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August 4, 1999 2:15 p.m.

PROCEEDINGS

CHAIRMAN MECHAM: Let's go bkon the
record. And we'll go now to Mr. O'Brien
representing PacifiCorp.

MR. HUNTER: Please state yoame and
business address.

CHAIRMAN MECHAM: We probabbught to

swear him in first.

RICHARD T. O'BRIEN,

Called as a witness, hawiegn duly

sworn, was examined antified as

follows:

DIRECT EXAMINATION
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BY MR. HUNTER:

Q Please state your name andéssaddress
for the record.

A It's Richard T. O'Brien, O aspophe
B-R-I-E-N, 825 NE Multnomah, M-U-L-T-N-®1-A-H,
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Portland, Oregon.

Q Bywhom are you employed?

A PacifiCorp.

Q And what position do you htidre?

A Executive vice president ahtet
operating officer.

Q In connection with this prodies, you've
prepared and caused to be prefiled diestimony
that was marked as PacifiCorp Exhikandl rebuttal
testimony which was premarked as Pagif)Exhibit

1R?

A That's correct.

Q Andif I asked you those sajuestions
today under oath, would your answerthbesame as
they are printed there?

A They would.

Q Do you have a brief statement?

A 1do. In my direct testimoryover a

number of things. Why PacifiCorp presdna
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transaction with ScottishPower and othergs. In
October of last year, as you've heaadifi€orp
announced a strategy to return to id$sroln
short, PacifiCorp identified that it mhfscus on

its core business, the domestic westleetric
utility business; shut down all othedeavors with
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the exception of Powercor; embark onst ceduction
program, commit our company and itsfstahigher
levels of customer service; and in addjtwe
simultaneously announced a share repaechrogram
designed to support PacifiCorp's shace@and
return capital to our then dissatisfieeestors.

At the time of our announcemamiVall
Street in October, our chairman and G&@ he would
listen to anyone who had a proposaattieving
these goals, quote, better and fastergeote.
ScottishPower came forward and made aymoposal
and in December of 1998 our two compaaimounced
the merger which is proposed in fronyau.

It is actually a rather simplenger, just a
share-for-share exchange of stock, and i
non-regulated companies it would acyyailbceed
fairly quickly if there were no compaért issues.

But here, as you know, we'll be beftiePSC, and

you will decide whether or not the stamldthat
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you've adopted we meet, and that stdrddhe net
positive benefit.

My testimony, ScottishPower&itaony, and
importantly, our stipulation with the DRind the
Committee demonstrates that this masgerthe
public interest. And not only is ittime public
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interest, but it further emphasizesrédfecus
program that PacifiCorp started in Oetob

So ScottishPower is fully conmtet to
PacificCorp's focus on western operatiofhey have
a proven and enviable history as atytiperator.
Their assets, views and objectives arg v
complementary to ours. They can assish
realizing our cost reduction prograrisey have a
proven track record of using a differset of
tools, tools that PacifiCorp doesn'tdnav has not
employed. We think that that shouldileaprices
that are lower than they otherwise wddde been.

They will also help us acceleratir goal to
improve customer service. Alan mentibtieat the
stipulation sets forth the seven sygpenformance
standards and the eight customer gusgantlt will
also result, the merger will, in a finedly
stronger PacifiCorp.

In short, this combination vallow us to
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achieve our operations and our custabgrctives
better, faster, and with more certathgn
PacifiCorp could on its own.

Some intervenors really, | thitrked to
contest that point. They do so, redljylooking
at two things. One, would PacifiCorpoatter on a
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standalone basis, or alternatively, daoummerge
with a domestic utility company?

With respect to the latter pplrthink
that in my rebuttal testimony, | indiedhat
transactions with other utilities aralhgjust
hypothetical and that it's this trangacthat
needs to be evaluated before the Conomiss

My direct and rebuttal testimaigo
responds to the first point, that P&ofip could on
its own offer a similar package of béseds the
merged company.

I would just say that PacifiCaspn the
first stages of its refocus strateghaflstrategy
hinges on earning an acceptable ratetofn in its
regulated business in every state wiverdo
business.

This company has in the last ywars, as

you've heard, gone through some sigmficost

reduction programs. And I think we hazached the
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point where we would really start gofagprice
increases to try to help assist in iasi@g our
returns. And it's really through thatmbination of
cost efficiencies and price increasas e would
have tried to refocus our strategy \sitbcess.
While we would be doing thatsivery
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uncertain to me that we would be abldediover
improving customer service along thedithat
ScottishPower has. In addition, itastainly
beyond the realm of possibility thatiR@orp would
offer $48 million of rate credits to litaustomers,
or for that matter, any customers.
I think it's fair to say thatd#eCorp,
upon a standalone basis, has numeralieches.
Together with ScottishPower, we coulallyego
forward and move the business forwasdilan has
said. We can also move the deliverhat business
to our customers with greater success.
That concludes the summary ot@syimony.
MR. HUNTER: Mr. Chairman, wier
PacifiCorp Exhibits 1 and 1R.
CHAIRMAN MECHAM: Any objectits? Thank
you. We'll admit them.
(Whereupon Exhibits Paaiii@ 1 and 1R

were marked for identifioatand



20

21

22

23

24

25

admitted into evidence.)

Q (BY MR. HUNTER) Several sutigethat
were deferred to you for response. firke
involving the counting question. Themium that
PacifiCorp paid for Utah Power at tmeetiof the
first merger, is that premium on Paaifis books?
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A No, itis not.

Q And what's the reason for2hat

A Because the Utah Pacific mevgas put

together under terms of an accountirgipg of
interest, and under a pooling of inteaesounting,
the historical book base of the two cames is
added together. There is no acquispi@mium on
the books anywhere.

Q There were also some questyesterday
about the umbrella loan agreement. Tiee Mr.
Dodge's and Mr. Reeder's questionsyaybe | can
paraphrase and make this move quickly.

Mr. Dodge wanted to know what turrent
limits are under the umbrella loan agreert approved
by the Commission in its '97 order. @au tell us
about that?

A |can attempt to. The '97erdrovided
PacifiCorp with the ability to lend dowmits

subsidiaries amounts in the aggregate of
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$200 million. So between all of the sidiaries of

PacifiCorp, $200 million was the mosittthe

utility company could lend to any atiie.
Importantly at that time, theras no

affiliate above PacifiCorp. PacifiCavps the

highest company in the scheme. SoRheifiCorp
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could never lend money outside of itsatily down.
Limited to $200 million.

