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Monday, August 2, 1999: 9alth.

CHAIRMAN MECHAM: Okay, t's go on the
record in Docket No. 98-2035-04 eetltin the
Matter of the Application of PacifiGoand
ScottishPower PLC for an Order Appngvihe
Issuance of PacifiCorp Common Staogkd let's
take appearances for the record.

MR. HUNTER: Edward Hungerd James
Fell representing PacifiCorp.

MR. BURNETT: Brian Burhahd Jamie
Van Nostrand representing ScottishFPowe

MR. GINSBERG: Michael Gherg
representing the Division of Publidlities.

MR. TINGEY: Doug Tingeyrfthe
Committee of Consumer Services.

MR. FARR: Brian Farr fbee Utah
Department of Economic and Commundgrimic
Development and the Board of BusimessEconomic
Development.

MR. REEDER: Good morningy name is
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Robert Reeder. | appear this morfong group
of industrial users under the acrotyiaC. Our
names and addresses are already re¢hed.

MR. MATTHEIS: Peter Matth appearing

6
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on behalf of Nucor Steel.

MR. DODGE: Gary DodgeRarr
Waddoups, appearing on behalf of aigyaf
customers called the Large Customeufr

MR. McNULTY: Matthew Mchty from Van
Cott Bagley, on behalf of the Utah édgated
Municipal Power Systems.

MS. WALKER: Joro Walkevith Land and
Water Fund.

MR. SANDACK: Arthur Saraka on behalf
of the International Brotherhood oédtical
Workers, Local 57.

MR. RANDLE: Steve Randlebehalf of
the Utah Farm Bureau Federation.

MR. FOX: Jeff Fox on bifud
Crossroads Urban Center and Salt Cddamunity
Action Program.

MR. CRABTREE: David Crad® on behalf
of Deseret Generation.

MR. ALLRED: Steven Allr@sh behalf of

Utah League of Cities and Towns.
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CHAIRMAN MECHAM: Any otmg? Not that
that isn't enough. Okay. Thank you.

All right, Mr. Ginsbergoy wanted to
go through the witness list.

7
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MR. GINSBERG: What | wiagng to at
least determine right up front is réheere some
witnesses that were listed who thesis mo need to
appear, and there were some that dageecertain,
and | guess | was trying to determnket people
know who would need to come and whaldwa't, and
whether Mr. Talbot, and | understamdthe
Committee, is here today, and whetheother
Committee witnesses will be needed.it $/as just
generally the issue. The ones tleewsted
earlier, Mr. Davis, Dolan, Fox, Mall&yrks,

Nielsen. | assume now all the DG&Tnesses
wouldn't be needed.

MR. HUNTER: That's cotrec

MR. GINSBERG: Does anypoeuire any
of those witnesses, or are there sttt aren't

needed?

MR. HUNTER: The applicauon't need
any of the Committee witnesses. Vitethem

undetermined to start with. The aggpiis also

don't need to have the U.S. witnestherstand.
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| think the schedule we handed toGbenmission
addresses our position on whetheobwe need
the other witnesses.

MR. FOX: Do the appliceineed a

8
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representative from Crossroads antiLsék
Community Action Program?

MR. HUNTER: Only for purpes of
providing evidence on the motion, thation or
stipulation, which will be heard byt@ommission
probably sometime tomorrow.

MR. SANDACK: Do the apgants need
Mr. Newman?

MR. HUNTER: Yes, we do.

CHAIRMAN MECHAM: Well, duppose the

expectation from the Commission ig tha
guestions arise that need to be arsirtbiat can
only be answered by those witnesseYl, mave to
provide some means, by telephonelmratise, of
getting the answer. So --

MR. TINGEY: Can we aslarfyone wants
any of the other Committee witnesses?

MR. REEDER: Mr. Talbotdaklr. Gimble.

MR. TINGEY: Yes. Mr. Bwald and
Mr. Chernick you do not need?

MR. HUNTER: It appearso®the
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case. Part of the problem is, wméilhear the
stipulation witnesses, and see if thefer
questions to others, we won't be dure] don't
anticipate anyone other than Mr. Tathal

9
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Mr. Gimble.

CHAIRMAN MECHAM: Mr. Dods?

MR. DODGE: | think we caocommodate
you with Mr. Talbot this morning if veéand beyond
the stipulation.

MR. TINGEY: Mr. Talbot much more
flexible than the others. It will M¥. Chernick
we need to schedule.

MR. DODGE: We're okayhihat.

CHAIRMAN MECHAM: There am, if
guestions arise that need to be arslyare'll

have to provide some way, not necdgsar
airplane, but perhaps by telephorengwer them.

MR. DODGE: The applicahtse also
said that they don't need the Commantd

Economic Development witnesses, angnobably

would not have them come, unless sometse

needed them. We would not need tottal

Mr. Davis. We would like to talk torMVinder.
MR. McNULTY: It's my undganding

that the applicants do not need MmniBlgrom
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U.S., unless there is anybody else febls like
they would want to take some time \hiiti. If
not, | would just like to proffer Hisstimony for
that time on Friday, when it's schedub go on.

10
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CHAIRMAN MECHAM: He's setluled to go
on Friday. Any response?
MR. GINSBERG: Also, iglit of the
stipulation, the schedule may movitle lquicker
than it would have otherwise. Do ymant to just
keep the witnesses at the times tieat &re
scheduled now or have them see hgods?
CHAIRMAN MECHAM: Well, ifve're moving
more quickly, I'd just as soon keempgpyou
know, unless there are absolute dageain that
need to be adhered to.
MR. GINSBERG: The onlyednwas told
had to be on a certain date was Mm&0
MR. SANDACK: Mr. Newmas mot
available later in the week. He'sfeeEriday.
CHAIRMAN MECHAM: Okay. W1, we might
just skip over him and move to thetrome if
we're there early.
MR. TINGEY: With respeotthe
Committee witnesses, it appears lg@pte only

want Mr. Talbot and Mr. Gimble, whiale're pretty
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flexible on. Unless the Commissiomtsahe other
two, and then they are in anotherihgaand will
not be available until a week fromapdso just

to keep that in mind if you have qiosst for
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them.

CHAIRMAN MECHAM: Okay.

MR. MATTHEIS: With resgeo
Dr. Goins, | would like to leave hiwrfThursday.
That's by far the best date for hide has
conflicts.

MR. REEDER: And if it'stn
inconvenient, if you would prefer, wen have Drew
Baker come on the present schedulehab
Thursday.

CHAIRMAN MECHAM: Well, wiéhold to
those, but again, if we're ahead bédale we'll
move where we can forward. Okay. nfle¢s begin
with the four-party --

MR. HUNTER: One procedumatter. |
request that Mr. Fell be admitted tacfice
before the Commission for the purpagehis
proceeding.

MR. REEDER: No objectiove'd welcome
him.

MR. BURNETT: I'd alsodilo request
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that Jamie Van Nostrand be admittqataatice
before the Commission for purposethisf
proceeding.

MR. REEDER: No objectiove'd

12
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welcome him.
CHAIRMAN MECHAM: All righ we'll
grant both.
MR. BURNETT: Thank you.
CHAIRMAN MECHAM: Thank yo
Then let's go with therfoutnesses
who are sponsoring the stipulatior ae'll
identify each separately, and therl ssear you
all'in.
(Exhibit Stipulation 1 abéU
1.0SR marked for idengfion.)
CHAIRMAN MECHAM: Okay,tls go back
on the record. While off the recox@, marked the
stipulation signed by the Divisionge tGommittee,
PacifiCorp and ScottishPower as Séiponh 1.
Mr. Alt, who will testify shortly, haan exhibit
which we have marked as DPU 1.0S&erttitled
Summary List of Division Merger Conalits.
Okay. We have the foumnesses
sponsoring and here to support theustiion 1.

I'm going to have each one identintiselves, and
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identify the party they're represegtiand then
we'll swear them in. Go ahead. Wl identify
yourself?

MR. ALT: I'm Lowell E. AlJr.,

13
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manager of the Energy Section forhasion of
Public Utilities.

MR. GIMBLE: I'm Daniel Bimble, the
energy group manager for the Commife@onsumer
Services. I'm testifying here on bebbthe
Committee Board on Stipulation.

MR. WRIGHT: My name is Naew
Reginald Wright. I'm representing isbPower.

MR. LARSON: D. Douglasrkan
representing PacifiCorp.

CHAIRMAN MECHAM: Thank yo Why don't
we have all four of you stand and vesilear you

in.

LOWELL E. ALT, JR.,
DANIEL E. GIMBLE,
MATTHEW R. WRIGHT, and

D. DOUGLAS LARSON

called as witnesses, hgpbieen first

duly sworn, were examined and testiéie follows:
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23 CHAIRMAN MECHAM: Mr. Altwe'll begin
24 with you. And Mr. Ginsberg, if youetkto help

25 him in any way, go ahead.
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MR. GINSBERG: If you cdublentify
the exhibit you're going to be refegrio and
explain what it is.

MR. ALT: The exhibit DPLJOSR, that

is the way | labeled it, it's titledr8mary List
of Division Merger Conditions. It hiésee
columns, the first column -- actuathe first
two columns are very similar to ougoral
exhibit in my direct testimony, DPL2 1that
showed in the first column each of@ingsion's
issues or concerns about the memyed the
second column adjacent to each issiseour
proposed condition to mitigate or rdgehe
concern, each concern.

What we've done here wealda third
column that contains our current chods
proposed by the Division that are aordd in the
joint stipulation on the merger. Amd put them
side by side with the original conaliig so that
people can see the changes that welde, if any,

on each one.
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MR. GINSBERG: All righCan you go
ahead and make your presentation now?
MR. ALT: Okay. I'd like briefly

describe the process that got us &revtve are

15
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today with this stipulation recommerglapproval
of the merger with 51 conditions. Thgision
started in this case by developingteof the
issues. We did this by reviewing fiteein the
last merger case, the Division's issatehat
time and those of other parties.

We had several internaffst
discussions, brainstorming sessidn®u will,
to try to ferret out all the concethat we had
about things that could go wrong andhk that
could get worse if this merger wembtigh, and
that became our issues list. Alliparin the
case filed an issues list, or moghem did
anyway, and we reviewed those andeevour
Issues list to where we saw fit, basedhings
that we didn't think of or that otlparties had.
And from that we concluded that theese a few
key issues.

First, we saw that a Ibthe parties
were concerned about service quatity a

reliability, as well as us. We alsevghat a lot
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of parties were concerned about thgaghof the
merger on the rates that customers papther
significant concern was the abilitytiod
Commission to continue to adequatedylate the

16
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merged Company.

There were also areasrilated to
the State of Utah, communities andleyges, and
the risks that they might have an aslv@npact on
them. And then other parties alsatified
iIssues relating to the environmengrgn
conservation, municipalization, retmmpetition,
and the location and aesthetics dityuti
facilities.

The Division realized faiearly on
that this merger was quite differdvairt the last
Utah Power merger, in 1988, and thiatrherger
had few quantifiable benefits andéarg
uncertainties and risk. The last ragrgthink
there were identified hundreds andioni$ of
dollars of potential savings, and @wmnpany --
when | say the Company, often | meeottshPower
and PacifiCorp -- in their testimorgvk
identified very few quantifiable sag#or
benefits that they're willing to guatese.

And so the Division, afteviewing
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their testimony, we decided that whkatneeded to
do was focus on trying to developyéf could, a
list of conditions that would be saikint to
mitigate all the risks and uncert@astand

17
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adverse impacts that might come frois herger.

We reviewed the Utah Commission orde@nditions

in the last Utah Power merger. We imathy
conversations and meetings with Ssloftower and
PacifiCorp as well as other partiesl e spent a
lot of time reviewing responses toad@quests,
not just the ones we submitted, bheoparties

in the case. We held conference eatls the
Commission staff of the other PacifiCetates and
we exchanged information with thenejuding all
data requests issued to the companies.

We also looked at the ¢toids in
testimony from the staff, Commissitaffsn the
other western states of PacifiCormd Also there
were stipulations between those stitsthe
companies, and we reviewed thosendleind of
last for filing the testimony or towlarthe end,
it gave us the benefit of being ablesview the
work in all the other states, whichfaend quite
advantageous. We also, during tlosgss,

intervened at the FERC merger casthatove
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could get all the information in tltase and we
reviewed it.

This, after many staff iegs,
resulted in our testimony being fitet
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recommended approval of the mergdn wilist of
about 46 conditions that we believexild mitigate
the risk and resolve in a net posibeaefit the
standards set out by the commissidy gathe
case. And these conditions, as | meatl
earlier, were in Exhibit DPU 1.2.

We then, after filing destimony,
began discussions, more discussiotistive
companies, and tried to see if thezesvgome
common ground on conditions. And sohad
numerous meetings with ScottishPower a
PacifiCorp, and towards the end, aftehad a
draft stipulation, we invited all tharties in
the case to two meetings in our camee room
here in the Heber Wells Building, @&ven asked
them to file written comments on thafd
stipulation. And several parties ithdt, the
industrial customers in particular.

And we reviewed all thosed then we
felt that we could reach an agreemsiht the

Company, and we did. And the exhibitell,
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first, the joint stipulation has bdied, and

then the exhibit that we talked abthg, Division
filed this morning, that shows thogde 5
conditions.
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We took into account, rmang at
that stipulation, all the informatitrat was
available to us, including all the coents, both
oral and written, by the other partlest were
offered to us. We found them veryuasle. We
got a lot of excellent ideas and comtneelated
to the specific wording of conditions.

What I'd like to do nowtadk about
more specifically the stipulation &idconditions
that are in them. In our exhibit the filed
this morning showing our revised ctiods, which
are the ones in the stipulation,ikd to point
out that all of the original issueatttve had
when we filed our direct testimony stiél there
today. In fact, we have actually atldeme
conditions on the end that we got flmyth the
rebuttal testimony of other partiewell,
primarily from there. And the facattall our
original issues are still there andhaee a
condition that we feel mitigates trsk and

uncertainty related to each of thesees in our
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revised conditions, and the fact thalve added
some new issues and also new condijteomd they
were addressed in our rebuttal testinfibed
recently, we feel that we haven't geapissues.
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In other words, all the issues thatve/spent so
much time outlining and making surat twe had
everything covered, they're still c@d and
they're still in this exhibit we filédis
morning, and addressed by the conditio the
stipulation.

