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Tuesday, August 3, 1999:584n.

CHAIRMAN MECHAM: Good ming. Let's
go back on the record.
As we stated last night;r& going to
take up this tax issue, and Mr. Burhas
distributed all those several pinkibkh, which
are proprietary and which we will kessguestered
in the record from the rest of theorelc
MR. BURNETT: So the coragporter
will retain a copy of the pink docurtien
CHAIRMAN MECHAM: Yes.
MR. REEDER: And the Comasion will
too.
CHAIRMAN MECHAM: It woultbe helpful.
MR. REEDER: In the corsation
Mr. Hunter and | had with you yestgrdsu know
that the Commission would keep a cafayfor
purposes of writing the order and \&hat else.
MR. BURNETT: Now, Mr. R, we are

only going to be talking about the tmegt's
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marked CCS 12.3, the tax issue?

MR. REEDER: Our attenttbis morning
was going to be the tax issue, yes.

MR. BURNETT: That's thelyopdocument
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out of the taxes?

MR. REEDER: That was ouention,
that we can examine certain othehefdocuments
later in the day, but this morninghwiéspect to
this panel, it will be the tax docurtgryes.

MR. BURNETT: And thatetdocument
that's entitled Attachment Response@s 12.3.

CHAIRMAN MECHAM: Mr. Reed, are you
going to want the rest of these ewni®re

MR. REEDER: We will dugitthe course
of the day, if we get to other Scotiewer
witnesses. It depends how he wande#b with
documents.

MR. BURNETT: We'd certlgibe happy
to accommodate whatever you want toltlthere's
just something simple you want to dthwhe
documents, we could do it real quickly

MR. REEDER: It requirdber
witnesses, | expect.

MR. BURNETT: It does raguhe

witnesses.
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MR. REEDER: Yes.

CHAIRMAN MECHAM: Let's geith this
one document. We'll add to the paoddy
Mr. Graham Morris. Mr. Morris, why mlbyou
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identify yourself, spell your nameydu would,
and then we'll swear you in.

MR. MORRIS: My name issBam Morris,
spelled GRAHAM, and M O doublée 8.

CHAIRMAN MECHAM: Represiamng
ScottishPower.

MR. MORRIS: Representing
ScottishPower.

CHAIRMAN MECHAM: All righ why don't

you stand and we'll swear you in.

GRAHAM MORRIS,
called as a witness, hg\daen first

duly sworn, was examined and testiéiedollows:

CHAIRMAN MECHAM: Thank yo Okay.
Then let's go to Mr. Reeder, | wouddwane.

MR. REEDER: | believe Nodge is
going to lead the examination withpess to --
could we ask that this be marked gsing to

Cross Examination No. 2?
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CHAIRMAN MECHAM: Yes. don't know
whether they're fastened togetherotr fs it
fastened together in that packags?sdparate
ones, so | guess we have Cross Examin&xhibit
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No. 2 and Cross Examination Exhibit R®

MR. BURNETT: Well, forehpurpose of
this tax document, they are fastened.

MR. REEDER: | guessat'se document.

CHAIRMAN MECHAM: A threpage
document.

MR. BURNETT: Isn't CrdSgamination
No. 2 the paragraph that was submittedsponse
to --

CHAIRMAN MECHAM: Yes, sowill be 3.
This will be marked as Cross Examoratxhibit
3.

MR. GINSBERG: We mightwally give
it a designation of proprietary.

CHAIRMAN MECHAM: Well, @ss
Examination 3 Proprietary.

MR. REEDER: And it wilehunder dash
tax, so if someone wants to work ondacuments,
that will be the tax document.

(Exhibit Cross 3 Proprigtenarked

for identification.)
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(Pages 265 through 286 are contaimeal separate

transcript, which is proprietary ammhfidential.)
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CHAIRMAN MECHAM: All righ Let's go
back on the record. Before we movevéod
starting with condition 28, | just wed to ask
Mr. Wright, you had mentioned yestgrttat you've
seen a transition plan that's duexm®nths
after the merger is approved. You imgehtioned
that you had the advantage of haveensa
transition plan, I'm assuming a dodftne
transition.

MR. WRIGHT: No, sir. lltould
clarify that. We have previously stormed
ManWeb and Southern Water. | washernSouthern
Water. | was involved in the transfation of
Southern Water.

The transition for Pacti@ will not
be produced until six months afterdlosure of
this merger. We don't have a drafhef
transition plan for PacifiCorp.

CHAIRMAN MECHAM: Okay. wd then with
respect to identifying merger savirgssume,

since there isn't a measurement ongarison



22

23

24

25

between companies, that it's a sulgect
exercise. You look and you see saviagd you
say, well, that's due exclusivelytte merger.

I'm still struggling with what the ngemement tool
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is going to be with that.

MR. WRIGHT: | understanidbelieve
there's a degree of subjectivity inlithink we
will do our best to take that subjetyiout of
it by filing transition plans and dission in
that plan the initiatives that we beé that we
bring to PacifiCorp. They will be debed and
quantified such that they can be wssed
benchmark against which the savingbénbusiness
relative to those initiatives. Sowi# report
progress against those series oativés, and
that's how the comparison is madsoudld agree
on the subjectivity point to the extdrat
PacifiCorp may well have made savingsy
event.

CHAIRMAN MECHAM: Identitaavings
perhaps.

MR. WRIGHT: Perhaps. B way in
which ScottishPower approached thisink we
will bring new skills, new techniquesw

methodologies to the way in which oek at the
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business. For example, we'll be makixtensive
use of benchmarking of best practiaesfer, of
business process re-engineering. allnof these
techniques that PacifiCorp has ndbhisally
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used. So arguably, we're bringing@a tool box
to PacifiCorp for the purposes of magkihe
business efficient, and we would arthae¢ absent
the merger, they would not be ablaege those
techniques and achieve the level fadiehcy that
we intend to achieve ourselves.

| can further add that MiacRitchie,
who is the witness later on in theceexing, is
our witness with respect to transifobans
exercise, and it may be that thosetiues could
be directed at Mr. MacRitchie, or MiacRitchie
could perhaps expand upon the tramsglanning
process and give you more clarity hatvour

intentions are in that regard.

CHAIRMAN MECHAM: All righ we'll take

advantage of that. Okay. Mr. Fell.

MR. FELL: Mr. Chairmamyfguestions,
I'm not sure whether anything furtisarequired
on condition 29, but for ConditionstBgough 39,
we'll be talking about the networkfpenance

standards and more engineering typess and we
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would like to substitute Mr. Robin Macen for
Mr. Larson on the panel for these gaes. And
Robin MacLaren is now seated at thietaHe's a
ScottishPower witness.
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CHAIRMAN MECHAM: All righ Perhaps,
Mr. MacLaren, you could spell your reaend then
we'll swear you in.

MR. MACLAREN: My nameobin, R O B
I N, capital M A C, capital L A R E MacLaren.

CHAIRMAN MECHAM: All righ if you'll

stand and be sworn please.

ROBIN MACLAREN,
called as a witness, hg\daen first

duly sworn, was examined and testiéiedollows:

CHAIRMAN MECHAM: Thank yo Okay, by
my notes, we were beginning on coodi#i8. Have
you got it?

MR. DODGE: That's corrdato have a
guestion or two on 28 for Mr. Wrigh¥lr. Wright,
| understand condition 28 to mean that$55
million in the estimated expenditui@sthe
network improvements will not be inoental

expenses to the current PacifiCormbuds that
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correct?

MR. WRIGHT: That is carte

MR. DODGE: And implicit that is a
belief by ScottishPower that thereaireast $55
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million that are targeted somewhest thally
aren't necessary in the current budget

MR. WRIGHT: That's notistly
accurate, no.

MR. DODGE: So will youdce expenses
in areas that are necessary in oodfemd these
$55 million of network improvements?

MR. WRIGHT: No. And maythere's an
amount of difference here. What wk dao is, we
won't stop investments, we won't pulestments
that are necessary investments. Wealaliver
the outputs of those investments mafireiently,
more cheaply, so we believe that \be'lable
bring best practice to the area oftahp
investments and make savings thataNdw us to
make the investments in customer servi
performance standards at no increrheasss. And
that's both capital and operatingscost

MR. DODGE: And if by clamyou chose
not to expend the money on networkeesgps, then

that $55 million would be funds thatitd be
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reduced from the budget?

MR. WRIGHT: Well, we'reaking the
efficiencies with the object of reistiag that
money back into the network in a défa form.
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MR. MACLAREN: Can | juatdd something
here? Having been through this pretefore
twice, both Scotland and in ManWelat the issue
here is about looking for or lookirtglze way the
money that has been invested is dgtpat into
the system. And where, for instamece is
replacing an asset, one might replacea
slightly different fashion which prozhs
reliability improvements. And you cactually buy
having initiatives to reduce costsase cash,
which can then be redirected intortévork. The
net effect is that you get self furgdin
improvements. And their track recardboth
Scotland and ManWeb is that we've ladsa to
achieve that over the last five toytears of
work there.

MR. DODGE: But you wiltlknowledge,

Mr. MacLaren, that if the goal werd twredirect
the funds into other networks improeamif one
believed the network doesn't need avipg, that

$55 million would be reduced from th&lget and
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not spent.

MR. MACLAREN: No, | woulabt agree
with that.

MR. DODGE: Do you not egmwith that
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because you think you have to spedy#iving that
you can?

MR. MACLAREN: The reastirat | would
not agree with that is that, as | sagre is an
element of redirection and better raegring. For
instance, when we are going to speaday on fuses
and refurbishing an overhead linepuign't
necessarily spend the money on thabuld put it
in a more talented form of technoledych would
improve the network performance, se isn

redirecting capital. We are also iagkior
efficiency improvements as well, seréhwill be

an element of that $55 million, whjmrhaps could
be saved, but that would not be of $lsale. And
in the introduction of SAIFI standgrtsat in

itself will follow through with cosffective
efficiencies resulting from the redotof the
standards.

MR. WRIGHT: If | just clsliput it
this into some perspective as weld, ith$55

million over five years. That would but of the
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capital budget of PacifiCorp of, | #dmow, some
two billion more, also. So we're talking a
massive of increment of savings ireotd be able
to fund these commitments. However,henefit
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from them is significant.

MR. DODGE: | have no het
guestions.

CHAIRMAN MECHAM: Thank yo
Mr. Mattheis?

MR. MATTHEIS: Yes, justaick
question. This is for Mr. Wright. iShalks
about funding network expendituresuresyl to
implement the service standards irdihect
testimony. If you look back up at 7itXalks
about PacifiCorp complying with theposed
performance standard and service gtegs, and
then adds a commitment to not allenwitderlying
outages to increase above current.lévan that
commitment also be funded in the saagwe're
talking about here in 287

MR. WRIGHT: That's rightVe have set
out to improve, significantly improtres
reliability for PacifiCorp network. &ctan't
actually envisage a situation wheeeuthderlying

outages will actually increase againstbackdrop
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of an improvement designed to achigreercent
improvement in reliability. So yeg, definition
that will be funded the same way.

MR. MATTHEIS: Okay, notigi further.
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CHAIRMAN MECHAM: Thank yo
Mr. Reeder.

MR. REEDER: Mr. MacLarémve you had
an occasion to inspect the networRaxdifiCorp?

MR. MACLAREN: No, but blie looked at
the overall performance of the netwarrkd believe
that an improvement can be made.

MR. REEDER: Have you exaa the
practices that they engage in witlpeesto
placing fuses in lines?

MR. MACLAREN: | have exarad and
talked with PacifiCorp engineering abite
techniques that they use, and thereriginly
technology that we use in the U.Kt thanot used
here.

MR. REEDER: What kindte€hnology is
available that could be used by P@oifp that
hasn't been?

MR. MACLAREN: There anehanced
control facilities that we're usingtie U.K. and

there are enhancement replacementades and
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automatic reclosing equipment thatri@deen
used by PacifiCorp on the network.

MR. REEDER: Is it custathanot used
in the U.S. or just customarily notdivy
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PacifiCorp?

MR. MACLAREN: It's cust@mly not
used in the U.S. because it was deeeldn the
U.K. and used in the U.K. We are ohthe first
utilities to use that in the U.K., ahtlas made
a substantial improvement to netwakgmance,
not combined with all the initiativikgt we have
in ScottishPower, and which will be@mtegral
with PacifiCorp as the merger goesulgh that
would lead to improved reliability.

For instance, well, it'slight issue
in the question things, like reportsygtems or
systems like reporting systems thaveve

introduced in the U.K. are, in my view

substantially more powerful for netlvaranagement

purposes than what is currently uséeehere or
in most other utilities. I'm speakingm
experience here. I've worked in Viasalr over
20 years. | frequently have had adntath the
U.S. utilities and U.S. manufacturamgnpanies,

and under this particular idea we haorapanies
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such as Motorola and other comparoesimg across
to see us and to talk about religbitisues and
what we're doing on the networks m thK.

MR. DODGE: Is this teclogy
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proprietary, or is it available comuwially for
anyone who chooses to use it?

MR. MACLAREN: The techogl is
available for anyone that choosess®it) but
there are other elements in produthiagy for
performance improvements. The redisanhwe've
said five years is it takes not only a
introduction of technology, but a cham the
work through the way that the systeraperated,
and you need to apply managementlamdhange
skills on top of the technology touatly achieve
the output. And that is why | beliet/® not
just a straightforward case of gointjand buying
the technology.

MR. DODGE: Are you loogito change
the way the transmission system isaipd?

MR. MACLAREN: The shorisaver to that
is yes, because my track record aadrétk
record of the Company is we are neaésfied
with the status quo. We believe thatoffer a

product unlike all other industrieslamompanies.
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We are looking for ways of improvitg tquality of
our product.

MR. DODGE: Is your objgetto
improve the efficiency of that prodaict
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MR. MACLAREN: The objeati will be to
improve the catalog and efficiencyan$ product,
like any other organization.

MR. DODGE: So you're loukfor ways
to improve the efficiency of the tramssion
network?

MR. MACLAREN: The shorswer to that
would be yes, we would be lookingwi@ys to
trying to improve the transmissionw@k, yes.

MR. REEDER: Mr. Wrighthet is the
responsibility for ManWeb or Scottistker for an
outage in the U.K.?

MR. WRIGHT: Could you brere
specific?

MR. REEDER: What is tlesponsibility
for ManWeb or ScottishPower for anageétin the
U.K.?

MR. WRIGHT: ManWeb hadistribution
system that runs 132 thousand vé\tsd below,
ScottishPower has a transmission atidtabution

system that runs at 400 kb, and besaw,



22 transmission distribution responstipior

23 Scotland could be ScottishPower and\WMeb would be
24 just on the distribution system.

25 MR. REEDER: Changing tgpirom
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transmission, | guess that's wherkthe lights
go out at my manufacturing facilityhat is
ScottishPower's or ManWeb's respolitsilm the
U.K.?

MR. WRIGHT: Depends onesnthe fault
was. If the fault was on the manufests or the
company's own system, it would be the
responsibility of the company. If tla@lt was on
the distribution or transmission netivim
Scotland or the distribution netwartkManWeb,
then it would be the Company's resimility.

MR. REEDER: What wouldthe
company's responsibility if the fauttre on your
system or ManWeb's system?

MR. WRIGHT: To repair thatage.

MR. REEDER: What wouldymeir
responsibility to the customer?