Loans up from subsidiary compariiad no
limit under the proposal. The reasartliat is
because if PacifiCorp is able to borraaney from
its affiliates and subsidiaries as cheagp it can
on the marketplace, by definition, ibais the
transaction fees associated with arthade loans.
So it is a benefit.

Moreover, PacifiCorp does nakstany
credit risk for that, because it realyhe
receiving party of the loan, so you tlhave to
worry about the creditworthiness of whw'oviding
you the money. That's what's in theddwmns of
the '97 agreement.

Q Thank you. There were alserges of
guestions that Mr. Reeder asked abaitreduction

programs. They talked about '98 casticBon

programs. Could you explain what thosgrams are
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and what the total dollar amount of theth

A Mr. Reeder's numbers werealttu
accurate. The $50,000 estimate of hasinmoney we
would save from the 1998 early out paogrwhich was
effected in February of '98, is therasate that we
have provided publicly.
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The estimate that we providethwespect to
the savings over the 1999 budget, wiverannounced
in October, was $30 million.

Importantly, the $50 million tHdr. Reeder
references has been broken down to &f%umillion
in operating and maintenance costs ongaind about
$15 million of capital ongoing as a jpamtof our
labor is capitalized over the capitaliadns the
company puts in place.

If you were to look this yedren, would
you expect to see in 1995 -- in 1999 $#bon,
that portion of the 50 which is O&M, pl830 million
as a net savings off of 1998 that wdndch $65
million reduction in O&M?

The answer to that is no. Tdeason for
that is, as was pointed out in a cooplesponses,
costs at PacifiCorp tend to escalayeufdon't do
anything about them. We didn't do amglabout a

large number of our costs, which cordita
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escalate, so that we are always entcapyib things
like a three percent increase or foucera
increase in our G&A costs.

The number that we recently pted to Wall
Street may end the mystery here. kttiie number
we provided on a phone call about a veggkon our
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second quarter earnings suggests tleaalby

between G&A and other O&M, the comparpuld expect

that its 1999 total for those two categmis
approximately $40 million less than what 1998
total for those two items would haverbe&here is
a $40 million savings, but it is not@&b3million
savings for a variety of reasons.

Q Does PacifiCorp have any addl
programs it's planned to reduce costs?

A No. As I've said, as I'vedsia other
states and I'll say it here, when MrKdonon took
over the company as its chief executifieer in
early September, we had a relativelytgheriod of
time within which we had to put a stggtéo put
together for Wall Street.

One of the first things donerjoto
stabilize the situation after our presCEO
departed was to inform Wall Street weildon fact

stick with a media, that we would haveeeting with
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our investors in late October.

As a result of that, we had syw®mpressed
period of time within which to look atrostrategy
to try to refocus that strategy in a waganingful
to shareholders. And we didn't havetithe to do
the details we would have liked to hdeae with
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respect to what could we do in 1999, tvdoalld we do
in 2000 and the years beyond that?

We did put a five-year plan tibgeg. When
we talked in October with Wall Streehatwe told
them is we had plans to take $30 milbom of the
business relative to the budget for 198ad that
those actions would be in place by 1/88%o they
could count on the fact that we woulséha cost
reduction curve that continued to go dow

We also told them that goingvard, they
could expect earnings growth from P&afp, and
while we were not specific with what tjeal was, we
told them that that earnings growth wiazdme from
two things, as I've mentioned earliestc
reductions, and trying to get closeouo
authorized rate of return in every jdicion where
we do business.

Beyond that, we did not idensifecific

areas of cost reduction for 2000, 2@00D2, or
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2003. We really used that generic acting term
called a plug to get us to the point nghge could
show accounting earnings in what we ghowas a
reasonable way that they could deliver But we
didn't have the specifics of the plamaiv we would
deliver on them.
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Q There were another seriesuektons that
dealt with the company's new pricindgdophy as
expressed by Mr. Reeder. Presumabgmnaapproach
towards special contract customers tatked about
the coincidence that there was someudgon
between you and Utah regulators somefiowust,
September, about new rate case straregjyhe
company offering itself as a purchasedciate.
Phrased slightly differently than he.di&ould you
comment on those representations?

A Yes. | -- before becomingeffoperating
officer, | was chief financial officet a

PacificCorp. | think in that time petid then
probably uniquely can talk about botlespboth
what | thought the returns look like aviaht |
thought we ought to do in communicatimgse
returns.
In late July when | became cbigérating

officer, at that time | became in chanféhe
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regulatory actions of the company.

| think it was shortly after thand |
agree with Mr. Gimble that the time feafor that
meeting was August, and at that poihgd not been
involved in any discussions with Sctiflewer, even
though our previous person, Fred Buckm@nwvas in
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a general nature. |think the fact thatsn't
involved shows it wasn't specific atvailh respect
to any of the actions the company wasgo take.

We came forward and talked nst o Utah,
but we tried to talk to the regulatorgups in
almost every state. And we informedhttibat the
company was going to adhere much marset} to a
policy of examining its prices with regpto what
its authorized rate of return could téhiose
jurisdictions.

That didn't necessarily mean Wawere
going to be more aggressive; it didéamthat we
were going to be harder to deal withhaiit meant
was we were going to be more consistent.

| think my discussion with ther@mittee and
the DPU down here really revolved arothedfact
that PacifiCorp had not filed rate cases
jurisdictions -- in any jurisdiction @hthan

Oregon and Wyoming. Since the 1989 since the
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merger of the Utah Power and Pacific &asystem in
1989. Other than as agreed price rezhgbr price
increases in Oregon. So we hadn't Hadcha
discussion with anybody about the rates.

And as | saw the rate case Bi7lienfold, |
think it's fair to say that from my vieRacifiCorp
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was unpracticed in putting on a rateecasnd |
think there were several areas wherdidt do a
very effective job, not because peojpia‘ttry,
not because people on the other sidemter
forgiving, but we hadn't done one fdorg time.

| thought given the fact thatsnof our
earnings were going to come from a toigness,
which was regulated, we just had to ket alearer
about what our regulatory policy washawl said
was | thought we would much more redyl@e rate
cases beginning with one in 1998.

Q Did ScottishPower have anyghimdo with
its new pricing policy?

A Absolutely not.

Q There were guestions abouttmtract
approval process. How was the contrabie
special contract approval process faiff&orp
written out?