And I'd like to also pomt that
practically all of our original conidibs either
remain as they were or have been eubiny
changing the wording, and you cansethe of them
are in words that are quite a bit Emttpan they
originally were, the paragraphs. Maagditions
were reworded to refine and clarifigwing the
Company to accept the wording wheeg found some
problems initially, without really alging the
intent of the condition.

We feel that the revisedditions,
those in the stipulation, adequatdiyrass the
merger risks and costs, such thatamestil|
today recommend approval of the mengtr these

conditions as similar to what we recoended in our
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direct testimony.

As | mentioned, our redisist of
conditions was influenced by the ctiods
proposed by other parties and théittal

21
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testimony, as well as comments recebah in
writing and orally at meetings we hath them.
And either as a group or individualye've met

with the parties throughout this pssceAnd as |

mentioned before, we adopted seveal conditions

that came from the rebuttal testimohgther
parties. There were some conditionp@sed and
direct testimony of other parties twatexcluded
from our stipulation and our revisetl af
conditions. Generally they are irethdifferent
categories.

First, we felt some ofgbeelated to
things that were not directly relatedhe merger
case. Second, we felt they were nittinvthe
Commission's jurisdiction or what tirele is.
We asked them to do something thafieltevasn't
their role. And third, things thatreeot
measurable and therefore not enfoteeab

Finally, I'd like to ta#tbout one of
the conditions in particular. It'ssaof the more

important ones. Originally in ouredit testimony



22

23

24

25

we had a condition towards the entpghaposed
two different ideas for a rate cap anthe
stipulation and our revised conditexhibit, this
has been replaced by a merger creddition.
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Now, this merger credit, Condition M&.on our
three-column exhibit. And basicatlye merger
credit involves $12 million per yearltah
customers for the years 2000 throu@fy8Zor a
total of $48 million, and this credibuld appear
as a credit on customers' bills andldbde
basically allocated between custoraasclasses
based on the percentage of revenutremr
customers' bill, exclusive of taxdis
represents approximately about 1.¢qudr-- the
12 million per year represents aboutgkrcent of
the annual revenue requirement offi&arip, based
on 1998 actual revenues in Utah, tipnaariffs.
And we actually even cédted, for
information, a typical residentiallbiThe
average residential rate one custuses
approximately 75- kilowatt hours pesnth for a
total bill, exclusive of taxes, of aib&39.17.
The merger credit would representditiagainst
that of 69 cents per month.

The last two years of ¢hedit,



22

23

24

25

according to the stipulation, Sco®eter,
PacifiCorp would be able to offsetttiighey
were able to demonstrate in a rate tteet cost
savings equal to that amount or ujhéb amount
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were already included in rates.

In accepting the mergeddras
opposed to our original rate cap psapowe felt,
after thinking about it, was actuallpetter
idea. Apparently, the idea came f@ragon, as we
understand it, in the ENRON-Portlaederal
merger. There was a merger crediilairto this,
in concept was agreed to, and becarteopthat
merger package. And Oregon proposed &s people
have probably seen in the newspaper thieir
surrebuttal testimony, they negotiate@regon a
settlement that involved a four-yearger credit,
very similar to this. The only diféerce is it's
$12 million a year for three years] #me fourth
year is $15 million instead of 12, dhe last two
years can be offset in demonstrateshgs in
rates.

So this rate credit -- gegrcredit is
very similar to what was negotiate@megon. The
impact on customers is approximatefypercent,

as | understand it from a newspapéeiar |
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haven't validated that. We felt thatnething

that was comparable to what was irg@mewhich is
essentially the next biggest statadfifiCorp,

very similar in size to Utah, was ayprate.
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We also looked at thewdagion
reached in Wyoming between the Comiomnsstaff and
the Company's, which involved a ratp of $12
million the first year and $8 milliohe second
year, and we tried to quantify the aoipof that
on a comparable basis to a four-yeznger credit,
and felt that it was in the ballpafkbeing
comparable to what we agreed to irhlitethe
stipulation. So we felt the next thiggest
states, Oregon and Wyoming, reachpdlations on
impacts on rates very comparable tatwle reached
in Utah and felt that was a measuraiafiess and
reasonableness.

We felt that the mergexdit would
more clearly identify to customers blemefit of
the merger, because they would see their
bill. If we do it in rate cases, saimes it's
hidden and hard to see. It was a knguantity
both to us and to the Company thatdeawkfits to
us. The rate cap was an unknown gyaand even

in advance was hard to identify ared ow much
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savings you would get until you adiugbt into a
rate case. So | think that that'sllohthe
summary of why the Division supportiee
stipulation.
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CHAIRMAN MECHAM: Okay. hank you.
Let's go to Mr. Gimble for an opensigtement.

MR. TINGEY: We're goinghave a
conversation, if that's okay.

CHAIRMAN MECHAM: All righ

MR. TINGEY: | wouldn'tggaup a
chance to ask him questions.

MR. TINGEY: Let's see e
explained why you're here. Want tdlat again?

MR. GIMBLE: Sure.

MR. TINGEY: Please.

MR. GIMBLE: My name is el Lee
Gimble. I'm presently employed in gussition of
energy group manager with the CommitieConsumer
Services.

MR. TINGEY: And what'stburpose of
your testimony today?

MR. GIMBLE: To support behalf of
the Committee board the stipulatiached between
the Committee and the Division, P&ofip and

ScottishPower, regarding the propeosedyer.



22

23

24

25

Secondly, explain why the Committearaed its
initial position of opposing the merge that of
supporting the merger, provided thatdonditions
set forth in this agreement are apguov
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MR. TINGEY: Did you parippate in the
negotiations that culminated thisdagion?

MR. GIMBLE: Yes, RogerlB®oug
Tingey and | represented the Commitidbe key
negotiation discussions.

MR. TINGEY: And prior the
stipulation, what was the Committee's
recommendation?

MR. GIMBLE: Our recommextion was
pretty firm. Absent a credible or styactive
rate plan for Utah retail customersyauld
either top rates at existing levelpravide for
reductions. The Committee recommertdatthe
proposed merger be denied. Frankhjpowt a rate
plan, we deemed the level of assurexyar
benefits for ratepayers as small, atf8b
million on a Utah basis associatedhwi#creases
in corporate costs, and distant tlyeses out.
While shareholders were offered a jpwemthat was
large and immediate.

In the closing remarksrof direct
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testimony, | invited the applicantsatidress this
shortcoming in their case of this asyetry between
shareholders and ratepayers by progasi
constructive rate plan for considerati
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MR. TINGEY: And what facs led the
Committee to change its initial pasit?

MR. GIMBLE: The lack ofr@asonable
rate plan for Utah residential and kimasiness
customers has been the principal idstding
ScottishPower and the Committee dverpiast few
months, | mean really since the timedpplicants
filed their direct testimony in latelffuary. The
key fact for the Committee, therefavas securing
a $48 million merger credit over fgears for
Utah residential and small businestaruers. And
as Lowell stated, that's about a &regnt impact
on electric bills.

We also found, as a sedantbr, that
the Division, in their direct testimopimad given
careful consideration to developinggee
conditions that, in concert with $48lion merger
credit, would afford retail customarseasonable
level of monetary benefits and prote against
merger related risk. So in short,rttexger

credit, along with the 50 plus othenditions
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contained in the stipulation, we thark going to
lower retail customers' electric hii® a long

ways towards mitigating risk and sklaadprove
PacifiCorp's performance in the afeeaustomer
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service.

As it stands, the stipigatwill also
insure a more fair sharing of the lfiéhand the
risks of the merger among managensétreholders
and retail ratepayers. And I'll cobaek to that
point in a minute.

MR. TINGEY: Mr. Alt haxplained the
merger credit. Is there anything peed to add?

MR. GIMBLE: Well, justiefly, the
merger credits in Condition 43, asestan
Condition 43, is a merger credit ofiiflion per
year for the period of 2000 to 2003 going to
appear on Utah retail customers'.billhink
one point that Lowell skipped was thé&t going
to be allocated among customers @venue,
rather than a usage basis. This wasportant
consideration of the Committee. Asdva. Alt
stated, in the years 2002 and 2008 1th million
merger credit may either be partialiyully
offset to the degree merger relatest uctions

are reflected in base rates.
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MR. TINGEY: So will yoalk about the
aspects of the merger credit that nitade
attractive to the Committee?

MR. GIMBLE: Yes. | thiritkere's
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various considerations that make tlop@sed
merger credit attractive. Lowell saidouple but
I'll punctuate those and add to itrst-it's
consistent with the merger credit apph agreed
to in Oregon, except if you will, tdewnpayment
in Utah begins a year earlier andretfuge, has a
slightly higher net present value taly
customers. And as Mr. Alt testifigchlso
appears to be comparable in valubdaap on
rate increases agreed to in Wyoming.

And I'd just like to adtht that cap
in Wyoming doesn't include the factiod
depreciation case that's currentgdfilip there.
PacifiCorp has filed to increase dejat@n rates
up there, like they filed here.

The second point I'd likemake, the
merger credit will be identified onstomers'
bills as a separate amount. Thusyiheetary
benefits of the merger will be visible
transparent to customers on theirtiedeills.

Third, the Oregon Electric
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Restructuring Bill, Senate Bill 114@yrcreate a
bit of momentum to more forward thstmacturing
debate in Utah. Therefore, it wayweportant
to the Committee that the merger ¢reeli
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implemented in early 2000.

We also proposed thatipaiin the
stipulation agreed to a condition viahgives the
Utah Commission control over how aesidual
merger credit will be paid, shouldotie
restructure proceed in Utah priori® énd of the
credit period.

A fourth considerationdahis was an
important one to the Committee al$be Committee
has been informed that PacifiCorp plian a rate
increase in Utah in the very nearreithe merger
credit provides a 12 million or approately 1.7
percent offset on customers salesygatential
rate increase over the next two yehist only is
the merger credit a downpayment oeetqul cost
savings from a merger down the roatljtb
provides customers with a significativantage to
near term rate increases.

The fifth factor, and tiesanother
critical factor or consideration frahe

Committee's standpoint. The Commiteleeves and
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our experts agree that it's imperatmna the new
ScottishPower management have a mgr&tke in
merger related outcomes. We would lik
ScottishPower focused on PacifiCarple western
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operations here in the U.S. The gglidr
ScottishPower to offset the mergeditia the

last two years, therefore, providesiagement with
a strong economic incentive or motwvachieve
cost savings through efficiency gahrsugh
PacifiCorp's operations. So regardimggfuture
cost savings, we view the $48 millasna floor
rather than as a ceiling.

MR. TINGEY: We've talkaout how the
stipulation addresses the main Cornemidsues,
and | guess we just talked about rafes/thing
else to say on that?

MR. GIMBLE: Well, CCS wgsses,
Talbot and Gimble -- myself -- tegtdfito a lot
of credible great plans for Utah restthl and
small business customers. We thiakith
satisfactorily addressed by Condid8n

MR. TINGEY: Okay. Sonmeancial
issues were also raised. Are theyemsded?

MR. GIMBLE: Yes, I've gatlist of

them here. I'll try to be quick. C@Bness
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Talbot testified to risks associatethwurrency
and change fluctuations. We think'sha
adequately addressed by Conditiomb&h states
that ScottishPower shall follow repuagt
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requirements delineated in FASBE 52.

Second, CCS witness Talestified on
the potential risk of continued expandy
ScottishPower and PacifiCorp dividgoticy. We
think that is satisfactorily addresbgdCondition
15.

Third, CCS witness Talbgpressed
concerns regarding the availabilitgapital for
PacifiCorp's core operations in thestem U.S.
We think that's addressed by Conditibhand 17 |I.

Fourth, CCS witness Taliestified
that the risk attendant to continuegla@sion by
ScottishPower may negatively impadifi2orp's
cost of capital. We think this is sgkbed by
Conditions 19, 21, 22, and especizily And I'll
go to 25 just for a minute here, bseatis was
an important consideration to us.

The second part of 25 s#ys
however, the cost of capital of eleadperations
of PacifiCorp increases as a direstllteof the

merger ScottishPower's shareholddtdear that



22

23

24

25

cost.

Fifth, Committee witness ot
testified that the potential tax ganosn a
double leveraged capital structurbelieve that
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Condition 19 provides an ability farygparty to
raise issues relating to capital stme;
including potential tax benefits, franmore
efficient capital structure in futuede
proceedings.

Six, committee witnessbidlraised
issues relating to ScottishPower'parate
structure, and currently you came ith Wwer
allocating corporate costs. We thimk is
satisfactorily addressed by Conditon

Explicitly in Condition 2, it calls f@ meeting

among regulators and consumer advecdtine next

PITA meeting to address the issudtefratives,
to consider alternative methods ftocating
corporate costs. The Committee mlyiko take
an expert to that October meeting.

MR. TINGEY: The Committakso
discussed a network reliability furglins that
addressed in the issues?

MR. GIMBLE: Yes, in myrdct

testimony | expressed a concern regarsb



22

23

24

25

million in capital and operating cosgkating to
investments and network reliabilityguid
possibility be funded by ratepayersuigh rated
increases. | believe this conceadisquately
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addressed by condition 28, in paricaind also
conditions 29 through 38 and condiddn

MR. TINGEY: The penaltibsit have
been proposed for nonperformance e
conditions is also discussed. Isdlgcondition
about that?

MR. GIMBLE: Yes, duringsdussions on
the conditions, the Committee propdaeduage
that resulted in Condition 16. Thismdition now
altered the process by which the digjpm of

penalties associated nonperformaniidevi
determined.

MR. TINGEY: And renewalbésources
and the costs of that was also a cancé/as that
dealt with?

MR. GIMBLE: Yes, in myrdct
testimony | expressed a concern tiat t
acquisition of 50 megawatts of rendeslat a
price tag of $60 million would occurtside the
RAP process, where all resource optthat are

subject to regular economic analyhbist
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establishes the cost effectivenegsoh
alternative. | believe this conceymdequately
addressed by Conditions 40 and 41.

MR. TINGEY: A couple mor&egulatory
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costs is also identified as a posgiotdlem?

MR. GIMBLE: Yes, becauséable
information is a cornerstone of effieet
regulation, | raise a concern relatmgeady
access to ScottishPower's books, dscatrategic
business plans, et cetera if accesadb
materials is hindered or blocked, thparceived
it, 1 think correctly, to be a sigiint cost of
the merger. We think Conditions 14 4@ address
this issue satisfactorily, but cerain
ScottishPower is used in a differexgutatory
environment in the UK, and there maybltural
differences that will have to be irdroait. We're
cognizant of those.