MR. WRIGHT: To get thegpply back on
as quickly and efficiently as we cangl as safely
as we can.

MR. REEDER: If you caudke customer
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a loss by your outage, what would dvery
responsibility?

MR. BURNETT: Excuse mbjaztion. |
think we are now getting into quession legal
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responsibility, and | think that's side the
scope of the witness's capabilities.

MR. REEDER: | think tresue is very
simply here, in the U.K., we belietre evidence
will show that they have no limits tir
liability for outages in the U.K. the U.S. we
hide behind tariff limits for outaged¥/e're
trying to develop the point that wetrere
reliable in the U.K. because they fare

liability. In the U.S. they do not.

MR. BURNETT: Is Mr. Reedmder oath
at this point?

MR. FELL: Yes, this igament, and |
guess that is exactly why I'm objagtin

CHAIRMAN MECHAM: He's arlled as an
attorney.

MR. FELL: That's corredtis

because it is a legal argument tloajéct to
having this witness be required tadranswer
it.

MR. REEDER: I'm lookingy ffacts in
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the U.K. system. What was your olpectsir?
CHAIRMAN MECHAM: What'si¢ practice

in the U.K.? | mean it doesn't neaglsgo to

the legal issue.
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MR. FELL: | also objectthe
relevancy of it. Unless Mr. Reedepligposing to
drop the total U.K. competitive elezf system
into the United States, into Utah. ddenot pick
and choose pieces of U.K. regulatiothis
fashion. | don't know what the ansisdp this
question, but | think it's inappropei#o try to
pick and choose things like civil laystems that
exist in the U.K. and pretend thayteemehow can
apply in Utah.

MR. REEDER: | think toegpend is to
pretend that the service standardsdugpthe
liability. | suspect it's the exposaf one's
pocketbook that exposes the liabilityn simply
asking the practices.

CHAIRMAN MECHAM: Yeahdon't see
anything wrong with asking the praesic So,

Mr. Wright, if you have a response apead and
give it.

MR. WRIGHT: Could you asle question

again, please?



22

2

w

24

25

MR. REEDER: Sure. Wisathe
responsibility of ManWeb or ScottisiRo to the
customers for an outage, either af gystems,
where the fault is the fault of theveo supplier,
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ManWeb or ScottishPower.

MR. WRIGHT: There would bmitations
on liability. If it's a force majeuoaitage, then
clearly there would be no respongipin the
customer. If it was negligence atyivinere are
no limits on liability under law. itfwas a
Company's fault, there are limits plhavithin the
contracts, limits on liability, | belie in the
connection agreements with the comgganAnd they
would be limited to some referencenfsof the
amount of revenue flowing from thastoumer.

MR. REEDER: So between g8 my power
supplier and me as a manufactured nejotiate
some kind of liquidated damages claasmnstrain
your liability in some way?

MR. WRIGHT: There's n;msequential
loss. Liquidate damages is the wrteng. We
would not compensate customers fosequential
loss as a result of loss of supplwould also
add that these contracts were broughs a

result of industry competition. Therere model



22

23

24

25

form agreements for contracts intreduat the
time of privatization, and they welurey with an
industry restructuring proposal whatlowed
competition in supplies. It was ttiere felt
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that we need to have model form agesgabetween
suppliers, distributors, and customése it is

all encompassed within an industryctire that
does not exist in the State of Utatelnse does
exist in the U.K., so the relevancearginal at
best.

MR. REEDER: Mr. MacLarefmelieve
you were shaking your head yes, tbatdo have
contracts with customers. Those @mt$rcontain
clauses that limit the exposure of@loenpany to
claims by the customer in some fashion

MR. MACLAREN: That is cect. And as
Mr. Wright has said, that our modehie of
connection agreement to the systenghwh
effectively exclude any consequertdahage, and
as Mr. Wright says, if it can be shawat there
was some negligence, then if my rectitbn is
correct, the figure is limited to thxeler of one
million pounds or thereabouts.

MR. REEDER: Thank you.

Mr. Alt, it's true, isnbt, that
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most of the tariffs on file with tH&mmission
contain a provision limiting the liatyi of the
Company for outages, isn't it?

MR. ALT: Yes.
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MR. REEDER: | have nothiarther.

CHAIRMAN MECHAM: Thank yo

CHAIRMAN MECHAM: Mr. McNty, go
ahead.

MR. McNULTY: Mr. MacLarehhave a
guestion, and | apologize, I'm goiogise terms
that I'm probably at risk of commigimalpractice
for using.

MR. MACLAREN: No I'll sakl can
help you.

MR. McNULTY: You indicatea moment
ago in response to a question thatyawid
consider bringing to PacifiCorp's systenhanced
fuses.

MR. MACLAREN: Uh-huh.

MR. McNULTY: And one dfd important
things about those enhanced fusémitdtthad
some automatic closing features;as torrect?

MR. MACLAREN: It works icoordination
with the closing features, yes.

MR. McNULTY: All rightl've stepped
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off it immediately, haven't I?

MR. MACLAREN: No | was ercorrected.
That's fine.
MR. McNULTY: | have a qgt®n. And
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when you upgrade -- we'll call thoseuagrade --
will those new fuses and new upgrddasyou were
talking about, will they integrate \Wweith other
systems, for instance, non-PacifiCsygtems that
may rely on the PacifiCorp transmiassgstem or
other parts of the PacifiCorp disttibn system?

MR. MACLAREN: The shorswer is yes,
that that is part of the integral emgring
design, that what we are talking albeare is
protection of the network. And we chée make
sure in designing these that theygnatie
properly with other protective equipmyeand not
include customers' equipment, andigpeg what
we're delivering at the boundary amadkimg with
customers to make sure that we get the
coordination. We do that with botrgkacustomers
and with customers such as cities revtieere's a
point of entry that's a point of syppl

MR. McNULTY: Would you tcipate that
there might be an added expense far @ustomers

to upgrade to meet the new matersyou're
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planning on putting in the system?

MR. MACLAREN: Not usuallgecause of
the very integrated nature of the oekwany
change has to be integrated and sit test. |
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can't be definitive enough becauskeftends on
the individual circumstances thatassociated
with that generally. If there are mbes, it's
usually minor changes to things liketective
settings.

MR. McNULTY: Okay. Thanbku.

CHAIRMAN MECHAM: Thank yo
Mr. McNulty? Mr. Allred?

MR. ALLRED: Mr. MacLaremnd
Mr. Wright, has ScottishPower perfodnaay
baseline studies to determine theistat the
network presently?

MR. MACLAREN: ScottishPenhas looked
at the PacifiCorp data which is cutiseproduced,
and we have had a preliminary loo& performance
and believe that the reporting systatithe
moment are requiring considerable oupment to
give us a solid baseline.

To answer the questionhaee tried
to assess reasonable baseline againgt to make

movement, and we have agreed thaepsowith the
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DPU to establish the solid baselings.yes, we
have looked and believe that thereasn for
iImprovement against the current bassli

In fact, | believe theeatquality
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docket, which was on quality of supgigid that
matters had not improved greatly an th
distribution network over the last tears. That

is very different from the way that hhe&ve managed
networks in the U.K. and | would bekog to make
improvements on that.

But to answer Mr. Allredsestion, |

think that there is work to be dongiaperly
establishing the baseline, but my eegiing
judgment is, there is room for impnonaat here in
Utah.

MR. ALLRED: Are you alile determine
what amount of the investment woulddraedial
rather than new improvement?

MR. MACLAREN: | think thiparticular
investment is aimed at an improvement.

MR. ALLRED: So no parttbfs
investment is to upgrade deferred teagnce or
old infrastructure that should haverbbrought to
standard prior to the merger?

MR. MACLAREN: | would séeat as part
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of the normal capital program thathage to have
in place to maintain the existing nata

MR. ALLRED: I'm not suré&llow your
response there. My question directlgny of
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this amount calculated to take cardedérred
system improvements?

MR. MACLAREN: The shonswer to that
iIs no. This money is for improvementhe
existing underlying, the network penfi@ance.

MR. WRIGHT: Mr. Allred,delieve |
said earlier that this constituteaidy small
part of the total capital budget facRCorp.

The rest of the capital budget wédldounted on
things like improvements of remedialrkv If
there are problems with specific paftthe
network where it's persistent fadlgyt would be
addressed through the normal capitagram, where
indeed they could be caught withingkpenditure
that we are discussing, because #reréhings
like five worst performing circuit sidards, and

if there's a particularly poor cirguitwould be
addressed through this package otlatas. But
in any event, the capital program widalget
underperforming parts of the network.

MR. ALLRED: All right. Alank you.
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CHAIRMAN MECHAM: Thank ywo
Mr. Allred. Go ahead.

COMMISSIONER WHITE: Mr.adLaren, any
new equipment that you plan to instidles it
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meet any current engineering safetyddrds set
by the U.S.? And, in other words, gan bring it
into this country and use it?

MR. MACLAREN: | would egpt so
because, in fact, some of the equipnwenare
using is imported into the U.K. frohetU.S., and
not specific fuse links that I'm talgiabout.

But | think we'd just underline thedrh that

point of view that complying with stfe
regulations is part of the operatibarm
electricity network. We have beernyyeery
strong in that in the U.K.. In fagtyr safety
record, | think when it comes to pepplould have
been six to eight times safer tharwsee ten
years ago. And I've always had angtemphasis
in safety. So | can certainly asshee
Commission we would not cut cornersafety and
we would simply comply with any legisbn, either

state or federal in that feeling.

CHAIRMAN MECHAM: Mr. Huet, did you

have something?
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Mr. Alt.

MR. HUNTER: 1 just hadsething for

CHAIRMAN MECHAM: Go ahead

MR. HUNTER: Mr. Reedeked you a
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question about limitation of liabilipyovisions
that are in the PacifiCorp tariff. efthese the
tariff provisions that you were talginbout?

MR. REEDER: Will you dee it for
us, please?

MR. HUNTER: It's Electi$ervice
Regulation No. 4, State of Utah, Sy@rid Use of
Service.

MR. ALT: This doesn'tkabout the
limited liability. Yes, this is it.

MR. HUNTER: So it was uégtion No. 4
that you were referring to?

MR. ALT: It appears tg, es.

MR. HUNTER: And the casi$kat are
building the tariff are force majeur&s?that
4 A.

MR. ALT: Right.

MR. HUNTER: And the 4 8the repair,
maintaining or improving the systelimeate the
possibility of damage to property ergons, sort

of emergency repair conditions?
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MR. ALT: Yes.

MR. HUNTER: And then tlst is
automatic or manual actions. So iryo
automatically closing system does gbing
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automatically to protect the systerd Hrat causes
damage, that's the kind of thing thptbtected?

MR. ALT: Yes.

MR. HUNTER: And those #ne only
three things that are in the tariéfrinthat
you're aware of?

MR. ALT: Well, withoutfreshing my
memory, it's been a while. That's my
recollection. | think this generatigvers it.

MR. HUNTER: On redirect'iask
whether or not these conditions afferdint than
the conditions in the U.K. tariff tagfy that
point. Thank you. That's all | have.

CHAIRMAN MECHAM: While vie on the
point, why don't you just ask?

MR. HUNTER: Okay.

MR. MACLAREN: Well, | darhave
obviously a detailed state by stategarison. |
see nothing in there that is veryaidht from
the conditions that we would providevice in the

U.K.



22 MR. HUNTER: Thank you.

23 CHAIRMAN MECHAM: Mr. Reed?

24 MR. REEDER: Mr. MacLarevhen you and
25 | begin to negotiate a connection agrent, we
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negotiate the terms under which youldde
exposed, would we not?

MR. MACLAREN: Yes, withen overall
regulatory framework that does nadwlime to
discriminate on regulated income betweustomers,
the answer to that is correct. If yaghed a
higher exposure levels or differemtrtg, then you
would pay for the difference.

MR. REEDER: We'd negaidie meaning
of force majeure, wouldn't we?

MR. MACLAREN: | would hawa
definition of force majeure. You midtave a
different definition that you wishexapply, and
if there was a differing exposure ntligat would
obviously have an impact on the conumér
situation. The force majeure caubkasItwould
use would be, the stopping point wdaddhe ones
that agreed with an electricity retjula

MR. REEDER: But we woulggotiate the
terms of our force majeure clause,ldigtiwe?

MR. MACLAREN: We wouldrtainly to
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talk about it. We'd need to think aibehether
that would be something that | wouttbally want
to negotiate on.

MR. REEDER: What's myliapto
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negotiate the terms of the force ma&lause
with PacifiCorp?
MR. FELL: Objection, thwtnesses
will not know the answer to that.
MR. HUNTER: I'd be happytestify
that to Mr. Reeder later.
CHAIRMAN MECHAM: | donknow as there
IS an appropriate answer.

MR. MACLAREN: |don't kmo

CHAIRMAN MECHAM: Okay. dt's move to
29.

MR. DODGE: Just for ctgyi29 and
subsequent paragraphs talks abouilesttiag a
baseline. Is my understanding cortieat the
baseline is that which will be usedneasure
whether or not PacifiCorp under Sebfiower has
met or has failed to meet the perforcea
standards?

MR. MACLAREN: That is operpose of
baseline, yes.

MR. DODGE: And what else?
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MR. MACLAREN: The accuwrat
establishment of the baseline alspses to
better manage the network in that wierhave
accurate figures, it allows us to dligoth
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capital and the effort on the partshef network
that need it, so allows us to get aimoetter
performance and related on managetodhe
network than | believe we currentlyda

MR. DODGE: You found, whygou began
investigating, that it was difficutt tind
reliable data on the current basedisi¢o the
standards you're proposing; is thatiete?

MR. MACLAREN: That is gect, yes.

MR. DODGE: Okay, and abahat time
into the future would you expect todthe

baseline established?

MR. MACLAREN: We have contted to do

that within the 18 months.

MR. DODGE: So it's 18 rtfundown the
road when we'll know basically whetagisting
perform is substantially differentrnithe
performance standards you've proposed?

MR. MACLAREN: We have gad some
preliminary assessments, as | saidpty to an

earlier question, and that leads sotoe
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conclusions as to what the baselirghtbe. What
we're trying to do is to get a prodesslace

that gets the baseline more accurassgssed
than our current one.
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MR. WRIGHT: Just to pigg on that

slightly,, Mr. Dodge, | believe youd#& would

take 18 months to establish whethebiselines
were the same as the performancemptbivements
that we were proposing. What we'ggppsing is an
improvement in actual performancesagetermined
by the baseline, 10 percent improvemener what
the actual situation is. It's nooanparison
between a baseline to be establishddwat our
targets are. Our targets are deffingad the
baseline, such that the improvemeaniactual
improvement and a real improvement.

MR. DODGE: And, too, ykmow the
baseline is hard to know whether therovement is
needed, though, isn't it?

MR. MACLAREN: We have dad out
assessments of the baseline, andas I've
looked at the way the network is maaagnd |
have looked at the technology emploged |
believe that the improvement is needHue

baseline assessments at the momegesitat
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there are improvements that could bdan And now
experience in the U.K. that underpimsview that
there is room for improvement andatality of

the network in Utah.
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It is also reflected bywersations

with both some customers and with scommunities

as well, that there is definitely roéon
improvement. The issue of baselinenjgortant in
the longer run and the short run, vhign kind of
difference in figures that we are itadkabout
here, perhaps is a figure of a hundnetites,
customer minutes, lost on averagepstomer.
When we look at baseline adjustmehtsactual
figure might lie somewhere betweenjrigtance,
100, 120. So 10 percent, we're tgllabout the
difference between 10 and 12. Incthaext of
making that level of improvement aneérdfour or
five years, | believe that the unaettain the
baseline is there and has to be editedh but it
Is not material in determining thedsrof
Improvements that are needed or thgninade of
improvements that are needed.