A The process starts with tHatrenship
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manager for the specific customer. €hamamed
customers. And as we negotiate witlsehmustomers,
there is routinely feedback up throughdystem so
that generally, we are informed as tawthe terms
would look like.

And | think as we get closefrtation of a
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contract, it would be PacifiCorp's pgltbat on
these large contracts, and yes indesde ©f Mr.
Reeder's contracts, customers, wouldiody be in
this range, would go to the PacifiCooautal for
final approval.

That doesn't mean that thoséousrs need
to negotiate with our board. That pesceould be
very difficult. But they do, in factegotiate with
people who are very close to the custepand those

people have the authority generallyegatiate
around certain parameters, and whendheygone,
then we will take that board for whatduld call --
take that contract for what | would daltly
perfunctory review at our board.

Q Thank you.

MR. HUNTER: Mr. O'Brien isalable for

Cross.

CHAIRMAN MECHAM: Thank youMr. Reeder.
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CROSS EXAMINATION

BY MR. REEDER:
Q Good afternoon, Mr. O'Brien.
A Good afternoon.
Q Good to see you again.
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A You too, Bob.

Q Welcome to Salt Lake City.t'tdegin
with some of your summary, if we migfithe
$80 million savings anticipated from yoefocus
program and your employment actionsd@8lhas
dwindled to $40 million, or do we expéatther
savings from the programs in years pa98?

A As |l indicated, the savingstba combined
O&M and G&A line for 1998 will be abo®40 million.
| would say that that savings will cone.

But as | said, every other @d®acifiCorp
will continue to escalate unless we @mething
about it. And within about three yeaesiod of
time, the savings that the company puhe table
would otherwise go away if you don'tadything
about those other costs.

Q Let's stick with the $80 nalli number.
Has it dwindled to 40, or is there fertlsavings

from the program yet to be realizechim year 2000
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and 20017? | recognize other costs hrreased,
but the question is, has the 80 frometn@loyment
action and refocus program dwindled@pgt are all
the effects of it yet to be realized?

A The $80 million in total casductions,
and recall that | suggested in my sumgrtieat those
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were cash reductions, some of whichograpital,
some of which go to O&M. The $80 mitlizvas never
going to be $80 million of O&M reductiohwas
going to be $35 million of O&M reductiofhe $30
million that came through relative ta budget was,
as | said, relative to the budget, is\ah O&M.
But it was not all off of actuals fordR
So to be clear, again, the amithat will

be recognized in 1999 when you lookasé two line
items in total will be about $45 million

Q Okay. How much would we exgecsee in
the year 2000 as a result of the inaradf those
two programs?

A 345 million less whatever #szalation is
in the other part of the businesseswigation't
control.

Q Let's leave the escalatiodasiLet's
just decide, what do these programsasat result

of the merger, produce on a going fod\zasis? Are
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they producing their maximum in 1999wt they
produce further savings in further oeding?

A They will produce savings astent with
what we are seeing in 1999.

Q So the most we can expect fitoose is
$45 million, you're telling us?
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A No. What | said is $45 mitiof
operating and maintenance costs andr$ion in
cash savings is what | said.

Q Help me find the remaindethas savings
above the 45. Where will | look for th2

A It's going to be in capital.

Q Reduced capital expenditures?

A Yes.

Q Allright. You released yaarnings for
the first and second quarter of thigyea

A We have.

Q What were your earnings far filnst
quarter?

A ldon't actually recall thatmber. Hang
on.

Q Does the number 29 cents sdamdiar?

A  Yes.

Q And of that 29 cents first daa

earnings, can you tell me what portibit was



20 contributed by domestic electric operzdl?

21

22

23

24

> O >

Q

It's fair to say the majority.
25 cents?
That's about right.

Have you released your secpradter

25 earnings?
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Yes, sir.

You released those about &wage?
Yes, sir.

Do you have those numbersimdfm

| think | can get there.

Can you give me those numhdesse.
20 cents.

Can you tell me what parttef 20 cents

9 was contributed by domestic electricrapens?
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A The majority.

Q Were those earnings in exoégsarnings

for prior years?

year.

MR. HUNTER: Maybe if you tald which

Q (BY MR. REEDER) Let's try 19

A Are we talking about domestiectric

earnings or the company as a whole?

Q Let's do them one at a tirdéhich do you

want to talk about first?
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A

relative to the previous year were dawbtah --

down primarily because of a price rentuncin Utah.

| think the second quarteméags

Q For earnings the year before?

A

year.

For the equivalent second tpraof last
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Q And for the first quarter?

A The first quarter | think wasagain, |
don't have the first quarter in froninoé. | think
roughly in line with the year before.

Q Would it be fair to concludat the
O'Brien cost savings programs are hasomge effect?

A Yes, sir. A good effect.

Q Ilwould agree. You have Cragamination
Exhibit Number 4? If not, could counsslke it
available to the witness? | believe this the
proxy of PacifiCorp.

A lhaveiit.

Q Mr. O'Brien, would you dirgctur
attention to page 31, please.

A Yes, sir.

Q Page 31, it reports the finsieting
between ScottishPower and PacifiCorpsdi it?

A It does.

Q And that meeting occurred oly 16th,
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1998?

A Yes.

Q Present were Mr. Robinson,kBuen and
others?

A Yes, sir.

Q The next meeting is a follopvvueeting to

682



10

11

12

13

14

15

16

17

18

19

that when?

A September 24th was a time wienMcKennon
and Mr. Robinson spoke. The next aatusgting |
don't think was until --

Q Doesn't this first paragrapk en August
19th, there was a further meeting betwee
ScottishPower and PacifiCorp?

A You're right, | missed thdit.did.

Q Then follow-up meetings in &epber where
ScottishPower said, let's escalate elationship?

A There was a telephone meaetirfgeptember,
to be clear.

Q Allright. Turning to page.3¥ou
suggested in your summary that the coisgraagainst
another western merger was purely hygimtl.
Isn't it true that on or about Decembet9 --
December 6, on or about December 6, 11®@30ard
of PacifiCorp considered an offer reediby a

domestic utility, a group of domestititigs, for
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$25 per share in cash and shares?

A While | agree with what yow $a the
proxy, you mischaracterize my testimowyhat | said
was that it was not the correct thingaan this
merger proceeding to compare the traissabefore
the Commission with a hypothetical teart®n that
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could happen. This transaction stamdgsoown.
And | stand by that piece of my testijon

Q Allright. Now, this transaxt needn't
have been hypothetical, because thesecawaffer?