MR. TINGEY: In the Comtei¢'s
testimony, the idea was discussedsitiaie of the
proposed merger benefits could beeaeli by
PacifiCorp without the merger.

MR. GIMBLE: Right.

MR. TINGEY: Is that issdealt with?

MR. GIMBLE: We think th@bndition



22

23

24

25

43, which calls for a merger credidB million
over four years, addresses that. dmabsent the
merger, PacifiCorp would not be offigra merger
credit of 48 million to retail custoraen Utah.
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That would either augment any fut@ate increases
in the near future, or offset futuagerincreases

in terms of the net effect on custashelectric

bills.

MR. TINGEY: So to gettte bottom
line on this, the key issues raisedhay

Committee are dealt with in this skgtion?

MR. GIMBLE: Yes.

MR. TINGEY: And in youggtimony you
proposed that the net positive bemédist should
show significance and understandaéiefits.
Does this stipulation do that?

MR. GIMBLE: |think it @s. In
conjunction with the other conditi@mmprising
the stipulation, my answer is yese $48 million
merger credit now represents a mateygction
that will be noticeable on customalis.b Absent
the merger, Utah retail customers wat receive
these reductions.

MR. TINGEY: So do you iegk that the

stipulation that we're discussingiishie public
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interest?

MR. GIMBLE: Yes, | do.tHink it
represents a fair and reasonable comipe of the
concerns and issues raised in theegbof this
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proposed merger, particularly withpes to the
2 rate plan issue.
3 MR. TINGEY: So do you oeemend that

4 the Commission adopt the stipulation?

5 MR. GIMBLE: Yes, | do.

6 MR. TINGEY: Do you haveyghing else?

7 A. That concludes my remarks.

8 MR. GIMBLE: CHAIRMAN MECHAM: Okay.
9 Thank you. Let's go to Mr. Wright.

10 MR. FELL: Mr. Wright, digbu

11 participate in negotiating the stipiala which

12 has been marked Stipulation Exhibit 1?

13 MR. WRIGHT: Yes, | did.

14 MR. FELL: Would you pleasxplain the
15 development of that stipulation from

16 ScottishPower's perspective?

17 MR. WRIGHT: Yes, | ca@ood morning.
18 CHAIRMAN MECHAM: Good maing.
19 Mr. Wright, could you spell your name?

20 MR. WRIGHT: My surnam&/ RIGHT.

21 CHAIRMAN MECHAM: Appardgtthe court
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reporter wants your full name.
MR. WRIGHT: Matthew, MARTHE W,
Reginald, RE GIN AL D, Wright.
CHAIRMAN MECHAM: Thank yo
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MR. WRIGHT: Okay. ScetiPower filed
its application in this docket in Dedeer, and a
great deal of information and discosdias taken
place since then. For our part, \Welfdirect
testimony in February. We followedwih
supplemental testimony in April, aetuttal
testimony in July. This process culatéd in the
signing of the stipulation last week.

| will not dwell on theré&ar
testimonies, and to some extent thé\be
covered later in the proceeding byatner
ScottishPower witnesses, but | wijplexn how and
why the stipulation came about; andeno
importantly, why it guarantees tha therger
between ScottishPower and PacifiCeip the
public interest.

Following the rounds ddttenony,
ScottishPower had offered a broadeanig
commitments that, in our view, represe
substantial benefit to Utah's cust@améihese

included an unmatched package of sestandards,
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consisting of seven performance statsdand eight
customer guarantees. They dealt alitthe main
customer interfaces and, in our vieade the
Company very visible and accountabliest
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customers. The guarantees and secoitenitments
are backed by penalties in the evént o
nonperformance. And in supplememsiitnony we
attempted to estimate the worth déast some of
these commitments, and we did thatuigh the
reliability commitments and estimdte value of
$60 million per annum.

In addition, at the time guaranteed
corporate cost savings of $10 millp@m annum,
system wide, which would equate torapipately
three and a half million in the StatéJtah, plus
an offer to share our foundation pfarst closure
of the transaction, identifying wheawdglitional
savings could be made.

In addition, we had offiere
environmental community and employe@mmitments
resulting in a wide range of benefithjch |
believe is consistent with ScottishBowalues and
our desire to have benefits rulechin t
stakeholders in this merger.

Despite this, and desghigefact that
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some intervenors did see value in ttsna
various parts of ScottishPower's psajpx) and
indeed at that time resulted in thegletion of
at least two other stipulations, thei@nmental
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and conservation stipulation and tve income
stipulation, which will be covereddaby our
witness, Mr. Mike Marron, many partstgl
pointed to the risks inherent in ttasaction.
They felt that if these risks could he
adequately mitigated, there could blasger that
the risk could outweigh the benetisttwe had
identified and lead to harm overalther than
positive net benefit.

ScottishPower's respondait has
been twofold. Firstly, we have agreed
comprehensive of proposed merger tiondi that
substantially mitigate or remove coetgly the
risks that are inherent in this tratisa. And
we have already heard some of that fratnesses
Lowell Alt and Don Gimble.

In addition, we substdittiancreased
the guaranteed financial benefit rasglfrom the
merger. The combination of theseunmind, can
leave no doubt about the benefithef t

transaction.
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Dealing with the conditsofirst, we
used as a starting point the DivissbRublic
Utilities' proposed conditions thagyiput
forward in their testimony. These ever
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subsequently revised and extendeceggtmations,
first with the DPU and later with tB€S. And to
some extent they reflect the viewstber
parties. As Mr. Alt has already mengd, there
were two DPU sponsored meetings wtiexe
stipulation was discussed, and comsigain the
other parties were to some degred imid the
stipulation.

The outcome was a stipoitaexhibit
that we have put forward, which hadaveer than
51 separate conditions. | don't idtengo
through all of the conditions, butdwid like to
point to a few examples of the wawhich certain
risks are addressed by the conditigxsd | would
offer the following examples. One cem, one
risk was that the cost benefits ofrttexger
commitments had not been demonstrdtedesponse
to that, there are a number of coodgiwhich |
think go to that risk. We have to destrate that
the main item of expenditure that \&geh

identified, which is relating to impienting the
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service commitments, is not incremleri¥de have
that as a Condition No. 28.

Equally, we have committieat Utah
rates will not increase as a resuthefmerger,
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which is Condition No. 44. We havel laeexplicit
consideration of what should be ineldiéind what
should be excluded for rate makingopses, which
is covered by Condition No. 3 and edi®y the
Attachment 2, which considers exgioithat would
be below the line for ratemaking pwgmand
covers the transaction costs assatiaiit the
merger.
| would point out that &icshPower
and PacifiCorp understand that we bearisk of
disallowance if cost benefit is notmastrated in
any case under normal rate makingtigeg@nd we
have also offered the filing of thansition plan
and the semiannual reporting detdils@rger cost
savings, which is covered by Cond#gid8 and 12.
As a further example qicant to
financial and cost of capital riskatttvere
raised by many of the parties, in oese to that,
we have agreed to the use of a hypo#teapital
structure, which uses as a referenod p

comparable A rate collectible utiktie the
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U.S., which is Condition No. 19.

We have agreed to the mamnce of
separate long-term debt in PacifiCadpich is
Condition No. 21. We have reinsta@@imission
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approval for debt issuances, whicGasdition
No. 22. We have agreed that inteugroans are
covered by the existing umbrella lagneement
which is Condition 14. And furthefrthe cost of
capital of electric operations incesaas a

direct result of the merger, we hageead that
ScottishPower shareholders will beat tost.

In addition to this, there various
reporting and certification commitnerfor
example, Condition 15, which requires
certification. The service will nat bmpaired by
the payment of the dividends. Sohat point |
think you will see there is a verytye
comprehensive list of conditions whpebtects
PacifiCorp ratepayers from any rigie cost of
capital will be higher as a resulPafcifiCorp
being part of the ScottishPower grid.

| would notice an obseimat however,
that far from being required to proteacifiCorp
from risk, the initial evidence is thacifiCorp

customers will benefit from being pafrthe
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ScottishPower group. PacifiCorp wias@d on the
credit watch by the rating agency,chihis a
positive implication by the announcetn& the
merger, which is an indication by tagng agency
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that PacifiCorp's financial conditionil be
improved as a result of the mergehwit
ScottishPower.

Finally, by way of examjotiecost
allocation methodology, we have alyefddd a
proposal on the 18th of June, whictiines
broadly our approach to cost allogaioThis
would cover cost allocations from 8eottishPower
parent Company to PacifiCorp.

We have proposed a meaetir@ctober,
to be attended by all of the jurisdics of the
PacifiCorp territory to discuss thaatd that is
covered by Condition 2. We have adjteea set of
principles that will guide those dissions, which
IS also contained in Condition 2.

We have agreed not torasss
federal preemption in terms of cokication
methodologies, and that's Condition 28 We
have agreed the appropriate levetoéss to
books and records, which is Conditdan 11. And

again, | would point out that Scot#skwver
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understands that it bears the ristigdllowance

if any corporate costs cannot be pitdeebe

prudent and reasonable allegatiorma fi@arent.
| use as these examplethidpurpose
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of demonstrating the comprehensivenétize
conditions that we've agreed, and tiay work in
conjunction with one another to protec
PacifiCorp's Utah customers from aoteptial down
sides, while still importantly captugithe up
sides.

Just before | move onhe issue of
the merger credit, there were a coapjmints
that | wanted to make at this timejoltperhaps
should have been in the stipulatiow, f@r some
reason not included, were a coupkedaiitional
commitments. | wanted to mention thathave
committed that a senior ScottishPosxecutive
will be appointed and will be based arill live
in Utah and will operate out of Utdhalso
wanted to mention that PROSPER, wischfull
reporting system that ScottishPowerdeveloped,
will be installed and operational witi8 months
of the completion of the merger. Bask are just
two additional points.

Returning to process. iHgv
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considered the risks, it left the rieguments or
otherwise for an additional monetaepdfit. \WWhen
dealing with risk, | would have to atthat the
process is to some degree suggestwederstand
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there will be a difference of opinionterms of
both of the extent and likelihood isks and how
effectively can be dealt with througgnditions.
We were therefore prepared to consader
additional monetary benefit, even tiiowe
believed that the case that we hadquutard in
our direct testimony and other testijnwas
affirmative.

It was important, howewerset out
some principles on how this issue todse
approached. The residual compondmtwis now
the merger credit, was arrived atrafteexplicit
consideration of benefits and riskberefore,
the monetary benefit is considerebedhe
balancing item which is sufficientdemonstrate
that beyond that, the merger is ingilelic
interest.

Importantly it's not ameatpt to

capture all of the benefits that mayabhievable,

and the DPU and the Committee accepte@rgument

that these are not known at this tilAad indeed,
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| think they can be captured in theifel by
conditions relating to the filing biet transition
plan and recording of other mergerrggs/through
the semiannual reporting. So thoseadditional
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benefits that will flow through in thdlness of

time through the ratemaking proceBse starting

point for the stipulation is what exjuired to
meet the standard now; it's approtieat, merger
Is in the public interest now.

Equally, it should not amporate the
potential outcome of other issuesndial
amongst these are rate issues. Vddrsan the
outset that we didn't believe thas tas a rate
case. lItis a merger approval. #toameet a
particular standard. We should ndtin¢o it
business as usual issues or attemgpejodge
their outcome. Therefore, we wereindavor of
rate freezes or rate caps. Rathemliective
with the merger credit was to cleaeiynforce the
merger benefits as a guaranteed amdifdble
minimum, which could be flowed dirgdihrough to
customers almost immediately on clpsihthe
transaction.

The outcome was the mecgedlit,

which has been described by Mr. Al 84r. Gimble,
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of $12 million per annum for four yeor a total
of $48 million. This superseded otgvipus offer
of a $10 million systemwide or threel @ half
million in the State of Utah. Whiit$ not the
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an attempt to capture the full amafrgavings
that may be achievable, there is ageition that
the companies will fund the mergeddrthrough
cost savings. And as Mr. Gimble Hesaaly
mentioned, there should be an incentiv the
Company to be efficient going forwaritherefore,
the merger credit is offset against &avings in
the third and fourth years. In thisythe
credit can be captured in rates. Qheee, they
will remain there until a future ratese, and in
all probability, it will remain there
perpetuity. The benefits of the mexgedit are,
therefore, enduring.

We are pleased to have ladxde to
reach agreement with the DPU and @8 Gn the
size of the credit, and we beliegedtearly
sufficient against the backdrop of diger 50
other comprehensive conditions andatldtional
benefits that ScottishPower have diredfered.
The conditions protect the customersfrisks,

and taken that as overall, but weelvelithe
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merger is in the public interest.ohtdl think
that that is in dispute.
But there are things & not
covered by the stipulation, and weébard to this
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| would comment as follows: Scottisialer has met
repeatedly with all the interveningtp@s within

this proceeding, and we've heard ssuech are
many and varied. We have taken tipecgeh that
we would attempt to deal with the essuaised as

a result of this merger, and thesddhe

covered in the stipulation.

Many other issues thattarsiness as
usual are there, regardless of theyereand are
dealt with in other forums. And exdespwould be
the creation of a regional transmissio
organization, which is covered throtigh FERC
forum. And indeed, there's alreagyareeding in
that regard. Rates, which are covbyedte
cases; special contracts which youdcget a
special contracting task force; forumtgch are
established already considering thesess.

We do not wish to prejudige outcome
of these discussions and, indeedjudgment by
us this time would be premature. Hg\said that,

we're very happy and very keen to fake in
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these debates, but the merger appstwalld not

be conditioned on the outcome of thesges.
Finally, we do not beligbhat the

merger approval is about determiniggrhaximum
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benefit that may be achieved. Itswlmeeting
the standard, the public interestddaah. With

all of the service quality, environrten
community and employee benefits, aé agthe
merger credit of $48 million, and grespect of
more to come through the normal ratentpprocess,
as well as all of the stipulated caéindis which
protect against risk, | believe wedaot only

met the standard for approval, buglidve we
have cleared the bar by some distaée believe
the Commission should adopt the stijpoh and
approve the application. Thank you.

MR. FELL: Mr. Wright, orlerther
question. ScottishPower's withesapAl
Richardson, refers to low income &sBise terms
in his supplemental Exhibit 1-S.13%d there has
subsequently been entered into ahmeme
stipulation. Are you familiar withet)
reasonably familiar?

MR. WRIGHT: Yes, | am.