MR. DODGE: Ultimatelygt€ommission
will determine the baselines to beliadpis that

your understanding?
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MR. MACLAREN: AbsolutelywWe have a
very clear view of working with the @mission and
with Commission staff on measuremdiite
Commission have -- and DPU staff headeity to
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oversee what is happening, and taltieg
appropriate statistics, and we willrkaith them
both in establishing the baselinessetting up a
system that is auditable and visibléhe
Commission on network performance inithe
state.

MR. DODGE: Okay. No het
guestions.

CHAIRMAN MECHAM: Thank yo
Mr. Mattheis.

MR. MATTHEIS: No questin

CHAIRMAN MECHAM: Mr. Reed.

MR. REEDER: No questions.

CHAIRMAN MECHAM: Any otlegparty on
this point? Okay. Let's move to Bért

MR. DODGE: | might indtea
Mr. Commissioner, that the questioaskded on 29
actually cover all the questions Idamw this
entire set, again to probably 37 orS® | won't
have any for some time. | don't knbathers

do.
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CHAIRMAN MECHAM: Well, t&s find
out. Mr. Mattheis?

MR. MATTHEIS: | don't haany
questions for the next four or five.
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CHAIRMAN MECHAM: How aboyou,
Mr. Reeder? Anyone else come to agstipns
about these particular conditions?

MR. BURNETT: Modern dayratles do
occur.

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

(Off the record.)

CHAIRMAN MECHAM: All righ let's go
back on the record. Mr. Sandack,lggad and ask
your question.

MR. SANDACK: Thank youguess I'l
direct it to Mr. Wright then. No, kdr. Larson.
Is he still here?

MR. DODGE: He's hiding Ine's here.

MR. SANDACK: Whoever spresenting
PacifiCorp just come on in.

Does the information exietv for such
a baseline as we've been discussimgeidormance
standards?

MR. LARSON: Well, | thirds
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Mr. MacLaren has already stated, tifi@mation is
available. Obviously, there are ndfisient
systems in place to make an accugtermination,
and that is some of the work that Sa®ower
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will be doing over the next 18 montiss,
developing some of these systemsatkithe level
of system performance and reliability.

MR. SANDACK: You're natlking about
scheduled outages for maintenancetangs of
that nature, or is that included ie Haseline as
to the nature of outages?

MR. LARSON: | think Roboan probably
respond to that better than I.

MR. MACLAREN: Yes. Asdid, we have
had a preliminary look at the PacifiCoutage
reporting system, and the two poiritee other
proposals are to include the prepldrmgages and
we're working closely on making suratthese are
managed and recorded. We did carnaou
preliminary assessment with PacifiCaymparing
telephone calls which customers usedort
outages and looking at the internpbréng
systems, and found a discrepancy etwecidents
-- and this isn't customer minutes$ lebut

about 80 percent incidents were nduohed in the
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reporting systems. So there is sulislavork to
be done to make sure the reportinggsys are
accurate.

| must just underline thas not
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necessary to result in an 80 percéfarence in

the actual report. It's statisti@ecause one

incident could be two or three custmradfected,
or it could be 20 or 30 thousand cungis
affected, and there's a tendency teneporting
of these things tends to be in thellemeustomer
number. That is our experience inuhe., we've
had to do a bit of work to make sune ystems
are up to Scotch in the U.K., andlidwe that
there's a bit of work to be done injaaction
with PacifiCorp to get any systems iatder.

MR. SANDACK: But theseeaimply
outages that are unanticipated duwéoloading
the system or for whatever reasohas

MR. LARSON: It's a comaiion of
both.

MR. SANDACK: Again, yo&'not talking
about maintenance outages that maybdsought
the system in on your own for someoea

MR. LARSON: [ think whistr. MacLaren

just said is that this incorporatethijganned
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outages and unplanned outages.

MR. MACLAREN: Perhapsdrcadd to
that in the context of what we've donthe U.K.
And | do realize in this particulaearthere are

320
Deanna M. Chandler * CSR



10

11

12

13

14

15

16

17

18

19

20

21

some difference between the U.S. hadkK., but
by tracking the planned maintenandages, we
would not be agreed to getting in @&y, just the
maintenance in the network, but doies allow us
in the U.K., for instance, we havef tia¢ amount
of time that we'd require to haverfmintenance,
without reducing our underlying mairdaace,
because we've been able to applyrdiite
techniques to carry out the mainteramark, and
we've been able to better plan anettirAnd
because we're measuring it, peoplewese that
when they take lines out for maintex@gpurposes,
that it should be properly plannedkyand you
bring together all the tasks and dmany tasks
as you can. As we had in the U.K.ylmeahree or
four outages to carry out differenttpaf
maintenance work. So this helps with
efficiency as well, of the operation.

MR. SANDACK: In your ewvaltion of
PacifiCorp, does it appear that megaitar or

routine maintenance is warranted?
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MR. MACLAREN: | think is too early
to see that at the moment. | dovela
particular issue.

MR. SANDACK: From younrew of their
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maintenance and outage history, dogspear that
their maintenance became less roatmnaeregular?

MR. MACLAREN: | haven&viewed the
maintenance in detail. Maintenaness pllanned
condition plus technology shippingdtiger are
looking for system performance impnoeaits.
Sometimes it is about increasing neaiahce.
Sometimes it's about looking at maiatece that's
being done and saying that that maartee effort
would be better directed at teleprantptthe
network, and that the maintenanchaset to
maintain the performance of the nekwdo |
think there's up sides and down sialéise
particular issue that you raised. Stmes
there's over-maintenance; sometimaeth
under-maintenance.

MR. LARSON: | guess theedhing |
would say, you know, just a generaleshent on
this, is that PacifiCorp's reportirfigsgstem
outages reliability, all of the commeénts that

ScottishPower is proposing to brin@&xifiCorp,
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are probably not up to the level thaly ought to
be, and that's what ScottishPowalisritg about,
Is bringing some systems into placgeiban
accurate benchmark.
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And | think, as Mr. Wrigpbointed out,
I mean the benchmark will set kindaghreshold.
And what we're talking about on theseamitments
what ScottishPower is talking abouthiese
commitments is an actual increasehatvis
actually being received in system ganfance and
reliability and customer service frdme level
that it is at today.

MR. SANDACK: Thank yoTThat's all |
have.

CHAIRMAN MECHAM: Thank yo
Mr. Sandack. Let's go off the regoist a
minute.

(Off the record.)

CHAIRMAN MECHAM: All righ let's go
back on the record. Mr. Dodge. Wggllto you on
condition 34.

MR. DODGE: Thank you. .MfacLaren,
yesterday we were told that PROSPERdvoe in
place in 18 months. Is 34 designeytand

discover some kind of -- | guess ludtdn't use
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the word baseline -- but targetse¢¢m, in the
interim? Is that what 34 is addreg8in

MR. MACLAREN: 34 relatesa specific
Issue or meter test where currenélpdards exist
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in northern Utah. The DPU asked usnduour
discussions if we would be happy tofem that
the existing PacifiCorp proposals taall these
targets in southern Utah would be derserry,
that the existing targets within nerthUtah
would be maintained on these intetaigets,
would also be rolled out into southBitah as was
originally proposed, and in the conteixthe
merger, this condition was designegdive
comfort, that we'd do so. So it's enabout
maintaining the status quo and giving
Commission assurance that we wergaiog to take
away from them information that theylcin't get.
And | was very happy to confirm thathuse I've
said on a number of occasions, angtthat the
Commissioners can't get will certaindy
maintained, and what these stipulatigm, in
fact, is an enhancing the informatioat the
Commission can receive. So thatesatiswer to
your question 34.

MR. DODGE: How about 35%,and 36,
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where it has reporting requiremenissée reports
go to the Commission or the Divisioro?
MR. MACLAREN: They go tioe Division.
MR. DODGE: To the Divia®
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MR. MACLAREN: Yes.

MR. DODGE: Thank youdd have one
other question on 36. | don't knowtliers have
guestions before that.

CHAIRMAN MECHAM: Go ahead

MR. DODGE: And the perioid
commitments is again five years in 36.

MR. MACLAREN: The periaglover five
years, and as we've said in one optheious
discussions, it was mentioned yestetiaiat there
would be a review in 2004 on that stabwould
anticipate again we'd put the paclagthe table,
but the commitment, as far as theutdimn is
concerned, is to provide reports efstandards.

MR. DODGE: Thank you. Niother

questions.

CHAIRMAN MECHAM: Thank yo Are there

any other questions on these points?
MR. ALT: I'd like to maleeclarifying
point on 30, condition 30.

CHAIRMAN MECHAM: Go ahead
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MR. ALT: The stipulatitmat was
filed is worded a little differently there than
the exhibit that the Division filedsgerday. |
know there's some people using thatuding

325
Deanna M. Chandler * CSR



10

11

12

13

14

15

16

17

18

19

20

21

myself. On condition 30 on the thoedamn
Division, Exhibit 1.0SR, | show inlits one
sentence in the middle of paragraphak reads:
PacifiCorp will install PROSPER nodiathan six
months after the merger transaction.

During our negotiationstbe
stipulation, we assumed that was @fatte final
stipulation, that when it actually caout
printed, that sentence was missing. Wright,
yesterday morning, made the commitrtieattis
somewhat the same as that sententleatsbwant
the Commission to know that the sagoh, even
though it doesn't have that in 30,Gloenpany is
committed to it in all practicalitypé Mr. Wright
can, | guess, correct me if | misstdltet.

MR. WRIGHT: Mr. Alt is &rely
correct. | did mention it in my summgesterday
morning. It was an omission from stipulation

and it should have been included.

MR. MACLAREN: And | woulcbncur with

that.
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CHAIRMAN MECHAM: All righ Thank
you. Should we go to 37? Is therglang on
37? 38?

MR. DODGE: No.
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CHAIRMAN MECHAM: 397

MR. MATTHEIS: | have aigkiquestion

on 39.

CHAIRMAN MECHAM: Go ahead
Mr. Mattheis.

MR. MATTHEIS: Mr. Alt,thke it this
provision was added, there was sostely the
Division. Do you know what the reas®for this
provision?

MR. ALT: Yes. On our dilh, you
know, the first column shows the issue the
iIssue for condition 39 is that the@an was that
service quality for individual custamenight
deteriorate under the merger. AndWhloney
talked about this concern in his ditestimony
but didn't offer a specific conditi@and quite
frankly, in relation to a comment |deayesterday,
this is simply pointing out there'saale section
that basically gives the Commissiotharity to
take action, if even individual custamhave

inadequate -- what they term inadegjgatvice
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quality, and direct the Company tcetakrrective
action. So we basically put thatsraacondition
that stands with or without the coioditin the
stipulation. Actually, there were soothers like
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this. The purpose was to point out earify
that this issue and concern is bagidaalt with
so that everybody is aware. Thak's al

MR. MATTHEIS: Okay. Isu of the
concern that there's going to be aensomplicated
ownership structure with differentpessibility

that might impact customer service, dnerefore,
you need to assure that there's --

MR. ALT: No. I think theerformance
standards that the Company propossd th
particularly relate to the averageation of
outages, the frequency and the numib@omentary
interruptions, where they've decides/twill do
10 percent, 10 percent, and the thmelwas 5
percent, at the end of five yearsosenare all
based on using the baseline thatsdas
statewide averages. And the probkethat
individual customers could actuallyhe
statewide average could improve, tteeyd meet
their target, and yet individual cuséss or even

districts could actually show deteaian.
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And so our concern wag i need to
be concerned about smaller groupsistocners and
even individual customers, that theyhdve a
right to adequate service, and the i@@sion has
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the power to fix that, if it gets bevk
basically.

MR. MATTHEIS: That's wHhah getting
at. If these rules are already inlibek.

MR. ALT: Correct.

MR. MATTHEIS: The Pacib is
obligated after the merger.

MR. ALT: That's right.h& only thing
Is, is that right now with PacifiCong don't have
performance standards. The Compasy ha
volunteered, through meetings oveldkeyear or
so, with the Division, come up withagierly
reporting of a number of parameteastiqularly
the outage ones that | just mentidhatlare
characterized as acronyms -- SAITIIFSAnd
MAIFI. And they're reporting them,tlthere are
no fixed standards or baselines agaihgh
performance is measured, whetheru-kymw,
there's nothing that has been agrped as what
they would be held accountable for.

So judging what's reasdmalb not
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gets difficult if you don't have thand this

merger, now for the first time, weuadly have
committed state performance standagdsst which
the Company is willing to be measugethg forward
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in the future. That makes it more amant then

to point out that we're not just laudiat

improving statewide averages, but ise have a
responsibility to smaller segmentsugtomers,
even down to individual customers thaty do have
a right to adequate service, and wet\wacall
attention to that fact to the Scotistver.

That's what the purpose of this was.

MR. MACLAREN: On the Coapy's behalf,
that was what the discussion was aaodtt was
really recognizing, as you see, exgstitatutes
and making clear that we were awaaettiese were
in place and just underpinning what Mt has
said, that the old customer serviopgsals is
about providing good service to atomers. And
we thought that that should be enatdhinithin
this stipulation. That's the undertyreason for
putting that in.

MR. MATTHEIS: Nothing tiner.

CHAIRMAN MECHAM: Thank yo

Mr. Reeder?
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MR. REEDER: Mr. Alt, isthe intent
to make the service standards the fiothe
ceiling for service in Utah?

MR. ALT: Well, the systgrarformance
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standards for SAITI, SAIFI, MAIFI, East --

well, | don't know if they're guaraatke but the
commitment the Company has made fpravement, a
10 percent improvement in SAITI, whishthe
average outage duration per customgra state,

in their service area. So if thegoing to

improve it by 10 percent, the baselsx@mply

the benchmark against which you meaadrether or
not they accomplished it. And | thihlat's the

sole function. I'm not sure | answieyeur
question.

MR. REEDER: Keep pursuingl think
we're getting close. If they improyetformance
as they suggested they would impreréopmance,
would it be your position that an wmdual
customer could continue to complaat #ven the
service, as improved, was inadequadieiuthe
statute?

MR. ALT: Well, | would ga- and
again you can ask Mr. Maloney whemgyéits on the

stand and see if his perception iedht. But
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my perception would be, the baseliiltalso
probably be used as maybe some reblsoleael of
adequate service, and that if an iddis
customer was significantly differahigir service
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guality from the baseline, that magyweell be
used, in my view, in evidence to supfuat
something needs to be done for ttdividual
customer service.

MR. REEDER: So if the\see were
arguably at the baseline or the imptbhevel, it
would be your view that that wouldrbasonable
and adequate within the meaning otatute?

MR. ALT: I think genenall would say
yes to that. | don't know that | webabmmit

precisely and legally to that though.

MR. REEDER: Okay.