A This transaction is not inrfte- this

transaction being that in the proxys-not in
front of the Commission to consider.

Q Why did you say no to the offéthe
domestic electric utility?

A Are you asking me why we saidto this
specific transaction?

Q Ithink that's a better stagabof the
guestion, yes, sir.

A Let me quote. Counsel forif@orp
reviewed the regulatory approvals thatil be
required to be obtained to effect a mevrgth a
domestic utility and compared those apals and
related issues with the approvals thaild/be

required to consummate a merger withtiSb&ower.
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The PacifiCorp board of directors disaas among
other things, the complex regulatoryéssraised in
a merger between domestic utilities,nbe-binding
and conditional nature of the corresgoe, the
probability of completion of a transaatif an

offer were made, and the fact that theep
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suggested was lower than that reflectede

proposed exchange ratio in the mergeyesgent. End

quote.

Q The price of $257?

A The price was $25 per sharesilne,
including both cash and shares.

Q And the price to be fetcheahir
ScottishPower was what?

A At that time, the price waseixcess of
$25.

Q Isthe price that one woulgent today
still $267?

A No. Butldon't do future slogaying very
well.

Q What did you do to protecttthealue so
the shareholders would get that higladéuwesof $267?

MR. HUNTER: Objection. Tlssirrelevant

to this transaction. The shareholdexelvoted on

this deal. They've accepted it. WhatiffCorp
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could or could not have done to chahge t
transaction before the Commission igpgrmot
relevant to what's before the Commissoaiay.
Plus, it could take us forever.

MR. REEDER: | can see thapuld take a
bit of time. But the issue opened by Witness
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was, was there another western offerfel iihy wasn't
it considered?
CHAIRMAN MECHAM: Well, is thre any way
you can short circuit this?
MR. REEDER: Sure.
CHAIRMAN MECHAM: How?
MR. REEDER: Just I'll tryask my
guestions at a faster speed.
CHAIRMAN MECHAM: That wasrékactly what
I had in mind.
(Laughter.)
MR. REEDER: [I'll try to keégms brief
as | can.
Q Do you have the question inanivr.
O'Brien?
A 1donot --
MR. HUNTER: | objected to tloguestion
and didn't get a ruling. This is najugestion

that's asked hypothetically, or why yhd reject
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this deal? The question was, why digin't do
something with the current merger ages@no ensure
that the price turned out to be highantit did?
That's simply not relevant. It's alsd on the
subject Mr. Reeder said he was goirexfaore.

MR. REEDER: Why didn't you slamething to
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protect it? Why isn't that relevantthddoes the
public interest include if it doesn'tinde
considering options? What does theipublerest
include if it doesn't consider who'satéd and how
by this transaction? | think it's ohysathat we
have to probe that area.

MR. HUNTER: | don't want togae with Mr.
Reeder, and | won't, but I'd like to ke point,
I've never heard Mr. Reeder take thdtiposthe
Commission should be looking at sharmdmointerest
in any other transaction. | hope he esakat
argument in the context of a rate cagbe future.

But | don't think that the pubinterest is
engaged in whether or not PacifiCorpgatiations
with ScottishPower that resulted inttla@saction
before the Commission -- it simply hashmg to do
with that.

If Mr. Reeder wants to attadis th

transaction, | assume that's his ridggt trying
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to determine what hypothetical negaiiatietween
ScottishPower and PacifiCorp might hiageto is
simply not relevant or productive.

CHAIRMAN MECHAM: ltis a lig tenuous,
Mr. Reeder. Which is why I'm looking fe we're
fairly liberal with what we allow, butry to keep
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it within some reason.

MR. REEDER: We'll try.

Q What advises you to proteetghareholder
value?

MR. HUNTER: Obijection.

MR. REEDER: I'm trying to bBe quick as

we can.
CHAIRMAN MECHAM: | assume yoabjection
is the same, principally on the grouafieelevance?

MR. HUNTER: ltis, that's oect.

CHAIRMAN MECHAM: Do you hawn opinion on
the subject? We certainly can excluddavant
evidence, but we don't have to.

THE WITNESS: It's always dargus to ask
me if | have an opinion. | do, andihkhl can
maybe try to short circuit this. Mr.d®er has a
very short-term focus on shareholden@alThe
protection mechanisms that could hawnhesed in

this transaction, you could look at canable
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utility transactions and find that thare very few
provisions of collars, which would be tigpical way
to produce the kinds of shareholder raeigm that
Mr. Reeder might be talking about.

But more importantly, in lookiag
shareholder value, one should not Ieoé day
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trader; one should look over the longatand take
into consideration the merger partnat tme is
dealing with.

Amongst all of the things thajuloted, the
most important of those that the boanasalered is
who is the best long-term partner fociff@orp with
respect to and from the viewpoint ofrehalder
value. And unanimously, the PacifiCbgard chose
to go forward with ScottishPower. Ansaction
which should be evaluated over time rawtcat any

one point in time.

Q (BY MR. REEDER) Did the Pactboard
consider or reject collars? Is thatryiestimony?

A PacifiCorp board never consedieor
rejected a collar. | did not say that.

Q Did they consider or rejecurance of
some nature?

A | don't know what kind of imance you

could buy. They did not consider oecegjt.
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Q Can you tell us the identityle persons
who made the $25 offer, Mr. O'Brien?

A Icould, but I won't.

Q Rather a simple request. Magve an
order directing --

A Mr. Reeder, if it was someththat was
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worth disclosing and would have beenartgnt to our
shareholders to consider, you would Hauad it on
page 34 of our proxy statement in tle®sd or third
full paragraph. It is not there. Camvyers made a
determination that it did not need tarede public.
And | won't make it public here.

Q Was that utility that made difer a
western utility?

A 1think if I didn't quote iperhaps you
did. Fifth line down, from a U.S. elgcutility.

Q Was it a western utility?

A | stand by my statement.

Q You're refusing to answer?

MR. HUNTER: To the extentitixee have to
get into it, and | don't see the releeasince the
transaction before the Commission igrdw@saction
they're going to have to determine, @egvhether or
not it's in the public interest, do vaé to clear

the hearing room and have some kindateptive
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procedure --

CHAIRMAN MECHAM: No, we don'tHow does
this bear on -- where do you want tawjb this,
Mr. Reeder? It is true that the tratisaove have
before us is with ScottishPower, andchaee to
determine whether or not that's in thielic
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interest. If you think we can't do thathout
comparing all other options --

MR. REEDER: I'm asking youctmumpare the
option that was on the table and regebtecause of
regulatory burdens. Now we're herepiild have
been someone that could have had swsetgiopen up
the west for us. Or it could have bsemeone else.
We don't know.