MR. FELL: Mr. Chairmanér in the
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proceeding we'll be introducing the iocome
exhibit -- stipulation rather, andjigt like to
point out that if any of the partieshe
stipulation feel there's any conflicth this
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stipulation, we'd like to discussitthat
context. We think there is not, Bdtust like
to point that out. We'd like to makee that as
we wrap this up, that the people wieoparties to
that low income stipulation understénaiill
proceed as outlined there unless smn#ict is
pointed out. Thank you.

CHAIRMAN MECHAM: Okay, #mk you.
Thank you, Mr. Wright. Let's go to Nuarson.

MR. HUNTER: Mr. Larsonere you
involved in the negotiations of thipsltation?

MR. LARSON: | was.

MR. HUNTER: And you'renfdiar with
the terms of the stipulation?

MR. LARSON: Yes.

MR. HUNTER: Would you p&e explain
PacifiCorp's position on the stipudaf?

MR. LARSON: | promise ilMkeep my
comments brief. | believe Mr. Alt albld. Gimble
and Mr. Wright have done a very crijbb of

going through the stipulation and axphg the 51
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conditions. | agree with Mr. Wrightissessment
of the benefits of the stipulationg amould
second his comments.

What | would like to dotéke a few
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minutes and just talk a little bit abthe
stipulation and the direction thatred¢ieaded
from PacifiCorp's perspective. As snahyou will

recall, back in October of 1998, MrcK&nnon, our

CEO and Chairman of the Board, annedrecrefocus

program, basically PacifiCorp gettbagk to the
core business. Those objectives hatd®30
million that was talked about in thabgram will
be achieved in 1999, and customeils@gkive the
benefits of that.

The items that are inchidethe
stipulation, and all of the items the¢ included
in the testimony presented by Scd®shker, are
incremental to those savings that Haen
announced by PacifiCorp. The Scdimhker
transaction really supplements whatMtrKennon
was talking about in the refocus paogr

| think what this transantwill do
Is provide PacifiCorp with a quickedacheaper
way of achieving really what was mdanthe

refocus program that Mr. McKennon ¢allabout.
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This transaction has many benefithink

Mr. Wright has talked about a lotloén. The
testimony that has been submittetiéddommission
identifies all of those benefits.
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From my perspective, | sider the
merger credit that Mr. Alt, Mr. Gimdad
Mr. Wright have talked about, whiclthe
four-year $12 million credit that wéhow up on
customers' bills, as the icing ondake to this
transaction.

Over the past seven mgntbs know,
I've had the opportunity to talk tompaustomers,
legislators, city folks, and in thasmversations
many have asked me the question, ntiuld
PacifiCorp really do this on their ®viA\nd my
response to that has been, you knossiply. But
| think, really, the more germane dioesto ask
Is, could PacifiCorp and ScottishPodethis
transition to the refocus strategy?d Any
response to that is definitely. irfiy believe
that together PacifiCorp and Scottshker can get
back to the core business, delivesghe
deficiencies, these benefits, to ausis quicker,
cheaper, and with more surety. AndHose

reasons, | would urge the Commissioadopt this
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stipulation in its entirety.
MR. FELL: Thank you, Msarson.
CHAIRMAN MECHAM: Thank yo Let's
take a brief recess.
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(Recessed from 10:30 tztd@.m.)

CHAIRMAN MECHAM: Okay, t's go back
on the record. | would assume Mr.deeand
Mr. Mattheis and Mr. Dodge, at thewieast,
might have some questions about that.

MR. REEDER: | think tsafair.

MR. GINSBERG: We talketitte bit
about a way to proceed that will magtake it a
little more focused, and | think Mro@lge actually
proposed where we would go conditiprdndition
and allow whatever questions any efgarties or
the Commission had on those condifisast least
you could hear it all on that partaoubne at
once. | mean maybe all of them wotlo@
covered, but at least you would be &blfocus on
that particular area rather than hgwtin
fragmented, if it sounds sensibledo.y

CHAIRMAN MECHAM: | suppest could
work. Shall we proceed then?

MR. DODGE: Paragraph byggraph.

CHAIRMAN MECHAM: All righ Well,
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I'll tell you what, why don't we --
MR. DODGE: Do you wanttasegin?
CHAIRMAN MECHAM: Why ddryou.
MR. DODGE: Again, whatrquoposal
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1 s, that as we go through, there woa'tuestions
2 on every paragraph, but where theggldhink it
3 may be more meaningful for the Comiois$o hear

4 the questions on the same paragrattite atame

5 time.
6 CHAIRMAN MECHAM: Let's gihat route.
7 MR. DODGE: Thank you. dAHI begin

8 --lguess I'd like to start by askivig Wright

9 on Paragraph 1. And my questionst mgiw will be

10 designed primarily to understand tifguation as

11 it's written and also to address stnrgys that

12 may not be in here.

13 CHAIRMAN MECHAM: You'rectually going
14 through the stipulation as opposeithéomerger

15 conditions?

16 MR. DODGE: Yes.
17 CHAIRMAN MECHAM: Okay.
18 MR. DODGE: You could do through

19 either, though, because they're nuatbtére same.
20 CHAIRMAN MECHAM: All righ

21 MR. DODGE: So the firgpslation,
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Mr. Wright, the first paragraph sdyattthe
applicants shall agree to the commitsen

Mr. Richardson's supplemental testiynofnd my
question is, simply, in what form widu agree?
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This document doesn't represent thisteanent, |
take it?

MR. WRIGHT: No, it doestn There is
an attachment which attempts to surizadne
commitments made in the previous resty. It
says that in the event there's a wirifetween
that attachment and the stipulatiba, t
stipulation will govern. So the intiem of
Attachment 1 is to capture the otl@nmitments
that we have made.

MR. DODGE: Let me ash different
way. Is this stipulation your commeétnt to live
by Mr. Richardson's --

MR. WRIGHT: Yes.

MR. DODGE: Okay so therds"shall
agree" could be replaced with "ageee! it would
have the same effect?

MR. WRIGHT: Yes.

MR. DODGE: You mentiortédt Exhibit
Attachment 1 is that the terms ofgtieulation

will prevail in the event of conflicAnd I'd
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like to understand a little bit whareyour
view, it may conflict.
MR. WRIGHT: Okay. | cairily can
give you examples. The corporate sagings that
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we previously identified, the 10 nahi, is
referenced in the attachments.

MR. DODGE: And that woudd on Page
6? Cost allocation, Section 2 B, @stcation,
et cetera of the attachment; is tiagut?

MR. WRIGHT: That's cortec

MR. DODGE: So that conmmeit is
intended to be overwritten by the catmmant, the
merger credit commitment?

MR. WRIGHT: It was supsiied in the
negotiations by the merger credit.

MR. DODGE: On that sanage, Section
2 A, it indicates that all financiaddks and
records will be kept in Portland, Gregnd will
continue to be available to the Consiois upon
request at PacifiCorp's offices intRod, Salt
Lake, and elsewhere in accordance eutrent
practice. Is that condition supersolethe
stipulation?

MR. WRIGHT: Sorry, whiplage are you

on?
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MR. DODGE: Page 6, SetoA-1.

MR. WRIGHT: There is aoks and
records condition in the stipulatiamich is
Condition 11. And the extent theeetnflict
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between those, the stipulation prevalil

MR. DODGE: Do you undarsd what
current practice is as referenced in
Mr. Richardson's Exhibit, Attachmeft 1

MR. WRIGHT: | suspectttizat means
current ratemaking practices, suchaaks and
records available now, will be avaiain the
future.

CHAIRMAN MECHAM: Mr. Wght, could |
get you to pull that mike a little s&y to you,
please?

MR. WRIGHT: Of course.

CHAIRMAN MECHAM: Thank yo

MR. DODGE: If | may retuthis to
Mr. Alt. Mr. Alt, what do you undeastd in terms
of the conflict, if any, between thaywt's
described and Mr. Richardson's Attashini and
your Stipulation No. 117

MR. ALT: Well, in referemto the
phrase that you are talking aboutlabk at

Stipulation Condition 11, let's sé's,the next
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to the last sentence, applicants dipage

corporate records shall be availabterfspection

in Utah or Portland, Oregon, peridglthat

clear?
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MR. DODGE: What I'm trgiho get at,
the supplemental testimony, Mr. Ricdsan's
Exhibit 1 says it will be availableRortland --
it doesn't have or -- and Salt Lakéyow | would
read that, but it's modified with,aacordance
with current practice. And | guess itying so
see, is there an agreement to keekstard
records in Utah or only in Portlandsah?

MR. ALT: Well, my undeasiding is
that the most recent thing is theudippon, and
it says they will be available forpestion in
Utah or Portland, Oregon. And thasfad us as
opposed to having them in Scotlandlsewhere, as
originally it's stated.

MR. LARSON: The books aadords will
be available in Salt Lake or Portlahchean
there are some records that are kepait Lake
City, there are some that are in Bod] and, you
know, some can be made availablegtif n
voluminous, in Salt Lake City. And@ar

commitment is that there will be ascesthose
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books and records either in Salt L@kg or
Portland, Oregon.

MR. DODGE: And this mag jomping
ahead a little to Condition 11, buthis
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commitment also to make books androscavailable
to intervenors in rate cases to therdxhere's
a proper Request for Production of iboents.

MR. LARSON: It is our oypon that the
rights that intervenors have relate®acifiCorp
books and records will be made avéalabeither
Salt Lake City or Portland, Oregon.

MR. DODGE: So you're wd to
interpret Condition 11 to apply toentenors in
rate cases?

MR. LARSON: As it relatsyour
current rights to access to booksrandrds of
the Company.

MR. DODGE: So intervenaisn't be
told to show up in Scotland to looldatuments?

MR. LARSON: No.

MR. DODGE: And | guessstis to you
again, Mr. Wright, in that same exhibi
Mr. Richardson's Attachment A, on PagRaragraph
beginning with C, it states: Scotfiswver and

PacifiCorp will exclude all costs b&t



22 transaction for the PacifiCorp utilitis that

23 now superseded by Condition 3 in tipukation?

24 MR. WRIGHT: ltis.
25 MR. DODGE: And do you sdgulation
61
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3 as being as broad as the statemekttachment
1.

MR. WRIGHT: The intenttbie
clarification, and the reason why tbadition in
the stipulation is longer, is becapadies
raised specific issues with regara/bat would
constitute transaction costs as opptse
transition costs. We have attempobelokt as clear
as we can be, both in that stipulaéiod, indeed,
in the attachment referenced in caowlias to
what constitutes a transaction casgxaluding
it from ratemaking purposes. So gslsupersede
it, it is more explicit in terms of afwe were
trying to do there.

MR. DODGE: Also on Pagender
section D of the Attachment 1, it stat
ScottishPower intends to achieve amahcapital
structure equivalent to that of conapde A rated
electric utilities in the U.S., witcammon
equity ratio for PacifiCorp of not ¢ethan 40

percent. Is that commitment intenttelde
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superseded?

MR. WRIGHT: The way tltmmmitment
stands, there is again further cleatfon in the
stipulation covering capital structiggue, in
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the event the conflict, the stipulatgupersedes
it.

MR. DODGE: Let me explonat
briefly. The stipulation essentiays for
ratemaking the parties will use aruas=d capital
structure; is that correct?

MR. WRIGHT: Correct.

MR. DODGE: Isn't theneaddition to
that, a commitment on the part of sloPower to
attempt to achieve an actual poweicsire of an
A rated utility, and with a common gguatio of
not less than 47 percent?

MR. WRIGHT: That is carte

MR. DODGE: So that isgrenitment in
addition to simply the fact that wdlwse that
as the assumed capital structureandte case?

MR. WRIGHT: That's cortrec

MR. DODGE: Thank you. atk all |
have on Stipulation Paragraph No. 1.

MR. MATTHEIS: | just hagequick

follow-up question for Mr. Wright, atich
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referring to Mr. Larson's comment vehke asked if
they had to go to Scotland. And | titarmake
sure that is ScottishPower's view abav

MR. WRIGHT: Absolutely.
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MR. MATTHEIS: Nothing filner on
No. 1.

CHAIRMAN MECHAM: Mr. Reker, do you
have anything on No. 1?

MR. REEDER: Directing yattention
to Exhibit D 2, in the appendix to theplemental
testimony of Mr. Richardson. Pacifigwvill
maintain a separate debt and, if anting,
preferred stock ratings. Do you htnag
condition?

MR. WRIGHT: Yes.

MR. REEDER: Compare thah
stipulation Condition No. 21.

MR. WRIGHT: Yes.

MR. REEDER: Do you undans that you
will maintain a rating of the bondslatock of
PacifiCorp in D 2, and is that comnatrhto
maintain ratings preserved in Pardyl?

MR. WRIGHT: 21 superseBe2. This
was a subject of discussion as atresalrriving

at the stipulation. | believe whatiyganted to
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see was that PacifiCorp shall maintaitual
separate long-term debt and not justating.
Although, it will have a rating, if yalon't have
that. But the stipulation Conditiah Supersedes
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D 2.

MR. REEDER: So you wititmow
maintain a rating of U.S. debt?

MR. WRIGHT: Well, if ycuave
outstanding debt you will have a rgtiso we will
maintain the rating as well.

MR. REEDER: Is there gme or level
upon which you will maintain that regi?

MR. WRIGHT: No, therettn

MR. REEDER: In the corafis imposed
by OFFER on this merger as a resutief
formation of a holding Company, wasréha
condition to maintain a rating?

MR. WRIGHT: | do not know

MR. REEDER: Are you familwith the
conditions proposed by OFFER on tht®a?

MR. WRIGHT: Only in geaéterms.
I'm not aware of the specific conditio

MR. REEDER: Mr. Wrightrfthe
record, can you describe for us wh&ER is?

MR. WRIGHT: OFFER are thffice of
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Electricity Regulation. They're based
Birmingham in the UK. They are bearmgalgamated
with the Office of Gas Regulation. eytare the
main utility regulator in the UK.
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MR. REEDER: We have markar
identification UIEC Exhibit No. 2, thia that,
are the conditions proposed by OFFERfh®
transaction, as opposed to the witneaserning
those conditions, try to understan@twbFFER
required of the rating, if we may.

CHAIRMAN MECHAM: Off theecord.

(Off the record.).

(Exhibit Cross Exhibit 1

marked for identificatipn.

CHAIRMAN MECHAM: Okay, t's go back
on the record. We have marked thébexthat
Mr. Reeder has offered as Cross Exatmoim Exhibit
1, it's entitled Modifications to Piabl
Electricity Supply Licenses Followihgke-over.
Mr. Fell, do you have a question alibat
exhibit?