MR. ALT: | mean | feekthan
individual customer -- this is my viewl think
an individual customer, your cliemt; instance,
if you feel that service is inadequafteel you

have a right to a informal and themal

complaint process through the Commirsghat the

Division has employees that take camps and
work with the utilities in trying tesolve them

informally. If that doesn't work, Jet you know
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that you have the right to requestarimg and
have the Commission actually determnathat action
to take. And that applies to relipijuestions

as well. So I wouldn't want to saynsthing that
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would preclude the determination algonent about
what adequate service is under the of an
environment. Does that make sense?

MR. REEDER: Let's explovgh some
specific examples, if we might. Hawd under
these standards must we endure outage?

MR. ALT: I'm not sure hderstand the
guestion.

MR. REEDER: These stadddrave hours
that relate to the duration and frexyeof
outage, do they not?

MR. ALT: Yes, the SAIH in hours.

MR. REEDER: What are #ngtandards
for the duration of outages?

MR. ALT: The standard iiabeen set
yet, because the baseline will besthadard on
which their performance increment el measured,
as | said, and they are not goingstalgish the

baseline for 18 months, as you heardWacLaren
say.

MR. REEDER: So you'regesting --
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MR. ALT: So I don't knamhat the
number is today. All we know is wevaaata under
the existing outage reporting systeat gives us
information of what SAITI is. In faddir. Maloney
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had an exhibit, and it's the very [zsge of his
testimony, Neil Townsend in our sectaztually
did the graphing of the data, anddlveas a chart
there and we were looking at informatbutage
data from the last merger, from 1980ugh 1998,
and they've plotted SAITI, the averdgeation of
outages. And so it gives you an ioleahat
normal range for statewide averagesiean over
the last nine or ten years.

MR. REEDER: What was ageron the
chart?

MR. ALT: Well, it variek.looks
like -- | guess the numbers are abtual there.
It looks like the lowest number foe tiotal is
about 62.3 hours in 1993. And thénbgy was in
'96 at 125.5.

MR. REEDER: So if we irape the
outages over 62 hours, that's suppiuskd
adequate service? Is that what yositipn is?

MR. ALT: Well, my poird that that

could be considered one measure of ir@agonable
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service is. I'm saying that we haverade that
determination yet. I'm not sure #&an when you
establish the baseline, that that labsly
determines what reasonable servicénsjust
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saying that you could argue that thadld be a
measure of reasonableness in thegfutBut |
don't know that you'd be held to thahere may
be other things.

MR. WRIGHT: Mr. Alt, jusb be clear,
I'm sure you're aware that the relightiargets
that we've set up for statewide, tieerybt
relating to individual circuits. ltould be a
practical impossibility to have everscuit on
the system in the State of Utah petiog at the
same level of reliability. Therefotleg
intention is to bring the whole netwap in terms
of its performance. Individual cirtsumay be
addressed through things like the figgorming
circuits, standard as part of theqrenbince
standards. And of course, if a custohas a
complaint about that particular leokl
reliability and service, that would dmmething
that we would investigate and seeletoedy.

MR. MACLAREN: But as muab we're

talking about performance improvemest,got into
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initially, whether 62 hours was goadad
service. Could | just say that itiates that
we're talking about, not hours.

MR. ALT: Thank you forath
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correction.

MR. REEDER: | feel beftim not
sure why.

Mr. Wright, would it be yoposition

that the standard of service thatsiaruer could
expect would be the benchmark sermrogould a
customer be entitled under the stigarman the
service standards to expect a higbelity
standard that that's set out in tiseseice
specifications?

MR. WRIGHT: It really depds upon the
nature of the configuration of theipply. As |
said, it's not intended that whatdkertarget is
-- and let's say for the sake of argis it was
75 minutes, customer minutes loss. nibt the
intention that every customer has Tiubes off
supply. | mean that would clearly &) say, a
practical impossibility. We would loat the
standard of service of the customedsseek to
improve it economically sensible tosio

MR. REEDER: If our outageere 50
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minutes a year, and we complained &that, would
you reply to us, if this stipulatiorerg adopted

by the Commission, that our service adequate
and within the standards, and we ltadgit to
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complain?

MR. MACLAREN: | think thesue here
is there is always a cost of valudéraff, and
expenditure of making the system basetprudent

so the expenditure can adhere. suket for
discussion both between Commissianctistomers
and ourselves, when it comes to imaest on the
network.

We believe that we haveneached the
bottom of that particular curve at thement.
There is room for cost effective imgrment, which
Is beneficial to customers in Utahut B you
were talking about 50 minutes as op@ds the
report at 60 minutes, which | thinlaggually
low, but if you were talking about &iinutes, |
would say that there are not eledjricetworks
in the world that achieve 50 minuté's not
impossible to do, but it would takeaavful lot of
investment to achieve it. And if thestomers
wanted to make investment through the

representatives of the DPU, you apabke of
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achieving it, | personally think titaé money
required to do that would be forthcogibut it is
a matter for balance.

MR. FELL: Mr. Chairmargudd | just
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ask Mr. MacLaren something for claation?
CHAIRMAN MECHAM: Yes.

MR. FELL: You referredttee bottom
of the curve. Could you explain tegpression?

MR. MACLAREN: What | meéy that is

that when one is looking at investnemthis sort
of area, one looks at what the bemefie against
the required investment, and you @éehea stage
where -- | suppose instead of thedmotof the
curve, a better expression would hergach a
stage of diminishing return, and yeecdhvery
large investments to make small imprognts and
customers reach the stage where thlesvie these
investments are not required.

MR. REEDER: Mr. Wrighthet's the
obligation of the Company if the owayginutes
exceed the standard? What's the nsgpbty?

MR. WRIGHT: The respornlstip of any
utility should, in my view, be if tlreistomer has
a problem with the quality, frequelecyany matter

of that supply, and they wish to rassomplaint,



22

23

24

25

then our responsibility is to inveatrgythat
complaint in good faith and seek &pond to the
customer's concerns.

MR. REEDER: Is there anatary
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guarantee of service in some fashodhése
standards?

MR. WRIGHT: No. The coster
guarantees.

MR. REEDER: And whathe tcustomer
guarantee for outages that exceedif@tes, if
that is adopted as a benchmark?

MR. WRIGHT: That's noteoof the
customer guarantees. Customer gusearmteal with
other issues.

MR. REEDER: Thank youhave nothing
further.

CHAIRMAN MECHAM: Thank yo Any from
anyone else on this condition? Aghti Let's
move to 40.

MR. BURNETT: Mr. Chairmame'd like
to now excuse Mr. MacLaren from thasi@l and
bring Mr. Larson back.

CHAIRMAN MECHAM: That'sne. Do you
have anything on 40, Mr. Dodge?

MR. DODGE: Nothing on 40.
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CHAIRMAN MECHAM: Mr. Reed?
MR. REEDER: Nothing.
CHAIRMAN MECHAM: Mr. Mdtieis?
MR. MATTHEIS: Nothing.
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CHAIRMAN MECHAM: How abod41?

MR. DODGE: We do haveugstion or
two on 41.

Mr. Wright, has the Compamade a
commitment to spend a certain amob@intaney on
renewable resources?

MR. WRIGHT: No. We've dea
commitment to seek to install a spedépacity
of renewable resources, 50 megawatts.

MR. DODGE: And is that@nmitment to
do it or seek to do it? And I'm taliiabout any
form, in any stipulation or conteXas the
Company committed to 50 megawattenéwables, or
only to evaluate?

MR. WRIGHT: The Compasycbommitted
to doing it.

MR. DODGE: And the Compas
committed to do it whether or notribyes to be
the most cost efficient addition;hatt
accurate?

MR. WRIGHT: There will barious
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standards. | have no doubt that¢hewable
results will need to meet, and thasedifferent
in different states. Our commitmenthat we
bear the risk of the investment noetimg those
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standards.

MR. DODGE: And my questis, the
Company intends to install 50 megasvatt
renewable resources, even it's nofritbst cost
effective. Isn't that accurate.

MR. WRIGHT: Cost effeaness |
think, is just one of the tests thatwwould look
at.

MR. DODGE: And if it faill that test
under RAMP or however you wanted tuklat it, the
Company still intends to install it father
reasons?

MR. WRIGHT: That would berrect.

MR. DODGE: And when yalicate in
Paragraph 41 that the Company will enalshowing
that that investment is prudent, pnide you, in
your view, includes more than meetimgRAMP most
cost effective resource test?

MR. WRIGHT: Yes. | dotiiink | have
a specific definition of prudency, loubur view

it would include factors other thamigethe least
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cost resource that you could posgblyend. |
think we would consider, and we fésla
responsibility of the utility to codsr issues
such as the portfolio of resources Weahave
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available, and trying to look at thvufe and the
pressures that might be placed uptitiag with
respect to, for example, fossil fuehgration,
and the way in which we should divigreur
portfolio for our risk. Going forwarthat's
certainly a concern to us. So thatildde
captured within our definition. We azognize,
however, that we have the burden efridk of
this investment of being passed amgints.

MR. DODGE: Mr. Alt, ingily the
Division proposed that the commitmendevelop
that 50 megawatts meet the cost effEoess
standard of the IRP, and then adojptisdbther
language to require the company isvehp
prudence. Has the Division taken @osition, one
way or the other, whether a resounraédoesn't
meet the cost effectiveness testlveildllowed
into rates at the full cost? Excuse not
allowed, but whether you will arguattit should
be allowed in the rates at full cost?

MR. ALT: Well, Mr. Powdlwitness,
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and | don't remember specifically Howdealt with
that in testimony, but generally, doadition 41,
we feel, meets our needs, becausepayd- the
Division would probably argue that tR& process
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Is probably the main determinant afdancy of
generation resources. The most racsnodf that,
the Division had hired a consultanteaew the
prudency of the Hermiston generatilagni which
is the most recent addition of Pa@fic And

that consultant's primary determinaté prudency
was the integrated resource planatithe the
decision was made. That's just amgxa that the
Division uses, the IRP process, agagm
determinant of prudency. I'm not goia try to
prejudge what our position will betlst future
time when we, you know, present owifmn on
what the Company would present ingplieation.

MR. DODGE: Thank you.

Mr. Gimble, has the Contesttaken any
position on this issue?

MR. GIMBLE: We're sateddi that the
condition meets our concerns aboul kina RAMP
test. We're not prejudging that issiieer in
terms of -- | mean we're giving then@pany an

opportunity to come forward and sagréhare other
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things other than just cost effectagnto

consider in terms of their investmamd

renewables. However, we think propalbimber one,
or the first order of criterion is nieg the RAMP
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cost effectiveness test. | think wa'glied on
it, like Mr. Alt stated, we've relieth RAMP quite
a bit in terms of evaluating the rewdueness of
resources decisions, since the lasfj@ne

MR. LARSON: | was justigg to say, |
mean, obviously the Division, the Conttee, the
Commission staff and many of the wmg@ors in
these proceedings participated irRA®P process
on a regular basis in those meetiagd,it is my
understanding that as part of thatess -- |
mean leased cost is one element dbptioaess.
There are also other issues thatiaceissed in
those forms dealing with issues that\Mright
talked about, externality, environnatigsues,
and diversity of portfolio. And wtithis
condition really is doing is giving tne
opportunity to come in before the Cdassion, when
this project is put in place, and desiate that
it is prudent. Nothing more than that

MR. DODGE: No further gtiens.

CHAIRMAN MECHAM: Thank vo Let's
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take a short recess.

MR. FELL: Mr. Chairmanhave one
redirect question to clarify the retoCould |
do that before the break?
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CHAIRMAN MECHAM: Okay.

MR. FELL: It's very short

CHAIRMAN MECHAM: As lontd's short.

MR. FELL: Mr. Wright, i%nt also
true that the investment in these nexinde
resources is subject to the 50 medgawat
whatever amount is installed, quatifyfor
additional incentive provisions unties
alternative form of regulation in Coeg@

MR. WRIGHT: Yes, thattsrrect.

MR. FELL: That's all. &k you.

CHAIRMAN MECHAM: Thank yglet's take
arecess.

(Recessed from 10:40 t®0J)

CHAIRMAN MECHAM: All righ let's go
back on the record. Mr. Mattheis, ybd have any
questions about condition 417

MR. MATTHEIS: No, sir.

CHAIRMAN MECHAM: Mr. Reed?

MR. REEDER: No, sir.

CHAIRMAN MECHAM: Does anye else have
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guestions on condition 41? All righien let's
move to condition 42.

MR. DODGE: No questions.

MR. MATTHEIS: No questin
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CHAIRMAN MECHAM: Mr. Reed?
MR. REEDER: No questions.
CHAIRMAN MECHAM: Mr. Saagk?
MR. SANDACK: | have a feestions.
CHAIRMAN MECHAM: | thouglyou might.
MR. SANDACK: Mr. Alt, ifcould ask
you, condition 42 is not a measur&igeefit to
the employees, is it?
MR. ALT: I would think would be.
MR. SANDACK: Can you eapl that?
It's basically existing continuing status quo,
are you not?
MR. ALT: Some people ntiglkrceive
that as a benefit, not being a laviiker
yourself, I'm not sure, when one conypacquires
another, if they have a legal obligatio
maintain all existing contracts, irdihg those
with employees, and including the esgpé benefit
plans, whether they have to automiatibe
maintained. | presume they don'td Aa just to

make a guarantee that they're maiedior a
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two-year period, | would see that &srefit,
because of the uncertainty that theghtractually

be worse would be the opposite outco8e keeping
the status quo compared to the risknainknown
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that could be worse, | would consitheit a
benefit, if | were an employee. Itymat be a
great benefit, but it's certainly aéft.

MR. SANDACK: Are you avesthat
PacifiCorp and the represented workers
operation, maintenance, productionkers -- had a
contract that requires ScottishPowesucceed to
that contract?

MR. ALT: I'm not complétesure what
you're referring to. | mean our coioti simply
Is a repeat of what ScottishPowerRacifiCorp
have already agreed to in their meageeement,
so it would happen anyway. This & joringing
it forward here and giving it moreilibty. But
are you talking about something ddfdrthan
that?

MR. SANDACK: The waivegraement
between IBEW 57 and PacifiCorp prositlee
successors are bound by that lab@eagent.

MR. ALT: Well, see, | wetsaware of

that so | can't speak to that.
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MR. SANDACK: So assumthgt is the
case, do you still consider this adb¢n

MR. ALT: | presume thayre saying
the contract with the labor union that're
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talking about would guarantee thisveenyfrom a
legal standpoint, you being the lawged me not.

MR. SANDACK: That woule lony
position.

MR. ALT: Well, I'm not gg to argue
with you.

MR. LARSON: [ guess | vidlike to
respond to Mr. Sandack’s questiatfink what
Mr. Sandack is focusing in on is jose piece of
a bigger picture. Certainly Pacifigor
ScottishPower will abide by the labontracts
that have been negotiated. Therenargy
employees of PacifiCorp who are nptesented by
the bargaining unit, and all of theseployees'
benefits under PacifiCorp are sulij@ceview on
an annual basis and could be changed.so as an
employee of PacifiCorp, | see thisasibstantial
benefit from ScottishPower in thatythee
guaranteeing that the benefits tHaraployees
have currently will continue to exXist two

years. So | would disagree with Man&ack on his
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assumption that this isn't a benefgmployees,
| see it as a huge benefit to empleyee

MR. SANDACK: Which growb employees
are you talking about?
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MR. LARSON: All employedsoth
bargaining unit employees and exempileyees.

MR. SANDACK: Could youughly break
down the numbers, bargaining unit vemxempt?

