
decade ago for a different utility servidgferent
customers under very different market cbods is
indefensible. | may have further commeats the
ApplicantsA£ $60 million 6savingsé and $a®dlion
netNo weight should be given to this weaterapt to
guantify claimed benefits. Moreover, custos will
largely be expected to pay for all ot thystem
reliability enhancements. ScottishPowen terdly
claim merger benefits stemming from systemrowpments
funded by the customers. If these typesadstments
and present value contention after | recenceraview
the workpapers supporting Mr. Richardson/Zsutations
in  Supplemental Exhibit__ (AVR-7).enhanceise are
needed--which is certainly possible, @ligh no
showing to that effect has been made-- theylsl be
done by PacifiCorp regardless of the proposedyer.

. HAVE YOU REVIEWED THE WORKPAPERS SUPPORTINTHE $60
MILLION CLAIM MADE IN MR. RICHARDSONAS SUPLEMENTAL

EXHIBITUu(AVR-2)?

. Yes, the figure is derived from two studessmducted
in 1990 and 1995 by the Bonneville Power Adstmation

and the Electric Power Research Institulie. both

cases, a survey technique was employed to&sti the

value of outage or interruptions on the system

. HAVE YOU REVIEWED THE WORKPAPERS SUPPORTINGIE $600
MILLION NET PRESENT VALUE CLAIM MADE IN MR.
RICHARDSONAS SUPPLEMENTAL EXHIBITU(AVR-2)?

. Yes, | have. In responding to LCG Resjul.5,

Applicants provided the derivation of the $600Ilion



net present value 6savingso calculation:
O0These figures are approximate and are
based on a gradual eeramp upZ of the cash
savings for the first five years. The
$60 million is then assumed to flow in
perpetuity. A conservative discount rate
of 9% has been used to allow the NPV
calculation to be undertaken.o

Q. DO YOU AGREE WITH APPLICANTSA CALCULATION OFHE $600
MILLION NET PRESENT VALUE?

A. No. Similar to the Applicants/& $100 milliontrgresent
value savings claim, it would take more tR80 years
to achieve a $600 million net present vallieis
inappropriate for the Applicants to place efimtive
value of $60 million on a survey conductadost a
decade ago under different market condstiamd a
different survey population; it is esv less
appropriate for the Applicants to assuthat the
claimed 6benefitsd would continue unabatedHernext
200 years.

There are a number of errors involved iplgants A&
determination of the $600 million net prdasenlue,
resulting in a significant overstatement @ thalue,
even assuming a $60 million annual vata® be
realized at all.

First, the applicants have assumed that titialii60
million 6savingso would be achieved on a esstlbasis
despite the fact that they have recognizesldisre in
this proceeding that the proposed performatmedards
would initially cost customers $41.5 noili for
network investment, implementation aogeration
(Exhibit__ (RMA-1)). Applicants/ have negled to
include up-front capital costs of $31.1 lioil and
annual operating costs of $10.4 million heit net
present value calculation.

Secondly, In the Applicants/£ $60@illion
calculation, 6the $60 million annual Gsged is
assumed to flow in perpetuityd, eventuallyftsg in

a $600 million net present value dsavingsgr a200
years. Such an extended time period shoul@h@atised
in estimating 6benefitso to customers.



3)

Finally, the Applicants/& assumed $60 millinonannual
savings is based on a particular assumedmast mix
and electricity consumption characteristicsvould

be incorrect to assume that theustomer
characteristics and mix upon which thevey was
conducted would remain stable for the next @€ars.

OTHER UNQUANTIFIABLE BENEFITS
Mr. Richardson states that a portion of Henefits
ratepayers arethat customers are expectegavience
are at this time unquantifiable:
00ther benefits flowing to customers
from the transaction, while capable of
being quantified, do not lend themselves
easily to being measured in dollar
savings. However, these benefits are
substantial and must be taken into
account in any aggregation of customer
benefits from the transaction.6
(Wyoming(Richardson Supplemental
Testimony of Alan V. Richardson, April
16, 1999, page 3, lines 4-7).

Remarkably, after acknowledging that thésavingso
are not quantifiable,cannot be measured iladgIMr.
Richardsonthen proceeds to state as a kn@enh that
the benefits are a 6substantiald portion eftianefit
package ratepayers willcustomers willpgosedly
receive from the merger. The conclusion tatzevn is
that ratepayers areCustomers are thusdefponder
theactual value of a substantial portawntheir
benefits,promised benefits--benefits bendfitd, by
ScottishPowerAs own admission, cannot (sgreed a
value and are thus likely to be ephemeral.

ARE THE BENEFITS CREATED BY THE PROPOSED ACNS OF THE

APPLICANTS UNCERTAIN?
Yes. Beyond the $10 million corporate sgeginclaim
made by the Applicants, thereThere exldtle
certainty as to the source, value or alitfu of
additional merger savings. A case innpasany
merger savings resulting from the rmeerg As
acknowledged in the direct testimony of 8sbPower
Witness Robert Green:

0ScottishPower has, to date conducted



only preliminary studies of potential
areas for cost reduction and because
those studies are preliminary they are
insufficient to base any opinion or
commitment to specific cost savings that
would be forthcoming immediately from
this mergerd. (at page 5, lines 18-21).

Similar statements of the Applicants/Z ihigbto
guantify cost reductions or, wha their
equivalent,or equivalent benefits to ratepgayeeyond
the $10 million corporate overhead reductinstomers
are found in the direct testimony of amer of
witnesses, including Witnesses Richardsongh@dson
Supplemental, p 5, lines 13-16).ich@rdson
(Supplemental, p 5, lines 13-16), O4Brien €biy p 8,
line 6), and MacRitchie (Direct, p 13, line§)L The
uncertainty ofthe future benefits arisiigm the
proposed merger stems from at least two separaas.

Q. WHAT ARE THE TWO AREAS OF UNCERTAINTY?
A. The first area of uncertainty s on
properlystems from the difficulty in idenig the
source of benefits ratepayers may realizesasings
that may occur in future years. ldentifyitfgecost
reductions or benefits attributable to atdion the
part of ScottishPower as comparedthosecost
reductions or benefitsbeing createdrough
PacifiCorp/A s 1998 ORefocus Programd amther
PacifiCorp process re-engineering programpnogress
before the merger agreement announcemenbeavilery
difficultwas announced will prove very ddtilt, if

not impossible.

Q. WHAT IS THE SECOND AREA OF UNCERTAINTY?
A. The second area of uncertainty lies andkeneral
inability of ScottishPower to identify specifactions
they will undertake as part of theffiagency
improvement program, coupled with theiritshitigy to
quantify the value of any such actiondlitness
MacRitchie statesadmits in his direetstimony
(Direct, page 13, lines 1-3) that, becausthef high
level benchmarking used in identifying Pactiig as a
utility in which substantial cost savings edikely,

the specifics of how such cost savings taan be



developed have yet to be addressed.

B. ESTIMATION OF BENEFITS
4)1) MANWEB COST REDUCTION 6MODELG

Q. WITH REGARD TO MANWEB, WHAT EVIDENCE DO THE RPLICANTS
PRESENT THAT DEMONSTRATES THEIR ABILITY TO NACT THE
TYPE OF COST REDUCTIONS AND PERFORMANCE STAANRDS THEY
SEEKHOPE TO INTRODUCE AT PACIFICORP?

A. Witness Richardson, in his direct testimonpage 5,
lines 2-5, discusses specific key improgats at
Manweb since the time of the acquisitiendiaims
occurred at Manweb after its acdusi by
ScottishPower. In addition, Witness Rrdsan in
hisRichardsonZs supplemental testimony, padkesough
16, provides considerable discussion ofdises the
ScottishPower experience in the transfdiona of
Manweb that took place transforming ManwelichRrdson
concludes that

after the acquisition:

0The6The Manweb experience provides a
proven track record that substantiates

our commitment here to produce cost
savings.0 (Page 9, lines 10-11)

At page 10, lines 20-22, Mr.iclardson
quantifiesattempts to quantify the casvings
shownreflected in his Figure 1 that 6Scottsher was
able to achieve in its transformation of Mabde

0Since 1993/94, the year before we
acquired Manweb, its business operating
costs have been reduced by over 55%,
from 0176 million to U78 million in
1997/98...0 (May 10, 1999 Wyoming
Supplemental Testimony of Alan
Richardson, page 10, lines 20-22)

In a similar manner, Mr. Richardson/s FigRied page

13 compares Manweb manpower levels usingraparison
of 61993/9406 pre-merger levels with manpovatadfter
the merger.

Q. DO YOU BELIEVE THAT MR. RICHARDSONZS FIGUREBROPERLY
REFLECTS THE ACTUAL MANPOWER SAVINGS ATTRIBUABLE TO



SCOTTISHPOWERAS MANAGEMENT OF MANWEB?
No. Mr. Richardson/s Figure 3 comparisalos not
correctly characterize the manpower 0savdinlyanweb
actuallysavings achieved byas a ultesof
ScottishPower/Z&s acquisition. While Mr. lRimdson/Zs
approach may appear to be reasonable attiush,
theThe underlying assumptions of the consparibias
the results, resulting in anhis comparisesutlt in
distortions, leading to a significant overstaent of

the manpower reductions attributalite the
ScottishPower merger.

Mr. Richardson/Zs Figure 3 6merger savingsmpares
manpower levels from an incorrect aptemature
starting point that attributesincludegngicant
manpower reductions made by Manweb managepmienmt to
ScottishPower/&s acquisition. Mr. Richardsmes a
01993/946 base of comparison forcompariguit 1,
1993 to March 31, 1994--for business opegattosts
(Figure 1) and manpower (Figure 3)--the12 rhopériod
April 1, 1993 to March 31, 3). 1994. Scottisiarer did

not acquire control of Manweb until OctobE995 and
did not complete its transition team plannimgil the

end of 1995. Mr. Richardson is thus usifase for
comparison that coversincludes all ManwebZs
independent activity for 18 months prior the
acquisition. To correctly measure the mergtated
related manpower savings at Manweb, manposvedd at
the time of acquisition should be usedieatthan

data from 18 months before ScottishPower/Esli@ct1995
acquisition.

Prior to ScottishPower/Zs acquisition,the asitjan by
ScottishPower, Manweb management haglemented
several programs that reduced manpowerldeyeom
4,634 positions on 3/31/94March 31, 19643,353
positions on September 31, 1995, about1986tHa one
week before ScottishPower took control ocarweb on
October 6, 1995. My testimony cotse Mr.
Richardson/Es manpower comparisons usingmore
reasonable basis of September 31, 1995 enpltgeels
to measure ScottishPower/Ascost savingstble to
reductions in Manweb manpower. manpowiger ehe
acquisition.



Q. WHAT IMPACT SHOULD THE RECOGNON OF
SCOTTISHPOWERAS INCORRECT MANPOWER DATA HAVEN THE
COMMISSIONAS EVALUATION OF THE PROPOSEDMAE@IFICORP
MERGER?

A. Recognizing this overstatement of Manweb#isrger-
related manpower savings is important in thagasts
doubt upon the actual savings that Scotosid? was
able to achieve through the Manweb acquisitid his
has import forthe claimedpotential
savingsScottishPower believes exist iwiththe
PacifiCorp system. Aswill be discussedobe the
experienceScottishPower/s claimed experiesnogscost
savings ScottishPower claims forfrom the Maoweerger
are the linchpin of theirits contention thatnilar
savings await us atexist in PacifiCorp. Myrection
of ScottishPower/s presentation showsifgigntly
reduced manpower savings from the Manwebgerethan
purported by ScottishPower. If the savingd/nweb
are substantially less than as claimad the
Applicants & filing, it there iscases doulgalingon
ScottishPower/As assertion that the proposegemwill
save alead to significant amount of moneyss at
PacifiCorp.

PLEASE EXPLAIN MR. RICHARDSONAS FIGURE 3.
Figure 3 of Mr. Richardson/&s Supplemental ifesty is
a bar chart illustrating Manweb/Zs manpoweelefrom
01993/946 to 61997/98. My annotated versiofrigure
3 showing year-to-year manpower reductiappears
below:

>0

MANWEB EMPLOYEE REDUCTIONS
Period Ending Employees

Reduction
1993/94 3/31/94 4,634
) 219
1994/95 3/31/95 4,415
) 1,355
1995/96 3/31/96 3,060
) 147

1996/97 9/30/96 2,913



) 156
1997/98 3/31/97 2,757

Total Reduction 93/94 (1 97/98 1,877
(RichardsonWyoming Supplemental Figure 3, dg)e

According to Mr. Richardson/s Figure 3, Manweefiployee
levels were reduced by a total of 1,&fployees
(4,634 0 2,757) over the 1993/94 G 1997/98er

Q. WERE ALL OF THESE 1,877 EMPLOYEES IN MANWEBAERECTRIC
DISTRIBUTION BUSINESS?
A. No. ScottishPower/Zs response to data stguadds
insight into the typeshows the types of possthat
were eliminated at Manweb between 1994 and 19®ave
prepared a table using the annual manpala¢a for
Manweb for the terminal years shown in Mr.Ricdson/Zs
Figure 3:

1994 1997 Change
% of Total

Distribution 2,513 1,774
(739) 39.4%

Supply 650 498
(152) 8.1%

Corporate Services 396 88
(308) 16.4%

Contracting Services 414 314
(1200) 5.3%

Retail-Appliances 661 83
(578) 30.8%

Total 4,634 2,757
(1,877) 100.0%

(Source: Applicants/&£ Response to Wyoming CAS thifrata
Request 231b)

Q WOULD IT BE FAIR TO SAY THAT SCOTTISHPOWEREDUCED
MANWEB EMPLOYEE LEVELS BY 1,877 BETWEEN 1884 AND
1997/987?