MR. FELL: Yes, I did, MEhairman. |
got the impression from Mr. Reedet thes paper
represented conditions imposed omterer

transaction by OFFER. And that iswbat this
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paper is. This paper is a responsensultation
and it is does not represent finahter Also
OFFER did not have, as | understarapproval
authority over the transaction. Tihatagency
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that addressed that was the Offideanf Trade.
So before we proceed, I'd like to ustéand what
Mr. Reeder is -- whether he's tryiagresent that
this contains final conditions.

CHAIRMAN MECHAM: Mr. Reed.

MR. REEDER: Well, let'ska
Mr. Wright, because the discovery oese that we
got from ScottishPower suggests thiatdocument
Is the document that contains the ttmms that
will become the subject of modificasao the
license when a holding Company is fesimMaybe we
can establish this with the witness.

Mr. Wright are you familiaith the
contents of the document or familigthwhe
document I've just handed you?

MR. WRIGHT: | am now.

MR. REEDER: Have you sdendocument
before today?

MR. WRIGHT: | believed\seen it
briefly. | haven't studied it in diéta

MR. REEDER: What is tdatument?
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MR. WRIGHT: This documeént
Proposed Modifications to Public Eledty Supply
Licenses Following Take-Over. It is2sgponse to
the consultation by the Office of Etaxty
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Regulation, there have been in theadl&rge
number of acquisitions and mergensutdiic
electricity supplies, OFFER, the regot, has
taken this opportunity, not actualiggposed as a
result of this transaction, but moeagrally to
seek to establish some conditionsdhageneric
in the event of any further take-owetsch would
provide the opportunity to add theseditions as
conditions of the proposed mergeragjugsition.

So they are general comalst The
status of this particular paper, hdo know. It
Is a consultation paper. It certaialyot the
final order. It does not constitutehse
modifications, but it is a consultatand,
therefore, given it has recommendatiarthe
back, | take this to be OFFER's prepdgense
modifications in this area.

MR. REEDER: Mr. Wrighteayou
familiar with the discovery responpesvided by
ScottishPower in this proceeding?

MR. WRIGHT: Generallyhére were a
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good many, and | can't recall them all
MR. REEDER: Would youeaefo the
response to Discovery Request Nopase?
MR. FELL: Mr. ChairmaneWlv have to
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take a moment to locate that.

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

(Off the record.)

CHAIRMAN MECHAM: All righ let's go
back on the record. We've been hasarge
discussion as to what exactly Crossniiration
Exhibit 1 is. Mr. Fell and ScottisiviRzr are
working to get the final conditionsir. Fell, do
you want to supplement that in somgava

MR. FELL: Yes, we exptaxhave a
copy of the final conditions. We#drtainly have
it by the lunch break, so we can pievt to
Mr. Reeder then.

MR. REEDER: Let's be clehout what
we're seeking and what we've asked\fée have
asked for the conditions that willibgosed as a
modification to the license upon tireuanstance
that ScottishPower becomes a subyidiaa
holding Company to which this documsas

provided. You are seeking to provmene the



22

23

24

25

competition offer responses, the rasps to the
competition offers in a letter dategorif1.

There are two sets of conditions and lyave
provided both of them. | do not irdg¢n examine
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the April 1st letter at this momehYe do have
that letter. These are separate tiondiimposed
on the license that you have proviateche for
that purpose. Now, if these are hetfinal

ones, I'll be more than happy to deféil we can
get the final ones.

MR. FELL: May we go offd record
again? Mr. Reeder apparently haslttmeiments
that we could look at quickly and sdether we
are in agreement to see if that's wkat talking
about.

CHAIRMAN MECHAM: Yes, w&an go off
the record.

(Off the record.)

CHAIRMAN MECHAM: All righ let's go

back on the record. Mr. Reeder.

MR. REEDER: Off the redave've had a
discussion about what the conditi@nise imposed
upon ScottishPower, the licensee, bdlivhen it
becomes a subsidiary. It appearsvibae trying

to discern just precisely what thoseditions are
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at this point. They may or may notlie
documents we're going to view. Mil Ras
promised that we will look at it fuethduring the
lunch hour and try to get to the coreet of
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iIssues, if these are not them, antktha
satisfactory to me.
MR. FELL: So we'll pass that issue
and come back to it after we get t@wrhight be
the correct set of documents, if thegenot
they, with your permission.
CHAIRMAN MECHAM: That'se.
MR. REEDER: Thank youndAl have no
further questions on that conditioarth
CHAIRMAN MECHAM: Okay.
MR. REEDER: That's Coiutitl.
CHAIRMAN MECHAM: I'm awarof that.
Mr. McNulty.

MR. McNULTY: Thank youwant to --
I would call it a housekeeping quespossibly,
and | want to, Mr. Wright, Conditiora$ it
relates to the proposed penalties for
nonperformance as it relates to Attaeht 1, is
Condition 1 where you'd like to tatboat? Or do
you think it would be appropriate atktabout

those penalties?
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MR. WRIGHT: | believe tkds a
condition which is Condition 16 whideals with
that point. So we can take it novade it when
we get to Condition 16.
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CHAIRMAN MECHAM: Why danwve take it
when we get to 16.

MR. McNULTY: Thank you.

CHAIRMAN MECHAM: Are therother
guestions with respect to Stipulatlén That is
Point 1 of Stipulation 1?

MR. SANDACK: Just briefly

CHAIRMAN MECHAM: Could ypocome
forward, Mr. Sandack, and use the opibone?

MR. SANDACK: | don't knawat this is
really a condition, but just by wayhéf. Alt's
general remarks when he opened iyaypjndicated
you've met with the parties to revibese
stipulations. When did you meet wviith
intervenors to do that, sir?

MR. ALT: | don't have ttates in
front of me. We met two times. Daagbody else
remember?

MR. SANDACK: The reasoasked is, |
don't recall being invited to that neg Do you

know if someone tried to contact miycefin that
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regard?

MR. ALT: I don't even,ttll you the
truth, remember who took the respalitsilof
contacting all the parties. | thoutitd Company
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did that. So maybe one of the attggne

MR. RANDLE: The dates wémuesday,
July 20th, and Monday, July 26th.

MR. SANDACK: Do you knahvanyone
bothered to contact the IBEW 57 fatthurpose?

MR. RANDLE: |didn't sep the

meeting. | don't know who made thiésca

CHAIRMAN MECHAM: Well, whdon't we do

a check there. Do you have anything -

MR. SANDACK: Just as & Condition
1 goes, | gather it might not needthafeation,
but the commitments to the employees o
Mr. Richardson's supplemental testiynarhich is
Page 9, also has commitments regartng
programs, since they're not in cotyflic
Mr. Wright, with the stipulations. @twise, |
take it you tend to abide by those pevgrams as
well; is that correct?

MR. WRIGHT: That is carte

MR. SANDACK: Thank yoorhat's all |

have.
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COMMISSIONER WHITE: | haxa couple
questions I'd just like to clarifyn the
supplemental testimony, Access to Baaid
Records, Paragraph 2 A, there was shscession
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about how that may or may not be infloct with
Paragraph 1 of the stipulation. They\irst
sentence of 2 A said that PacifiCorp waintain
its own accounting system separat@ fro
ScottishPower's. That does not appearagraph
1. Does that mean that it's in cetflor is
that dealt with somewhere else? Qr wi
ScottishPower or will PacifiCorp, exct, maintain
separate books and records?

MR. LARSON: PacifiCorpllwnaintain
separate books and records.

COMMISSIONER WHITE: Okayhere was
also a question about penalties, aodydicated
that that would be covered in Pardyrsh
Although | noticed that those penalte only
towards violation of the five netwgr&rformance
standards. What I'm getting at is,there
penalties, if the Company violates ahthe other
conditions? And if so, where is theper
paragraph to address those.

MR. WRIGHT: The Paymetat<ustomers
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Association which nonperformance af s
customer guarantees, | would imadna¢ they are
covered in the attachment.

CHAIRMAN MECHAM: But igrthere an
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express reference to the penalty@estbmewhere
in the statute in the stipulation, géhl can't
find?

MR. HUNTER: Mr. Chairmatis
Condition 39.

CHAIRMAN MECHAM: It is Gualition 39,
54-725.

COMMISSIONER WHITE: Okago if the
Commission believed that PacifiCorp or
ScottishPower had not lived up to ehthe terms
and conditions, | take it we wouldeéxg@ected to
proceed under section 54/725.

MR. WRIGHT: Right.

MR. ALT: There's alsoandition in
Section 50 that addresses this inteo$avay.

CHAIRMAN MECHAM: All righ we'll
cover that when we get to 49 condgituther
on.

COMMISSIONER WHITE: Anken again,
we're jJumping around, but you did caves a

little bit, Paragraph 3 of the stigida says
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that merger transaction costs will m@tllowed
in rates. But did | understand yosdy that
some transition costs may be unddaicer
circumstances?
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MR. WRIGHT: That's cortec

COMMISSIONER WHITE: Trsdll | have
right now. Thank you.

CHAIRMAN MECHAM: Let's gim Condition
2 then.

MR. MATTHEIS: I'll stadff with just
a few questions.

Mr. Alt, looking about favay down in
the first paragraph on Condition 2aiks about
in the event state regulators ardaté & reach
agreement. And DPU concludes thaethadology
supported by any of the other U.S.uRsgry
states would cause actual or percdinedcial
harm. | take it that that Divisiongiging to be
doing the judging of the perceivednrar

MR. ALT: Yes, becausestbondition
only binds condition in terms of the
recommendations to the Commission. cétadn't
bind the Commission in a stipulation.

MR. MATTHEIS: Right. Andst below

that then it says, if the Division da®nclude
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that it may cause actual or percehaun, then

the Division is free to recommend argthodology
it deems appropriate. Do | takehigugh, the
Division wouldn't recommend a methodglthat
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would actually cause harm to the rayeps?

MR. ALT: I would certainhope not.
It would be against our statutory fagan.

MR. MATTHEIS: Mr. Wrightjust want
one point of the clarification on tlast sentence
of that first paragraph, where it sa#bout
ScottishPower assuming the risk ofteter
allocation methodologies or decisitres
Commission may adopt. ScottishPowet agreeing
here to adopt whatever methodologyDivesion
proposes in that paragraph; Scottisl&Pos simply
agreeing that whatever the Commisgides on,
ScottishPower will accept; is thatreot?

MR. WRIGHT: That's cortrec

MR. MATTHEIS: Quick qui&st on
Subparagraph B, | don't know if tisis i
appropriately for Mr. Alt, if he caardle it, or
Mr. Wright or Mr. Gimble or Mr. LarsotWhen |
talk about Generally Accepted Accougibtandards,
Is that the same thing as GAAP? [IABAsenerally

Accepted Accounting Principles, othisre
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something different?

MR. ALT: Not being a CPhat would
have been -- Mary Cleveland was adbovi witness
that originally drafted these. Butijwave to
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remember in the context that thesecgrles are
applying to the allocation of corperépe costs,
like from ScottishPower down to Pd&edrp, that's
what this is primarily all about, and) as you
realize that. So | assume that maélybee are
GAAP rules that deal with this. | ¢dmow for
sure. We could have Mary Cleveland --

MR. MATTHEIS: | was jussking if

that's something intended to be sadiy
different than GAAP, or if it's justitten to be
general?

MR. ALT: I don't know.

MR. LARSON: Actually | aasnCPA, but |
haven't been practicing for a whildis was
intended to be applying to GAAP.

MR. MATTHEIS: To your ueigtanding,
subpart D and, again, Mr. Alt, I'iicktwith you
as long as I'm starting there. Cangxplain a
little bit of the concern here? | médake it
that the concern is, it may be diffi¢a trace

these costs back to Scotland or seaethat the
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Commission's ability to obtain theseards may be
embodied by this merger. Would yat gxpress
what this condition is designed toajét

MR. ALT: Well, | think myiew of the
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concern is that there's going to batt&hPower
and it's going to have some affiliatdser than
PacifiCorp, and there may be costsifig from
affiliates to ScottishPower, and tfrem there
down to PacifiCorp that would end @inig
allocated in these types of costsd Aithere's
not some kind of an audit trail, sy possible
that costs that shouldn't belong iaiff@orp's
rates might accidentally find theirywthere, if
our auditors can't find something thaty
consider to be non-allowable in ratiéshere's
not an audit trail for them to be aolérack
them down, it's just we have to bedbldo an
adequate audit and this is a requingtmecapture
that ability.
MR. MATTHEIS: And, Mr. \ight, the
audit trail here -- this is not orihettrail to
be maintained, but obviously thos@rgs will be
made available to the Commission aedXivision.
MR. WRIGHT: Of coursendyou'll see

that there's an incentive on us dovbey thing,
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because it may result in denial obvecing
rates. So it's in interest to be shat is

there and complete and accurate dnideathings
it needs to be.
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MR. MATTHEIS: And madeaable?
MR. WRIGHT: Indeed.
MR. MATTHEIS: And subp#&ta quick
point of clarification. | take it whehnis is
covering is ScottishPower cost allmoet that
will be used, or subsidiary cost alibans that
will be used further downstream andehianpact in
Utah?
MR. ALT: Yes, that's tbencern that
we're addressing here with this comalit

MR. MATTHEIS: And the am®rn is that
we may not have authority to look ugetn without
having something here, or have thitybo look
upstream, or what is the concern?

MR. ALT: Well, the conodnas to do
with the reasonableness of the cbstisget
passed to PacifiCorp from ScottishRowerather
affiliates in any way, shape, or fordnd we need
to be able to audit it. We need teehan
allocation method that deals withhdtts agreed

to and that's previously discussedd this half
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Is just simply saying that the Comnaisshas to
approve that allocation methodologis relates
to, you know, the mechanics, the fdanu

MR. MATTHEIS: Right. Ehprovides
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the Commission with some authoritptove it.
That may not be there otherwise.

MR. ALT: Well, what we veetrying to
do in a lot of these conditions, elfesome
people may feel the Commission hadatitority,
we wanted to make it clear that tiveas no doubt
about it, and this is one of thoseesas

MR. LARSON: This is clgaconsistent
with the auditing that takes placeadporate
costs now, as the Commission deals ivih rate
cases.

MR. MATTHEIS: Nothing tiner.

CHAIRMAN MECHAM: Mr. Dodyg

MR. DODGE: Following up that,

Mr. Alt, Paragraph 2 attempts to oeisth
corporate cost allocations, insurimgf there's

an adequate audit trail, et cetenacdst
allocations. Is Paragraph 2 designeshy way to
deal with the identification and audjtof
corporate savings that may result@salt of

the merger, as opposed to allocatdraests?
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MR. ALT: | don't beliege.