MR. HUNTER: To the extent NReeder wants
through his witnesses to present eviglénere was a

utility who would have been a better geepartner
and if you don't approve this transactiat person
is waiting in the wings, ready to comeand do a
transaction, that's one thing. Thathhagtually
be relevant.

If he doesn't have that kinewafdence,
there's simply no point pursuing thig] ¢ghere's
specifically no point pursuing this tagih Mr.

O'Brien. He can put on evidence throlighwitness.
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MR. REEDER: Why are we trytochide who
the potential acquirer was in this rel@or

CHAIRMAN MECHAM: | don't knothe answer
to that, but --

THE WITNESS: As | said, yoookv these
things are sensitive. Much as your glent's
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identity has been protected in this imgar And |
don't think you're going to hear from amgthing
that didn't show up in our proxy statemerhe
reason for that is that as you wouldeexpthe
letter was sent under confidentialiynd it's not
my place to breach the confidentialiger which
the letter was sent.

Moreover, you mischaracterizetastimony by
saying only regulatory issues stoochway. |
continued to read the sentence, arsdniot in
order of necessarily the impact. Bet¢hare
several other things including, mostanantly,
non-binding and conditional. | saw lkiter.
Non-binding and conditional.

Q (BY MR. REEDER) Did your bdaf
directors follow up to see if you coubdke it
binding and unconditional?

A lrrelevant. It just doesnatter.

Q Didyou?
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MR. HUNTER: Mr. Chairman, enagain, do
we actually have to pursue this subjati Mr.
Reeder shows us how it links up with &sye that's
legitimately before the Commission itedining
what the public interest is?

MR. REEDER: I think it's ateuestion
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about whether or not the merger is eaghblic
interest. If the board of directorsien away
utility synergies that could have brougletter
benefit, we need to know why and on wizsis.

MR. HUNTER: So what?

CHAIRMAN MECHAM: | supposeejive
indicated in this proxy, we have thesm®s that
they've disclosed and made public. N'tddink
that in order to make a public intefesding as to
this specific transaction we need tovkmdhat other
offers were there and/or rejected. &bigps we
could pursue another line here.

MR. REEDER: Okay.

Q Mr. O'Brien, in questions to.M
Richardson, we asked concerning the jpranto be
paid. Those questions were deferrgdto Page 1,
| think we concluded the proxy was ddrajuestion
asked of you? Are you on page 1 optloxy?

A Yes.
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Q Mr. Richardson and | discussééther
there was a premium to be enjoyed vhighgurchase
price at the time the purchase pricenvade. We
had discussion about what that 26 reptes and
some discussion about the definitionis. o€an you
help us understand what that means?
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A Yes. And | quote, the mergensideration
represented a premium of 26 percent theemarket
price of PacifiCorp common stock beftire
announcement, end quote.

Q The stock was trading at higptitally
$19, you'd expect a 26 percent premiarthe $19?

A Thatis correct.

Q Now, does it also represepiteamium over
book, sir?

A "It" being the price that iSeved by
ScottishPower?

Q Yes,sir.
A Yes, it does.

Q Can you tell me what the prambover book

I can. And I will.
Thank you.

Bear with me one minute.

o » O »

That's only fair.
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A Page 98 of the same referelocaiment.
Without reading all of the caveats whighcourse,

the lawyers and accountants put arolisdt

Q You are a lawyer, but you'ot an
accountant?
A Thank you for recognizing Measome
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value.

Q You are an economist, right?

A Oh, God, there it went. lfiwylmok at the
bottom of page 97, it suggests whaptlrehase
consideration is. And as the columrgests, at
September 30th, 1998, the total purchase
consideration was 3,630,000,000 pouddet's the
total purchase consideration at Septe3bid, 1998.
The net book value of the sates acquuasl
2,430,000,000 pounds. The differencedgoe good
will arising on the acquisition aroun@ billion

pounds.
Q For those of us slow of ma#m you help
us understand what that might be in ddlars?

A That's about $1.9 billion.

A premium of about $1.9 bitid
At September 30th, 1998.

Over book?

> O >» O

Yes, sir.
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Q Flip in the same documentdge53.

A lhaveit.

Q Morgan Stanley there did akug analysis
to determine the value of PacifiCorjl ithey not?

A It appears that they did, yes.

Q And in that evaluation, aswghan the
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PacifiCorp proxy on page 53, it suggeasts
determining the fair value that generatf
PacifiCorp should be valued at approxatyal.8
times -- help me, Mr. O'Brien. Whathe -- what
are the values? At least you're an @cost. I'm
having trouble with the words.

A Actually, it is more correct $ay that
Morgan Stanley used a variety of apgneado make
their valuation for PacifiCorp. Andysu can see,
they used ranges of value, not pointregés. And
they used varying multiples, includihg taggregate
value, which is the total value of tieenpany, to
asset value capacity and output.

They did their best to try tgemate that
into business lines. And | don't pretémknow if
they did it correctly, because | digzxamine it.

Q Morgan Stanley's estimate etlogless, is
reported in your proxy?

A ltis.
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Q To your shareholders. I&d generation
business line should have a value ofd 48 times
book?

A Times asset value.

Q Isthe asset value and bodkeva
different?
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A I don't precisely know the wes to that
guestion.

Q Who would?

A You could ask Mr. MacRitchietbe
ever-present Mr. Morris.

Q Mr. Morris, I'm presuming yaikeeping
score on these questions so we casgystio Mr.
Morris, "Could you answer the questigisase.”

(Laughter.)

A It does say that book asskiesawere
used for valuation. Again, just readivitat it says
in the proxy.

Q Mr. O'Brien, in connection kwthis
transaction, is it fair to say that ya@ur
executives are getting $20 million?

A No.

Q What is fair?

A It's fair to say if 27 exewds are all

terminated or relocated 100 miles oetsifithe
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place where they currently work, withitwo-year
period of time, that that is the totalaant, the
aggregate total amount of the full vadfithe
severance package offered to thoseiohdals.

Q $20 million?

A Only if they lose their empihognt.
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Q Itrustyou're included inttR3?
A lam.
Q Mr. O'Brien, what were the nibars of the
board who are non-executives paid asraece pay?