MR. LARSON: Well, | thirdertainly in
Utah, the bargaining unit employeessairmewhere
in the neighborhood of 2000. | wogitess systems
within the Company, they're probalolyhe 3,000
range, and the exempt employees phpbaiu know,
three or four thousand.

MR. SANDACK: Do you kndvaw many Utah
exempt employees there are?

MR. LARSON: | don't hatat exact
figure. But certainly in excess dhausand.

MR. SANDACK: Have theerefits been
decreased at all by PacifiCorp, dag last ten
years?

MR. LARSON: Well, certbinyou know,
one of the things that we're consyashting is
looking at costs and trying to achjexa know,

the most that we can for the bendfigs are
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offered. And I think there have beertainly
modifications to those benefits over fast ten
years on several occasions to inseraeoefits
and others. And | guess, maybe #sianse to
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your question.

MR. SANDACK: Haven't thenefits
essentially been as good as the reggdti
bargaining benefits? Don't they fallthose
benefits?

MR. LARSON: | mean thare two
different plans. | mean, you knoverthare
different benefits in the bargainingtuand
obviously the IBEW negotiates its cant, the
benefits for exempt employees arers¢pdrom
that. | don't know that they corraspor
correlate necessarily.

MR. SANDACK: Hasn't itdrea track
record, though, that the exempt engesyget at
least what the bargaining employeesahte to
negotiate?

MR. LARSON: I'm not suhat's true
in all cases. We have completelyedéht medical
plans. You'd have to give me someifips in
order to answer that, Mr. Sandack.

MR. SANDACK: Well, thegrls were
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separated recently, were they noteyTised to be
the same plans, did they not?

MR. LARSON: | think theyere
separated as part of the union neljmis, six,
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seven, or eight years ago.

MR. SANDACK: | don't knowWthis is
-- Mr. Alt, did you have an opportynib compare
the benefits that ScottishPower otlwswprovides
for its employees?

MR. ALT: | personally eid But |
was thinking that Mr. Powell, Ken Pdiwthe
Division witness on this area, mayéagked
interrogatories. | know he askedeainumber
that related to employees and beneiitd | read
through responses but that's been someago and
| don't have specific recollectiorntivdt. So |
don't know if we made that direct camgon. If
you want to ask Mr. Powell later, whnes on the
stand, he could clarify that.

MR. SANDACK: Okay.

MR. ALT: Or we could tiy find the
answer.

MR. LARSON: | guess | idgonclude,
and at least in response to Mr. Sadslggiestion,

what is really before the Commiss®PacifiCorp
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stand alone versus PacifiCorp andtSbétower.
And certainly, under PacifiCorp betsefo exempt
employees are subject to review byagament and
potential change, so | think thergsk involved
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in that. The IBEW contracts with repented
employees are as negotiated. WithtSb®ower,
these benefits to employees are bguaganteed
for a period of two years to employeAsd as an
employee, | see that as a benefit.

MR. SANDACK: Well, as amployee,
have your employee benefits been stiahe last
several years?

MR. LARSON: | think theexactly the

point. | don't know what my beneftsl look
like under PacifiCorp or stand alaihey may be

substantially less in the next tworgedunder

ScottishPower | know what my emplolgeaefits are

going to be, they are going to belstédr the
next two years. That is a benefit.

MR. SANDACK: Well, histoally, your
benefits have been stable, have tbey n

MR. LARSON: | think thehave been
some decreases in some of the bemnetit® areas
of health insurance. There have Iseeme

redefining of those programs.
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MR. SANDACK: Mr. Alt, aricdon't know
if this is appropriate in terms of whee're doing
now in terms of the stipulations hémat, I'm
wondering in terms of the recommeratetithat you
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had made with respect to employee cibmenmts, are
those still -- have they been withdnaav do they
still exist and is the Division stiflaking --

MR. ALT: You're talkindgpaut
Mr. Powell's recommendations on Pageflis
direct testimony that were not puthia formal
conditions?

MR. SANDACK: Right.

MR. ALT: That relatedeémployees?

MR. SANDACK: Right.

MR. ALT: I think it's flaio say that
they would still exist. We haventickten that
testimony, and in his rebuttal we diday
anything. And | would say that itdl &
recommendation, but not what we thirkmerger
approval should be conditioned on.

MR. SANDACK: | understandnd as |
understand it, they were only recomtia¢ions
because you felt you couldn't enfdhoese
conditions?

MR. ALT: Correct.
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MR. SANDACK: And we'rdking
primarily about job loss there, du¢h® merger?

MR. ALT: Yes.

MR. SANDACK: Did you eviering
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enforcement action in the old mergeprotect job
loss due to the merger, the 1988 Grder

MR. ALT: The Commissionisler
approved the last merger that conthawnditions
related to employees, and our expeeiesmce then
has been that they were very diffitolneasure
and therefore, enforce. And thagsghme
reason for not including similar carahs in our
direct testimony and our proposal here

MR. SANDACK: Is Mr. Poweloing to
speak to that in his testimony?

MR. ALT: He'll be madesdlable for
cross examination. | think the plamvhen we get
through with the stipulation, thenytheo to
the regular witnesses through the Gom@and then
the Division. | guess if you wantdeal with it
now, | guess we could bring him -shere today.

CHAIRMAN MECHAM: Let's @i do it when
he's up on the stand.

MR. ALT: Okay.

MR. SANDACK: And againnee the
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stipulation covers these commitmentsnployees
made in Mr. Richardson's supplemeettimony, |
don't know if it's appropriate to imguabout

that, but I've got a few questions.
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CHAIRMAN MECHAM: Well, &sand let's
see.

MR. SANDACK: The commitnts to
employee on Page 9 of that says tbattiShPower

will honor existing labor contractsthvall levels
of staff. Mr. Alt, do you considelatha benefit
of the merger, that they honor thestxg
contracts?

MR. ALT: I think the anemwould be
the same as what | gave you earlighat) is
that to the degree that you eliminateertainty
and risk of not honoring those corigai€
legally they can do that in a merg¢feait it would
be -- | would perceive it as benefittaintain
them. That's my perception.

MR. SANDACK: How do youtéerpret all
levels of staff in that?

MR. ALT: Just what it sayTo me it
means any staff that has a labor aohtith the
Company.

MR. SANDACK: You're natiking about
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levels in terms of employment, numlmeranything
like that?

MR. ALT: I interpret thathen | read
it, to mean, you know, whether ittaae
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president or some other lower levedifpan in the
Company. That's what | thought lenelant.
MR. WRIGHT: All the staffyou could
take that if you like.
MR. SANDACK: Okay. Caask
Mr. Larson, as far as the training ®acifiCorp
currently offers, doesn't PacifiCoffeo
educational assistance to its empoygeerently?
MR. LARSON: Yes, | thitikere's an
educational assistance program thels deith
pursuing higher education that rel&tegour
specific job function. | think whatire talking
about here in education here is wel&ted
training, and ScottishPower has instd some
roll class programs related to tragr@mployees
in the utility areas as well as otheras, and
Mr. Jack Kelly will be on the standa® able to
talk in more detail about some of phegrams and
experiences of ScottishPower in thema
MR. SANDACK: Hasn't PaCibrp

assisted employees to go back togeheth
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tuition and the opportunities to datth

MR. LARSON: [ think | skin my first
answer that there is an assistangggmoto help
employees go back to college and aakegree.
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This commitment here is much broader @an be
discussed in detail by Mr. Kelly.

MR. SANDACK: Does Pacifitp help the
employee with tuition in college inwaurrent
program?

MR. LARSON: Once agaithihk |
stated there is an educational asgistprogram
where the Company helps pay for aigof
college expenses related to pursuitggaee.

MR. SANDACK: That's dllet questions

| have. Thank you.

CHAIRMAN MECHAM: Thank yo
Mr. Sandack.

COMMISSIONER WHITE: | jusanted to
pursue a little bit the line of questng as to
whether this is a merger benefit dr ibseems
to me that today, as far as we knaagjffCorp has
a certain set of employee benefifgace, and
they may change them or they may not.
ScottishPower has agreed to keep theatace for

two years. So it seems to me thatlitbe two
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years before we know if this is a neefgenefit or
a drawback. | mean it seems like t&td®ower
could reduce the cost of these progralaliver
them more efficiently or increase leaefits, and
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then | think it would be easier to Hagt it is a
merger benefit.

On the other hand, theyidarop the
benefits or make them more expensiamething,
and at that point I think it would &asy to say,
well, that was something disadvantagebat
happened because of the merger.ngsitill not
sure | see your point, Mr. Larson, @#dmow
agreeing to continue with things asythre today
could actually be characterized asreefhit. |
just think it would be two years befove know one
way or the other.

MR. LARSON: | guess under
hypothetical, if PacifiCorp were tawtioue with
its benefits status quo for the next years,
ScottishPower's commitment would bacéy the
same as what PacifiCorp would havesdon

COMMISSIONER WHITE: It wial be a
wash.

MR. LARSON: It would benash. The

one thing we don't know is what isif@orp going
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to do in calendar year 2000 and 208bd | guess
I'm here to tell you that PacifiCorfymncial
position is not very good. We are e¢mtering our
dividend. We are not in the bestimdrcial
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situations. And so, obviously, we éi& look at
every area of the Company in tryingjgare out
efficient ways of doing things.
There's no assurancedbabenefits
in 2000 and 2001 will be exactly asythre
today. ScottishPower has committehat of
this transaction, to guarantee theseehts to
employees, so | see that as nothingibside.
The worst case scenario is, it's albeven, as
you stated, Commissioner, but the tase
scenario is that it's a significaméig to
employees.
COMMISSIONER WHITE: Okaizanks.
CHAIRMAN MECHAM: Thank yo Let's go
to Condition 43.
MR. MATTHEIS: Thank yolill start,
Mr. Chairman.
Mr. Alt, is it fair to sdlgat the
Division's testimony, direct testimpidentified
a variety of risks based by PacifiCougtomers as

a result of the merger?
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MR. ALT: Yes.

MR. MATTHEIS: Mr. Gimbl&at
testimony has well identified a vayief risks
identified by customers?
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MR. GIMBLE: Yep.

MR. MATTHEIS: And the gtilation that
we have here met is to mitigate mdrhase
risks; is that correct, Mr. Alt?

MR. ALT: Yes.

MR. MATTHEIS: And Mr. Giohe, do you
agree with the purpose of the stipoitét

MR. GIMBLE: Yes, the catons
contained in the stipulation.

MR. MATTHEIS: Yes.

Mr. Alt, does the stipidex mitigate
all of the risks that the merger migtgate? And

I'll turn your attention to Page Bukess, of the
stipulation, and I'll paraphrase littée bit.

It says it will resolve as many of iU
conditions and the CCS's issues asiljes And |
take that to mean that there may lmg$hthat
can't be mitigated or can't be idesdifat this
time?

MR. ALT: Well, I think actically,

unless you have a crystal ball thratdly clear,
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that one can predict the future andtidnd of

risks, you know, exactly are therenelan we did
what | considered to be an exhaustrgw and
analysis and discussion, we triedtk lat every
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source we could think of, first, temdify the
risk and then try to figure out howéonedy or
mitigate them. But I'm not here todagay that
we did a perfect job, because | damiw that we
did. We did the best job we could] are felt
comfortable enough to sign a stipaolatand even
before that to recommend in our ditestimony
that we recommended approval of thegerewith 46
conditions.

We think the package weehaow is
even better than we had before, andtared on our
recommendation. But that doesn't mikanthe
future, we already know what's gomépappen and
we've got all the risks covered a madgercent.
We don't feel that. We feel that wegot them
adequately covered as best we cartlwmasthe
information we have today.

MR. MATTHEIS: And part tife reason
-- I'm leading into condition 43 -rpaf the
reason for Condition 43, or mayberdason, is

it's designed to both provide a gutaeah benefit
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and to mitigate possible cost impatsgthat
paraphrase essentially correct?

MR. ALT: Yes.

MR. MATTHEIS: Okay. A |
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understand the rationale, it's becHuse&isks
couldn't be perfectly mitigated, yoarwto have
some guarantee of benefits that esdlgrput
this over the top in terms of meeting net
benefit standard?

MR. ALT: That's right.h& other 50
conditions generally, we felt, mitigdithe risk
sufficiently, but we needed somethmgnake sure
we're clearly over the bar, that thera
definite -- at least as far as we d@atermine, a
definite positive benefit and, therefaneets the
tests set out by the Commission. #hedmerger
credit, Condition 43, does that in oiaw.

MR. MATTHEIS: And Mr. Giofe, is that

likewise in the view of the Committee?

MR. GIMBLE: Yes, | wouggtnerally
agree with what you said. | think therger
credit does one other thing. It pdes
ScottishPower management with a mopstack on
merger related outcomes that in teetiao years,

they have an opportunity to offset 2 million
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each of those years. So --

MR. MATTHEIS: And Mr. Althe credit,
as | understand it, is in place thto2§03 and
possibly later, if closing is delaydd.that the
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way this works?

MR. ALT: Yes.

MR. MATTHEIS: Now, thisedit in
Paragraph 43 does not apply to speoiairact
customers; is that right?

MR. ALT: That's corredilot in Utah,
as | understand.

MR. MATTHEIS: Not in UtaH should
qualify that.

MR. ALT: I'm sorry, thaas an
unnecessary comment. | was thinkbguaiin our
discussions they point out that thayeha similar
merger credit in the stipulation ire@on, and
they point out to us there that theege some
special contracts for large custontieas the
merger credit applied to. But in Uthaht
situation doesn't exist, by the défeze in the
nature of the contracts.

MR. WRIGHT: Just for cfaration, |
think we have left it to the Commissto

determine whether the merger cregtiap to
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customers in the State of Oregon.

MR. MATTHEIS: If this cdition is in
place to mitigate risks through 2008y is there
nothing in this condition that wastpeted by

363
Deanna M. Chandler * CSR



10

11

12

13

14

15

16

17

18

19

20

21

special contract customers?

MR. ALT: Well, | think &t our
perception was that the special catdralready
have, by the virtue of a contract'thbasically
subsidized by other ratepayers, shahthey get
rates that are below normal tarifesathat they
already have built-in protection ieithcontracts
to some degree that other ratepayar$ dave the
benefit of. And the fact that the taat still

has some time on their term, theyaalydhave some
protection against risk. The key tisat they
have protection against is price iases, which,
as | mentioned yesterday when we exedhall the
iIssues, two of the most important suresd to do
-- that we perceived from all the mtand us,
was that service quality and religp#ind the
Impact on rates, that there was aarskthese
two areas things could get worse.

Well, we feel that we'va the
reliability and service quality nailddwn pretty

well with quite a number of conditichat we just



22

23

24

25

finished talking about. We feel that will
also apply to large industrial custesnand they
will get some benefit from that prdiec that the
other customers wouldn't get. Andghee
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protection that they had built inteith
contracts, the other customers daveh

If PacifiCorp files forteaincreases
during the next few years, let's sayijng the
remaining term of industrial contraeth the
other customers would be exposedtwingreases,
potentially -- well, not potentiallyibunder this
merger condition, offset by mergedasefor four
years. But the industrial contractauid not be
exposed to those price increasesctaldigree
they're not provided for in their c@at.

MR. MATTHEIS: That was rimst
guestion. You're not suggesting thatcontracts
don't adjust for cost in any cases?