A. No. In making such a claim, ScottishPoweetakredit



for manpower reduction at Manwebiompr to
ScottishPower/As acquisition. A majoritf the
manpower reductions (and their associatedsanshgs)
appear to have been initiated prior to t&tuPower
acquiring Manweb in a hostile takeover ontaDer 6,
1995. A more realistic characterization wolodd that
ScottishPower inherited the benefits of theniab cost
reduction programs initiated in 1994 and 1888 had
not yet been fully completed at the timwie the
takeover. According to my calculationsjanweb
manpower at the time of ScottishPower/AgBbdtower
assumed control of the company on Octob&b85 was
approximately 3,353 positions segmentedfodisws,
based on data as of September 30, 199&(q\WData
Request 2.3(a)):

Distribution 1,984

Supply 499
Corporate Services 283
Contracting Services 368
Retail-Appliances 190
Other 29

Total 3,353

A more accurate characterizatio of
ScottishPowerAsFigure 3 manpower reductian®anweb
would start with the 3,353 total for Septem®@y 1995
and compare it with Mr. Richardson/Zs 3/31/aréh 31,
1997 staffing valuelevel of 2,757, resultingtotal
manpower reductions of 596 employees rathan the
1,877 reported in ScottishPower/As Figsire Even
thisthe 596 figure of 596 is inflatedchase it
includes employees not involved in Manwebdiesctric
distribution and supply business. Tgkithose
employees into account reduces actual manp®aeings
in Manweb/ZEs electric distribution and supplysiness
to 211 employees.

Q. PLEASE EXPLAIN WHY YOU ARE UTILIZING A DIFFEENT TIME
PERIOD THAN MR. RICHARDSON TO ASSESS MANPOWER SAVES.
A. The Applicants/& filing seeks credit foranpower
reduction at Manweb prior to ScottishPower/Zs adtipins

Q. WHEN DID SCOTTISHPOWER FIRST INITIATE ITS MERER WITH
MANWEB?



A.

>0

>0

ScottishPower reports that it initiatedbal for
Manweb on July 24, 1995. (6Delivering Futiralued,
Charles Berry, Bates No. SP0369)

COULD THISIT BE CHARACTERIZED AS A &eFRIENDLY MRGERA?
No. ScottishPower has characterized tthasi a

ohostile bidé with 6no leakage and no proontacto

with Manweb. Mr. Berry characterizes ManwebdEfense

in this hostile takeover as a dscorched edetbnsed

where 01,000 people left in Septemd&956.

(6Delivering Future Value6, Charles Berryat& No.

SP0369) It was reported that Manweb hgdcted

ScottishPower/Zs bid because it had undervaMadweb.

(EnergyOnLine, September 8, 1995)

WHEN DID SCOTTISHPOWER FINALIZE THE MERGER?
The Department of Trade and Industry cleahednherger
bid on August 31, 1995. (CCNS Full Text Newsigust
31, 1995) ScottishPower reports that it tamatrol
of the company on October 6, 1995 with tramsiteam
conclusions made in December 1995. (6Deligeruture
Valued, Charles Berry, Bates No. SP0369)

DID SCOTTISHPOWER START COST-CUTTINGVMEASURES
IMMEDIATELY UPON ACQUIRING MANWEB ON OCTOBER £1995?
Apparently not. Since Mr. Berryhas inda that
transition team conclusions were not finalizedntil
December 1995, significant manpowelnjustthents
shouldpresumably could not have begemdently
considered until early 1996. (6Deliverirfguture
Valued, Charles Berry, Bates No. SP0369) pfeoposes
of any comparisons, the use of manpoweelse for
12/31/95 may be more appropriate than thossddehat
existed at the time of the acquisition t@ber 6,
1995). Use of the December 31, 1995 cuta# daould
reduce further the figure of 211further redtlee 211
figure discussed above.

MR. RICHARDSON SET FORTH NINE 6ACTIONS6 THAIE CLAIMS
SCOTTISHPOWER IMPLEMENTED TO ACHIEVE EFFICIENES AND
COST SAVINGS AT MANWEB (SUPPLEMENTAL TESTIMRY, PAGE
10, LINES 1-17). HAS SCOTTISHPOWER SHOWNAH THESE
OACTIONSO ARE TRANSFERABLE TO PACIFICORP?



A. No. PacifiCorp was unable to verify thaty of
ScottishPower/&s nine efficiency and castvings
Oactions6 at Manweb would even be apple to
PacifiCorp, not to mention whether or noteéincies
would be achieved or costs saved:

OPacifiCorp objects to this request on
the grounds that it is overly broad and
vague. The referenced actions in the
Supplemental Testimony are broad
categories of management actions that
ScottishPower undertook to achieve
efficiencies and cost savings at Manweb.
As such, a response would require a
complete analysis of all performance
management efforts undertaken by
PacifiCorp over the last several years.
Even then, the output would not be a
reliable guide to potential transition
actions at PacifiCorp as this will be
based on the specific conditions
encountered at PacifiCorp, not those
that were present at Manweb.0
(ApplicantsA£ Response to LCG 1.18)

Q. DO THE MANPOWER REDUCTION OPPORTUNITIES ATAMWEB AT
THE TIME OF THE SCOTTISHPOWER ACQUISITION MEOR THOSE
AT PACIFICORP TODAY?

A. No.l do not believe so. The conditions ativiab, at
the time of the acquisition by ScottishPoweiQxtober
6, 1995, wereparticularly in the 1993-19%9#eframe
used by ScottishPower, appear to be farrefficthan
the conditions that exist at PacifiCorp tad&y the
Utah Public Service CommissionZs Technicahf€rence
on April 21, 1999 conducted in SaltkéaCity,

ScottishPower made available Mr. Charles yBe@hief
Executive Officer of Manweb. When asked thgestion
owhat condition was Manweb in at the timiethe
acquisition,6acquisition?6 Mr. Berry refertedvianweb
as being high cost with a lack of focus. gbhicosto
with a 6lack of focus.6

While both Manweb and PacifiCorp appear toehlaeen in
the process of reducing personnel and instgwcost
reductions programs at the times the t&td&ower
acquisitions were launched, the opportesitfor



ScottishPower to consolidate operations atifi€arp,
as was done at Manweb, are admittedly mgsappear
very different. As Applicants respondedoeated in
response to the Wyoming CAS data request2.3(a

0The opportunities for cost reductions
are different in PacifiCorp, but
definitely real. The Manweb situation
involved the combination of two electric
utilities operating in nearby geographic
areas, and thus presented greater
opportunities for cost savings by
eliminating duplicative functions and
combining electric operations. The
PacifiCorp transaction process presents
limited opportunity for savings achieved
in this manner...6 (Applicants/£ Response
to Wyoming CAS 231.a)

| do not believeMoreover, it is nokeat that
PacifiCorp cancould properly be charazésr as
lacking focus.0lacking focus6 at the tirok the
acquisition. In announcing its 1998 0Refocuestort,
PacifiCorphas made well known its intentito go
backreturn to its 6core businessot of servietail
electricity customers in the western stat&anweb
had apparently not made any such strides &efiar to
ScottishPower/Zs takeover in 1995. It hadartfenot
done so in the 1993-1994 timeframsed by
ScottishPower.

In submitting its Business Plan to OFFER,@fice of
Electricity Regulation in the UK, in Decearb1998,
ScottishPower stated:
OWe have worked hard to reduce
controllable operating costs whilst
improving customer service and system
performance...The majority of cost
savings have been achieved through
reductions in staffing levels (29% on
March 1995). There is obviously a limit
to which future staffing levels (hence
future levels of controllable operating
costs) can be further reduced.6 (Reviews
of Public Electricity Suppliers 1998-



2000 PES Business Plans Consultation
Paper, December 1998, "Manweb-
Overviewo).

Althoughit is true that ScottishPower hasluced
manpower levels at Manweb since 1995, itls drue
that PacifiCorp has also made significaptsonnel
cuts in the last few years. The practialit to
staffing reductions citedthat was acknalgkd by
ScottishPower is likely tomay well be reachaach more
quickly at PacifiCorpsince PacifiCorp hasallty had
significant downsizing on two recent occasionkght

of its recent downsizing efforts. In 199&cRiCorp

had two major early retirement programs, ameounced
in January 1998 and the other announce@®dtober
1998. Those downsizings eliminated1998, tesu in
the elimination of 926 electric operatiopssitions
(759 + 167). These cuts were regbr in
PacifiCorpAspositions. (PacifiCorpAs 1998 $6Gn 10-K
at page 31.31)

Details of PacifiCorpZs electric operatiamanpower
levels in each of its service territories \pasvided
by Applicants in response to a data requesjuest:
OEmployment by State, PacifiCdgfectric
Operations6

1994 1995 1996 19971998

California 105 102 94
98 74

Idaho 234 222 201
195 180

Montana 84 76
68 60 0

Oregon 2,145 2,155 2,194
2,331 2,215

Utah 3,091 2,899 2,820
2,758 2,373

Washington 519 477 435
416 361

Wyoming 1,427 1,367 1,247
1,223 1,112

Other 1 1 2
5 4

Total 7,606 7,299 7,061



7,086 6,319

(Source: Applicants/A Response to WIEGiBquest
2.16)

In addition to the significant reductions @hectric
operations personnel in 1998 shown in the abtable,
PacifiCorp/&s divestiture of a number wbn-core
businesses has produced even grea@npower
reductions.

Q. DO OTHER OPPORTUNITIES FOR COST REDUGNS AT
PACIFICORP MIRROR SIMILAR OPPORTUNITIES THATESTED AT
MANWEB AT THE TIME OF THE SCOTTISHPOWER ACQUIEHON?

A. As explained above, many of the actions utadten by
ScottishPower at Manweb were unrelated the
distribution and supply segments of thesiness.

Also, the opportunities for combining staffsitions
at Manweb and ScottishPower were much moparant as
compared to similar opportunities at PacifiCor

Manweb/Zs recently filed Business Plan pravigieneral
insight on how ScottishPower reduced Manfisbcosts
since acquiring it in 1995:

OManagement Initiatives: The operating

costs, excluding Rates, Depreciation and

NGC Exit Charges, have reduced in real

terms by 24% over the last three years

as a result of a focused and coordinated

drive to improve efficiency and

productivity following the acquisition,

while increasing the quality of service

provided:

The initiatives following the acquisition

were to:

1 Merge the management of duplicate support fonst

1 Align operating cost base of ScottishPower lsliaghweb
by transfer of best practice and geneffatiencies;

1 Reorganize Manweb Distribution Operations ihi@e
regions with supporting depots for therenaral
operations;

1 Reduce Corporate Centre in size;



1 Reduce Customer Service call centres from ttiogen to
two.

(Reviews of Public Electricity Suppliers

1998-2000 PES Business Plans
Consultation Paper, December 1998,
"Manweb-Section 2.10).

Recall that the elimination of the aeduplicateporate
overheadZ has already been accounted foeioldimed
$10 million guaranteed saving.in annualirsgs. No
additional 6duplicative support functionsévl been
claimed to exist. PacifiCorp has alreadycedi the
number of its support centers and has reagdnits
customer support services. If ScottishRowgeto
followfollows the Manweb model, astheyntand in
theirit contends in its filing, the areas ihieh cost
savings may be enacted are little to noneapwery
limited when compared to those availabieManweb
inprior to 1995.

. IS THERE COMPARATIVE DATA THAT WOULDINDICATE
PACIFICORP IS A HIGH COST UTILITY AND ALIKELY
CANDIDATE FOR THE EFFICIENCY ACTIONS PR@BSED BY
SCOTTISHPOWER?

There are undoubtedly inefficiencies and sgceosts
in PacifiCorp/&s operations that can ahdukl be
eliminated. However, PacifiCorp/As averaggall
electricity rates, reflecting its underlyirapst of
operations, are relatively low when compatedmany
other U.S. utilities. In fact, the Edisdiectric
Institute /s ranking of 185 investor owneditig for
the 12 months ending June 30, 1998, as shoExhibit
____(RMA-2), listed PacifiCorp/s rates amadmg lbwest
in the country. In that study, a highermerical
ranking indicated a lower comparative averagtail
rate. PacifiCorp/s Utah territory rankedth7B42nd;
the Wyoming-West territory ranked 167th,atheéUtah
territory ranked 142nd.

the Idaho territory ranked 179th and the Wiywm-East
territory ranked
A. Thel80th. This study suggests thatfifamip/ZAs rates
are relatively low. Assuming that lower rateflect low
costreasonable costs of operations, Pacifi@anid appear
to be a different utility than Manweb was @05. This is



a critical distinction because it suggests tha base
from which Scottish Power will begin its casitting and
efficiency measures is very different tharst&rting
point with Manweb.

. WOULD YOU CONCLUDE THAT THE MANWEB XEPERIENCE
EXPERIENCE IS APPLICABLE TODEMONSTRATES AVAILBLE COST

REDUCTIONS AND IMPROVED SERVICE ATFOR PACIFIGTP?

No. The basis from which ScottishPower witeatpt to

achieve the goals it has generally desdr for

PacifiCorp is very different than it was féanweb.

It would be unrepresentative to use Manwelaasase

example of what can be achieved at PacifiCorp.

. WOULD YOU CONCLUDE THAT SCOTTISHPOWERAS EXPHERCE WITH
SOUTHERN WATER IS APPLICABLE TO COST REDUG@INS AND
IMPROVED SERVICE AT PACIFICORP?
No. Southern Water, like Manweb, was appty an
unfocused, over-manned government watertyutihat
also had odiversifiedd into a number n@in-core
businesses:

o0Southern Water, at the time of

acquisition in August 1996, had

accumulated a portfolio of 20 enterprise

businesses. The total fiscal 1996

turnover for these businesses was 0134

million. Of this U73 million was

internal and 061 million was external

representing 14% of the Southern Water/Zs

total sales. There was little evidence

of strategic direction other than an

overall encouragement to grow external

business. There had been almost no

attempt to rationalize the portfolio

into larger groupings, little in the way

of business planning and no attempt to

formulate an overall market or industry

strategy. As aresult, the inherited

enterprise business portfolio lacked



focus, had high overheads and gave rise

to complex interfaces and a significant
burden of internal transaction costs...0
(ScottishPower 1997 SEC Form 20-F, page
24).

Unlike the Southern Water acquisitionyhere
ScottishPower divested 13 subsidiariesSotithern
Water, totalingWater for a total of U ®dillion
(Financial Times, November 5, 1997), therpeagps to
be relatively little for ScottishPower to aleup at
PacifiCorp after the large number of majoredittures
during the last year stemming from the 1988iffCorp
ORefocuso:
0The Company sold its wholly owned

telecommunications subsidiary, Pacific

Telecom, Inc. (6PTIG), on December 1,

1997...The Company sold Pacific

Generation Company (6PGC6) on November

5, 1997, and the natural gas gathering

and processing assets of TPC on December

1, 1997. During May 1998, a majority of

the real estate assets held by PFS were

sold.6 (PacifiCorpZ&s SEC Form 10-Q for

the quarterly period ended September 30,

1998).