MR. DODGE: Is there adiion, to
your knowledge, that attempts to idgmir insure
the Commission's ability to audit, dnein pass on
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to the ratepayer any corporate sauingsmay
occur as a direct result of the métg@ondition
12, | think.

MR. ALT: Yes, Conditior2 is probably
the best one. It makes a commitmetite year
end semiannual report that they fildhthe
Commission, to identify the savingsffee
years. They will do that for five yea

MR. DODGE: And withoutémding to
jump ahead to Condition 12 now, do yaderstand
that condition, or if not that conditisome other
condition, to require PacifiCorp -case me,
ScottishPower to make an identificatd all tax
savings, for example, that they resuéintities
above PacifiCorp, parent of PacifiCorp

MR. ALT: | would say no.

MR. DODGE: Is there iruyanind, a
condition in the stipulation that regqs them to

identify corporate tax savings as lteggifrom
the merger?

MR. ALT: Not specifically
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MR. DODGE: Do you vievattas some
kind of a deficiency in the conditicansd
stipulations?

MR. ALT: No.
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MR. DODGE: And can youpkin why?

MR. ALT: Well, | talkedith two of
our witnesses that have this arealaeylfelt
satisfied with our conditions that &avings that
normally are recovered in rates waiidl be

through normal rate case processesoné felt
that there was any requirement or needentify
a tax savings upward and beyond Rzaip.

MR. DODGE: Let me makeeslu
understand, then, your answer. Ifgssume that
there are significant tax savingsh Nevada
partnership that owns PacifiCorp othi® holding
Company or someone else that wonitlexe
reflected on the books and record2auifiCorp,
do you think this Commission oughtake into
consideration, in setting rates, tm@ant of
those tax savings that may result floenmerger?

MR. ALT: Well, again, no¢ing a CPA,
but my understanding of the princiglé's not
our intent to try to capture those.

MR. DODGE: Have you seey exhibits



22

23

24

25

or information that tries to identthe magnitude
of the potential tax saving to thetrgem
entities?

MR. ALT: | don't recakkrsonally
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having seen that, no. Our witneskas-t
specifically, we had six witnesses amddivided
up into areas that they were respdmédr, and
there were, as everyone knows, a taa@
responses, requests and responség Iompany in
different areas, some of which wegpetary,
and some of our witnesses went ovérgaooms
designated to handle those proprietacpments,
and that's probably where they wéd'ra.not
sure. | personally did not view thdseuments,
so | can't speak to them directly.t Byou feel
that we need to know more about whdtiere was
someone in the Division that saw thos@abers and
was aware of them, we could ask amdi dut.

MR. DODGE: | think itsiportant for
you and the Commission to understhrdrtagnitude
of projected savings and then iderhf/question
as to whether those savings are apptegor
consideration to be passed on to titdpayers,
or some portion. And maybe the waged to do

that is both by referencing Mr. Talbdéstimony



22

23

24

25

and the confidential exhibit that veé prepared
for you to look at. I'll ask counsal the
applicants how they wanted to hanlke t
confidential exhibit, but | think beten those
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two, we can bracket a range of poaé teix
savings and why. And I'd like -- ight of that,
| guess I'd like you to review, and. [@imble as
well as the applicant to review, wieetany of
those are appropriate for inclusiothia
consideration of future rate cases.

MR. ALT: And would youvg me a
moment to consult with my two witnesséhose area
that falls in to see what | may hatagesl is
consistent with their opinion?

MR. DODGE: And maybe ven@sk the
applicants how they want to handleikxiDPU 13.

MR. FELL: It's a confideh exhibit
that's limited to very few people tisat
typically we would have to clear tbem of

persons who are not authorized teexevthat
exhibit. One of the thoughts thatweelsed in
other proceedings was that if theipaldr number
didn't have to be used, if the witn@as familiar
with it and the person asking the tjaasvas, you

could proceed. I'm not sure of whethe
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magnitude of the number -- I'm noesiar what
extent that is important to this exca

MR. DODGE: Two thingsthghink are
important to the exchange. One snge. We can
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use Mr. Talbot's number for that,otiid like,
for an indication of the range.

And secondly is the maninawhich the
tax savings will be generated. Anlink the
exhibit may be necessary to refleat.tiNow, if
it's just the number you're conceraledut, we can
keep that out of the exhibit.

CHAIRMAN MECHAM: Let's dihis. Let's
go off the record.

(Off the record.)

CHAIRMAN MECHAM: Let's doack on the
record. Mr. Alt has had an opportyiit confer
with his colleagues in the Divisiour. Alt, what
did you learn?

MR. ALT: I learned thaewelieve
that we have not historically looked a
consolidated operations. We loolaaées, but
that we're not a hundred percent ahoait that,
but we would like to reserve the rightuture
rate cases to deal with these casttegsome up

and not prejudge a decision today aivbat the
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Division's right to do or not to dofuture rate
cases on this issue.

MR. GIMBLE: | might adddt | concur
with what Mr. Alt has said, and then@uittee
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believes that we're in no way prectuftem
raising any tax issues in future cases,
including any benefits that might lengrated
upstream.

MR. DODGE: And if | carmore that a
bit, we'll get at it the long way towda where we
need to be. We may need to go thraligh
confidential exhibits a little latéyt we can do
most of what | need with informatiom the
record. So I'd like to ask you tatstdth you,
Mr. Gimble, because your testimongctiy
referenced, as did Mr. Talbot's angryeitness.
You indicated in your testimony thgt b
Mr. Talbot's calculation, this hashmog to do
with knowing specifics of the Compartye
referenced what he referred to asubléo
leveraged structure of this particaleguisition;
Is that right?

MR. GIMBLE: Yes.

MR. DODGE: And in thatntext, his

guesstimate, | guess is what | woaldlit; based
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on understanding the text rules butine®
specifics, was that there my be ashnasc$109
million per year in tax savings to tvener of
PacifiCorp, basically an upstream a¢ifCorp?
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MR. GIMBLE: Yes, but bymoring the
double letters capital structure, hevjgled an
example that generated a potentiab&mefit of
up to -- | think your figure was 109 that what
you said?

MR. DODGE: | believe tlsavhat Mr.
Talbot said $109.2 million. In thermal course
of looking at just the books and resoof
PacifiCorp, assuming there were $1081Ron
savings at entities above that, tigatré
wouldn't show up on those records,ld/@d@ The
whole $109.2 million number, on P&&ifip's
records?

MR. GIMBLE: On PacifiCaspprobably
not. But | don't think we're preclddeom asking
Data Request to get records that-therporate
group information records data thédtesto the
corporate group level.

MR. DODGE: And would ysupport a
condition that made it clear that @@nmission,

Division, Committee and Intervenorsappropriate,
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would have complete access to infolonatecessary
to determine the nature and exteth®tax
savings upstream of PacifiCorp?

MR. GIMBLE: | don't thirld oppose
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it, but I think it's covered by condit. | think
it's 11.

MR. DODGE: In terms ofeggiate access
of books?

MR. GIMBLE: Yes.

MR. DODGE: And then sedlynare you
comfortable that this condition ressrthe
ability of the Commission, if they i it's
appropriate, to allocate that upstréaxsavings
to ratepayers or some percentage ibtitey
conclude that's appropriate?

MR. GIMBLE: Could you plee restate
the question?

MR. DODGE: Are you conttle that
the stipulation as it's written adeglya
preserves the Commission's abilitydth identify
the extent of tax savings to upstreampanies and
determine the extent to which thosenggs ought
to be allocated to Utah ratepayers?

MR. GIMBLE: Yes. FrometiCommittee's

standpoint, | don't think we've waiaey rights
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to argue that any tax benefits thigedrom this
combination should be flowed througtutah retalil
ratepayers.

MR. DODGE: Mr. Wright, gou agree
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with that statement?

MR. WRIGHT: What was statement
specifically?

MR. DODGE: Is there angywo have it
reread?

MR. BURNETT: | could regiet.

MR. DODGE: No, I'd ratheave it
read, if you don't mind. I'm not syoeir memory
is better than mine.

(Record read.)

MR. DODGE: Could you edstwhat you
just said, Mr. Gimble, the second --

MR. GIMBLE: I'll do my be | don't
think that the Committee in any wag haived its
right to raising any potential taxussn future
rate cases, including any tax bend#ias might
be generated upstream.

MR. DODGE: Mr. Wright, e®the
Company agree with that?

MR. WRIGHT: | don't thinke

stipulation precludes that issue beirgn in a
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rate case.

MR. DODGE: Does the skipion
preserve the ability of the Commisgmiconsider
that issue in a second rate case?
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MR. WRIGHT: | don't thiniks
explicitly considered in the stipudatj but if
you're asking me can the issue beepred, |
think the answer is yes.

MR. DODGE: Does the Compagree is
that it will be preserved, is my quas?

MR. WRIGHT: Yes.

MR. DODGE: Thank you. é3dPacifiCorp
have the same view, Mr. Larson?

MR. LARSON: Yes.

MR. DODGE: Thank you. OB are the
only questions | have on that paragrap

CHAIRMAN MECHAM: Okay.

MR. REEDER: Briefly toetthax issue.
In an early draft of stipulation, wedhproposed a
condition that included taxes, exgliygCondition
No. 25. Are you familiar with thatrker draft
and that language?

MR. FELL: Mr. ChairmaneWW have to
see a copy of that. The numberingngad and

certainly --
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MR. REEDER: Mr. WrightdaNr. Gimble

and Mr. Alt? Are you familiar with iedition

No. 25, gentlemen? Have you had aah#o review

it?
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MR. GIMBLE: Yes.

MR. REEDER: Do you redhtht in
earlier drafts of Condition No. 25, matter what
the number was, that in addition ®words area
"lower capital costs" there were itséithe
words "and taxes"?

MR. WRIGHT: | certainlgcall that,

yes.

MR. REEDER: Mr. Gimble gou recall
that.

MR. GIMBLE: |don't.

MR. REEDER: Mr. Alt, doy recall
that?

MR. ALT: Yes. | have thecument in
front of me.

MR. REEDER: Maybe you teafp
understand why, when we had askeddiat be
explicitly and expressly includedwds removed.

MR. ALT: The questiortasme?

MR. REEDER: Any of you.

MR. ALT: Well, I'll taki first. |
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talked to our witnesses and they toddthat it
wasn't essential to have that in aitmm, that
during a normal rate case procedtiveg iwere
entitled or able to that capture @xsgs, we
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would do so.

MR. LARSON: Let me takema
response. If you read 25, it sayapig to
lower costs, those savings will béexeted in
rates. |think what has been statrd,h
Mr. Reeder, is that the issue is preskfor a
rate case, parties will be able taartheir
positions related to the impact of ¢basolidated
taxes and the Commission will make the
determination on whether or not #pgpropriate
to include those upstream consolidtdrds in the
filing. Our position may be differantthat
proceeding than yours. And that dlfor the
Commission to determine.

MR. WRIGHT: | concur tbyawith that
remark by Mr. Larson.

MR. GIMBLE: | agree alsbmean we
want to preserve our ability to loakak tax
iIssues. There may be tax risks tleatvant to
address in future rate cases als@reffboth

sides of the coin.
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MR. REEDER: Mr. Gimble yvtlid you
find it necessary to spell out a ctodiwith
respect to you cost of capital inghpulation?

MR. GIMBLE: In terms of -
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MR. REEDER: Upstream sast
capital.

MR. GIMBLE: Please pome to --

MR. REEDER: Paragraph Ri.

MR. GIMBLE: Basically footect Utah
ratepayers.

MR. REEDER: It's a godeéa to make
clear when we're changing controlt W@ know
what the rules are going to be wispezt to
costs in the future, isn't it?

MR. GIMBLE: | would geradly concur
with that statement.

MR. REEDER: Now, we'vkdn care of
the cost of capital issue in this gaagh,

haven't we?

MR. GIMBLE: 1 think so.

MR. REEDER: Would you kany
objection to our request to the Consiois to add
the word "taxes" to that photograpmtake it
equally clear that taxes and the ocofl@nagnitude

of the $109 million a year multiple@s, the
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credit that's on the table here noayhe flow
through to the ratepayers? Wouldgloject to
that act by this Commission.

MR. GIMBLE: Is that a gti®n to me?
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MR. REEDER: Yes, sir.

MR. GIMBLE: | don't thinke need to
add it. | mean I think we have oghts in
normal ratemaking to raise any taskted issue,
including any benefits that might lengrated
upstream.

MR. FELL: Mr. Chairmamnglbject to
the form of the question. My undemstiag from
Mr. Talbot's testimony is that thatwher, that
109 million, was related to exploitiaglouble
leverage capital structure as welll Em not
quite sure how that relates to theseaxngs from
the transaction.

MR. LARSON: Let me seédhn make
one statement to clarify and seei#f éimswers
Mr. Reeder's question. In Paragrdpht
purpose of that | mean, as you retiahe are
other conditions about debt costsassp debt
costs for PacifiCorp. To the exténattt
PacifiCorp debt costs or cost of mogegs down,

those will be reflected in rates. STisia
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condition specifically related to R&2orp. What
we're talking about in the tax arenaamething
completely outside of the PacifiCorere, it's at

a holding company level, and what &eehstated is
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that parties are free to bring thatissbefore
the Commission and argue their passtion it.
But at this time, there is no needd@pecific
condition for that issue.

MR. REEDER: We may havego to the
confidential exhibits to clarify thember to take
it out of the range of speculation ahdw what
ScottishPower showed to us when atfked
guestion, specifically what it meakite won't go
there just now.

Mr. Gimble, the questionybu now is,
would you object to the Commissioniagdhat
condition?

MR. GIMBLE: | guess l'akeady
answered that question. In termsepveserved
our ability to look at that issue @nrhs of
whether | would object to you propgsthat to the
Commission? | wouldn't object.

MR. REEDER: Would you et to the
Commission adding it?

MR. GIMBLE: | would hate consult
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with Mr. Talbot.

MR. REEDER: Mr. Alt, waliyou object
to the Commission adding to that cbodilanguage
to make it clear that if there are $axings that
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arise from the fact that for the ftiste in
regulation, leastwise in this stabere's the

risk that we will have a differenceaparent tax
rate and subsidiary tax rate, becaweshave
different taxing authority?

MR. FELL: Objection toetiquestion.
The question assumes that the Comomidgas always
exactly tracked parent tax rates dlitiyitax
rates, and that's simply false.