A Could | take a moment to chéwok
document? Because I'm not sure youieeacterized
it correctly. | could give you the anmbuwhich is
$50,000 per non-executive director, llbutnot sure
you've characterized the reason why.

Q Please do.

A Page 57 of the merger agreenfiest full
paragraph, fourth line down, PacifiCbgs agreed to
pay each non-employee director $50,00ptly
following the date the director's uneesthares are
forfeited following completion of the nger. End
quote.

Q When will that event occur?

A Unvested shares are forfeitdidwing

completion of the merger.
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Q Following completion of the nger, each
retiring executive -- each retiring lmbaf director
member will be paid $50,000?

A In exchange for their unvestbdres.

Q Okay. Now, in connection wiitie
transaction, PacifiCorp retained Salor8arith
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Barney?
A Wedid.
Q Can you tell me how much yaidghem for
the fairness opinion?
A $25 million.
Q You got a bargain. How mudh d
ScottishPower pay Morgan Stanley?
A We got a bargain.
Q How much were they paid?
A 1think the number you usedhir.
Richardson, if | recall, $36 million.
Q $61 million in advisory feesthis deal?
A That doesn't include the laxgye
(Laughter.)
Q They are my colleagues.
(Laughter.)
MR. BURNETT: Can we stipul&tethe
reasonableness of the lawyers' fees?

MR. REEDER: Stipulated.
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(Laughter.)

Q (BY MR. REEDER) $61 millidnow does
that compare with the guaranteed raté#tah, Mr.
O'Brien? $48 million worth of rate gaaree and
$61 million to investment bankers?

A You've already used the nunilveais going
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to give. After two full days of goingrough the
conditions, | have it memorized. $48iom.
That's how it compares. In the statdtah, by the
way.

Q Shareholders get, if the sipaiee rises,
$1.6 billion premium over their pricethé time the
merger was announced?

A If the share price rises te #xact share
price it was at September 30th, to gklta those
calculations that we used, that wouldieeamount
of the premium that they would receiverahe
market price at the time the deal wamanced.

Q So if my arithmetic is corrdtiere's
about $1.8 billion worth of dollars flow to
shareholders and management as a ofshis
transaction, and Utah ratepayers gen$iflbn?

A In the four years of the stgiion, Utah
ratepayers get $48 million. It is nefided what

Utah ratepayers would get going forwaeglond that.
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It is certainly our expectation thaicps will be
lower than they otherwise would havenhbead that
will certainly be a benefit to all ofraatepayers,
not just those here in Utah.

Q Rates will be lower under SishPower in
Utah than they would have been undeifiacp?
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A Yes,sir.
Q Allright.

MR. REEDER: I'm going to dskhave
marked as the next exhibit in order y@focus
plan. | want to talk about that a menat two.

MR. HUNTER: Do you have cegite

MR. REEDER: We do.

CHAIRMAN MECHAM: Off the recd just a
minute.

(Whereupon Cross Examimakahibit 13
was marked for identifioati)

CHAIRMAN MECHAM: Back on thhecord. We
have marked as Cross Examination Exhbé
document entitled PacifiCorp Investordhyst
Presentation, October 28th, 1998, NewkY d/r.
Reeder.

MR. REEDER: Unfortunatelyetbages
aren't numbered, so we shall try toteayheading

of the page.
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Q A housekeeping question befzeago there.
On the loans. Having ScottishPowemaafhliate
doesn't change the cap on loans in ayy does it?

A No.

Q $200 million is all that cam gut of
PacifiCorp, even adding ScottishPower?
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A You had to go and ask thatstjoa.
Actually, that is not the right answdihe answer,
under current regulations, is that dttue money
can flow from PacifiCorp to ScottishPowe

Q By adding ScottishPower, thebella loan
agreement, what do you -- how do yoendtto act?

A Did you say how do we intendatt?

Q Precisely. Do you intenddar them no
money?

A As | said, under current reguns, both

state and federal, importantly feddPakifiCorp

could not lend money to the holding campor anyone

in the ScottishPower group above PacifiC

Q Isthat the Public Utility KHiohg Company
Act regulations?

A Yes, sir.

Q Increased the absolute bar?

A Under my opinion, which | amotra lawyer,

at least licensed to practice in thadathat is
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my opinion, yes.

Q Isthere a waiver of that atod?

A No, sir.

Q So the million dollars or wiagr is in

cash at PacifiCorp can't flow upstream t

ScottishPower, period?
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A At the current time, that ig m
understanding. Yes, sir.

Q You would have to add "at tierent
time." Why the condition, Mr. O'Brien?

A As hard as industrial custosnand others
push for changes in deregulation, otpash for
changes in PUHCA.

Q If PUHCA is repealed, you abupstream
money?

A ldon't know. Because | dimow the
conditions under which it would be rdpda But
that is why | said "at this time." Basa laws
change.

Q Directing your attention tco€s
Examination Exhibit 13, let's go to ffege entitled
the new strategic direction continuéicdbegins,
weaknesses of PacifiCorp.

A lhaveiit.

Q What do you mean by transfogni
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transaction?

A This was Mr. McKennon's padirtite speech,
and | did not make it; | was there stdn to it.
And | think it is fair to represent lsigtement as
being one which says that PacifiCorp way focused
on looking outside of the domestic eleattility
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business, including places like Turkég, U.K.,
Australia, Brazil, and any other numbenot only
countries but businesses within thogstees in an
effort to transform itself from a domestestern
electric utility company into somethididferent.

And Mr. McKennon's precise stagat | think,
and this may be a liberal interpretatoih not
much, is that he, Keith McKennon, didnibk we
needed to be transformed.

Q The next paragraph talks abouimany
underperforming business distracting @isttacting
from the core business. What doesrttesn?

A As | said, we had a numbebath
mature -- well, not really mature, butaring and
less mature businesses. Including asteen
wholesale trading activities, includmgy
investment in Turkey, including sevefibrts that

we had made with respect to buildingisifess in

the United Kingdom. And what we sawha evolution
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of some investments that we had madeninously

connected businesses to the electtityuti

business.
And we mentioned that severdhofe,
including our investment -- | almostdsadventure;

that's probably true too -- with EneWgrks, which
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was a joint venture with Bechtel, inchglour
investment with KN Energy, the simpl®ice and
enable joint venture. Those are thiteepther
being Eastern Energy Trading, which McKennon
specifically mentioned as being unddaring,
distracting, and detracting from returns

Q Mr. O'Brien, in your opiniomas one of
the telephone businesses operated bif&ap one
of those distracting and underperfornboginesses?