OPacifiCorp expects, over the next 12

months, to divest all of its businesses

other than its western U.S. electric

business and Powercor, its Australian

electricity distribution business,

assuming reasonable values can be

achieved. The most significant

businesses include:

7 TPC Corporation, the company/Es U.S. naturabgasge
and marketing business;

1 The eastern U.S. electricity trading busindss o
PacifiCorp Power Marketing;

m  EnergyWorks, the company/Es joint venture widtlzel
Enterprises;

1 The company/Es energy development activitiéunkey
and the Philippines; and

1 The company/s investment in the Hazelwood patation
in Australia.



The company has recorded charges
totaling $230 million pre-tax in its
third quarter financial results for
expected losses associated with its
planned business divestitures.d (October
23, 1998 press release, 6PacifiCorp
Reports Third Quarter 1998 Financial
Resultso)

Q. PLEASE COMMENT ON SCOTTISHPOWERAS CLAIMED
MANPOWER REDUCTIONS AT SOUTHERN WATER.
A. ScottishPower contends that it has made
significant employee reductions at Southern
Water since its takeover on August 6, 1996.
For example, see ScottishPower/Zs presentation
to financial analysts dated June 1998
(Exhibit __ (RMA-3)).

While the dmanpower reductionsd illustrated
in ScottishPower/Zs analysts/ presentation may
be accurate for Southern Water in total, they
are also misleading. A recent ScottishPower
data response shows that ScottishPower/s
manpower Oreductionsd claimed at Southern
Water were almost entirely derived from the
divestiture of 13 subsidiaries (GEnterprise
Businessesd) by ScottishPower after the
merger. In fact, during the 1996-1998 period,
employment at Southern Water Services
actually increased by 202 employees:

1996 1997 1998 Change 96-

98
Southern Water Services 2,003 1,782
2,205 +202
Enterprise Businesses 1,859 1,650
52 -1,807
Headquarters 144 94
107 -37
Agency 350 300
145 +205
Total 4,356 3,826

2,509 -1,847



Source: Applicants/ Response to LCG 1.17, Agpe
F

. HAVE SOUTHERN WATERAS O6TYPICAL HOUSEHOLDBILLSO
DECREASED SINCE SCOTTISHPOWERZS ACQUISITION1BO67?
No. According to the Applicants, the typieehter and

wastewater combined bill increased froml8i21 in

1996/97 to U266.06 in 1998/99 (ApplicantsAEfoese to

LCG 1.17, Appendex G)

. HAS SCOTTISHPOWER INSTITUTED ITS 6MULTI-UTIIY6 PLAN
AT SOUTHERN WATER?
. Yes. ScottishPower instituted a naturabk gales
program in February 1997 (ScottishPower Pitasen to
U.S. Analysts, July 1997, page SP0662}hiwi six
months of its acquisition and just shorfiga the
implementation of a detailed transition plan:
O0The take-over of Southern Water was
completed at the beginning of August
1996. A detailed transition plan for
reconstructing the Company was prepared,
with implementation commencing in
January 1997.6 (Applicants/A Response to
Utah LCG 17)

ScottishPowerZ&s SEC Form 20-F for the
fiscal year ended March 31, 1997 stated:

0ln addition, the first stage of opening
the gas supply market to full
competition (i.e., to premises with
consumption under 2,500 therms per
annum) has been completed by the
introduction of 2 million gas customers
to competition in the gas trial in the
south of England. The group was able to
take advantage of the fact that many of
these customers reside in the area
served by Southern Water and has rapidly
established itself as one of the leading
challengers to British Gas (Centrica) in
this market, acquiring over 70,000
customers, approximately 8%, of the
market in the Kent and Sussex areas. In
addition, the gas trial provided the



group with valuable experience in all
aspects of operating in a competitive
energy market.0 (page 19)

O0Business Obijectives:...In addition,
further growth will come from exploiting
multi-utility sales opportunities in the

area as evidenced by ScottishPower/Zs
participation in the gas trials in Kent

and Sussex, alarge part of Southern
Water territory, where ScottishPower
gained 8% of the gas market.6 (page 23)

Q. WHAT IS YOUR CONCLUSION REGARDING THERANSFER
OF THE UK EXPERIENCE?APPLICABILITY OF SCOTTISKIRVERAS UK
EXPERIENCES?
A. It really is notThose experiences do not appe be
transferable to PacifiCorp to any significatent.
The efficiency opportunities present the UK
acquisitions are simply not replicatéd the
PacifiCorp operations.

Q. HAVE YOU ANALYZED FIGURE 1 BUSINESSTHE OTHERPERATING

COSTS IN A MANNER SIMILAR TO YOUR ANALYSIS OMANPOWER?
A. No, I have not. | willmay have further comntion two

other figures referenced in Mr. MRicdsonZs

supplemental testimony (Figure 1-Busin€ggerating

Costs and Figure 2- Net Capital Expendituad®y |

have reviewedhad a chance to more fullyjere the

supporting workpapers.

5)2) BENCHMARKING

Q. HAVE THE APPLICANTS PRESENTED A DETAILED ASSEMENT OF
HOW THEY DETERMINED PACIFICORP TO BE A CANDIDRE FOR THEIR
PROPOSED COST REDUCTION EFFORTS?

A. The Applicants state that their assessnanthe
potential for cost reductions at Pacificaswas
primarily based on 6a high level preliminagnchmark
studyd (MacRitchie Direct, at page 2, link8-17).

Witness MacRitchie states (at page 3, line2xhat
Othe process to identify the potentialicethcies
that can be undertaken at PacifiCorp hasadgtanly
begundé. In fact he goes on to statebegim.fact,
he states (at page 3, line 20-21) that graifstant



amount of work still needs to be undezta with
PacifiCorp before we can assess the patefor
efficiencies with any degree of certaintyro fact,

Mr. MacRitchie (at page 12-13, lines 24-25saige 12
and lines 1-3 on page 13) statesalso st@aedgage
12, lines 24-25 and page 13, line3) 1lthat
0ScottishPower intends to set up a futegnation
team and conduct an exhaustive survey atfifieorp
operations but that has not been undertakedatea®
Additionally,date.a6 He also acknowledgegéaje 13,
lines 9-10)he contends that 6a significamoant of
work and further investment still neetis be
undertaken in conjunction with PacifiCorpfdye the
positive affects of this effort will materiaéd.6

. FROM THE ARGUMENTSBASED UPON THE INFORMATIORRESENTED
BY THE APPLICANTS, IS IT ACCURATE TO STATHHAT THE

POTENTIAL FOR COST REDUCTIONS AT PACIFICORS® IHIGHLY

UNCERTAIN?

Yes. Beyond theParticularly beyond the prtgd $10

million in annual corporate overheadductions

promised by 2003, the potential for cost réidums at

PacifiCorp remains highly uncertain and cspative.

Indeed, ScottishPower hadessentially indicatednuch

in its own testimony by failingtestimony, timat it

failed to identify or present a detailed@tt plan

that would delineatethe specific objectived aheir

expected value to ratepayers.values to cusgome

. DIDNAT SCOTTISHPOWER IDENTIFY THE POTENTIAEOR COST
REDUCTIONS AT PACIFICORP THROUGH BENMARKING
PACIFICORP AGAINST OTHER UTILITIES?

Not really. As discussed above, SsbPower

conducted a Ohigh level6 benchmarking assest of

PacifiCorp, comparing it to other uids it

considered to be similar in operating arebgyaphic

conditions. Witness MacRitchie in hexhibit

(Ex.SP_AM-1) provides a comparison of nooedoction

cost per customer for several utilities 9. In

that exhibit, Mr. MacRitchie highlights RatigSound

Energy, New Century Energies, Sierra Radfower

Company, PacifiCorp and Idaho Power @amy as

utilities with similar characteristics araperating

conditions.



Q. WHAT DOES MR. MACRITCHIE CONTEND HISEXHIBIT
DEMONSTRATES?
A. Mr. MacRitchieZs conclusion is that Pacififohas a

higher non-production cost per customenthPuget

Sound Energy, New Century Energies and SiPaaific

Power Company. On the other hand, PacipCloas a

lower non-production cost per customer tha@sddaho

Power.

Q. DO YOU BELIEVE MR. MACRITCHIEZAS EXHIBIT AM-1 ROVIDES A
REASONABLE BASIS TO CONCLUDE PACIFICORP HAERATIVELY
HIGH COSTS?

A. No. The comparison between PacifiCorul d@hose
highlighted in Mr. MacRitchie&s Exhibit AM-% inot a
comparison of utilities with similar charagsgics.

Comparisons with the Otop ten utilitiesédsin Mr.
MacRitchie/Es exhibit produce some veamyrious
comparisons. For example:
1 Utility number four, Citizens Electric had 621
customers in Lewisburg, Pennsylvaaral 16 employees in
1997.
1 Utility number six, Northwestern Wisconsin Bigc,
had 10,796 customers, 57 full timgkyees and slightly
more than $50,000 of annual transiorsoperation and
maintenance expenses in 1996.
1 Utility number ten, Superior Water Light andws had
slightly less than 14,000 custonaard 54 employees in
1996, and was owned and operatdatidWinnesota Power &
Light Company. Minnesota Power & litigs not included in
the study.
The stark differences among those threeieslidlone
create real questions about the meaningfslagghe
otop tend comparison soughtmade by ScottislkePow

Additionally, the top two utilities notemh the
exhibit, Florida Power and Light and Ftai Power
Corporation, as well as the number five ityfil San
Diego Gas and Electric, and the number fotility,
Consumer/Zs Energy, are large urban utilihas have
very little in common with PacifiCorpAtgperating
conditions.

conditions.
Moreover, ScottishPower admits that it hasggefauge
PacifiCorp4s performance against other IOUsibies:



"ScottishPower has not yet developed the
portfolio of measures it will use to
gauge PacifiCorp's performance against
other I0Us...6 (Applicants/£ Response to
WIEC First Data Request 1.52(a)).

It would appear that theThe use of femeral
benchmarking technique as applied to Mr. Rlahie/&Es
exhibit and the quest to position PacifiCosmasetop
ten utilityZ is illusory.

. DOES THE BENCHMARKING TECHNIQUE USED BY SCOTSHPOWER
DIFFERENTIATE BETWEEN REGULATED AND NOREGULATED

COSTS?

. No. Mr. MacRitchieZs testimony fails tofoorm the
reader that the non-production costs he hgdighted

include both wholesale and retail as wellezgilated

and non-regulated costs, including instancke®ne-

time charges for significant corporate writéso In

addition, this 6benchmarkingt does not rec the

oused and useful® or Gtest yeard conventidiized

in revenue requirements proceedingshat dtate

regulatory level. Benchmarking analysitius,The

benchmarking analysis thus has littlalug in

determining similarly situated utilities thaduld be

used as a basis for reducing costs topradiatost

reduction potential for PacifiCorp/s retalkectric

ratepayers.customers. The Ocostsé benchmar&gdnot

even be the relevant costs to be studiedaasas

Obenefitsd accruing to those customers.

. DID THE BENCHMARKING TECHNIQUE USED BY APPOANTS IN
COMPARING PACIFICORP TO OTHER UTILITIES RECEE THE

SIGNIFICANT INVESTMENTS IN NEW EFFICIENCYPROGRAMS

UNDERTAKEN BY PACIFICORP OVER THE LAST FEW YHRS?

To an extent, yes. The significant investrsentade by

PacifiCorp in customer information systenssistomer

call centers and the Business Systertegyrdation

Projectmade by PacifiCorp over the last savgears

would presumably be included in this cosmparison.

Mr. MacRitchie&s benchmarking testimony, hesvedoes

not recognize the cost of any process greering

engineering that occurred in the dbhemarking

yearstudied nor any anticipated benefits es¢hlong-

term cost reduction efforts. Also, to théesx that



the costs reflected in his exhibit are frod9@, they
would not include the $30 million casiduction
activities highlighted in the ORefocu®rogramo.
Therefore, the costs stated in MacRitchiet@&simony
are suspect.

. DOES THE HIGH LEVEL PRELIMINARY BENCHMARKINGIECHNIQUE
FURTHER INCREASE THE UNCERTAINTY OF THEBERCEIVED

MERGER BENEFITS TO PACIFICORPAS RATEPAYERSCUWMERS ?
Yes. The MacRitchie exhibit does not provaty kind

of meaningful basis to gauge PacifiCorpdpgrating

costs or realistic cost-cutting opportunities.

In addition, the Applicants& benchmarkiagalysis,
which is calculated using the numbercaktomers
served, would be inherently biased agacwhpanies
such as PacifiCorp that have extensivastrassion
investments and operating costs in servitgplesale
loads. While Mr. MacRitchie/Es benchmagkitneats
transmission as Onon-production cost0 Bg@e in
reality, much of the transmission costs faciRCorp
are production-related. Moreover, using tamhber of
customers to determine benchmarking cossteaal of
another unit of consumption, such as kilitsaaurs,
distorts the comparisons as shown in RMExhibit
2.comparisons. This exhibit ranks the pergawatt-
hour unit operating costsofAs reflected in myhibit
___ (RMA-4), by ranking Applicants/Atop 10
utilitiesOrather than by customers. This higfmis the
significantly different results in rankingshan unit
costs are based on consumption rathem tm a
customer basis.

by per-megawatt-hour unit operating costsaatthan

by customers, significant differences appeathe

rankings.

. DO YOU BELIEVE THAT THE CONCLUSIONS DRAWNBY MR.
MACRITCHIE ARE UNCERTAIN, IF NOT INACCURATE?
OtherYes. This is also supported by othedists by

industry researchers have reachedthat reauobletely

different conclusions about PacifiCorpABciency

ranking compared to other utilities. For exdéanin a

September 1, 1998 article in Publitilities

Fortnightly, (Exhibit __ , R(RMA-5) ) etled the

OFortnightly 1000, PacifiCorpAs 1996 oeffiagrscored



tied for the number 8 position nationwide. shnilar
ranking in Public Utilities Fortnightly, (Extbit
R(RMA-6) ) June 15, 1997, ranked PacifiConpmber 5
out of 94 electric utilities investigated.

Q. DOES THE APPLICANTSZA GENERAL BENCHMARKIN@PPROACH
INTRODUCE UNCERTAINTY AS TO THE PUBLIC INTERES IMPACT
OF THIS MERGER?