MR. ALT: No, but even Wwithose
adjustments, | think a fair assumptthat they
don't bring you up to tariffed, unsdized rate
levels.

MR. MATTHEIS: And assumithere are
protections, how long would those gctibns last

for contract customers? Would it jo the
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end of their contract?

MR. ALT: To the end otth

contract.

MR. MATTHEIS: And oncecthontract
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has expired, obviously the cost toGloenpany
would influence what happens in theife upon
expiration?

MR. ALT: That's right.nd there's
one other point that | probably shauleintion,
that in the review of the contracts, i
recommending approval to the Commigdioe
Division used -- although we didn'vaa
commissioned, formally approved cide¢o
evaluate them, we used the critecamenended by
a previous task force to look at that
mentioned that in our recommendataod the
Commission approved those contractedban that
analysis.

But that criteria had recof the
criteria was that for firm specialestthe
customer had to have another alter@atin other
words, the customer already had tloécehof
getting their electricity from anotlsgurce, self
generation primarily, and that if theBgin't get

the special subsidized rate, they dexkercise --
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the threat was they would exerciserilgat, that
alternative. And our analysis showet if they
stayed on the system, other customeutd benefit
as long as they covered the variabétscand made
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a contribution to the fixed cost. Thacause if

they left, then the fixed costs wob&lentirely

be allocated and paid for by all thieeo

customers, and our analysis showeldse cases,
which was all of them where we recomdezl approval
of the contracts.

So again, those industiiidtomers

that relied on those alternativesdipmegotiate
a contract, they still have thoseraléves, we
presume, and therefore, are not thbjest to the
risk of rate increases that the Corsimrsmight
give otherwise, or even for that nraifehey
ended back up on the tariffed ratesy still

have those alternatives.

MR. MATTHEIS: Let's ta#lbout the
risks. Apart from costs and pric&sjsvhich of
the risks that you've identified, athsks
wouldn't apply to special contracttousers?
Wouldn't they be subject to the saatiaility
risks, or are there other risks that -

MR. ALT: And as | saidhink we've
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got the reliability and service qualisk nailed
down with our conditions, which wourdpact the
industrial customers on contract al$ age

tariffed customers.
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MR. MATTHEIS: But | thingart of the
reason for 43 was to insure a netftenemean
there wasn't -- didn't you tell metttiee risks
weren't perfectly mitigated and thamdition is
in part to throw it over the top?

MR. ALT: Right, and thratwover the
top in the broad public interest, just for one
set of customers.

MR. MATTHEIS: Nothing finer.

CHAIRMAN MECHAM: Thank yo
Mr. Mattheis. Mr. Reeder?

MR. REEDER: Mr. Alt, assing that the
Commission should accept the condpi@mposed by
ScottishPower, which is back to taxes] defer
consideration of this termination dfether or not
that merger benefit from reduced t@st should be
a correction and adjustment, if yoli,wn future
tax cases, applying the language rag?aph 43 of
the stipulation, the last sentenceyldit it be
the case that ScottishPower would toertend that

they were excused from the guarantegitdoecause
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merger cost savings had exceededufiagtee?

MR. ALT: I'm sorry, Mr.geder, | was
having trouble following that. Fisstu referred
to the last sentence in 43 and | wak-}
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MR. REEDER: Read Parayrép.

MR. ALT: And there ar@mamber of
paragraphs in 43, and when | readatsteone it
didn't seem to fit with what you wéaéking
about, so | lost track right there.

MR. REEDER: Sorry, gahe second
paragraph on this page. Last ParhgrapPage 9.
Hopefully we've got the same pagimatio

MR. ALT: Okay.

MR. REEDER: Do you hakie tuestion
in mind?

MR. ALT: Yes. Well, n@ait, | have
the paragraph in mind. Now can yqe&t the
question? I'm sorry | do not havedhbestion in
mind.

MR. REEDER: Assume thmn@nission

should follow the new proposal of SisbPower and

defer the consideration of capturimg benefits
of the tax savings upstream, and dbitha rate
case, wouldn't it be the case thagtleanteed

merger benefits would be no longeilalke
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because those tax savings would excebé cost
savings, those tax savings would extlee merger
benefit and they could claim cost tun

relating to the merger and no longefgyrm under
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the guarantee?

MR. ALT: Well, first | psume you're
only talking about the last two years.

MR. REEDER: Right.

MR. ALT: | want to makeciear. |
actually hadn't, as | mentioned eathes
morning, that this issue about thesawas just
recently brought to my attention, #imel Division
staff haven't really spent a lot afidianalyzing
that, haven't had the time. And lohsure, but
| mean | can see where you could atigaie
because it's related to the mergert MB. Dodge,
| think, made that point with Mr. Whig because
without the merger you wouldn't geis savings
so it would be directly related to therger.

But assuming you couldtaepit,
which I'm not here to prejudge thag ¢hat was
our whole point, that in the futur@oin't know
what our position would be on thapointed out
that there is apparently someone orsiatf

thought there were prior Commissicteos that
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dealt with this particular issue.alvBn't even
read them. I'm not even sure whattiposthe
Commission took. That might influendeat our
position might be. And so whethenot we could
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argue that those would offset the reecgedit for
the last two years, quite frankly, tat sure |
could answer that today.

MR. REEDER: Let's assume,
hypothetically, that the Commissiamd§ that it's
appropriate to reduce the income taenses for
PacifiCorp to the effective tax rabe the group
and thus reduce the tax cost sigmtiga Let's
use Mr. Talbot's number of a hundreidlan
dollars a year so we don't get on igdone ought
not get. If that reduction of a hueaimillion
dollars a year occurs, that's a 38anidollar
cost reduction in Utah, isn't it?

MR. ALT: Well, I'm assumeur math is
right, but | guess the point is tliate get a
savings that's related to the meiayed, it
eliminates the credit, it doesn't mpaaple still
haven't got the savings. | mean thelg/point is
to get savings, so are we better @ftourse,
especially if it exceeds the amourthef

guarantee. So | don't understangbtbblem.
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Assuming you're --

MR. REEDER: We're addimgshe
proposal of ScottishPower. Scottishérchas
something on the table that says,raefd
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consider it in a subsequent casaeltiefer and
consider it in a subsequent caseedblnes a
trade, doesn't it? The merger guaggbes away
for tax savings.

MR. ALT: But if the custers still
get the savings, what's the differ@nce

MR. REEDER: The custonsestill
ahead; right?

MR. ALT: Right. And ishat really
what we should be concerned about@admthat's
our view.

MR. REEDER: One impachof putting
it in the stipulation, it becomesade rather
than capturing it now; right.

MR. ALT: Well, | thoughtif the
Division's position was we weren'trgpto decide,
if we didn't feel that we were readyecide
today how to deal with the issue, weatwanted to
preserve the right to deal with ithe future.

The Company is quite willing to goradowith that,

and if we are able to capture thainggsy
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assuming we even try in the futurel e

customers get it because the Comnmgzsasses it

through, | don't know that anybodwirse off.
MR. REEDER: I'm sorry, Mit, we
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weren't arguing about the tax; wefgzieng about
the mechanics of ScottishPower's maholt's a
trade; it isn't a reduction.

MR. WRIGHT: Could I juspeak to
that? This is not part of Scottishieogsv
proposal. This was not even discusdseh we were
talking about the merger credit. 8igou've
raised it, it seems to me it's a preifficult
argument, on the one hand to saythieatax
savings computed in rates are notrgendenefit,
as they arise as a direct result @htierger.

But | can clarify. This issue did moime up at
all. What we're talking here abow therger
savings related to transition planrangvity.

MR. LARSON: And the othbking |
guess | would point out -- | mean $tate of
Utah, at least historically, has badmstorical
test year state. We don't even kriewalue of
this. Obviously, this is an issuet thal be
dealt with at the time of a rate case reflected

in prices at that time, when and Happens.
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So --

MR. REEDER: | think we&®wing the
mechanics of the operation of thisageaph that
ScottishPower has put on the tabfa.trying not
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to argue the issue on taxes, but lishibe
pleased to, if you'd like, Mr. Larsowe're just
discussing mechanics. So we're cothet on the
mechanical operation, Mr. Alt, it wdle a trade,
the tax savings for the merger cralda,way this
paragraph is written.

MR. ALT: Based on thewsgtion that
your hypothetical bears out, | meaat someone
would raise it, the Commission woulteron it,
the savings would be passed throughtes,
during the last two years, such thaytwould
offset the merger credit, yes.

MR. REEDER: Someone dwe had
something.

CHAIRMAN MECHAM: Mr. Ginlb?

MR. GIMBLE: | was justigg to add we
don't even know if the tax savingsgomg to --

I mean Mr. Morris testified this margithat the
tax -- no, that the tax --

MR. FELL: Excuse me. Theord shows

what Mr. Morris testified to as to tia.
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MR. REEDER: When we hambafidential
session this morning, the testimonghat session
Is confidential. We intend to respibeétt.

CHAIRMAN MECHAM: Anythingurther,
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Mr. Gimble?

MR. GIMBLE: Not at thisrte.

MR. REEDER: Go ahead.t Bihink
we're all set to redo it. Let's gdhe stand
alone inquiry, Mr. Alt. The stand adoinquiry
required by the same paragraph ingPaph 23, the
stipulation. How would you proposs tlae
regulator, to discern when a savings merger
related? Aside, of course, from tax.

MR. ALT: Paragraph 23?

MR. REEDER: I'm sorry, d3 Page 9.
Let's stick with 43. | may call itvezal
numbers.

MR. ALT: You weren't tumg pages,
but it threw me off. Okay. Now, cayu please
rephrase?

MR. REEDER: How can weadirn,
Mr. Alt, whether a cost savings is gegrelated
without doing stand alone analysis?

MR. ALT: Well, CommissienWhite

asked questions of me yesterday, andpimion was
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that the transition plan as discusselir. Wright
yesterday, | think will lay out on scremental
basis the changes the Company is pignthat
they would expect would result in s&tings. And
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| answered Commissioner White thattl that it
wouldn't be that difficult of a task¢ompare the
transition plan to what PacifiCorp wesmally
doing at that time. Once you get plastmerger,
and the farther down the road you thet,more
difficult it gets, and | think Mr. Lson talked
about that, and I'm certainly well asvaf the
stand alone analysis problem. Youhtige able to
do it for a short time, but years tats an
impossible task.

MR. REEDER: Have you imgd of
PacifiCorp whether they've done a irydar
analysis on what their plans would be?

MR. ALT: | personally havt, but
that doesn't mean in the interrogatosiomebody
else on the staff hasn't asked.

MR. REEDER: In discussthg
stipulation, were you aware of anytigear plan
of PacifiCorp that may show a plaaction?

MR. ALT: I'm sorry, I'nohaware, but

maybe with other witnesses from thedon, you
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might be able to get it.

MR. REEDER: Maybe durthg recess
you could inquire whether there washsal
multi-year plan available when you terthis
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paragraph.

MR. ALT: Well, | remembklr. Larson
talked about the Company's refocus,@ad that
seems to be the primary plan he w&stpabout.
So there's probably documentatiorhai where you
could isolate what they were planrtimgye with
the transition plan that will be setth later.

MR. LARSON: | guess | idsay -- |
think | said yesterday that the refplan was
the only plan out there. Now, whetbienot,
there are probably some projectionsaphings out
in future years with no plan specificas to how
we were going to get there, and | guesat I'm
here to tell the Commission is thadtGshPower
Is part of how we're going to get éhelThese
incremental savings are part of thg wwaachieve
those financial objectives.

But as far as specifimiifeable
plans out into the future, that repuogram in
October '98 is it. Those savings ball

accomplished in calendar year 1998ryhing that
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we're talking about related to thasaction is
incremental to that.

MR. REEDER: Mr. Larsosn't it the
case that in January 1998, the Compangunced
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plan to reduce its work force in theitdd States
by approximately 600 positions or 7ceat of the
work force? The Company offered emledrearly
retirement to approximately 1240. &otual cost
reduction from this program was 758ipons. And
the Company took a extra tax write#fl998 of
$113 billion, the result of that plan.

MR. LARSON: That's correc

MR. REEDER: What effecked that have
on costs on a going forward basis?

MR. LARSON: Those costiags will
all show up in calendar year 1999, thiadl is
exactly my point, Mr. Reeder, is taktof the
plans that PacifiCorp had in place,résult of
those plans will show up in calendzaryl1999
results.

MR. REEDER: What's thengoforward
savings from that action?

MR. LARSON: Well, I thinjou stated a
number yesterday of $50 million.

MR. REEDER: $50 millioryear.
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MR. LARSON: That's right.

MR. REEDER: So there'd $llion a
in addition to the $30 million in tfecus of
PacifiCorp actions in 1998 to be réegan 1999.

378
Deanna M. Chandler * CSR



10

11

12

13

14

15

16

17

18

19

20

21

MR. LARSON: And they wilk part of
the baseline. | mean they will bduded in
those results. What we're talkingwltoday, the
stuff in the transition plan that irtk
Mr. Wright has talked about sevenales, relates
to increment at things in additiorthat.

There's no intent to count those asqidhe
merger credit.

MR. REEDER: Mr. Larsohete's an
indication that in the fourth quard€1998, the
Company initiated a pay cost reducfiosgram that
included involuntary employee seveeazad
enhanced early retirement for emplsybat met
certain age and service requirements.
Approximately 167 employees were @ispt, with 35
of them being eligible for enhancespthcement.
The Company took and reported a $10omi
after-tax charge as a result of tikiba.

MR. LARSON: My recolleati is that
was part of the refocus programs,thnde will be

accomplished and those savings, asdreductions
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be willing be in 1999.

MR. REEDER: The secongkayee action
in 1998 was part of the focus program.

MR. LARSON: That's my @nstanding.

379
Deanna M. Chandler * CSR



10

11

12

13

14

15

16

17

18

19

20

21

Mr. O'Brien could clarify as to whetlog not I've
got a correct understanding of that.

MR. REEDER: And the saann
addition to the -- and the savingsiackided in
the $30 million?

MR. LARSON: That's my @mstanding,
yes.

MR. REEDER: So it's tlese that from
action taken by PacifiCorp in 1998, expect
savings in 1999 and years beyond 6fréiBBlion or

more.

MR. LARSON: What you ndedkeep in

mind is that, as | stated yesterday %30

million refocus program was a compgariaot to
actual, but to budgeted projectionslf#09. And
so | think those are two different gamsons.

MR. REEDER: How many yeaill be
take to enjoy the full savings frompoyee
actions taken in 1998 and the refgrogram,

Mr. Larson?

MR. LARSON: It's my bédlibat the
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entire benefits associated with thasé&ast the
majority of those cost reductions] Wwé achieved
and shown in 1999 results, and custemvél, on a
going forward basis, or costs of 2886 going
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forward, will be reduced by the impatthose
actions.

MR. REEDER: So we shdoddable to
see in 1999, $80 million worth of cosductions
from 1998 as a result of these actienthat
what you're saying to me?

MR. LARSON: No that's nahat I'm
saying.

MR. REEDER: Please ted what you're
saying.

MR. LARSON: What I'm sagiis that
PacifiCorp put together budgeted mtopas for
costs for 1999, and from those buajfkteels of
cost, there will be -- the refocusgream was a
$30 million price reduction. As yauaware, |
mean there are many, you know, caseases that
would transpire in the '98, '99 timanie, and
these will be net reductions that Wwélembedded
in those.