A Absolutely not.

Q You did, nonetheless, sell it?

A You have to rub that in, dididu? We
did.

Q Wouldn'tit be the case thatse
criticisms, criticisms that could be bgxqb to the
person acquiring PacifiCorp?

A I'm sorry, could you ask thgain?

Q Preoccupation with transforgnin

transactions? Is it the case ScottigleP s
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aggressively acquiring through hostilebvers
water and telephone?

A lactually don't think thaife case.
Because | don't think that ScottishPoweactually
trying to transform itself from one thimto
something else. | think it is much mfweused on
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trying to stay with utility businesse$which the
water business is certainly one. Atidrk in its
reach to the United States, it has veey careful
to say that they are not looking glogathey are
really looking towards the United States

So | don't think that is a fair
representation, and | have to tell ymat tn the
executives that | have met at Scottisvg?p
including lan Russell and lan Robinsod,a
importantly, Alan Richardson, these peape
absolutely focused.

Q Turn the page to the westaateyy, if
we might. Mr. Richardson -- Mr. O'Brjéim tempted
to ask you, what do you believe the $oof
ScottishPower to be? Electricity, watgs, or
corporate growth through acquisition?

A In my opinion, it's buildingnahe
expertise that they have in running lztgal

businesses.
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Q Under what we would call ie tBOs a

conglomerate?

A As an economist, | could nsé what term.
Q As an economist, what term Mgou use?

A A focused strategy on buildofgof their

regulatory capabilities.
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Q Turn the page to the westéateqy.

There you list a number of transactitbrad you
propose to pull out of or cease to lpara of?

A Yes.

Q Do you see the top one, nagasa?

A Yes.

Q Is ScottishPower in the ndtges
business?

A ScottishPower is in the busmef selling
natural gas to its retail customerseyTére not in
the business of marketing and tradirigrahgas in
the way that our company, TPC Corpomatizas.
Different lines of business.

Q Different parts of the samgustry?

A | think that's fair to saysye

Q Do you know whether they hamantention
to engage in the natural gas busineserae part
thereof in the U.S.?

A | do not know that.
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Q Turnthe page. There we haference to
the $30 million.

A Yes.

Q There was discussion this nmgyior
yesterday with Mr. Larson whether thzd #illion

included the employment action, secangleyment
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action, in 1998. Can you tell me whetrenot it
does?

A Yes. The $30 million was pised on that,
both employment action, not hiring jdbat people
wanted to put in their budget, and otleductions.
So yes, itis in there.

Q So the December involuntamesance of
700 people is part of this $30 milli@duction?

A No. That's not correct. Aid sorry if

I've confused you.

Q You have.

A In February of 1998, we had darly
retirement, which was completed at et & that
first quarter. That involved the 700gpemployees.
This involved some employees, but @hember
correctly, the number is around 10026 émployees.
And it was both through a re-up of sarhthe early
retirement provisions as well as sonteaaned

severance.
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Q Maybe we're saying the sanmgthThis
does include the December employmemtrgoivhatever
number of employees --
A This is the December employtraation.
Not to be confused with the February legmpent
action is the point I'm trying to mak&nd that is
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where the $50 million, roughly, of whiak | said
$35 million is capital.

Q We see on the bottom of tleagep--

A I'm sorry, O&M.

Q Yes, capital and O&M. On tast line of

the page, $750 million, the share repase program?

A Yes, sir.

Q What happened to that program?

A When we announced this prognactober,
we indicated that we would be evaluatiregtiming
which we would commence the share rdfase. We did
not indicate and, in fact, indicated thaould
proceed most likely at or near the enith® year or
could possibly go into the following yea

As we got closer with Scottisiveg, we
determined that we really could not offee share
repurchase program because the boacesffof the
company and others knew that we wersidenng the

transaction. As a result of that, anscphases
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really couldn't be made in the marketplanyway
based on the fact that we would havieléns
information.

So we did not follow through thie program
that had been announced. We have nghbdoack one
share since that announcement.
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Q Now, in fact, the share repase program
was fairly complicated, wasn't it? H®ares were
to be purchased, purchased not by R&afp but by
a second entity in some fashion?

A If that's your definition obmplicated,
that is exactly what was going to happen

Q Wel'll use our Scottish friendgsheme."”

The scheme was to buy it in a seconitiyent

A The only reason that we waugilng in a

separate entity, and that entity is @ d€rcent
held subsidiary of PacifiCorp, PacifiS@roup
Holdings, is because that is where #shaevas held.

Q How much cash was it?

A At that time, probably about iillion.

Q What happened to that cash?

A A large portion of that cashsaactually
dividended, if there is such a word, wastreamed
to PacifiCorp through a dividend.

Q The money now is in PacifiCdrp
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A In the electric operationsttls
correct. Both -- and | would say thatprimarily
used, and the reason you don't seell&inton our
balance sheet at the end of June ighhats
really captured in paying down debthat tilities
level.
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Q ScottishPower formed any pathe
decision-making to dividend that up sz Corp?

A Absolutely not.

Q Is there any correlation betwéhe fact
that there's about an $800 million shack of
ScottishPower to occur before the meiger
consummated but after it's approvethénshare
buy-back?

A You'd have to ask ScottishPothat. You
know the reasons behind the numbergbeycan
tell you is we made a dividend to thexgic
operations from our unregulated compahy.
requirement which the company in no Wag to do.

But we did that because we thoitgvould
help to continue the focus that we hawbanced on
the western utility operations, becatiseally

does benefit the western electric ytdperations

to have that money in the form of adiid, knowing

it would not have to pay that back taiaregulated
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subsidiary.

So we did bolster the companynaking that
dividend, the decision entirely madePawcifiCorp's
own merit.

Q Moving to the page entitlegpiementing
the strategy. First bullet point, focusbeing a
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western electric utility. Our focusniew changed?
A No. As | said in my openireprarks, and
as | strongly believe, I think that SshtPower
serves only to underscore that focutherwestern
electric utility company. | think thidie items
they have put forward for customer iny@ment will
really continue to focus us, even morethat
western utility.

Q The bullet point down aboutrfsays, seek
rate increases where necessary. Doigoe a
multiyear plan to seek rate increasgs/aare?

A As | said, in October, at this
presentation, what | said was that Faarp, and
there is a slide in here which actuedfgrs to
this, was underearning in almost evenggliction
that it was in.