A. Yes. Even the Applicants acknowledgat ththis
generalized benchmarking approach hamifsiant
analytical problems:

Olt is important to point out that
benchmarking efforts alone do not
precisely specify likely cost savings,

as explained in Mr. MacRitchie/&s
testimony. ScottishPower has found that
the variances identified in benchmarking
comparisons while directionally correct,
can be inaccurate for a number of
reasons:

1 Differences in overall operating environmerats f
individual utilities may require iestment in, and
operation of, different systems sastunderground high-
voltage transmission facilities.

. Differences in cost allocation procedures @moaating
conventions regarding the capitaioraor expensing of
certain items has the potentialigdadit results; and

1 Yardstick comparisons, by their nature, arergnjse
and can mask best or worst practitepecific areas.
Drawing too great an inference alsteps that should be
taken to better manage the orgaiozatithout knowing
whether best practices are beingleyed in any or all
areas could lead to erroneous recenaations.

For these reasons it is inappropriate to
conclude from a yardstick comparison
where potential savings exist.
Therefore, ScottishPower would not
advocate the use of such a yardstick
comparison to project savings over a ten-
year period.0 (Applicants/A Response to
WIEC 1.118(b) (Emphasis Added).

Q. APPLICANTS HAVE RECENTLY PROPOSED IN OTHER



STATES TO FILE A DETAILED 6 TRANSITION PLANO
WITHIN SIX MONTHS OF COMPLETING THE MERGER.
WILL THIS REDUCE THE RISK TO PACIFICORPAS
CUSTOMERS?
A. No. Mr. Richardson mistakenly believes that after-

the-fact quantification of merger costs dmehefits
will show that the merger is in the publicargst:

O0Several parties desire greater

specificity with regard to the mechanism

and timing under which cost savings will

be achieved and reflected in rates. We

believe that the normal ratemaking

process will allow this to happen;

however, we now understand that the

parties want a more specific commitment

with respect to the timing and

process...we will agree to develop and

share our transition plan within six

months after closing the merger,

identifying the specific areas in which

ScottishPower expects to achieve cost

savings, the plan for achieving them,

and the expected cost and benefits of

such initiatives.6 (Richardson Oregon

Rebuttal, page 4, lines 5-13)

Unfortunately, the Applicants have yet to cointo a
mechanism that will recognize promised geercost
savings in present customer rates.

Q. WHAT IS YOUR CONCLUSION REGARDING THE BEMNHMARKING
EXERCISE USED BY SCOTTISHPOWER?
A. The exercise produced spurious resuthat
haveproduces no meaningful results. Rathprpdluces
misleading implications regarding PacifiCorpr&sitive
cost level. It is mistakenly used by the Apghts as
a 0signal6 that costs are relatively high. fact,
the results are meaningless.that conclusias not
been supported.

6)3) PACIFICORPZES 1998 6REFOCUS PROGRAMOG
Q. TO WHAT EXTENT HAVE THE APPLICANTS ADDRESSEBEOW THEIR

OMERGER SAVINGSO CLAIMS ARE RELATED TO PARICORPZAES
1998 6REFOCUS PROGRAMG?



A. The Applicants failed to consider the effeatscost
cutting and performance enhancements tlaaifi€orp
has undertaken in its 1998 ORefodu®gramo.
According to a March 31, 1999 statement by Meith
McKennon, (Chairman and CEO of PacifiCorp) diRefocus
Programd was successful in improving ifRaarp/A s
financial performance, reorienting its corgerdocus
and implementing a cost reduction progranhwitanges
designed to improve customer service.

In that March 31, 1999 press release, ifkixh
(RMA-___Exhibit7)), Chairman McKennon statétat the
ORefocus Programd had implemented an eaerhcost
reduction program designed to save the pemy $30
million annually in pre-tax operating costsstated
that PacifiCorp had also restructured dtstomer
service and other operation functions to Ibettielress
ocustomer needd as well as having divestath@ar of
non-core businesses. Chairman McKennon stagtdhe
was Oencouraged by the early results of rdreewed
focus on the western U.S. business and teatults
mean even better service to our customero.

In addition to the cost savings derivieadm the
ORefocus Program6, on May 11, 1999 PacifiCangl its
partners agreed to sell the 1,340 MW¢éntralia
Washington power plant and its affiliatedlonae to
TransAlta for $554 million. PacifiCorp hdmken the
operator and 47.5% owner of the plant and 100#ter of
the Centralia coal mine.

Q. HAVE THE APPLICANTS ADDRESSED ANY OF THE SPEICS OF
THE O6REFOCUS PROGRAMO AND THE SUCCESSES QINED BY
CHAIRMAN McKENNON?

A. The Applicants/& filing does not address ariythe
specific actions undertaken by PacifiComder the
auspices of the 6Refocus Programd. Moreaptly,
it does not separate out the expected $B@miof
overhead cost reductions or the significanésliture
of non-core businesses.

Q. DOES THIS ADD UNCERTAINTY TO THE MEASUREMENTF ANY
BENEFITS OF THE MERGER?

A. Yes. The results of the 6Refocus Programguetenow
beginning to materialize and should contirueunfold



4)

over a number of years. Attributing bersefd the
merger as opposed to the 6Refocus Prograititbe
difficult. RatepayersCustomers will rislavyng to
underwriteunderwriting  ScottishPower/Zsansition
programs when, in the absence of such ragtithey
wouldmight reap benefits from the 6RefocusgPamé at
no incremental cost.

PACIFICORPAS OTHER PRE-MERGER RE-ENGINEERING

ARE THERE ANY OTHER NEW PACIFICORP PROGRAMSBER THAN
OREFOCUSO THAT MAY IMPACT EFFICIENCY IN THE N& FUTURE?
Yes there are. Although | do not have spectosts

and benefits of these programs, | anarawthat

PacifiCorp has been developing a number of m@grams

aimed at improving efficiencies. Severaltbém--a

new distribution service monitoring systeam SAP

system that replaces most finance, worlkhagament,

materials management and human relatioasputer

systems as well as major consolidations dfidigion

dispatch and accounting--have been ufedt in

PacifiCorp/A s corporate newsletter Netwbididvork,o

including distribution automation, system miagpa new

SAP system and themapping, a new SgyBtem,

consolidation of accounting functions asllvesand

distribution dispatch:

Olnternet-based system helps pinpoint
outages:...Last month, PacifiCorp went
eelive/£ with a new Internet-based
operation visualization system (OVS). It
delivers to the computer screens of
field managers, dispatchers and
employees an advanced data display
capability to show where service
interruptions have occurred right down
to individual customers...The OVS can
take advantage of the nearly $10 million
investment we have made to transforming
all our paper distribution maps to
digital versions...0(May 4, 1998).



0D2000+ removes mystery from
outages:...D2000+ is up and running in
Portland. It combines the best of
available automation and computer
technology into one complete system
significantly improving response to
customer outages and use of existing
physical assets-power lines,
transformers and substations. D-2000E is
what we believe an electric utility
would look like if it were built from
scratch...Other  utilities  have
implemented pieces of this technology,
but we/ve tied them all together into
one integrated system...0 (September 7,
1998).

O0Accounting consolidates/moves to
Portland: All accounting functions
throughout the company have been
consolidated into the controller&Es
department. In addition...most employees
in the accounting functions in Salt Lake
City will be asked to relocate to
Portland as part of a geographic
consolidation. In aebenchmarking/A with
other companies, it became clear that
the most effective and efficient way to
provide accounting services is through
geographic and functional
centralization. We will eliminate
duplications that were occurring, reduce
overall costs and improve business unit
support.6 (February 16, 1998).

ODistribution dispatch begins move to
SCC: The consolidation of region and
system dispatching into the Salt Lake
Control Center (SCC) took a major step
June 10, as distribution dispatchers
moved from the Salt Lake Service Center
to the SCC...ItAEs the first phase of a
plan to combine three dispatch centers
into one...The benefits of this



consolidation include savings in
operation and maintenance by combining
three different computer systems into
two located in SCC. Eventually, all the
dispatching functions will be further
consolidated to one computer system.6
(June 29, 1998).

OBSIP software demo gets good reviews:
Employees in Portland and Salt Lake City
recently got a sneak preview of the
horsepower of SAP, the software which
the business systems integration project
(BSIP) will install throughout the
company beginning Sept. 1...SAP R/3
software will replace most finance, work
management, materials management and
human relations computer systems.
Implementation will be completed company-
wide by the end of 1999, and training
begins in some areas this summer.0 (May
25, 1998).

Further elaboration on these programs malgeafound
in Exhibit _ (RMA-8__ Exhibit 6).

Based on this sampling of PacifiCorp rgieaering
programs, ScottishPower has failed towshthat
PacifiCorp is unable to provide efficiency immpements
acting alone, in the absence of a merger.

IV. IV. RISK INCURRED BY RATEPAYERSCUSTOMERISKS
RESULTING FROM THE PROPOSED MERGER
A. 1) TRANSACTIONIDENTIFIED COSTS

Q. WHAT COSTS HAVE THE APPLICANTS IDENTIFIED ASECESSARY
TO COMPLETEIN CONNECTION WITH THE MERGER?
A. Two types of cost have been identified the
Applicants4 filing. First are the transactionsts--
costs incurred by the merging utilities inanducting
studies and transactions necessary to letenphe
merger application. The second area asdtsc are
transition costs--costs to Scottisn®o of
implementing the programs and guarantéey have



promised.

1) TRANSACTION COSTS

Q. WHAT IS THE APPLICANTSAE ESTIMATION OF TANSACTION
COSTS?
A. ScottishPower has indicated that the tramsiaciosts
for this merger could be as high as $2%0ion
(ScottishPowerZs response to Wyoming CAS Sedgeduest
Number 1). It acknowledged that 6Finald[flinakts of the
transaction are unknown at this stageo.

Q. HAS PACIFICORP INCURRED ANY TRANSACTION COSTS?
A. As of December 31, 1998, PacifiCorp had rded $13

million in transaction costs, as ideetfiin a
response to an Oregon data requestpliggmts/AE
Response to ICNU Data Request Number P1I88).not
clear how much in additional transactiorstsohave
been incurred by PacifiCorp in 1999. Sebfiower/As
OCircular to Shareholders6 for its Jurle 1999
shareholder meeting provides additional infation on
acquisition costs:

0ln connection with the Merger, the

Combined Group will incur fees and

expenses of approximately 1132 million

(including stamp duty reserve tax) and

the cost of redeeming PacifiCorp

Preferred Stock of approximately (15

million. Share issue costs of

approximately U65 million and the costs

of redemption of PacifiCorp Preferred

Stock of approximately 415 million will

be incurred by PacifiCorp. Other costs,

totaling approximately 168 million,

relate principally to investment banking

fees as well as legal, accounting and

regulatory filing fees. These other

costs have been taken into account in

calculating goodwill in the Unaudited

Pro Forma Statement of Net Assets. In

total, these costs have been treated as

resulting in additional debt of 1147

million.6 (page 62)



Q.
A.

Q.

A.

HOW HAVE THESE COSTS BEEN RECORDED TO DATE?
ScottishPower and PacifiCorp transactiostgchave
been charged to account 426. (ApplicantsAp&tese to
UDPU Data Request Number P4.2).

HAVE THE APPLICANTS PROPOSED THAT THESEOSTS BE
ABSORBED BY RATEPAYERS?CUSTOMERS?
No. The Applicants have indicatedA. Net. The

Applicants have stated that account 426, is éavb the
line accountd.

Q.

A.

A.

Q.

A.

WILL RATEPAYERS BE SUBJECT TO ANYDOESHAT MEAN
CUSTOMERS HAVE NO RISKS RELATING TO TRANSACTNKDCOSTS?
No. The Applicants have A. That is nottaar. The
Applicants have indicatedwarned that they nastgmpt
to recover transaction costs from ratepa@ystomers
under certain circumstances:

0In the interest and expectation of a
relatively simple and expeditious
approval process, PacifiCorp intended
not to seek recovery of its transaction
costs from customers. However to the
extent parties seek to cause the
proposed transaction to be viewed in the
same manner as a more typical utility
merger, PacifiCorp reserves the right to
urge a different approach to transaction
cost recovery.0 (Applicants/AE Response to
UDPU Data Request Number P1.4).

Apparently the Applicants are holding in ee® the
option of attempting to shift transaction castovery
to ratepayerscustomers if intervenors om@ission
staff attempt to add conditions to the meggmroval.

DO THESE LARGE TRANSACTION COSTS PLACEDBITIONAL
PRESSURE ON THE APPLICANTS TO PRODUCE COST I®&S?
Yes.

ARE THERE OTHER SOURCES OF PRESSURE TO REBUCOSTS
THAT WILL RESULT FROM THE TRANSACTION?
Yes. It appears that a significant pxem of



approximateestimated at times by some to lheghs as
$1.6 billion, could be paid by ScottishPowfer the
acquisition of PacifiCorp. This premium Iwexert
additional pressure for significant cost rdds.The
Commission should require Applicants to affitmt any
acquisitions will be recovered 6below-timed by
stockholders and no attempts will bemade én filiture
to assess any of these costs to ratepayers.

. THE APPLICANTSZ ACTION PLAN INCLUDES SIGNIFIENT COST
REDUCTIONS, GREATER INVESTMENT IN FACILITIE AND A
SUBSTANTIAL DIVIDEND RETURN TO COMPANY STOKHOLDERS.
TO WHAT EXTENT DOES THIS THREE PART ACTION PIMPRESENT
RISK TOCREATE RISK FOR PIKCCORPAS
RATEPAYERS?CUSTOMERS?

In order to meet all of the above goals, thmpkcants
must ensure that cost reductions are largmugh to
sustain both planned investments anockbblder
dividend returns. To the extent the cauctions
fail to provide such substantial savinge, tompany
may not be able to meet itsdual objectives.

. IF THE EFFICIENCY GAINS DO NOT PRODUCE THE KINOF COST
REDUCTIONS THAT SCOTTISHPOWER ANTICIPATES, WILTHAT IN

TURN RESULT IN AN INCREASE IN I TO

RATEPAYERS?INCREASED RISK TO CUSTOMERS?

Yes, particularly to the extent the duddjextives

ofan aggressiveposture toward both invests and

dividends are in conflict with each othdf. the

objectives remain in conflict, thereThere aisrisk

that necessary capital investments, maamesa and

system improvements may not be undertakemrder

thatto meet the dividendobjective is met.

objective. If aggressive cost reduction paogs place
greater operational risks on the ayst the
ratepayerscustomers will be at risk aécreased
reliability and higher long-term costs.