MR. REEDER: If we lookyatur cost of

service for 1998 and 1999, will we aeg30
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million reduction?

MR. LARSON: No.

MR. REEDER: In what yeall we see
that $80 million reduction?
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MR. LARSON: That $80 riah reduction
will be embedded in it, but will na@ a reduction
from 1998. There will be cost incresghat occur
in that time frame too, that thesd gal to
offset some of the cost increases.

MR. REEDER: If we lookdligh O&M
costs, will we see an $80 million retion in
19997

MR. LARSON: No.

MR. REEDER: Will all die effects of
those employee actions and other péttse focus
action reveal themselves in 1999, ilirthey be
carried for forward years?

MR. LARSON: The vast méjoof these
will be reflected in 1999.

MR. REEDER: Let's assuMe, Wright
-- we'll let Mr. Larson rest for a rate.

MR. WRIGHT: Let's do that

MR. REEDER: Let's assu’orea moment
that there was a course of actionn@drby

Mr. O'Brien and his staff of cabldityti
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operators, which action would haveuoed costs in
the year 1999 or the year 2000 in stasleion,
that they know what they're doingytkeow how to
plan, they know how implement and hsame
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1 planning place, but you at ScottishBlosay, we

2 think there's a different way we wemtry. And

3 you assume further, that Mr. O'Brigatan would
4 have reduced costs and your plan doéafat

5 does the stipulation suggest we deutttbse

6 circumstances?

7 MR. WRIGHT: My memory nhignot be as
8 good as it used to be, but | thinkoeeered this

9 vyesterday, inasmuch as | think | stabat, under
10 a specific stand alone PacifiCorp plave will

11 not seek to count that benefits towanis merger
12 savings offset. If there are demaidé plans

13 that exist, be it a refocus plan ansmther

14 plan, that is detailed plans for edincy that

15 PacifiCorp, already having trainerthve will

16 not be seeking to count that towanastarget.

17 | would also point outttiaae have the

18 benefits of the chief operating offioé

19 PacifiCorp amongst our witnesses,@rtaps if
20 you have questions about what PacipGoe

21 planning in the future, maybe you dretlirect to
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that to Mr. O'Brien.

MR. REEDER: | think Mr:BDien is
taking notes on my question already.

But let's suggest thas thia
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foregone opportunity. This is an oppoity that
Mr. O'Brien had planned. This is apartunity
that you choose to forgo at Scottisi€¥o Are you
suggesting that this paragraph allog/to claim
that lost opportunity for those costs?

MR. WRIGHT: | don't kndvow many
stages of hypothetical were actuallizere for a
moment, but | think what we're sayismithat we
will put forward our initiative in thteansition
plan, we will justify those initiatisethey will
be linked directly to ScottishPowskdls,
initiatives, methodologies that wesimd to bring
to the business, and those will bebtes for
demonstrating whether merger savirge ibeen
achieved.

MR. REEDER: When do wstfsee this
transition plan?

MR. WRIGHT: You'll seesttransition
plans six months after the closurthefmerger.

MR. REEDER: What's thatss of the

preparation of that transition plan.
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MR. WRIGHT: Very prelinary stages.
We also have the benefits of Mr. Mache, who
will be leaving the transition plareesises, who
Is also a witness in this case.
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MR. REEDER: What are baeriers to
keep us from having it done earlier?

MR. WRIGHT: The barriene the fact
that the transition planning exerdssa very
detailed, very thorough, and can berg
intrusive process. In our experiemaing
conducted similar transition plannexgrcises
three times in the U.K. at Scottishiepand
Southern Water, more particularly otifhern
Water, you cannot conduct a transigitamning
exercise on the scale of the thoroaghkithat we

intend to do, where you're not patihef same
corporate entity; in other words, Ivefthat
transaction has taken place.

| would add it is a costlyercise to
some degree, it's usually time consgiand to do
that with the risk of the merger stilit there
would not be appropriate. Equally) yeould not
get the benefits of the transacti@npt you did

it that way, because it involves tigm on the

file, in this case the PacifiCorp mgeraent and
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employees. And until they're parthef same
organization, it would be extremelffidult to

get that sort of commitment and loyatd buy off
the transition plan. So it's a picadti
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impossibility to complete the transitiplan
before the closure of the merger.

MR. REEDER: Does the picat
impossibility arrive from the abseméemployees
or the absence of knowledge?

MR. WRIGHT: The absené@@ommon
shared vision towards the way in whigre going
to take the business forward, the mdxsef some
of the techniques and methodology that
ScottishPower brings.

MR. REEDER: Let me sekuhderstand
the hypothetical that you're drawiagus.

You're going to invest $3.6 billiondatmen decide
how you're going to run the Company?

MR. WRIGHT: We have contad -- you
can go into some detail with Mr. MacRie --
we've conducted high level bench ntargehat
gives us that there are efficienareBacifiCorp
that we can deliver. We have a végcstrategy
in respect to the PacifiCorp mergercWlis part

of ScottishPower's ongoing plan.
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We're very clear in terofishe way in
which we would want to take the buseg®rward.
There'll be a twin focus on improvefgciency,
on improving reliability, and the prad we

386
Deanna M. Chandler * CSR



10

11

12

13

14

15

16

17

18

19

20

21

deliver to our customers. So in gaharms,
we're very clear in the way we wantzatie
PacifiCorp forward. What we havewhd is the
detailed work that will allow us totghe
transformation of PacifiCorp into pac

MR. REEDER: What are baeriers that
keep this Commission from being ablede how you
plan to take PacifiCorp forward anthpare that
with how PacifiCorp proposed to talkeiRCorp
forward before they find your methaashe public
interest? Why can't they have thakTo

MR. WRIGHT: Well, I'verahdy said
that the transition plan can only bepleted
after the merger. We have agreeddatfe
transition plan with the Commissiortisey will
have ample opportunity to look at plans and
look at the way in which we intendd&e the
business forward.

MR. REEDER: If this Conssion were to
say, you may complete the mergerpbktdre you

may consummate it, you must preseat yransition
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plan for our approval? Would thatstsgou in
getting your incentive in the rightler?

MR. WRIGHT: I've alreadiscussed
this. If the merger is not completiégn you
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cannot complete a transition planeréhs by
definition some doubt about whetherrerger
would go ahead. You would not getdbmmitment
necessary to conduct the transitiam gh that
scenario.

MR. REEDER: If this Conssion has
approved the merger subject to coowiétj the only
condition is you present a transifpbemn that
they approve of, why can't you getrigat
incentives?

MR. WRIGHT: Well, agass |
discussed yesterday when the subjebto
transition plan came up, we beliewetthnsition
plan is about us as utility managendryg the
competence to take the business fokwath
respect. We believe that that isiléyut
management function. That is Scd®hker's core
competence. We believe that we aseflaced to
run the business.

What we think the Comnosss role is,

and | certainly don't want to dicteteat that is,
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but if that is more to do about thevision of
service, which is safe and adequater@rable,
it is about the fairness of the ratbsch we
charge customers, that they are fair a
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reasonable. It is not about microngamgthe
utility or saying what is best for thity in
the terms of the management of itsnass, the
organization of its business, whethshould
adopt particular best practice, whatibess
processes it should have in placestver its
service to customers. All of those issues that
the utility is best placed to consider

MR. REEDER: Don't we tgaleed that
plan in order to implement this stgiidn where
they must evaluate the stand alonmsigthe
merged company on an ongoing basis?

MR. FELL: Objection. Bhs
argument. This is not evidentiaryrak@ation.

CHAIRMAN MECHAM: We hawend of
plowed that ground, Mr. Reeder.

MR. REEDER: That's okay.

CHAIRMAN MECHAM: Mr. Alkd, are you

curious about this condition?
MR. ALLRED: Yes.

Mr. Alt, in your introdwsty remarks
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yesterday, you testified that in cogniip with the
conditions that you had originally pagether,
you looked at the potential negatiffeat on a
number of entities, including commiast What
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groups did you include within the coomities?
MR. ALT: Well, | think #t includes
Salt Lake City that you representhink it
includes some of the concerns of ttehULeague of
Cities and Towns. Is that what yowanie
MR. ALLRED: Yes. | amexpfically
curious whether or not you lookednat potential
negative effects on municipalities.
MR. ALT: Yes. The bropdblic
interest, we felt that the directioa got from
the Commission required us to consideroader
public interest than maybe what theidion
normally views when we're in rate cased dealing
with utility issues. The merger istie bit
different.

But on the other hand, whe framed
conditions, we felt we had to keemind that the
Commission is the one with the autlgpand it's
their authority in what restrictiomst are on it
that enable enforcement of the comaléi And so

you have to factor that in, and thatiat we
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did.
MR. ALLRED: Do you haveexollection
of any specific negative effects yai viewed

would be applicable to municipalities?
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MR. ALT: | don't recalhy
specifically.

MR. ALLRED: So | assuniéallows
that you didn't find the need for smlos to
mitigate those potential risks?

MR. ALT: Well, one jusbpped into my
head. | think the condition that weshed
moments ago may be a little longer, 38 that
deals with transmission reliabilitythink that
you could safely say that that todk in
consideration concerns of municipaditi

MR. ALLRED: All right. think both
you and Mr. Gimble have testified ttest
condition set forth in Paragraph 4thes
condition that put your recommendatmsupport
the merger over the bar, or was thstroatical
condition; is that correct?

MR. ALT: Yes, it was ary@mportant
condition.

MR. ALLRED: The mergeedit, as I've

listened regarding the discussios ity
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understanding that the merger creatrio
mathematical basis to it; is that ect?

MR. ALT: You mean suppfant the
numbers?
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MR. ALT: Yes.

MR. ALT: I think that'sfair
assessment.

MR. ALLRED: And you indited during
my questioning that your review wdstke bit
different because this was a mergse,caot a
rate case; correct?

MR. ALT: Correct.

MR. ALLRED: And you stdke this as
not a rate case; correct?

MR. ALT: Correct.

MR. ALLRED: In an exchangith
Mr. Reeder regarding the second papdgof
Paragraph 43, or Condition 43, you en&i@ comment
that it's the Division's view that itestomer is
still ahead. Do you recall that tesny?

MR. ALT: Yes.

MR. ALLRED: Is that yoar the
Division's definition of net positibenefit?

MR. ALT: Yes, I think so.

MR. ALLRED: All right. Alank you.
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MR. ALT: I'm trying tosualize how
it would not be, but | think it is.

MR. ALLRED: Do you have apinion
regarding the effect of the mergeditren
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municipal franchise fees?

MR. ALT: The first timahought
about that was my attorney mentiomeché¢, | think
it was just yesterday, that --

MR. ALLRED: | want to gwour
attorney an object to an attorneyrtl@ivilege.

MR. GINSBERG: No, thdite. It was
based on your conversation.

MR. ALLRED: | assumeaduas.

MR. ALT: And | don't rdcd he told
me where the source was, but he baicdle way
the wording was in terms of applyihg tredit to
customers' bills before taxes, likedicewith the
refund in the most recent PacifiCaie rcase,
would cause a concern for municipesiti And so
I'm not surprised that you broughitpt

MR. ALLRED: Well, I'm nsure | have
an answer to my question though. &wyresently
have an opinion as to whether or hetherger
credit has any negative effect on rcipal

franchise fees?
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say that if we did it the way this cwerized

the implementation that it would haveegative

impact.

MR. ALT: Well, | think'# fair to
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MR. ALLRED: Thank you.

Given that, is it importdor the
Division now to make some effort tdtigate that
negative impact?

MR. ALT: Possibly so. éfim not
sure | know what the right answerBst | think
it's a valid concern that you rai¥ehen we were
-- and I'd like to add, when we weegatiating
over the wording of these differenhditions, and
particularly this one, they simply edKor the
Division's recommendation about how wuld
implement this credit on customerns band my
attorney asked me, and | offered upkdyiwithout
a lot of thought or discussion amorgser people
in the Division, that, well, we jusidhthe rate
case, we had this refund, let's dio & similar
fashion.

We went through a lot adetings and
discussions trying to figure out a faay to
implement the refund so that one eustocompared

to another saw this fair and got agabportion
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of the refund. And so | said, weadk'd just use
the language we worked out there thatls what
was offered up and put in. And | dédmhk
PacifiCorp had a problem. | don't\wnehat
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thought they gave to it either. Ahdyt can
respond.

| don't think -- | persdigalidn’t
think of any negative consequencesybu've
clearly pointed out one. | agree vitithI'm not
sure what the answer is. I'd be quitkng to
work that out through further discossi, because
a refund is a little bit different.e@ause there
we were thinking we had to do it beftaxes. But
| haven't given a lot of thought ablbotv this
merger credit would work in that redat

MR. ALLRED: But you agreg&h me,
Mr. Alt, it certainly deserves moréesation
before this condition can be finalized

MR. ALT: [ will grant yotlnat, yes.

MR. LARSON: | guess spagkon the
behalf of the Company, there were op--

MR. ALLRED: May | direnty questions
to the witness | choose?

CHAIRMAN MECHAM: Yes, buitvant to

hear from Mr. Larson. So go ahead,Mrson.
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MR. LARSON: Thank you.

There were a couple afiglsithat kind
of went into this decision, because@ommission
Is aware taxes, franchise taxes,dtesvary
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from city to city.

MR. ALLRED: I'm going tibject to
Mr. Larson's testimony to charactaraaof
franchise taxes. They're franchissfe

MR. LARSON: Okay, franseifees, the
rates vary from city to city. And &® objective
in this was to pull aside those fdex are
simply a pass-through item, somethvegcollect
from customers and remit to the cjteesd
calculate the merger credit on a bafsike
actual electric revenues that custsrpay, so
that there's not a distortion in thedd,
depending on the level of these fhatdre in
the various cities. So that was tineloer one
consideration related to doing it lpefax, and
that's similar to the way we did te&und and
this Commission approved it in the &ese.

| guess the second thivag t would
say related to this, is that | guésslogic that
Is used that, if we have a credit tmnsl credit

Is nothing more than, | think, a doayment for
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benefits that we believe will comehe
transition plan, it really is a prigguction.
And | guess what | see being argued isethat
every time we have a price reductitga
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detriment to the cities. And so thafpless,
would argue that we ought to be chyduigher
prices in some way to increase the fapiess |
don't see it as a detriment. It's sibrimg that
that fee actually follows whateverseaable
utility prices are.

And if the Commission apyes this
transaction and the credit or pricution goes
to customers, then their bill will Jown, they
will receive that benefit, the citizeof those
cities, and correspondingly, therd & an
adjustment to that fee that is pemgabased.

CHAIRMAN MECHAM: Mr. Alked.

MR. ALLRED: Mr. Larsonoy've
indicated that there is no detrimerthie
ratepayer. Many times those ratesayenot
always, are also taxpayers, arentthe

MR. LARSON: [ think tretin accurate
statement.

MR. ALLRED: And the framse fee is a

significant part of most municipal#idudget,
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isn't it?

than I.

MR. LARSON: You would kndetter

MR. ALLRED: It's logictd assume,
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isn't it, that if there is a signifidaeduction
in one area of revenue, there isYile&l increase
in another area of revenue?