MR. REEDER: The objectaidn't
address the question. We're assudiffegent tax
rates because we have a foreign pareh&a
domestic subsidiary. Heretofore,ghgent and
the subsidiary have the same tax rdiedJ.S.
tax rates.

MR. HUNTER: I'm in the kward
position, because | think I'm repréisen
PacifiCorp and objecting. But he's\do
ScottishPower. We object on the bafkighat
Mr. Reeder is trying to do is prejudige decision

this Commission makes in the rate.ciée Reeder
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wants language in there that sayshaxges will
result in reduced rates. What wé is to
preserve that issue until we haveodunity to
present evidence, whether it's factuaence
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before the Commission with which ticeyld make a
determination.

CHAIRMAN MECHAM: All righ But what
he's asking Mr. Alt is would he objezthe
Commission adding it, and Mr. Alt isd to answer
that over the objection. And, you wndf it has
an impact on us, so it be.

MR. ALT: | wouldn't objeto the
Commission adding that as a conditioiney
believed that that's essential anfiwitheir
jurisdiction and whatever. | haveafection to
it. 1 would just comment that the [Sien didn't
include it because we didn't feel disvessential
to show a net positive benefit. Atindrefore,
our conditions on their own met th&,tand
adding that was extra that we didrét fvas
needed.

MR. REEDER: Mr. Alt, tleesonditions
faced with the opportunity to struettine future
versus rely on enforcement remediasrtiay or may

not be effective in the future, whatuld be your
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advice as a regulator to them?

clear.

MR. ALT: I'm sorry, thatasn't

MR. REEDER: When this Guoission is
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faced with the opportunity to struettine future
SO as to minimize the enforcementsriskto rely
on some enforcement opportunity infthere,
which course would you recommend &ntid

MR. ALT: Well, as you ctall, in
most of our conditions we're tryinddg things
out in advance.

MR. REEDER: You would egmwith me,
would you not, that it's prudent foist
Commission, where the opportunity pnes itself
to structure the future so as to avoidtests to
take that option?

MR. ALT: Yes, where appriate.

MR. REEDER: Nothing apprate.

CHAIRMAN MECHAM: | know &ive been

talking about Condition 25, but isrtheomething
further on Condition 2?

COMMISSIONER JONES: Mit,Aon the
Condition No. 2, particularly on tHeeation
guestions, I'm not familiar with wisagoing on

the last ten years in PITA, but | uistend from
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hearsay that it's been a real strumgieg to

come up with some conclusions on atioos. Are
we setting up the same problem byl#mguage for
this further merger or income tax?
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MR. ALT: Well, my persdrabservation
-- and I've been to a number of PITéetings in
the last few years -- is that somaassare more
controversial in PITA than others ythend to be
iIssues where you get cost shiftingifre major
cost shifting from one state to angthke the
allocation were generation costsjristance.
But my personal observation, and ldmvtalked
to other staff extensively about i twould be
that my expectation is that this womdd
necessarily be that type of a contrsigkissue
at PITA, and | think that our perspext would be
more similar here in terms of protegtall the
states from getting unreasonable @lkisated
from ScottishPower and its other @ffids down to
PacifiCorp. So I think we would allase more of
a common interest here, and my expeontaare
high for a mutual agreement on thisipaar
Issue.

COMMISSIONER JONES: Thayaki.

CHAIRMAN MECHAM: What egdy -- is it
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only ScottishPower's overhead andiattfi
investments that are being allocateteu No. 2,
or is there something else?

MR. ALT: Well, that's my
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understanding. Because the firsteser@ says for
the allocation of corporate and adfii
investments, expenses and overheadd.you're
talking about from ScottishPower atscother
affiliates besides PacifiCorp. Thattsat
Condition 2 was addressing. Othercallions,
like between states, is dealt witla iater
condition.

CHAIRMAN MECHAM: Mr. Lao.

MR. LARSON: Yes, just astatement on
Condition No. 25. Even though Mr. Beredidn't
ask me my opinion related to a condithin that,
I'll give it. What | see by trying &ald the tax
language there, is basically prejuddgire issue
before anybody has had an opportiaipresent
evidence on consolidated taxes.ndttsan issue
that's new to us or new to this Consiois. | mean
PacifiCorp has had subsidiaries. €hos
subsidiaries have produced tax benediated to
the businesses that they've beeAin this

Commission has elected to use tharaléaxes
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for setting rates in the state, atidrnk what
we've said here and are comfortabill isi
allowing parties to bring the issud¢afes before
this Commission and put forth theguanents
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related to the consolidated tax issné, leaving
this Commission with full authority neake the
determination on whether or not thatigdent to
include that issue in Utah rates. Aod would

be strongly concerned about includingrejudging
the issue by putting the tax issuldn 25.

MR. REEDER: Mr. Larsomavie you seen
the exhibits that are marked pink tratin the
possession of Mr. Burnett?

MR. LARSON: | have not.

MR. REEDER: Have you st#enexhibits
that are marked pink that addressifpaty how
the tax savings are achieved and tgnitude of
those cost savings in response talata

request?

MR. LARSON: | have seenpink
documents related to ScottishPower.

MR. REEDER: Thank you.

MR. WRIGHT: If | may, askice |
haven't had an opportunity to respaittter. |

think there are a number of obserwatjost
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summarizing, one, ScottishPower'ggre@ment with
the issue being preserved in theqase, and

I've stated that already. We've aksard that it
appears that taking consolidated téxast
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standard ratemaking practice at thieeati time,
So in that respect we would wish &erge our
rights to debate the point at a |d&ge.

| would also make the alsagon that
whatever the magnitude of tax savirgsn't
actually guaranteed at this time dhneefore,
whatever the amount speculated igjnatanteed.

And I finally make the pothat the
absence of this within the stipulatdwesn't
actually have a bearing on whethessthmlation
Is in the public somewhere, becauséelieve that
the conditions as they're alreadygheombined
with the merger credit, meets thedaas. So if
there is other benefits that are achke in the
same way as future cost savings thibbev
identified by the transition plans ¢cenimputed
in future rate cases, then the taxeissan
similarly be addressed at that time.

MR. REEDER: Mr. Wrightthis state
is a rate of return regulated statd, there are

savings that occur because of a strei¢h that
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regulation, would you suggest that@loenmission
overlook those savings in rate ofmretegulated
states and determine either the tak@othe

rate of return?
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MR. WRIGHT: I'm not sureollowed
that question.

MR. REEDER: Do you knowat a rate of
return regulated state is?

MR. WRIGHT: Yes, | do.

MR. REEDER: And that meaimat this
company has the exclusive prerogdtyaovide
electricity to many providers in thats, does it
not?

MR. WRIGHT: Indeed it doe

MR. REEDER: And one of tuid pro
quos for that, is it not, that thosiegs are set
on a cost plus return basis?

MR. WRIGHT: That is carte

MR. REEDER: If there asrings to be
captured as a result of structurihgyugh
whatever means one may choose, ratguh

regulation would compel that thosersgs be
captured so as not to supply supesrat return,
would it not?

MR. FELL: Objection, healing for
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a legal conclusion.

CHAIRMAN MECHAM: It doe=all for a
legal conclusion, | suppose.

MR. REEDER: | think ifghwere the
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first one this witness had given, wauld probably
be surprised.

As a businessman, Mr. \Wrigou're in
the regulated business, tell me yausireessman
view.

MR. WRIGHT: | believe wnetalking
about rates of return in the regulattidy.

The point is that we are concerneth tie tax
benefits we're talking about upstrdmmefit.

Now, what we've said is we don't wanpreach in
our discussion, but it's abundanthacithe issue
is preserved. There is clearly a teeba this
point and the debate can take peraaps
appropriate forum.

MR. REEDER: Why shoulérth be a
debate? Why don't we resolve now)evhie've got
a change of control, whether or natlybe able
to keep in ScottishPower benefits thald
otherwise reduce the rates?

MR. WRIGHT: Because tisisiot the

appropriate forum to debate in.
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MR. REEDER: This is foruvhere you've

asked for approval for change of aantiVe can

resolve it today and not debate itlagg can't

we?
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MR. WRIGHT: The issue,.NReeder, is
whether the merger is in the publieiest and
whether we have demonstrated that.

MR. REEDER: The issue, isithere
is a change of control, and what team
conditions should be imposed on trenge of
control to insure that the public net is met.

CHAIRMAN MECHAM: All righ I think
both points are fairly clear.

MR. DODGE: Mr. Chairmanlo have one
or two follow-up questions to thosenme

CHAIRMAN MECHAM: Go ahead

MR. DODGE: They'll beddti

CHAIRMAN MECHAM: Okay.

MR. DODGE: And Mr. Reethas proposed
a condition that insures that tax isgsiwill
benefit the ratepayers, to which yewbjected.

Mr. Wright, would you object to the i@mission
ordering including the condition thath you and
Mr. Larson agreed to? That is thipaities

agree the issue is not waived, ies@rved, the
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Commission has jurisdiction, both &wvé access to
documents and to make a determinainomin a
future rate case?

MR. WRIGHT: 1 think I'stated it on
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the record here, | don't think we naadxplicit
merger condition to reflect that.

MR. DODGE: Would you otij¢o that?

MR. WRIGHT: | would hate consult
with --

MR. DODGE: Mr. Larson, wd you
object to that kind of a conditionrmgplaced in
Commission's order.

MR. LARSON: | would hateconsult
with Mr. Wright.

MR. DODGE: No other quess.

COMMISSIONER WHITE: Welli,seems to
me that Paragraph 25, along with caritéew other
paragraphs in the order does, in faejudge
some issues, so I'm interested in goamwing the
distinction between issues that itigdpnt to
prejudge, | guess, in the stipulatemg issues
that you'd prefer not to have prejutdgand

I'll let anyone who cares to respayalahead.

MR. WRIGHT: I'll make one

observation. 25 deals with costsapital, which
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is clearly an issue -- there was atgileal of
testimony about the risks of Pacifitbecoming
part of the ScottishPower, whethet wauld
indeed lead to a higher cost of th@tah It's
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also part, an established part ofdtemaking
process, so we thought it was impadtiaudeal
with that issue up front. The taxuesss
somewhat different, inasmuch as threefies or
efficiencies that may be there aredeshonstrated
at the current time. And historicatlyose are
some issues that dealt with rate ¢casewe felt
there was a distinction in the issues.

MR. LARSON: For the mesirt, | would
concur. | mean if the issues thakeappo be
being prejudged in the document aesdhat -- |
mean if you lower a cost, those wdlrbflected
on your books and records and quarteflected
in prices. The consolidated tax issugomething
like that is an issue that clearly @@mmission
has made a decision in the past ahflaa would
be divergence from that and oughtetoybu know,
maintained for a future rate procegdin

COMMISSIONER WHITE: Dot Division
have any concern that the stipulati@y prejudge

some issues for us in future procegsiin
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MR. ALT: I'm not sure wih@u mean.

COMMISSIONER WHITE: Wejlist look at
Paragraph 25, though I think it maglhapo other
paragraphs as well, where there'sulagg saying
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that ScottishPower shareholders valrxcertain
costs, and certain costs will be #dan certain
ways. Now, it looks entirely likelydt that is
in fact the way the Commission woukht it, but
if because of some unusual circum&taincthe
future the Commission didn't want éoldmund by
these conditions, do you see any prabf?

MR. ALT: I don't think sd mean the
comment I'd like to add is the foctishe
Division was primarily mitigation atk and
uncertainty and adverse outcomeseseh

conditions.

COMMISSIONER WHITE: Ites@s to me

that the second sentence of Parad@daphreally
what the Division is focusing on.

MR. ALT: Right. If yoodk on our
exhibit, the three-column exhibit,tthat the
outset, was describing, that we hhise t
comprehensive -- what we charactagzea
comprehensive set of the issues andittons to

deal with them, we saw very small tevd
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guantifiable that we could really gat hands
around, benefits in this merger coragdo the
last one, so our focus was a lot oidaons to
mitigate all the possible risks thatild make
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things get worse. And this particlTamdition 25
was dealing primarily with the rislatrcost of
capital would go up. We were concdrtiat
ScottishPower might go off in unregethareas,
and often, in many of our discussiams,used the
Pinnacle West of -- | think it's Ariza Public
Service, they went into the bankingibass and it
almost bankrupted the utility and edlinto
guestion their ability to provide adatg
service. That was one of the thimgs tve were
concerned about.

We didn't want cost of italpgyoing
up, we didn't want expenses goingnepdidn't
want service to deteriorate. Thoseewviee key
drivers in all our conditions, alltbem
practically. And the one on cost apital was,
we were protecting against incread@s. just
happened to make the distinction thiedy, if
they go up, you're at risk for thokarsholders,
but if they go down, as normally wobkgppen,

we're going to capture.
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It was simply because vezanmalking
about cost of capital that we feltmeeded to
talk about both sides of it. Not that
conditions were intended to go out eature
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every little benefit that we could seeen though
it wasn't something that was firm aagily
quantifiable, and testifiable to asgecertain
and dependable and we can capture ithem
condition. That's where we had afqgtroblem.
We ended up with a merger credit t@al dath the
benefit side. Most of the conditialeal with the
risk side, the cost side. | don't\wribthat

helps.

COMMISSIONER WHITE: ThankOkay,
let's move to Condition 3. Mr. Dodge.

MR. DODGE: Recognizingsk may not
have been your words, Mr. Alt, can gaplain what
you understand to be the differendeveen
enhancements and severance costeaneements
and normal severance costs in Para@ap

MR. ALT: I'm afraid I'nohthe person
to ask for the Division that questidn.
understand that these were spellethauproxy
statement, because during -- | thinkais during

one of the meetings with all the merthat the
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iIssue came up, one of the attornaysnk one of
the industrial intervenors asked, doué define
what that is, and the answer fromGQbenpany, as |
recall, was that it was defined in pinexy
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statement and that the Attachmenfteétned to the
proxy statement and, therefore, thvas linkage
within the definition we didn't neexldo in the
stipulation, and that's the reasorweee okay
with it. That's my recollection.

MR. DODGE: Mr. Gimble, gou have any
further understanding of what thosenterefer to?

MR. GIMBLE: Well, | think refers to
primarily, if you look at -- | think's
Attachment 2 to the stipulation. ihthunder
change and control, it has an enhaagedutive
severance. | think it relates to .thate asked
for the discovery request on that ,adé@r we
read it in a London newspaper -- kht was a
London newspaper article -- the enbdrseverance
looked like it was going to be in ess@f seven
million. 1 guess $7 million, thisAs3 here. My
understanding is that will be below lime.