The Applicants have promised significant ioyements
in reliability. However, they will sb face
tremendous pressures to slash costs in diamalys.
These pressures may well be inconsistétit the



promised reliability enhancements. The resoltid be
reduced reliability over time, despite SaitRower/ZAs
intentions to the contrary. The applisarhave
pledged to meet certain performance standakitbile
these standards contain some basic commitrtiettsnay
be a worthwhile first step, they do not ganhe far
enough in protecting customers from reli&pilisks.
Moreover, the Gguaranteed payments topdid to
customers and the charitable contributionpgsed for
failure to meet certain commitments amholly
inadequate to protect Utah customemsmf the
reliability risks. For example, the pramid $100
Oguaranteed payment to a commercialndustrial
customer if power is not restored within Bdurs is
hardly a guarantee and is whollyadequate,
particularly in light of the tremendousconomic
penalties that will be borne by thepApants/A&
customers if reliability in fact suffers evtime.
These consequences, along with potential-tftefact
consequences that might be imposed by the Gesron if
PacifiCorp allows unacceptable degradationsenvice
or reliability, are hardly of comfort toustomers
whose businesses may have suffered signife@smomic
losses.

In light of the tremendous cost-cutting puees and
other economic risks associated with the gererthe
Applicants A& customers are again being askéedo the
risks of the Applicants/A& promises. Tigks to
customers are simply not commensuratéh vany
guaranteed benefits to customers.

2) TRANSITION COSTS

Q. WHAT LEVEL OF TRANSITION COSTS WILL BE NECESSR®YDO THE
APPLICANTS PROPOSE TO IMPLEMENT THEAPPLICANTSPROPOSED
MERGER?

A. The Applicants have indicatedidentified amber of
programs or actions they intend to undertakee the
merger is completed. The transition programslve
system performance standards, customaragtees,
environmental resources, community paow and
educational commitment. The projected aafsthe
transition programs is $135 million.



Q. TO WHAT EXTENT ARE RATEPAYERSCUSTOMERS PXSED TO
HIGHER RATES RESULTING FROMIF THE APPLICANTSHROPOSED
TRANSITION PROGRAMS FAILING TO CREATE SUBSTANAL COST
SAVINGS?

ApplicantsA£ $135 million transition cost posal is
summarized in the previously referenced ikkh
R(RMA___Exhibit-1 ). This isThat exhibit quides a
categorical breakoutbreakdown of the txothat
Applicants propose to include as 6above liheo,
items that will be ratepayerlined itemsstso that
they believe should be the responsibility ustomers-
-as well as Obelow the line6 atarsholder
expense.costs that they offer at the edtwdders/A
expense.

Q. WITH REFERENCE TO EXHIBIT __ (RMA-__EXHIBIT), WHAT
IS THE BREAKOUT BETWEEN CAPITALIZED AND EXPENED ITEMS, AS
PRESENTEDITEMS PROPOSED BY SCOTTISHPOWER?

A. Exhibit __ R(RMA-__Exhibit 1) illustrates thaf the
$135 million in proposed transition costs2 $8illion
will be in the form ofare proposed agitaized
expenses, with $43.2 million in the form efpensed
items. The Applicants suggest that the obeleined
commitment of stockholders should be rdyudhl3.6
milliontuabout 10% of the total merger trarwsiti cost.

The Applicants suggest that $121.6 milliof%9of the
costs becosts--be absorbed by ratepaystsmers.
The Applicants are thus basically 6buyingépsipg to
Obuyd the purported benefits of the raergvith
ratepayercustomer money in an effortmake the
transaction appear to be in the public interes

Q. CAN YOU PROVIDE A MORE DETAILED BREAKDOWNOF THESE
TRANSITION COSTS AND WHO WILL PAY FOR THEM?
A. Customer dBantees:
Ratepayers:Customers: $14.1 million
Stockholders: $ million

ScottishPower represents that the anteigal1.0
million of non-performance penalties of pisoposed
Customer Guarantee program will bended by
stockholders 6below the lined:

0The cost of payments to customers
as a result of failure to meet



customer guarantees will be borne
by the company/s shareholders, not
its customers, i.e. they will be
recorded eabelow the line/&.0
(Applicants/&E Response to Utah DPU
8th Request S8.4).

The Applicants/£ proposal, howevers that
ratepayerscustomers will pay more than $1#iomi to
implement and operate it.the program. ikkh
(RMA__Exhibit-1).

Performance Standards: Ratepayessofers:
$41.5 million

Stockholders: $0
Exhibit __ (
RMA-__Exhibit 1) also shows that Scfower/s
proposed performance standards witbst
ratepayerscustomers $41.5 million faldifional
network investment, implementation angeration.
Under the ScottishPower proposal, there g no
Obelow the lined participation by stockders in
funding such programs. The proposaposes
ratepayerscustomers to a $41.5 million enuaorisk
without any demonstration that such an exganslwill
be cost effective.

TheAgain, the Applicants suggest spendinfjans of
dollars of ratepayers/Zcustomers/ money ggeapnfor
programs that have not been shown to dé@essary.
Moreover, the proposed 6improvementso haot been
requested by PacifiCorp ratepayers.customers.

Training: Ratepayers:$6.0 million
Stockholders: $ 0Customers: $6.0 million
Stockholders: $0
The Applicants suggest that training and dpaming
programs will cost ratepayerscustomers apprately $6
million, with no contributions made by stockdhers.

Renewable esBurces:
Ratepayers:Customers: $60.0 million
Stockholders: $ fillion

The pledge that ScottishPower has made to des€ldgwW of



renewable generation would cost the ratepaystsmers
$60 million with a $100,000 stockholder dooatto the
Bonneville Foundation. The Applicants/A pragabs50 MW
commitment to renewable generation is fayobd the
resource needs as identified in PacifiCorp2eVIPP 5
report. The cost effectiveness of the propiesus
unsubstantiated. In addition, the 50 MW rdoatment6
had three 0stringso attached to it in gore that
Applicants failed to disclose in its @gingUtah
testimony (Richardson Oregon Direct, pagdithés 14-
16): As testified by Mr. Richardson in Oregon:

oPacifiCorp will develop an additional
50 MW of renewable resources...at an
anticipated cost of approximately $60
million within five years after the
approval of the transaction, on the
following bases:

1 Extension of the system benefit charge andwehkes
incentive portion of the AFOR;

1 Increase in the Oregon AFOR cap on eligiblevwable
resources; and

1 Resources must pass the AFOR renewable rescoste
effectiveness standard.d(Prefiled Onedwect Testimony of
Alan Richardson, page 14, lines 14-21)

In the event the Oregon Public Utility Comsiis does
not accept these additional constraintsydtee of

this renewable 6commitmentd to the otheestavould
be in doubt.

Q. PLEASE SUMMARIZE THE APPLICANTSZA TRANSON COST
PROPOSAL.
A. Applicants propose a $135 million packagerahsition

costs, where 90% of those costs will bargéd to

PacifiCorp ratepayers;customers:

Total $135 Package:
Ratepayers:Total $P2skage:
Customers: $121.6 million
Stockholders: $6L&illion

In addition, Applicants have publicly stated ttfegy will



file for a rate increase in Wyoming before the end999.

Q. WILL RATEPAYERSCUSTOMERS BENEFIT FROM THIS $33/ILLION

PACKAGE?

A. A. TheThat is not possible to predict as ghoint.
The net benefits of the $135 million arepaekeadl only be
as real as the cost saving/efficiency ggamings,
efficiency gains and needed reliability enteanents that
ScottishPower is capable of creating.can eraata result.
If the merged company has less of an effigiamadow than
ScottishPower officials currently believe, ithaility to
create cost savings of significant sizesudfitito offset
the proposed $121 million rate commitment Wwéllessened.
Under such a scenario, rates will be incréssenario
customers may suffer rate increases to pagrfgrams that
were not necessary or of value to them. inement, the
promised 6benefitsd would not be a 6resultthefmerger.
Rather, customers are asked to buy the patdrave not
been subjected to a eeneeds/ test or, fomiider, have
not even been found to be of value hgtamers.
Ultimately, ratepayers will become inured t@eogram
package they never stated as desirableibeneith
customer money and at customer risk.

Q. THE APPLICANTS CLAIM THAT THEIR CUSTOMER GUARNTEE AND
SERVICE STANDARD PACKAGES REPRESENT A $B8LLION
PACKAGE OF BENEFITS TO THE CUSTOMERS. HOWILL THE
COST OF THESE PACKAGES BE PAID?

A. ScottishPower argues that the $55 million $thowt be
viewed as incremental costs, but owill dehieved
through efficiencies within the existing spergplans
of PacifiCorp.6 (Utah Supplemental Testimarfy Alan
Richardson 4/16/99 at page 1, lines 18-21¢ Bburce
and payment of these 6costso thus remain gengysif
ScottishPower is Again ratepayers are regsimply
reorganizing capital spending priorities autting
capital budgets, such actions, if prudehipuédd be
demanded of PacifiCorp in any event and tlzeyot be
considered Obenefitsé of the merger. eOagain,
customers are asked to 6purchased theirbgemiefdugh
investments in efficiency program$Joreover,
ratepayerspurported benefits. Moreover, ecnsets must
rely upon only a promise that higher ratef not
result from the investments. To the extdrdt the
projected efficiency savings do not enatize,



ratepayerscustomers are at risk.

Mr. Richardson has recently attempted toesse6 the
propriety of the $55 million package cost tigiming
that it will not affect customers:
0...I must clarify that the estimated
$55 million will not cause PacifiCorp4s
overall capital and revenue budgets to
increase, as discussed in my
Supplemental Testimony at 7-8. Rather,
ScottishPower will seek other
efficiencies in capital and operating
expenditures, make investments which
lead to operational efficiencies, and
modify capital projects in PacifiCorp/ZAs
existing budget. This refocusing of
investment will not have an impact on
the rates of Oregon customers.o
(Richardson Oregon Rebuttal, page 10,
lines 18-23)

This reasoning, however, is not valid. Asswygnthat
ScottishPower were to make the stated modidica to
reduce expenditures, but did not spend tfergilion

for service improvements, PacifiCorpAs cusiawould
enjoy the benefits of a rate decrease, rothimgs

being equal. No matter how the Applicantsgn the
characterization of the $55 millioservice
improvements budget, in reality thosestso are
incremental.

. HOW wWOULD YOU SUMMARIZE THE OVERALL APPRACH OF

APPLICANTS AS TO TRANSITION COSTS?

What has been placed on the table is $13tomiin
planned investments for transition relatedsassociated
with this merger. Of the $135 million, alm@§% would be
borne by ratepayers. There is no guaraami@orp
proposes that 90% be borne by customers.eTigemo
guarantee, and it has certainly not been dstreted, that
the investment can be repaid out of saviggserated
through efficiency measures. It is unlikelgttlsuch a
magnitude of efficiency gains can be squeézad the
PacifiCorp system. If not, ratepayersCustomeiidoe asked



to pay for the so-called benefits they amgpsised to
receive. Virtually all of the economic riskhthus been
shifted to the ratepayer.customer. The oahctusion to
be drawn is that there is a significant asytnyra the
allocation of risks and benefits of the pragbmerger.

B. OTHER POTENTIAL RISKS
3) EXECUTIVE1l) EXECUTIVE SEVERANCE PLAN

Q. PLEASE SUMMARIZE YOUR UNDERSTANDING OF TH PROXY
STATEMENTAS $7.0 MILLION 6PACIFICORPEXECUTIVE
SEVERANCE PLANG AND INDICATE WHETHER THOSE @STS ARE
INCLUDED IN THE $135 MILLION OF TRANSITION CSTS THAT
YOU HAVE BEEN DISCUSSING?

A. The May 6, 1999 PacifiCorp Proxy Statemeetcribes
the proposed 6Executive Severance Pland lasvil

0The PacifiCorp Executive Severance Plan
(6Executive Plan6) provides severance
benefits to terminated executives,
including enhanced change-in-control
benefits in the event of certain
terminations during the 24- month period
following a qualifying transaction,
including the consummation of the
merger. Twenty-six PacifiCorp executives
are entitled to severance pay under the
Executive Plan...0 (PacifiCorp Proxy
Statement, page 55).

To my knowledge, the Applicants have nesignated
those costs inidentified these costs as phrthe

$135 million transition program in angstimony,
exhibits or data responses that | am awére.the
other hand, they have not indicated whethesdlcosts
wouldin transition costs and have not expldiri¢hey
expect these costs to be 6above-the-line& chstrged
to ratepayerscustomers or Obelow-the&lineosts
absorbed by the stockholders. The releasigegbroxy
statement followed the Applicants/Z edir and
supplemental filings. We now have anAn dddal $7
million of uncertainty in the proposed mergmst.is
thus added to the potential merger costs.

2) BONUS AND RETENTION PLANS



Q. IN A SIMILAR VEIN, THE PROXY STATEMENT (PAGE7) SETS
FORTHALSO IDENTIFIES PAYMENTS TO PACIFICORPAEBRECTORS
ANDA RETENTION AND BONUS INCENTIVES. PLEASEUMMARIZE
THESE PROGRAMS AND INDICATE WHETHER THESEGSTS ARE
INCLUDED IN THE $135 MILLION.

A. The payments to PacifiCorp/s directors arethas the

following:

ONon-employee directors of PacifiCorp
have been granted restricted stock under
a non-employee directors/E stock
compensation plan. Stock granted under
this plan vests over the five-year plan
following the grant or shorter period to
retirement, and unvested shares are
forfeited if the recipient ceases to be

a director. PacifiCorp has agreed to pay
each non-employee director $50,000
promptly following the date the
director/&s unvested shares are forfeited
following the completion of the merger.o
(Proxy Statement, page 57).

The PacifiCorp 6Retention and Bonus Incasth are

described in the Proxy Statement as follows:

OPacifiCorp has provided retention

incentives to retain employees in key

positions through completion of the

mergeraTherefore, some executive

officers of PacifiCorp may receive

bonuses or retention incentive awards.

(Proxy Statement, page 57).