MR. LARSON: Well, I gueg®u know,
to the extent that the franchise 4 koow, that
utility rates go down, and | think thaat least
our objective as a utility, to be #sent as
possible. | mean that's certainly wtha
Commission mandates with us. And sefythe
prices to the extent that that dridewn the
amount of the franchise fee that id pathe
cities, then, you know, | guess thiesihave a
couple of, you know, alternativesheitto raise
other fees or cut costs to come ia Wwith a

budget that is commensurate with des that are

coming in, the same conditions thatweek under.

MR. ALLRED: So to the ert that

there is a rate reduction and a cpaeding

requirement to increase revenues aoother area,

it's really a false benefit, as fatlees

checkbook of the ratepayers and taapiay
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concerned, isn't it?

MR. LARSON: Well, | dotttink that's
the case, Mr. Allred. | guess | wosiéy that if
| as a resident of Ogden, and I'm giéinget a
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$10 a year price reduction and thednése fee is
6 percent, and so my taxes are gartatve to go
up 6 percent, that | think | wouldeake $10
price reduction from the utility andyp60 cents
more to compensate for the franchese i'm not
sure they're a wash.

MR. ALLRED: Well, let neld an
additional fact that | think you hattéaken into
account in your analysis. Ratepapesists of a
number of entities that don't pay taxe
churches, government, schools; cd?rddtose all
pay rates to PacifiCorp; correct?

MR. LARSON: Well, somethbse that
you mention don't pay certain typetages. |
don't know exactly the forum for whatlhey're in
lieu of taxes or different types. By also
are ratepayers, and they also --xcigeeive the
same benefits of the merger credd,the
reduction in their electrical bill$hat's one
area that helps to offset some ofdldeiction in

the franchise fee.
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MR. ALLRED: That's my pti
Mr. Larson. It's correct that theslas
franchise fee, which is paid by alnestryone,
has to be made up by a much smaltergof
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property tax payers; correct?

MR. LARSON: [ don't kndhe answer to
that question.

MR. ALLRED: All right. Aank you.

You've earlier referredhe
franchise tax, and | objected to #rad you
corrected your statement. Franchese Do you
have an understanding of what thatdeetually
paid for?

MR. LARSON: What it's gdor? |
mean within the city's budget, what gpend it
on?

MR. ALLRED: No, do youderstand the
basis upon which PacifiCorp makeséhms/ments to
municipalities?

MR. HUNTER: Are we talgiabout the
legal question as to what the stadlitavs the
city to charge?

MR. ALLRED: Isn't it tru#r. Larson,
that the fee is paid so the Compasytha use of

the public right-of-way?
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MR. HUNTER: Objectiondadn't think
we have a common understanding oralhdte
time, and that's a legal issue thad e happy
to address in some other forum, maybargument
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on the Motion to Strike.

MR. ALLRED: If necessaly be happy
to put a sample franchise agreememtiwmakes it
very clear, Mr. Hunter.

MR. HUNTER: | have oneghvime, Salt
Lake's.

MR. ALLRED: And would yde prepared
to stipulate --

CHAIRMAN MECHAM: Do we ed to waste
time on this? Is that your understag® And if
it's not, say so. Let's move alongehe

MR. LARSON: I'm not tHamiliar with
the franchise agreements or exactly ihall
applies.

CHAIRMAN MECHAM: That'sne, let's go
to the next one.

MR. ALLRED: Mr. Larsomegayou aware
of any operating cost that is depetdpon the
rate base of the Company?

MR. LARSON: Well, let na¢least

restate the question and see if lacewer my
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guestion, or if you're satisfied witly question.
For example, you would have a rate li@sn like
Hunter Power Plant, there would berafnay
expenses associated with Hunter P&\eart. The
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two are tied together.

MR. ALLRED: I'm makingdlassumption,
Mr. Larson, that the franchise fed §wa pay is
an operating cost of the Company. Arydguestion,
based on that assumption is, are yareof any
other operating costs that the Compacyrs that
Is tied to rates?

MR. LARSON: Well, my undeanding of
the franchise fee is that it is noghmore than a
pass-through item. | mean it is medtected in
our rates. That's why it's a sepdnageitem on
the bill. And so it is simply sometgi-- it's a
percentage calculation of city to cihat we
calculate and collect from customerganonthly
basis, and we sum up all of that marey/remit
that in the form of a check to théesit So it
is not reflected in our tariffed psce

MR. ALLRED: Mr. Larsors it your
understanding that the parties tqotioposed
Condition 43 intended municipal budpetbe

adversely affected?
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MR. LARSON: We certainlygn't intend
for municipal budgets to be affect&de simply
were looking at implementing a memedit that
we felt would be beneficial to custemeitizens
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of the State of Utah, and intendeddaiculate the
franchise fees in accordance withrties of this
state, and comply with those.

MR. ALLRED: Mr. Gimblg,would be
correct to state, wouldn't it, theg the
Committee's position that rates sha'tiloe kept
artificially high in order to providge enhanced
franchise fee revenue stream for mpalities?

MR. GIMBLE: Well, | thinkagree

pretty much with what Mr. Alt saidjghs an
Issue, at least from the Committeadytaint, to
carefully think through when we pugether
Condition 43. | mean we'd be willtogsit down
and discuss this further but --

MR. ALLRED: Thank you ajht.

Lastly, Mr. Wright, is it ScottishPorgeposition
that it intends to decrease the swanitipays to
municipalities for the use of the pabl
right-of-way.

MR. WRIGHT: | can merelynfirm that

this subject was not discussed whgotning the
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size or the impact of the merger d¢redi

MR. ALLRED: Is ScottishiRer willing

to proceed with further discussiorgarding that

issue?

403
Deanna M. Chandler * CSR



MR. WRIGHT: | would thirdo, yes.

MR. ALLRED: Thank you.hat's all |
have.

CHAIRMAN MECHAM: Mr. Ramel, do you
have something?

MR. RANDLE: Thank you. ér¢ we

planning on breaking at 12:30.
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CHAIRMAN MECHAM: Yes.

MR. RANDLE: I'm going #&mldress this
to Mr. Alt and Mr. Wright, just so thlehave some
idea of what the parties agreed od,ifahget
into areas where you really didn'tdhan
agreement, if you'd let me know.

I'm concerned about thelmaaics of
this credit and how it's going to bwliemented,
and | think those are some of theg$iyou
mentioned a minute ago, the thingswsou
contemplated, Mr. Alt. Just assumgotiyetically
that the merger was in place by Janiia2000.
Then you say about half-way way dowthe first

paragraph of 43, that at the end ohegaar the
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aggregate amount of the credit alletan that
year shall be calculated. What doiyaan by
that? So at the of the year 200(assume that
during the year 2000 nothing will leflected in
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rates to ratepayers at that point@salt of
this credit? Mr. Alt?

MR. ALT: It sounds likiegy want to
answer that question.

MR. RANDLE: All right, MWright.

MR. WRIGHT: 1 just thoughwas an
easy one.

MR. RANDLE: All of my gs&@ons are
intended to be easy.

MR. WRIGHT: Oh, excellertthink
the intention is that the merger dradplies in
2000. The idea behind the aggregatzuat of
credit allocation is to be calculatethat you
have to some degree get estimatesonf f/ou
know, in percentage terms, how thditepplies.
So that if you got to the end of yaad it was
actually 12 million that you had ctedi then you

need to see how much had been creditetthen

you carry that forward by some mearsubsequent

year. | think that's right, isn't it?

MR. ALT: That's my undarsding.
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MR. RANDLE: Okay. Weybu fellows
have thought about this so much muae t have,
that | am just totally in the darketlme ask you
a few questions.
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MR. ALT: To me, the whatkea was to
get the full amount of credit that vipmemised in
the condition. And like Matthew Wrigdaid, that
they have to make an estimate to betalput the
credit on, because you never know et
customers' bills are going to be imaacte. And
so you don't know whether for sure'sggoing to
get the full 12 million the first yeaPlus
there's the fact that if they stdittke late

in the year, around January 1st,hidtnake it
harder because they'll have to receenthe
percentage. The whole idea was qustdke sure
they get all the money that they psedi is my
understanding.

MR. RANDLE: So you'relialg in that
sentence about looking at the custehbdls and
calculating the amount of the creditdach
customer. Is that what you're talkabgut?

MR. LARSON: What we'll do
calculating this is that no later ti38ndays

after the consummation of the merge credit
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will start. It will run for 48 monthsAnd in

each twelve-month increment we willegback to
customers or try to give back to coscs in that
twelve-month window $12 million, as .Mt said, |
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believe we don't know exactly if yasethistorical
revenue and there is higher usagegdoinvard,
you could potentially give back mofdhe
credit.

So we will have to projediat
revenues will be for the coming 12 mhsrand then
we will develop a percentage that willback to
the customers based on that calcuatit the

end of that twelve-month period, wé {@iok at

how much has gone back to customerspare to the

12 million. If not all of it has gomack or too
much of it has gone back, then we adjust the
next $12 million and continue the saiyae until
we've got through all four cycles dnel $48
million has been given back. It i$ commitment
to give back the full $48 million difi$
commitment to customers.

MR. ALLRED: All right. &in the last
sentence of the Paragraph 43, whardalk about
a merger credit tariff, and assumirag the

merger was in place by January 1, 2800 | take
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it that you're talking about filingaxiff that
reduces customers' bills on a progebtesis,
based on their projected usage, toaldwesult
in a $12 million reduction Company widr the

407
Deanna M. Chandler * CSR



10

11

12

13

14

15

16

17

18

19

20

21

Utah jurisdiction?

MR. LARSON: That is carte No later
than 30 days, we would file a tariilamplement
a line item on a customer's bill tvauld
represent their proportionate sharhef$12
million, and that would commence 3@dafter the
consummation of the merger.

MR. RANDLE: So in my hypetical, by

the end of January 2000, you'd filehsa tariff
with this Commission?

MR. LARSON: We would fitewith the
Commission, and the credit would bplemented on
customers' bills. If the merger wesasummated
December 31st of -- hypothetically Baber 31st of
1999, then on January 31st or Febrisirythat
the credit would show up on custontals. If
we consummate it in October or Novemten the
credit will start showing up earlier.

MR. RANDLE: Okay, that'slpful.

Now, | take it that you'd file anothariff at

the end of January or early Febru&d001.
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MR. LARSON: [ don't knahat we would
have to file another tariff. We woijldt modify
the one that was in place to adjustgrcentage
up or down so that the customers \geténg the
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full $12 million.

MR. RANDLE: And duringdbe first two
years, you would not be concerned aliat actual
cost reductions had been incurredrasut of
the merger. They would just be autieria those
first two years, the reduction; isttbarrect?

MR. LARSON: | think wedgrtainly be
concerned about what costs are, iuh®purpose
of the tariff it will have no impact.

MR. RANDLE: All right. & in the
last paragraph on Page 9, Paragraphli&e you
talk about cost reductions relatetheomerger
and that offsetting the credit in timal two
years, | assume that the bargainingthat the
burden of proof of proving those aestuctions is
the company's?

MR. ALT: That's my undarsding.

MR. REEDER: So neithex @ompany nor
you would have any problem if that wpsecifically
set forth in the stipulation?

MR. ALT: | personally wida't have a
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problem.

MR. GIMBLE: For the Contteeg, |
wouldn't have a problem either.

MR. RANDLE: Would the Cpany? See,
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you get into this problem of mayberé'®some
cost reductions where, as Mr. Reedes pointing
out, and Mr. Alt saying the furtheuyget down
the road, the harder it is to tellas\t the
agreement that the Company takes @btinden of
proof as to what those costs redusteme, so

that if it's not convincing they dogét it?

MR. HUNTER: | object toet question.
The burden is clearly a legal isslreevery case
before the Commission we effectivedyéra burden
of convincing the Commission. If NRandle is
asking in the sense that do we hawemvince the
Commission, | have no problem withihgwhim
answer the question. If burden ismheathe
legal sense, | object to it.

MR. RANDLE: Is the Commsimn
involved? That's another questioad.hDoes
this involve a rate case or a mineoabere they
come in and say the credit is offeets it an
automatic thing as a result of banggtetween

the Division and the Company or --
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MR. WRIGHT: We had assdrttas to be
class to rate case, so if the Compaasyincorrect
during this period, it would have {bb of
convincing, with the term that Mr. Henused,
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that the merger savings were attrithtioe
ScottishPower's actions.

MR. RANDLE: What if yowd't have a
rate case?

MR. WRIGHT: Then the mergredit
will continue, for years three andrfou

MR. RANDLE: Okay.

MR. WRIGHT: Incidentaliywe have
the rate case, of course, then thefiierare
captured in rates and we'll be in.jury

MR. RANDLE: So there'dhmag in this
that would prevent the Company frommic in and
filing a rate case and saying, wall, @penses
not related to the merger have gonangpso we
want a rate increase related to tieggrdless of
what the cost reduction related tortieeger are.

MR. WRIGHT: This approaghs
specifically designed such that thenBany's
ability with respect to rate casesds
affected. What we were trying to slalearly

ring fence the benefits of the ratsesato run
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their course in the business as userae.

MR. RANDLE: But when yeay the
merger credit shall be allocated am@agfiCorp
retail customers based on the pergerdatheir
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bill, exclusive of taxes -- maybe thigestion was
asked, but if it was, | didn't undarst. What do
you mean by exclusive of taxes?

MR. LARSON: Just in cdlting how
the bill will go back -- | mean howetkredit will
go back to customers. Rather thathket
percentage of revenue be influencethkgs, some
communities or fees, as Mr. Allreddsaiome
communities have different rates,ridges, and so
we didn't want that to impact the a&ton of
the percentage of how this credit wWayd back to
customers, and so it will be calcuddtased on
their electrical rates as set by @osnmission
and not fees that are charged.

MR. RANDLE: So you weteneferring
in that sentence to the Company'sstaxe

MR. LARSON: No.

MR. REEDER: So | assuhmse¢ would be
no adjustment to the $12 million assult of the
Company's tax rates?

MR. LARSON: No.
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MR. RANDLE: Okay. Nowhen you talk
about offsetting in years 2002, 208¥3cbst
reductions related to the merger dnatreflected
in rates, and that's talking aboutryate case?
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MR. LARSON: Right.

MR. RANDLE: If you haveae case
then, and you've approved that, thexertain
reductions related to the merger then@ission has
bought off on, and implements a tad€ordingly,
then they're reflected in rates. Bhahat you
mean by that?

MR. WRIGHT: That's cortesir.

MR. RANDLE: Now, are ytalking about
cost reductions there related to y2af2 and
2003, or would that accumulate toieaylears as
well? In other words, if you cameaimd proved to
the Commission that in -- say, yoadih rate
case in 2002, at the end of 2002 ,yadcame
forward with proof to the Commissidiat the cost
reductions related to the merger &arg 2000,
2001 and 2002 combined were over komi Would
your position be then that the créatit2000 and
2002 and 2003 was entirely consumed?

MR. WRIGHT: Sorry, my werdtanding of

this is that the State of Utah ushstorical
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test period. It will be the amountnaérger
related savings reflected in the pesiod year,
such that if there were a rate cag90®2, we
would be using a 2001 test year, aadwauld be
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looking at merger related savingat test year
with respect to offsetting the mergexdit going
forward.
CHAIRMAN MECHAM: Mr. Ramel why don't
we take a lunch recess and we'll nreati2
o'clock.
MR. RANDLE: I'm just alktadone.
CHAIRMAN MECHAM: We'll fiish after.
MR. RANDLE: All right.

(Lunch recess at 12:30.p.m
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