MR. DODGE: Now, ConditiBragain
identifies those expenses that théiapys agree

will be below the line. There areayththat
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aren't reflected on the Attachmerd this
stipulation, that the applicants hanbcated
they believe should be recovered altoedine or
in rates; is that right? Are you faamiwith
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those?

MR. GIMBLE: In terms aésociating
with their transition forum?

MR. DODGE: Among otheniys. There
was a two-page exhibit. The Attacht#to the
stipulation reflects primarily thedimpage of
that, and the second page reflecteskttthings
that the applicants considered toldmeve the
line. Are you familiar with those t&23

MR. GIMBLE: Generally.

MR. DODGE: Not specifigal Maybe

Mr. Wright is the one that can help onethis.

Mr. Wright, and I'll jugb through

them quickly. Tell me if this is your
understanding. The companies belieat
transition plan development costsediMeen one
and two million dollars should be abake line or
recovered in rates; is that right?

MR. WRIGHT: That's comigto the
extent that the cost is part of thenping

process, which would itself delivet henefit.
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We wouldn't expect to recover the €afta
transition plan that didn't have bésef

MR. DODGE: And the samewd be true
In executive severance costs -- apkeks this is
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the enhance severance cost -- excas¢hm other
part -- this is normal severance obgirojected
$11.7 million; is that right?

MR. WRIGHT: Those sevamwcosts led
overtime to savings, and the saviegsilting from
the severance were greater than thteotahe
severance, and they were part ofrdnesition
process, and we would expect in acwed with
normal ratemaking policy for thoséb®included
above the line.

MR. DODGE: The same igetfor

projecting the half million dollars lobnus; is
that true?

MR. WRIGHT: Not entirelydon't
think. | don't have that specific #xhin front
of me, but I think if they are ordipa&osts of
business costs, they would be includéthey
were bonuses related to specificalygleting the
merger, then they would be excludeddtemaking
purposes. What we're seeking to de, lieit's

not clear, is to try and identify thasts that
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are incremental as a result of thegereand

exclude them for ratemaking purpoasypposed to
business as usual, ordinary costsw$hould not

be excluded.
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MR. DODGE: And among whia
applicants believe are the businesssaal costs
that should be included, in additiomthat we've
talked about, there's two and a hdlfan in
payments to preferred stockholdempjorove
unsecured debt; is that correct?

MR. WRIGHT: Right, anthink that is
on the basis that removing that, if like
expensive debt, there will be a pesitiet
benefit in terms of the alternativétdeosts will

be lower. So again, this is all pcatid on the
fact that we can demonstrate benafitssng from
these costs.

MR. DODGE: And then lgsthe
applicants expect in excess of $.&anilin

Mr. McKennon's employment agreemeat tould be
above the line; is that right?

MR. WRIGHT: If it's ondhe, I'm not
terribly familiar with that particulaem.

MR. FELL: Mr. Chairmamguid we have

Mr. Dodge share that exhibit? We havepy.
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Just a moment.

MR. DODGE: Yes. It'sumity a
Wyoming exhibit and | don't have capieut I'd be
happy to make it. Attachment 2 isfthst page
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of it.

MR. FELL: | might clarityat there's
a decimal point in front of the 8,maybe Mr.
Dodge could reread that.

MR. DODGE: Didn't | say3$nillion?

MR. FELL: |didn't hear i

MR. DODGE: And my poimtngly here is
to finish what isn't on AttachmentIs
properly not on Attachment 2. I'mtjtrging to
have the Commission understand thosts ¢he
applicants believe are not mergetediand,
therefore, ought to be credit in thstc And
some have argued they have some cbonég this
merger.

So that there's no comfsthere's
been reference to a $20 million seveggackage
for PacifiCorp executives for 27 qrl'érget,
PacifiCorp executives. Is it accutags that 20
million is made up of the 11.7 thatiyost talked
about that you believe would be altredine, and

the 8.3 enhanced executive severdiatg/ou agree
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would be below the line?

MR. WRIGHT: That's cortrec

MR. DODGE: So when pedpl& about
the $20 million severance, those lagetwo
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numbers that make up that approxinp&20 million
number; right?

MR. WRIGHT: | believe tisacorrect.

MR. DODGE: Thank you. €féis no
implied consent or agreement to tloiusion of
any of those costs in rates by the Qdtae; is
that right, Mr. Gimble?

MR. GIMBLE: That's right.

MR. DODGE: Is that thersawith the
Division?

MR. ALT: That's correct.

MR. DODGE: Thank youhave no
further questions on No. 3.

CHAIRMAN MECHAM: Mr. Matieis.

MR. MATTHEIS: Thank you.

Mr. Wright, | guess th@dhsentence
in No. 3 talks about future costsiagsas a
result of this transition plan, whigsult in net
cost savings. Does that imply somkdge? Are
we talking about identifying a specifiansition

cost and identifying specific savingkated to
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that cost?

MR. WRIGHT: That's correand I'll
have to look what condition it ishirtk it's 12
or 13. We have agreed to providet@msition
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plan within six months of the closimigthe
merger. The transition plan will indé both
costs and benefits. The benefits kapily be
costs as opposed to the transition. p\&hat
we're trying to include here are thets such as
investments or severance that leacktavings
being included in ratemaking process.

MR. DODGE: And | guesatth my
guestion. Is it going to be sort afl@bal view,
you look at the transition costs agel whether
they're are benefits or more spetiikage, that
we're going to look at specific trdilosi costs
and see if that specific cost is addienefit?

MR. WRIGHT: Well, the tisition plan
will consist of a great number of wmdual
initiatives, which on the whole wilvg a net
benefit. | think the intention islemk at this
in the round, as it were.

MR. MATTHEIS: That was myestion.
Going back to enhancements -- maylye ktson, |

want to direct to you -- to the entements of
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severance costs. Were there changentifol
severance costs and conditions infieacp
executives' contracts, for lack oe#tdr word,
before this merger arose? Is thatt wie&e
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talking about here, or the enhancemtrat arose
once the merger was undertaken?

MR. LARSON: My understamglis that
those 26, 27 individuals that Mr. Dedgferred to
had severance included in their empleyt package.

MR. DODGE: From the get-gut
before --

MR. LARSON: Prior to thescussions
with ScottishPower. As a result af thscussions
with ScottishPower, there were sonbtexhal
enhanced severance that was put late pand
those are the items that | think Mright has
described are being accounted fonbéhe line,
and we are not seeking recovery fgradrthose.
The other thing that | would add iattthese
numbers are all maximum numbers; Imesnot as
though necessarily all of these thiwdktake
place.

MR. DODGE: And | just askagain,
maybe | wasn't clear. The enhancesrtéen that

are reflected in this Attachment 2@mly the
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things that arose after the mergerudisions

began? In other words, if there waeexisting
enhancements that said upon a chdrgmntrol,
you'll receive X. Those are doindp&oabove or
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those are transition costs, or wighthall be
included?

MR. FELL: Mr. Chairmarmyf
clarification, may | hand the witnéss document
that includes the description of titese

CHAIRMAN MECHAM: Go ahead

MR. DODGE: I've handed.Marson the
ScottishPower listing particulars, &t looking
at the executive benefits sectiorheflisting

particulars.

MR. LARSON: Okay, can yastate your
question?

MR. DODGE: There are aple of kinds
of severance, | guess.

MR. MATTHEIS: There al®se that may
have been placed before this mergsrevar
contemplated; correct? And theretfanse that
were put in place as a result of thesger
discussion. My question is, are ladtthose
considered enhancements in termsi®fth

MR. LARSON: No.
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MR. MATTHEIS: Just thecead one.

MR. LARSON: Just the charmn control

provisions. Those are enhancemdmsgtare the

ones --

120
Deanna M. Chandler * CSR



10

11

12

13

14

15

16

17

18

19

20

21

MR. MATTHEIS: So the pxesing
severance packages are going to beeahe line,
or at least transition costs abovditie?

MR. LARSON: To the extéhnat those
are put into effect, then those wdagdncluded
above the line as part of the traosiplan.

MR. FELL: Mr. Chairmarmyf
clarification, the listing particuladescribes
those benefits, and the enhancedgooati the

benefits is contained in the severahae
already, but it doesn't get triggesedply
because it requires certain changesatie
occurring in this transaction. Sisitt -- |

think the way the document describeses not
say that they were adopted for tlaegaction.
But they are there and they're trigdday this

transaction.

CHAIRMAN MECHAM: Mr. Reed, do you

have any questions on this point? yaedone,
Mr. Mattheis? I'm sorry.

MR. MATTHEIS: That's finkthink |
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am done. Thank you.

MR. REEDER: Mr. Larsoouyare the
only one on the panel who has admtittdtaving an
accounting background. May | ask gawmber of
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guestions?

MR. LARSON: | graduatedrh college
in accounting.

MR. REEDER: I'm havings®trouble
with just trying to decide what theler of
magnitude of these transaction cosghnibe. Can
you help me? | see them expressedumds, |
think, in Exhibit A. Can you tell méhat the
transaction costs from the PacifiCaige are and
for the transaction costs from thet&stoPower
power side are in U.S. dollars so tiatcan
understand what you're talking about?

MR. FELL: Could you iddntthe
exhibit for me, please?

MR. REEDER: It's the stgtion
Appendix 2. Or are there other tratisa costs?

MR. LARSON: I think, iby look at
it, they are stated both in dollard anpounds,
that your pounds are in parentheBes.
mathematically stated, the conversate is

probably about 1.6, Mr. Reeder.
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MR. REEDER: Thank youowcan you
sum those numbers for me? What istine of the
transaction costs revealed by thiskatéh

MR. HUNTER: If you've e&rdy done
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that, we'd be happy to take your wiordt.

MR. REEDER: | haven't dahon this
exhibit. On another version of thihibit
we've done it, but we haven't doraithis
exhibit.

MR. FELL: May we take aune and
provide Mr. Larson with a calculator?

MR. REEDER: Oh, he's fagh

numbers.

CHAIRMAN MECHAM: You nevé¢hought the

recalcitrant witness would be your ¢did you,
Mr. Fell?
MR. FELL: They're alwap®e worst
ones.
MR. LARSON: My calculaticays a
maximum of 259.8 would be charged Wwelwe line.
MR. REEDER: So 259 --
MR. LARSON: $259.8 miltio
Transaction costs that would be cagtinelow the
line. Now, in addition to the $259Iman

involved in this transaction in traimsi costs
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alone, on this exhibit, are there pthensition
costs that are not on this exhibit?
MR. LARSON: | am not awaf any.
MR. REEDER: Mr. Wrighteahere
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transaction costs associated withtthissaction
that are not in this exhibit?

MR. WRIGHT: I'm not awarskany.

MR. REEDER: Mr. Gimblega/ou aware
of any?

MR. GIMBLE: I'm not. lauld have to
consult about Mr. Talbot to make din@ugh.

MR. REEDER: Mr. Alt, ayeu aware of
any?

MR. ALT: | actually persaly haven't
tried to capture what the transactiosts. Maybe
one of our other witnesses have. 'r8ambt in
position to answer that.

MR. REEDER: If there #nr@nsaction
costs that are in addition to the $26i8on, is
the transaction, is the agreementthest are to
be below the line?

MR. ALT: Well, that's tkkendition
that in 3, the first sentence, no raerg
transaction related costs shall benadt in

rates. And if this list is not comipeasive, we
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will certainly enter in a rate caseptigh our

audit determine if there are any adddl, and

proposed that it be excluded on thisddtion.
MR. REEDER: So the mexet that they
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listed, they can still be below theeli

MR. ALT: Absolutely, inynview.

MR. REEDER: Mr. Gimble?

MR. GIMBLE: Yes, | agreempletely.

MR. REEDER: Mr. Wright?

MR. WRIGHT: There arersaction
costs that are being omitted from lzere there
are transaction costs that will bevéeéd on.

MR. REEDER: Do you agriele, Larson?

MR. LARSON: | agree.

MR. REEDER: Mr. Larsoancyou tell
between the two companies -- maybe it'
self-evident. Are these costs onlyagifiCorp's
books, or are these costs that agmeaeplace
else?

MR. LARSON: These aretsdhat are
being incurred by both PacifiCorp &wbttishPower
related to consummating this transacti

MR. REEDER: Are these thsts that
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will appear on the books of PacifiCbrp

MR. LARSON: A share oé#ie costs
currently -- I mean right now we ac¢ combined
companies, so ScottishPower obvioka/books,
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and Pacific has books. Right now weeaecounting
for merger related costs below the,lend |
presume ScottishPower is doing theesaAnd when
it comes to setting rates, all of HazifiCorp

costs that have been incurred andwonsated in
this transaction, once it's completeitl,be

below the line and not included fderaaking
purposes, and the ScottishPower eafitaever
make it to PacifiCorp.

MR. REEDER: Are the costsre seeing
in Attachment 2 only PacifiCorp costglo they
include ScottishPower costs?

MR. LARSON: I think | aldy said
they include both.

MR. REEDER: They incluagth. All
right. What is the sum of transactiosts booked
on ScottishPower's books to date,Whight?

MR. WRIGHT: | have no &e

MR. REEDER: Even if inghecord, it
should appear that when asked thattigunein

Idaho, your witness testified 250 ol pounds.
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Would you have an objection to thanber?
MR. WRIGHT: | would hateelook at

what the question was, whether thelyldeen

incurred as of yet or not. | don'dwn Your
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guestion says at the current timéon't know.
That was an estimate of the transaaasts for
ScottishPower. Whether they've airbmcurred
in books, | really don't know.

MR. REEDER: Can you giae an
estimate of the transaction costscttishPower
of concluding this deal in U.S. dadfar

MR. WRIGHT: Well, | assent's 250
times 1.6, but I'm not the financialness.
There is a witness, Greg Morris, thatld know
more about the actual costs incurrigd the

transaction than I, I'm afraid.

MR. REEDER: Maybe durthg luncheon

recess you can inquire of him conecegnihe
correct number.

Mr. Larson, what are trensaction
costs that PacifiCorp, in U.S. dollansticipates
as a result of closing this deal?

MR. LARSON: | don't know.

MR. REEDER: Could you redke same

inquiry during the luncheon recessveacan
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establish what the transaction cagtd@a

determine whether $259 million is ahgve near the

complete number? We know so far iy mat be.
MR. LARSON: Absolutely.
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CHAIRMAN MECHAM: Okay. dt's take a
lunch recess. Return at 2 o'clock.

(Recessed at 12:30 p.m.)
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