To my knowledge, the Applicants have noamtified
these costs nor have theycosts, have asigiated
them as components of the $135 million any
testimony, exhibits or data responses that laware.
Theytransition costs and have not indicatdtether
these costs willthey should be 6above-thedirtosts
charged to ratepayerscustomers or Ob#iewined
costs absorbed by the stockholders. Agasmstidden
appearance This, too, creates additionakemainty
and risk.
of these costs adds to the uncertainty of ratepasler



Q. DO YOU HAVE ANY OTHER CONCERNS ABOUT THESEESYERANCE,
BONUS AND RETENTION PAYMENTS?

A. It appears that payments to some PacifiCafficers
could be substantial. The potential for thiasds of
payments can create and distort incentives manner
that is inconsistent with the best iagts of
customers--or even shareholders. Theenéxtand
magnitude of payments that may be madeatoous
individuals if the mergeris successfabgld be
considered in evaluating the incentives aedibility
of those individuals.

4)C. CONCLUSIONS REGARDING THE TRANSITION PR®BMS

Q. THE APPLICANTS ARGUE THAT THEIR INABILITY TOQUANTIFY
BENEFITS DOES NOT MEAN THAT THE RATEPAYERXISTOMERS
WILL NOT BENEFIT AND THAT SAVINGS CAN BE CAFPURED IN
TRADITIONAL RATEMAKING PROCEDURES. DO YOU ABEE WITH
THIS CONTENTION?

A. Not necessarily. Under the traditionatemaking
process, regulatory lag is a reality. If oagds to
theWhen the uncertain and illusive benehitg twill
purportedly result from the merger are adaedormal
complications of regulatory lag,the uncertfliow of
the benefits purported to result from thnerger,
traditional rate proceedings will be cungoene and
inefficient.an inefficient means of capturipgnefits.

Q. DO YOU BELIEVE THAT CUSTOMERS SHOULD RECEIVEOME KIND
OF GUARANTEE THAT THE BENEFITS OF THEPROPOSED
EFFICIENCY MEASURES SHOULD BE LINKED TOA RATE
REDUCTION OR RATE CAP?WILL MATERIALIZE?

A. Yes. If the merged company is confidenowgh to
spend $135 million in transition investmenits is
confident that it will realizeThe Applicanteeaasking the
customers to bear significant risks associatidiu the
merger based on their confidence that nggviwill
ultimately result. The Applicants/& actuavel of
confidence in the availability of substangéficiency
gains sufficient for it to commit to rate retions or a
rate cap.can be tested through specific eateation or



rate cap commitments. An out of handreductiorate
capout-of-hand rejection of any rate guaranseggests
that the contemplated efficiencies areuagerand
unreliable and should notnot nearly as cer@snthe
Applicants suggest. As such, they cannoebed upon in
gauging purported benefits of the merger. Applicants
have presented a case where thein whichcldiened
benefitsof the merger are highly uncertain daugely
unprovable, either before or after the merged the
economic the economic risk of ratepayers suibistl. A rate
cap or rate reduction guarantee provides tihgisks to
customers are substantial. Rate guarantesd poovide a
means for equalizing risks and benefits ofrttezger.

V. OPPORTUNITY COST OF THE PROPOSED MERGE

. DOESWILL THIS MERGER PRODUCE THE TYPE ENEFITS
RESULTING FROM SYNERGIES TYPICALLY PRESENT IMOST MERGERS

WOULD?TYPES OF SYNERGISTIC BENEFITS TYPICALLASSOCIATED

WITH MERGERS?
No. ScottishPower admits that, because ofltsance

between the utilities and the lack of ovellapperating

systems, there are few synergies betweemtheampanies.

Most mergers produce quantifiable economiebtnand

significant synergistic effects to ratepayters the

benefit of customers. The proposed erergvith

ScottishPower not only does not produce tkesis of

synergistic benefits, it may very well prectua future

merger with anotherdomestic utility whichtleauld produce

these morekinds of traditional benefits.

ScottishPower goes toargues at considerignlgthto
argue thatthere are no significant synergiethat it
cannot guaranteewill result from the merged that
significant cost reductions beyond $10 miili The
irony lies in this statement which suggeststbannot
be guaranteed. Ironically, these argumertgegothat
ScottishPower is not a very good merger ichate. The
fact that realReal synergies can produceatifisble
benefits isto customers, as demonstrated gldgyby
several recent merger proposals betweenimwhather
utilities, such as Portland General Electrid &nron,
Sierra Pacific Resources and Nevada PoWastern
Resources and Kansas/Enron, SiefPacific



Resources/Nevada Power, Western ResourcesKa@ity
Power and Light, American Electric weo and
CentralPower/Central SouthwestCorporation almithern
States Power andPower/ New Century Energies.

A. OTHER AREAS OF RISK

. ARE THERECOULD OTHER ASPECTS OF THIS MERGERSBES THE
LACK OF SYNERGIESTHAT COULD RESULT IN FUTURERROBLEMS FOR

RATEPAYERSCUSTOMERS OF PACIFICORP?

Yes. ScottishPower has presented a corpstattegy

to become an international multi-utility corpton. It

has circulated among parties in this caseiadoadrant

table (Exhibit ___ (RMA-__Exhibit 9)) demorsing its

transformation from a UK electric company taalti-utility

entity in the UK, itsintention to moveto an

international position in the electricity irgtoy, and its

plan from there to become anventure into tbernational

multi-utility industry. PacifiCorp will thuserve as a

base or a platform from which ScottishPower eaactpursue

its strategic goal of becoming a multi-utilgyovider in

an international setting.

Observers of PacifiCorp have already vaseel the
risks of attempting to become an internatiomaulti-
utility. PacifiCorp/Es failed international effs left

it financially weakened, leading to arsficant
change of management and the need foroBefocus
Programo to return it to its core businessefving
theits existing customer base in the westdaies.
Having spent less than a year refocusing eitsticore
business, this merger would send PacifiCogk lrathe
opposite direction by serving as the platféommulti-
utility acquisitions. Whether PacifiCorptepayers
shouldcustomers should again be subjetdedsks
inherent in these expansive strategic gsalsighly
guestionable. PacifiCorp is once againrisit of
losing its focus on its core electridility
operations to the detriment of ratepayerscrusts.

1)In addition, the proposed merger will agodlly be
structured such that a holding compamnexd by
ScottishPower will own all of the stock of difeCorp.
As | understand it, in the future the hotdocompany
could be sold to another entity and could &g sell



other utilities without approval from this @mission.
Moreover, it is far from clear to what emt this
Commission may lose its current jurisdictiorcontrol
over intra-company transactions and cost atlons as
a result of a holding company structure. e Tiesult
may well be that this Commission could logmsicant
control that it can currently exerciseeo the
dominant electric utility in this state ansl tarent.

B. INDUSTRY RESTRUCTURING

Q. ARE THERE OTHER ISSUES WITH THIS MERGER THAJAVE LONG
TERM IMPLICATIONS FOR RATEPAYERS THAT HAVENOT BEEN
BROUGHT OUTDO OTHER ISSUES ASSOCIATED WITH THIMERGER
HAVE POTENTIAL LONG-TERM IMPLICATIONS FORCUSTOMERS
THAT HAVE NOT BEEN ADEQUATELY EXPLAINEDIN THE
TESTIMONY OF THE APPLICANTS?

A. Yes. For example, ScottishPower and PacifiChave
steadfastly refused to discuss issues rel&bimgectric
restructuring in this docket, but thatdock&hat silence
is very troubling. Whatever one/Zs viewsetdctric
restructuring, it is indisputably an issuaradjor import
to all ratepayers.Utah customers. While waaoioknow when
or how the various State Legislatures or ttfe. Congress
will enact laws to introducefacilitatendustry
restructuring, the fact that ScottishPowerais silent on
the issue gives ratepayerscustomers aedolino
information as to whether ScottishPoweouldon
ScottishPower/Zs intentions or positions. é&@mple, we do
not know whether it will support or opposasonable
restructuring efforts, its views on haw when
restructuring should take place, its positorstranded
costs or its view on other vitasues.

RatepayersCustomers are being asked to takenew partner
with whom we are to march forward into thaufe with
almost no information about what this parttieinks
regarding what is arguably the most impdrtssue
confronting the industry and ratepayerscustsrtaday.

VI. SCOTTISHPOWERAES ACQUISITIONC. ACQUISITIONTRATEGY

Q. DO OTHER ISSUES RELATING TO THE FILING REMAINUNCLEAR



>0

OR WITHOUT DISCUSSION ATINADEQUATELY DISCUSSEBT THIS TIME?
Yes. A May 1, 1998 research report on Sdo@wver by
HSBC Securities reviewed ScottishPowerftsvious
attempt at merging with Florida Progress, baéding
company for Florida Power. In spite tbe fact
thatAlthough the merger was not consuredhatthe
analysts reported that the strategy of S¢dRsver in

that acquisition would likely serve as adal for
future attempted acquisitions of U.S. utkti The
strategy centered on the following threenponents:
increase debt on the combined balance sheleé ofwo
companies; issuance ofissuance of newtyegand
divesting ofing of non-network assetsuch as
generation assets). The relevant seabiohat

report has been attached at Exhibit __ (RMAxhibit
10).

. WHAT IS YOUR CONCLUSION REGARDING THE SCOTSHPOWER
ACQUISITION STRATEGY?
It is unclear at this time what that strategyails.

If the strategy is a replication of the on#ized in

the attempt to acquire Florida Progress, thplidants

have not been forthright in their discussiafsthe

iIssue.

FURTHER DIVESTITURES

. TO WHAT EXTENT IS THIS DIVESTITURETHE ODIESTITURE®
STRATEGY LIKELY TO BE USED IN THE PACIFICORP ERGER?

. It is unclear at thistime. To the ext that
ScottishPower hopes to offset the costs ofrtbeger by

divestingthe generation assets, or to thenexthat

ScottishPower wants to focus on the wires ehdhe

business, divestiture may make sense.

WOULD YOU OPPOSE SUCH DIVESTITURE?

Not necessarily. It might be a positiseep for
addressing market power issues. My aoricence
again, is that we have inadequate informadioout the
future intentions of ScottishPower. SahtHower/As
failure to provide sufficient information toderstand
and reconcile this very criticalthis impartaissue
should concern both ratepayerscustomersegdators
alike.



2) UNSECURED DEBT INCREASE TO $5 BILLION

Q. HAS SCOTTISHPOWER ATTEMPTED TO INCREASEA®FICORP
DEBT, AS SUGGESTED BY THE ANALYSTAS REPORT?
A. Yes. PacifiCorp&Es May 16, 1999 ProStatement
requestsasks its preferred stockholderswuthorize
increasing the unsecured debt limit from $2bilion
to $7.15 billion:
OReasons for the Unsecured Debt Consent.
PacifiCorp is seeking the consent of the
holders of the PacifiCorp preferred
stock to issue upto $5 billion of
unsecured indebtedness in addition to
the amount permitted to be issued under
the present unsecured debt limit. As of
March 31, 1999, PacifiCorp had
approximately $4.1  billion of
indebtedness outstanding, of which
approximately $1.2 billion was
unsecured.

As competition intensifies in the
electric utility industry, as a result

of regulatory, legislative and market
developments, flexibility and cost
structure will be even more crucial to
success in the future... PacifiCorp
believes that the unsecured debt consent
is key to meeting the objectives of
flexibility and favorable cost
structure...0 (Proxy Statement, page
136).

Q. WAS THIS PROPOSAL INCLUDED IN APPLICANTSA AHNG WITH
THIS COMMISSION?

A. No, it was not. Mr. Green/s Exhibit__ (RR2§ the
draft proxy statement, does not contain thigpopsal.

Q. IF APPROVED, WILLCOULD THIS SIGNIFICANT INREASE IN
UNSECURED DEBT SUBJECT PACIFICORPAS RATEPAYERSTOMERS
TO ADDITIONAL RISK?

A. Yes, it would.Potentially. According ttheé Proxy
Statement (page 136), at this time, Paoifp has
total outstanding debt of $4.1 billion, of whj $1.2



billion is unsecured debt. Applicants/ requesthe
Preferred Stockholders would provide a moaatlfive-
fold increase toin unsecured debt. | mayeHavther
comments on ApplicantsA proposal after | haveewed
this in more detail.

Q. IS IT TRUE THATHAS PACIFICORP WILLOFFERED TRAY ITS
PREFERRED STOCKHOLDERS TO VOTE TO INCREASE TNEFAVOR
OF THE INCREASED UNSECURED DEBT LIMIT BY $5BILLION
IN ADDITION TO APPROVING THE PROPOSEDAND AR®DVAL OF
THE MERGER?

A. Yes,itis atrue statement.has. As provideedthe

Proxy Statement:

0Special Cash Payments: If, but only if,
the merger is approved at the PacifiCorp
annual meeting and all regulatory
approvals for the merger required under
the merger agreement have been obtained,
PacifiCorp will make a special cash
payment in the amount of $1.00 per
share...to each holder of record of
PacifiCorp preferred stock on the
PacifiCorp record date that voted FOR
the merger...

In addition, if, but only if, the
unsecured debt consent is approved,
PacifiCorp will make a special cash
payment in the amount of $1.00 per
share...to each holder of PacifiCorp
preferred stock on the PacifiCorp record
date that voted FOR the unsecured debt
consent.0 (Proxy Statement, pages 138-
139).

Q. WILL SUCH PAYMENTS ADD TO THE COST OF THE MERER?
A. Yes, they will.

3. FUTURE PACIFICORP LOANS TO SCOTTISHPOWER BNESSES3)
INTRACOMPANY LOANS

Q. DOES THE APPLICANTSZA AMENDED AGREEMENT ANPLAN OF



MERGER CONTEMPLATE GINTRA-SCOTTISHPOWERGO LOIS AMONG
AND BETWEEN SCOTTISHPOWER BUSINESSES?
A. The filed amended agreement does notcatdi any
plannedwhether any loans are planned betwaeifi®orp
and ScottishPower.

Q. ARE YOU AWARE OF ANY EXISTING LOANSBETWEEN
SCOTTISHPOWER BUSINESSES?

A. Yes, | am. Based upon Manweb plc.Manweb#Athly
financial reports made available to me, lawmareshow
that Manweb has consistently made 6loangimnwithe
ScottishPower family with an averagetstanding
monthly balance of (215.2 million for the AprD96 to
March 1998 period (Applicants/£ Respotse WIEC
2.3(a)). | do not have access to rileeessary
documents to ascertain the donors or betwfa of
these intra-company loans.

Q. SHOULD PACIFICORP RATEPAYERSCUSTOMERS BE LOANG FUNDS
TO OTHER SCOTTISHPOWER COMPANIES?

A. No. If it is ScottishPower/Zs intentida use
PacifiCorp cash flow as a partial funding meeabm for
activities undertaken elsewhere in the t&td®ower
family of businesses, PacifiCorp ratepaybmutd be
Oheld harmlesso forcustomers should be haldnless
from any risks associated with suchivdes,
including any foreign exchange risks. 8sbPower
has made its intention to become an internatioulti-
utility well known. To the extent thatéfiCorp
ratepayers are beingcustomers are used fasidang
mechanism for such actions, the econonsks to
PacifiCorp ratepayerscustomers inherant this
proposed merger simply becomes greater.ineseas

4) THE SCOTTISHPOWER &SPECIAL SHAREG

Q. MR. RICHARDSON REFERS TO THE SCOTTISHPOWER BSPAL
SHAREG® HELD BY THE UK GOVERNMENT (UTAH SUPPLEENTAL
TESTIMONY, PAGE 18). WHAT IS YOUR UNDERSTANDNIG ABOUT THE
SPECIAL SHARE?

A. The 6Special Share6 apparently acts as adituk



Osafety netd to ensure that no company canii&cqg
controlling interest in ScottishPower with@ansent

of the UK government. Moreover, it is notarlevhat
standard the U.K. Government would apply iarebsing
its rights under the Special Share. The $$&hare

was described in the Proxy Statement as faliow

The ScottishPower Special Share The. U.
Government (through the Secretary of State f
Scotland) holds a special rights nonngti
redeemable preference share, whish
redeemable at par (1) only at the optidn
the Secretary of State for Scotlantde T
special share, which may only be held by t
U.K. government, does not carry any rigtas
vote at general meetings, but does entitte t
holder to receive notice of, attend andagpe
at general meetings. The articles dpeci
matters, in particular the alteratiaf
specified provisions of the articles inclugli
the provision relating to limitations whi
prevent a person from owning or havang
interest in 15% or more of ScottishBow
voting shares require the written conseht
the holder of the special share. Th&.U.
government, as holder of the special eshar
does not have a right to appoint or nomeina
directors to the ScottishPower Boaoil
Directors.

If the holding company structure is addpte
the special share in ScottishPower \wél
cancelled and replaced by an equntale
special share in New ScottishPower, whidh wi
be issued to the Secretary of State f
Scotland. The New ScottishPower speciakesha
will have the same rights as the specialesha

in ScottishPower, together with addiébn
consent rights specified in the articldsg t



purpose of which will be to ensure thmat
persons other than New ScottishPower al
able to own or have an interest in moranth
15% in aggregate of the ScottishPowemgpti
shares without the Secretary of ZEste
consent.6 (PacifiCorp Proxy Statement, May
1999, page 122)

Q. HOW MIGHT THE SPECIAL SHARE AFFECT FUTURE &0
REDUCTION OPTIONS FOR PACIFICORP CUSTOMERS?

A. The 6Special Shared could possibly prevaent
future takeover of ScottishPower by a ytili
that could produce significant cost reductions

V. CURRENT RISKS SURROUNDING SCOTTISHPOWER/ASERATIONS
AND GLOBAL STRATEGY
Q. SCOTTISHPOWER HAS EMERGED IN THE UK AS ANG&GRESSIVE
MULTI-UTILITYWHOSE INTENT IS TO MOVEON MOVINGINTO THE
GLOBAL MARKET. ARE THERE RISKS ASSOCIAD WITH
SCOTTISHPOWERAS STRATEGY?
A. There is aA multitude of risksthat have begio be
recognized by regulators and the financammunity
surrounding the actions and strategystrategpestishPower
seems to be employing. Such risks can bgeoaged by the
following breakdown;include the following:
1 Risks associated with current UK operations
7 Earnings risks of:
1 Manweb
1 Southern Water
1 ScottishPower Transmission
Capital expenditure program risks

1
1 UK industry restructuring
1 US expansion plan risks

A review of UK regulatory information indies that
ScottishPowerZs financial strength could Wwelbn the
downturn. The critical factor isthat
volatilityVolatility in ScottishPowerAs Ukarnings
base could influence corporate decisicegarding
PacifiCorp operations. Such a down swingdwd-swing
in the financial status of the UK operatioinslight

of ScottishPower/&s focus on meeting kétolders/AE
dividend expectations, is likely to placddgional



pressure for cost reductions in the PacifiGygtem.

Q. YOU INDICATED THAT SCOTTISHPOWER IS LIKELY TG-ACE NEW
RISK TORISKS IN CONNECTION WITH ITS CURRENEARNINGS.
COULD YOU PLEASE EXPLAIN?

A. ScottishPower/&s earnings could declineer othe
foreseeable future due to increased E#ulation
mandating revenue reductions in amimer of
ScottishPower/Zs holdings.

In a Wyoming data response ScottishPower centeéd on
this increased regulation in the UK:these Wiulatory
changes:

0...priced... [P]rice controls have
become tighter at each review since
privatization. In the case of
generation, the allowed revenue from
generation purchases for ScottishPower/ZAs
domestic and small business customers
reduced by 24% in real terms from an
indexed price established at
privatization in 1990 to a market based
price in 1997/98. All this is clear
evidence of tighter regulation.o
(ScottishPower&£s Response to WIEC
1.12(a)).

A May 21, 1999 news article characterized Wkities
at a Ostrategic crossroadso:

O0Strategy and regulation issues will be
to the fore when British power and water
companies kick off their year to March
industry reporting season next week. The
sector is racing to secure new income
streams, as tightening regulation
restricts core business growth. Analysts
expect some casualties along the way...0
(BUK Utilities at a Strategic
Crossroadso, Reuters, May 21, 1999)

ScottishPower recognizes the tightening a@fulation,
but believes the effects on earnings aodsequent
risk to stockholders and ratepayerscustonneay be
Ominimizedo by operating more efficiently:



0Since privatization of the UK
electricity industry in 1990-91, the
group has experienced tightening
regulation. Revised price controls
governing the groupZEs electricity supply
activities took effect from April 1,

1998 with a potential further review
from April 1, 2000. Reviews of the price
controls governing the groupZs
transmission activities, distribution
activities and water business are
underway and new price controls take
effect from April 1, 2000. In addition,
wide-ranging changes to the framework of
regulatory and industry structure is
under discussion as a result of HM
Government/Z&s Green Paper issued in 1998
and proposals by OFFER. Management
believes that by operating efficient
customer focused businesses regulatory
risks are minimized.6 (ScottishPowerZs
1998 SEC Form 20-F, page 6).

ScottishPower, however, has not explaineduantfied
these more efficient operations or hdweyt will
Oominimized increased regulatory risk¥Vhether
ScottishPower can provide sustained easnigi@wth
under a long-term scenario of tighter UK regioin is
being carefully monitored by investors:

oScottishPower  Under  Pressure:

ScottishPower finance director lan

Russell will be fending off questions

about the effect of ever-tightening

regulation on the utility giantZs income

as he unveils its preliminary annual

results next Thursday...analysts will be

looking for reassurance that

ScottishPower can protect its revenues

in the face of efforts by water, gas and

electricity regulators to reduce prices

for consumers...0 (Accountancy Age,

April 29, 1999).

Q. ARE SIMILAR RISKS APPARENT IN SCOTTISHPOWHERS OTHER
OPERATING COMPANIES?



A. Yes. On November 3, 1998, one month ptmrthe
announcement of the PacifiCorp acquisititgody/Zs
Investor Service placed certain ScottishRogenior
debt on review for possible downgrade becanfs¢he
potential for a 20% rate reduction mandatediry UK
water regulator (6OFWATO) for ScottishPowerdesithern
Water Company:

OMoody/s Investors Service Tuesday has
placed the long-term senior debt ratings

of Scottish Power plc (6Scottish Powerd
rates Aa2) and its wholly-owned
subsidiary Southern Water Services
Limited (6Southern Water6 rated Al) on
review for possible downgrade. The
review is prompted by the prospect of
significant reductions in regulated
earnings, particularly at Southern
Water, at a time when Scottish Power is
considering international
expansiona(ScottishPower PLC Put On
Downgrade Review By Moody/4s, Dow Jones
Newswires, November 3, 1998).

ScottishPower has criticized and resis@&WATAES
proposed price decrease. Recent media rapditate
that Southern Water and OFWAT are nlose to
resolving their differences:
OWater Groups Defy Price Cut Demand:
Three of the UKAS biggest water
companies yesterday threw down the
gauntlet in their battle with the water
regulator, Ofwat, over the amount they
can charge customers for the next five
years. Only one, Thames Water, is
proposing a cut in bills...

ScottishPower, owner of Southern Water,
brushed aside demands for a cut,
proposing to raise bills 3.5 percent
next year and 3 percent above inflation
until 2005...The proposals are in stark
contrast to demands for hefty price cuts
from lan Byatt, director-general of
Ofwat, last October. In Southern/Zs case,
he wanted a 17.5 percent price cut next



year.

Nigel Hawkins, utilities analyst at
Williams de Broe, said: e&There&£s a gap
between the proposals of Ofwat and
Thames Water, but with ScottishPower
itAEs more like a chasm./ (The
Independent, April 10, 1999)

As reported in The Scotsman on April 10,299
0ScottishPower was yesterday heading for
a clash with the water regulator, lan
Byatt, countering his proposals for
hefty price cuts at its Southern Water
subsidiary with plans for a rise
instead.

...Southern  Water, bought by
ScottishPower in 1996, has above average
bills at an expected 273 in 1999-2000,
against 245 across the UK, and was
facing a 17.5 percent initial price cut.

But ScottishPower argued yesterday that
Government plans announced last month to
force the water industry to spend an
extra 8 billion overall for 2000-2005 on
environmental improvements would now
land Southern Water with a bill for an
extra 500 million on top of the 1

billion it had already earmarked.

...However, more heated negotiations
between ScottishPower, the other water
companies and the regulators are
expected in the next few months. Mr.
Byatt is due to publish revised
proposals in July, with a final decision

in November.06 (The Scotsman, April 10,
1999).

Q. ARE THEREDO SIMILAR REVENUE RISKS FACINGFACE MNWEB?
A. Yes. The Manweb operations are also cotifngnthe

prospect of new price controls which wistrict

current revenue.revenue:



OManweb, Scottish Power& s Regional
Electricity Co., also faces the
possibility of significant tariff
reductions. While the debt profile of

the group-in the absence of any U.S.
activity-is not expected to rise
significantly, the pricing reviews will
weaken cash flow from 2000 and impair
debt protection measurements and
financial flexibility.6 (ScottishPower

PLC Put On Downgrade Review by Moody/ZEs,
Dow Jones Newswires, November 3, 1998).

OFFERAEs intends to publish its final pricentrol
proposals on November 1999.

. WHAT ABOUT THE CURRENT RATES SET ONFOR SCUOBHPOWER
TRANSMISSION?
A similar situation exists with the rastructure
currently in place at ScottishPower transiois.Once
again UK regulators are reviewing the entrrate
structure and will soon decide on new rdtas the
years 2000-2004. The decision by OFFER igetgqa in
November of 1999.

. HAVE THESE INCREASES ININCREASED REVENUE RISKESULTED
IN SCOTTISHPOWER REDUCING ITS CAPITAL INVESTMET IN THE
UK?
. No. In fact, the opposite seems to be tase.
ScottishPower has already obligated itselffund
significant UK capital improvements livanto
thefuture:

future. OFFERAEs February 1999 Busines® Raview
indicates that ScottishPower is icoating
significant increases in capital spending the

future:

0...The companies/£E projected, real
increases in the average annual level of
gross capital expenditures for the five
years from April 2000 to the average
during the six years preceding April
2000 are 19 percent for Scottish Hydro-



Electric and 67 percent for
ScottishPower.6 (6Reviews of Public
Electricity Suppliers  1998-2000:
Business Plans for Transmission
Businesses in ScotlanduConsultation
Papero, February 1999, Section 1.20).

Q. HAS THIS INCREASING RISK TO REVENUE HAD ANYMPACT ON
SCOTTISHPOWERAS GLOBAL STRATEGY?

A. Apparently so. Moody/Zs Investors Serviceagsed a
concern that ScottishPower/Zs internatiaglansion
plans were primarily being used as an effoprop-up
its languishing earnings in the UKithw the
corresponding increase in financial risk:

0In order to counter declining regulated
earnings, the group has indicated it

will  pursue further business
opportunities in the UK, as well as the
possibility of a significant U.S.
acquisition. Moody/Zs review will focus
on the groupZEs appetite for increased
financial risk in order to meet
shareholder demands,6 the rating agency
said.60 (ScottishPower PLC Put On
Downgrade Review By Moody/4s, Dow Jones
Newswires, November 3, 1998).

UK investors have expressed similar concexbsutthe
amount of expansion in America and the enstisig
Olnvestors Fear Trend to Buy US
Utilities: UK institutional investors
have voiced concerns about a move by
British  utilities to buy their
counterparts in the US. Complaints about
the trend came a month after
ScottishPower became the first non-US
company to enter the...US electricity
market with its...bid for PacifiCorp...0
(Financial Times, January 13, 1999).

Q. IT APPEARS THAT SCOTTISHPOWER HAS INCREASINGSKS OF
REVENUE DECLINE IN ITS UK OPERATIO®N HAS
SIMULTANEOUSLY COMMITTED TO MAJOR CAPITAL EXENDITURES
IN THE UK, AND NOW IS PURSUINGA GLOBAL EXPAN®N THAT
ENTAILS PAYINGINCLUDES PAYMENT OF A SUBSTANTIA PREMIUM



FOR PACIFICORP? HOW IS THIS LIKELY TQAAFFECT
RATEPAYERSPACIFICORP. HOW COULD THIS AFFECCUSTOMERS
IN THE PACIFICORP SYSTEM?

A. The increasing risks to revenue that Scd®shker is
fighting in its UK operations will result irdditional
pressure forthere to be major cost reductamkrevenue
increases throughout the PacifiCorp systemly @rough
such reductions will revenue flow inDramatastreductions
could permit revenue to flow from the U.S. @i®ns to
help offset these growing financial risks. discussed
above, it is Whetherunclear whether such hictions are
feasible is, as without declines in qualitysefvice and
reliability.

A. argued above, unlikely.

Q. YOU MENTIONED ABOVE THERE ARE PROPOSED PONM@CHANGES
REGARDING INDUSTRY RESTRUCTING IN THE UK. HOW WL THIS
AFFECT SCOTTISHPOWER?
A. In 1998, HM Government issued a far-raggidGreen
Paperd on electric utility industry restruatgr the
effects of which are yet to be evaluated for SsloRower.
Olt is not clear how these changes witipact
ScottishPower.6 (Applicants/AE Response to WIEC DReguest
1.12(e)). However, the extent to whiahdustry
restructuring results in additional downward gsige on
prices will require that ScottishPower adjust pe@tions
to offset any potential loss in current revenue.

VIl. ADDRESSING MERGER RELATED RISKS IN OTHER RENT U.S.
MERGERS

Q. THERE HAVE BEEN NUMEROUS PROPOSED AND ENAEDSEVERAL
ELECTRIC MERGERS IN THE U.S. DURING THE LASTE®V YEARS.
HOW WERE THEHAVE MERGER-RELATED RISKS ADISSED IN
THOSEBEEN ADDRESSED IN OTHER PROCEEDINGS?

A. There have been several mergers thae hbeen
conducted or that are currently proposdectahgA.

Several mergers have been concluded or arentlyrbeing
pursued among a number of U.S. electric comegarin every
case, the merger hasmost cases, merger afgphave been
conditioned ona set of commitments and coowitidesigned
to protect ratepayer economic exposure. ohewing is a



highlight of thecustomers from exposure t&sig-ollowing
is a brief discussion of summary of severeént mergers
and certain accompanying conditions.

conditions.

Sierra Pacific- Nevada Power (December 1998The
Nevada Commission (Docket No. 98-7023) appd the
merger but only after shifting the majorityesfonomic

risk to stockholders. The following lamge was
adopted byincluded in the Commission order:

0The Commission finds that the merger
savings are estimates. Furthermore, when
analyzed on a net present value basis,
the Commission agrees with the UCA in
that the benefit to cost ratios become
uncomfortably low. a. Therefore, the
Commission finds that the risk of
actually realizing merger savings should
be placed squarely on the Joint
Applicants. (IlIA2).

Given the uncertain benefits associated
with this merger, the Commission finds
that it is not appropriate to place on
ratepayerscustomers the risk that they
will have to pay for merger costs
without receiving merger benefits.
Utility management designed the
transaction, arranged the terms and
incurred the costs.6(l11B2).

American Electric Power G Central andutBoWest
Corporationid In the eleven statethisvetestate
merger, the companies have proposed a rageefnentil
the year 2005.2005:

0The merger will form the largest
electric utility holding company in the
United States, serving 4.6 million
customers in the United States (11
states) and more than 4 million
customers in the United Kingdom.6 (CSW
Merger Update, parenthetical added).



As a result of the settlement
negotiations, AEP has pledged to
establish performance standards to
maintain or improve customer service and
system reliability, to apply to join a
federally-approved regional transmission
grid organization, and to keep its base
rates unchanged until 2005.6 (Dow Jones
Newswires, April 26, 1999).

0The Oklahoma Corporation
Commission...signed a final order
confirming its May 11 decision to
approve the proposed merger...The final
order also provides a partial
settlement... Among the terms of the
Oklahoma settlement, AEP and CSW have
agreed to share net merger savings with
customers of CSWZAs subsidiary Public
Service Company of Oklahoma (PSO), as
well as shareholders, effective with the
merger closing; to not increase PSO/Zs
base rates above their current levels
prior to Jan 1, 2003; to file to join a
regional transmission organization by
Dec. 31, 2001; and to implement
additional quality-of-service standards

for PSO.0 (PR Newswire, May 17, 1999)

Northern States Power 0 New Century &esr QO
Asimilar rate freeze is anticigt in
Colorado.Colorado:

OIf the deal is completed, the combined
company would have 4.5 million electric
and natural-gas customers in 12 states
stretching from the Canadian to Mexican
borders and revenue totaling $6.4
billion a year...6 (6Northern States
Power, New Century Agree to Merge in $4
Billion Stock Deal6, The Wall Street
Journal, March 26, 1999).

Colorado regulators say a similar rate
cut could emerge from this deal. seWe



will review this merger to make sure the
ratepayerscustomers are not
disadvantaged,/ £ said Terry Bote,
spokesman for the Colorado Public
Utilities Commission. (bMerger Energizes
Utilityd, Rocky Mountain News, March 26,
1999).

Western Resources ( Kansas City Power & Liigint its
direct case, the Missouri Commission staffaggal the
proposed merger. A four year rate maoramo was
recently stipulated by the parties:

OMissouri Public Service Commission
staff have recommended against approval
of a proposed merger involving Western
Resources Inc. and Kansas City Power and
Light Co. The Commission said in a
statement issued Tuesday that staff had
concluded in testimony that the merger

in its present form is detrimental to

the public interest and should be denied
unless various conditions are accepted
by the companies.

g The Companies/Z proposed regulatory plan
for rate treatment of merger costs and
savings, if adopted, will lead to

Missouri customers receiving very little

or no rate benefit&, said staff account

Mark Oligschlaeger in filed testimony.0
(bMissouri PSC Staff Oppose W.
Resources/KCPL Mergerd, Reuters, April
27, 1999).

A stipulation was recently announced betw&®estern
Resources and the Kansas Corporation CommisStaff.
One of the proposed recommendations for sediht was:
O0There will be an electric rate
moratorium of four years beginning on
the date the transaction closes.0
(Western Resources Press Release, May 6,
1999).



Q.

IT WOULD APPEAR THAT EACHTHE MERGER APPROYAORDERS
DISCUSSED ABOVE INVOLVES SOME R®M OF
CONDITIONINGIMPOSED CONDITIONS AS A MEANS TAPROTECT
RATEPAYERS INTEREST.CUSTOMERSA INTEREST®DO YOU
BELIEVE THAT SIMILAR CONDITIONINGCONDITIONS $1OULD BE
APPLIEDORDERED IN THIS MERGER APPLICATION?

As detailed above, | do not believieatt the
transaction as currently proposed by the Ajapiis is
in the public interest. The benefits arecspative
and uncertain and the risks are substantdl a
minimum, | believe that a number ofln miew, the
proposed transaction cannot be considerdakipblic
interest unless it is changed significantlyrough
mandatory or voluntary conditions would becessary
before a public interest finding could be mafldlist
of appropriateconditions, so as tdeatively
conditionsplace all of the risks of the mergar the
Applicants & shareholders.

VIll. MERGER CONDITIONINGCONDITIONS

WHAT TYPE OR FORM OF CONDITIONINGTYPES ORORMS OF
CONDITIONS WOULD YOU SUGGEST THIS COMMISSIOONSIDER
FOR THISIF IT APPROVES THE MERGER?

| have not yet been able to develop, nor Haeen, a
complete set of merger conditions that | velievould
be adequate to minimize risks to iff@aa@rp/AEs
customers. It is possible that an adequsate of
conditions could be developed, but ibwd be
complicated. If the Commission wishes to diepe set
of conditions, a good starting pointould be
conditions imposed by UK regulators in conrmctwith
this and previous acquisitions by SsbRower,
conditions agreed to by or imposed on the &ppls in
other states in connection with this proposeerger,
and conditions utilized in connection with etlecent
mergers. Among the areas that should besred by
conditions are the following:

1. ScottishPower should be directed to cdrewey claimed
Oefficienciesdforced to convert its claimedticiencies and
cost reductions into price stability or grieduction
guarantees. A five yearfive-year periogwch rate
conditioningguarantees should be applielis Would
berequired, consistent with the five-yeandsd flow that
the Applicants have suggestedassured usesililt from



their actions.
2. ScottishPower should be required to adcm#quate
Osafety netd conditions to insulate
the acquired companies from thmarent.
SimilarPacifiCorp from acts and risks o iparent
and affiliates, including the requrentswere
imposed in connection with the SoutheWater
acquisition.

1. 3. ScottishPower should be requiredseéparate
financings in order to ensure that investis@ne properly
made for each of the acquired companiesnhpanies,
including those required in ScottishPoweg&suisitions
such conditions were imposed.UK acquisitions

2. 4. ScottishPower should be required toflstrict
O0arms-length transactionsoé criteria betwéergroup
companies. This is commonly referred toiag fencing and
Is a requirement ofor among related comgamneluding
oring fenced conditions like those requingdOFFER.
ScottishPower should also be required tosent to
continued jurisdiction and control by thisr@mission over
affiliate transactions and cost allocations.

5. ScottishPower should be required to tnsect
conditions before distributing dividisn from
PacifiCorp. The UK regulators have i@t such
conditions:PacifiCorp  dividends, including
requirements imposed by UK regulators:

OOFFER has proposed that, before
recommending or declaring any dividend
or other distribution, the directors of

a PES should certify to the DGES that
the licensee is in compliance with the
ring-fencing conditions of its PES
license and that payment of the dividend
or making the distribution would not
result, either alone or when taken
together with any other reasonably
foreseeable circumstance, in a breach of
such conditions.6 (February 11, 1999,
OFFER, OMoadifications to Public
Electricity Supply Licenses Following
Takeover; Response to Consultation by
the Office of Electricity Regulationd,
page 8).



X. CONCLUSIONS

Q. WHAT ARE YOUR CONCLUSIONS REGARDING THE APPLKTION FOR
MERGER?

A. The ApplicantsZ filing fails to show anfighative
case that the benefits of the proposed meegeial or
exceed the economic cost to be incurred by ratepay&he
proposed transition program plan, a necessaryautidal
part of the Applicants/ strategy, contains a $a 2dillion
commitment on behalf of ratepayers todarwrite
approximately 90% of the program package costsudh an
investment is to be rate neutral, this $121.6 omlidollar
expense must be offset with an equal or greasduie in
operational savings. The extent to which thasoant of
efficiency gains can be realized in the PacifiCeygtem is
highly uncertain. The Applicants have based tasgument
that such costs savings do exist primamyg two
observations; first, their experience in transfergntManweb
and secondly, the 6high level6 benchmarking thegleyed to
identify PacifiCorp as a merger candidate. Thecherarking
exercise, | believe, produced results that arebest
spurious if not misleading. By their own adross the
Applicants acknowledge that the benchmarking egercannot
be used as a basis from which to design Bpeodst
reduction efforts. Equally unfounded is the usevtanweb
as their dmodeld for successful cost redustitm be
undertaken at PacifiCorp. The starting poirdnfr which
they will begin to seek efficiency gains at P&Xoirp is

far different than the starting point they camfted at
Manweb. As highlighted in my testimony, manpowertuctions
are limited at PacifiCorp compared to Manweb, otidun of
duplicative services is also limited, and theesegn of
customer service support facilities has alyedeen
undertaken through the 6Refocus Programa.

In essence, what the Applicants have placed otattie is
a promise; a promise that they will seek to rechast at
PacifiCorp if ratepayers are willing to invest $1@illion.
Beyond the promise there exists no plan of acaod no
affirmative showing that ratepayers have ast@dsuch
investments or are willing to pay for the estments.
Instead, we are left with an asymmetrical diigfcost
equation, where the benefits to ratepayers reonaiertain
and are incapable of being quantified whie tosts
imposed presents a well-defined economic risk.



In order that ratepayers are not unjustly exposedhe
significant amount of economic risk thimerger
entails, the application should be denidd.the
Commission should choose to approve therger
application, the approval should benditoned
according to those specific conditions outlingbove.
A key component of this conditioning shoutld rate
commitment on the part of the Applicants pimvide
either a rate cap or rate reduction effeciatethe
time of the merger and to be in effectiee five
years. The Applicants have expressed utmost
confidence that they can deliver sizable csstings
over the next five years. Their commitmensach an
objective should be matched by an equal camanit to
ohold harmlessd the ratepayers who will undégvthis
adventure. 6. Stringent reliability conditorshould
be developed and imposed to ensure thatfi€orp
customers do not suffer degradations ialityu of
service or reliability as a result of theerger.
Among other things, the consequences fduréa to
meet reliability requirements or guarantdesutd be
commensurate with the potential econolmm to
customers.

IX. CONCLUSION
Q. PLEASE SUMMARIZE YOUR CONCLUSIONS ABOUT T MERGER
APPLICATION.
A. The Applicants/& filing fails to estsh an
affirmative case of demonstrable benefitshefproposed
merger that equal or exceed economic risk®sts to
PacifiCorp customers.

Efforts to recover acquisition premiumsnsition
costs and transaction costs, to shore up taicey.K.
returns and to fund significant shareholdendends
will create tremendous pressure to slasisgnnel,
maintenance and operating budgets andr atbsts,
resulting in significant risks of reducedatjty of
service and reliability degradations ovandj with
the potential for staggering economic dges to
PacifiCorp customers.

Expenses necessary to implement theliggnts/AE
proposed transition program include $121.Koni in
customer commitments to underwrite approxihg&6% of



the program package costs. In ordebeorate
neutral, the $121.6 million in expenses mitatnately
be offset by equal or greater operationalrsgs:i The
extent to which this degree of efficiencging are
available in the PacifiCorp system is uteiar and
unsubstantiated. Neither the Applicantsf&imed
experiences with Manweb nor their Ohidgwveld
benchmarking analysis produces med&mingor
guantifiable results that can be used uppert a
finding of merger benefits. In essence, tippliants
propose to try to reduce PacifiCorpAests by
investing $121 million in customer funds. Bay that,
there are no guarantees, commitments, plarRgton
or affirmative showings that the proposegiestments
are needed or desirable or will produce theipated
savings.

The merger proposal produces an unfair anchiesgtrical
benefit/cost equation. Benefits to customeeshaghly
uncertain, speculative and incapable of gfiaation.
Customer risks are apparent. To avoigstomer
exposure to these risks, the applicatiboukl be
denied or significantly altered through valary or
mandatory conditions designed to insulatstomers
from both rate and reliability riskslf the
Applicants/£ shareholders desire to procedtl this
merger despite the absence of demonstrabkdfitserio
PacifiCorp customers, they and they aloneishdear
all significant risks of the merger. Customeshould
be held harmless. Meaningful rate/cedtiction
guarantees, financial assurancedjabiity
conditions and other meaningful protectiom®wd be
required

Q. DOES THIS CONCLUDE YOUR TESTIMONY?
A. Yes.