And that as a result of that,feleas a
management team we owed it to sharetstdery to

close the gap between earned and palignti
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authorized rates of return.

Q Turn to the next page. |khinat's the
slide you're referring to.

A ltis.

Q Would it be fair to concludhat that
bullet point meant you're going to sesk
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increases in Wyoming, ldaho, Oregon?

A It's fair to assume that basedhis
page, with the 1997 returns that we webis
calculation, that those are the areasrevive would
have been underearning at that poititne.

Q Would they have been the faufube
previous proposed action to seek rateeases where
necessary?

A No. Because as | said, thigtia point
in time. We were making a commitmendto
shareholders to try to close the gagvery
jurisdiction where we do business. \ékier a gap
existed or would exist in the future, weuld seek
to close it.

Q Does that bullet point a msaek a rate
increase in Utah?

A If we were underearning relatio what we
thought the authorized rate of returss,wes,

indeed.
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Q What was your plan in Octoloerate
increases for Utah?

A Aslsaid, | had already beemwn here in
August. My plan was we were going e & rate
case as soon as we had the capability 8.
Depending, of course, on the 1998 result

713



10

11

12

13

14

15

16

17

18

19

remembering that at this point, we warky 10

months into those results. And | ordyl fa forecast

for where we thought we would be.

Q Turn to the page that talkgghJ

allocation order phase-in.

A Yes.

Q

Is that your estimation asttime -- at

the time of this showing -- of the impatthe

phase-in in Utah?

A

Yes. As you know, that wabseguently

changed.

Q

At the time you made this preation,

that was your anticipation of what timpact of the

phase-in might most --

A

> O >» O

It was.

-- most likely look like?

It was.

Turning to the cost cuts page.

Yes.
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Q Says target annual saving8,élion, it
says not all head count?

A (Witness nodded head up andrdp

Q Where in addition to actiorhe
employment action we've discussed weuegping to
take action to reduce costs?
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A We looked in several areas aiot in any
necessary order, but fuel costs commeital, not
filling budgeted positions, which wouldn
necessarily be head count reductionms #gisting
but head count reductions from what keright the
budget was. Sounds a little bit like government,
but in fact this was partially a cutrfravhat we
thought costs would be.

In addition to that, we genegrétloked at
other areas of what | would call nospending not
necessarily related to the company'sigian of
electric service. Things we thought mige
optional and could be deferred withagking
operational failures.

Q Turning the page, far rightti@olumn,
what does the CAGR mean?

A Acronym for compounded anngrawth rate.

Q Turn to the next page and @&rplvhat that

exhibit purports to show.
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A We have an avowed goal whig'ver
expressed on Wall Street on numerouasiacs where
we would try to keep the compounded ahgrowth
rate of our O&M, other O&M, and A&G cesidt a rate
less than two percent. A rate whichtigaight would
say we're really trying to strive to pem®sts below
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inflation.

What we are trying to show hierthat we
think, based on the 1999 number of $&8Bon
before the targeted cuts, and theneo th
$653 million that we actually thought e@uld get
to, as | said, we were on pretty muekkifor, we
would approximate the two percent groaxhr the
1996 number for those same line items.

Q Turn the page entitled workéor
reductions. Before we talk about trege is it
fair to say part of the O'Brien prograss
containing growth in A&G costs? Is tpatt of the
O'Brien program?

A ltreally is a company-widdéoet, and |
would not want it to be just mine. Butertainly
was the focus of the company's eff@s, y

Q What does the workforce reduchumber of
nine percent on the bottom of that pagan, Mr.

O'Brien? What was the plan of Pacifigor



20

21

22

23

24

25

A Well, | think, to be fair, wheou ask
what the plan is, a portion of thisatually not
planned but actual. And that is the @0ilon --
not 700 million. 700 employees thatevactually
out of the workforce as a result of waerkforce
reduction in January.
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The planned part of it is thé& 1Which then
would result in approximately 9,200 eayeles or a
nine percent reduction from the workéonumbers at
12/31/97.

Q We've discussed what that méamerms of
annual savings, haven't we?

A We have.

Q Moving back several pages 18.¢lectric
now.

A Yes.

Q At the bottom of that page fleries of
years, '99, 2000, 2001, 2002?

A lseeit.

Q What is that intended to repre in those
years? What's your plan?

A This is actually a disclostinat we made
based off of our 10-K filing. And | dohave the
10-K filing with me. But there is a foote in

there which talks about the companyig-term
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wholesale purchases and long-term whtdesales.
And because those contractsigreficant

and material, and because they areiagpir the

near future over this period, we hadquirement,

we thought, to disclose those matepatmacts, and

we did so in a paragraph in the 10-K.
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Q Are these cost savings thsultdo
PacifiCorp in those years as a resudtotibn and
contracts?

A No, they are not. What thays--

Q What are they?

A This is talking about top ligeowth, or
lack of growth, for the wholesale lomgrh regulated
contract explorations. And what thigsss that we
have significant long-term contracts ethare
currently above market, which will bepeing over
this period.

And those are the numbers watfeptheses on
them at the top. And that's accounsimgrt form
for those are negative numbers. Soave kales
going down, and then we have the pueshbslow that
which are also expiring, and you cantkeanet
difference.

And that net difference says thelre

actually expecting that we will haveotgercome
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sales -- net sales reductions of somendiBion in
1999, some $33 million in 2000, growing
$75 million in 2001.

Q Did you have a plan to overedimat loss
of revenue?

A As | said in my opening rengnke didn't
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have enough time to plan for every lteen for any
year beyond 1999. We did have a gempdaal --

Q What was that general plan?

A The general plan, as | saidswo use a
combination of cost reductions and pioeeases to
get nearer to our authorized returnsgogide
earnings growth to our shareholders.

Q For the years 2000, 2001, 20@&'s how
you planned to accommodate them?

A Yes, sir.

Q Turning to earnings estimatsut the
third page from the back.

A lhaveit.

Q What does that show?

A It shows that our 1999 estida¢arnings
should be $1.20. Our 1998 estimatexiiegs were 98
cents at this time. We also indicateahd Mr. Bob
Dalley, the company's controller, watsialty making

this presentation, but again, | wilkatpt to
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summarize.

What he said is it's $1.20 1899, less the
potential impact of whatever comes duftah. With
respect to both the allocation order thedrate
case. And a footnote is made on thtbot

Q Does the negative number meenthat
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like the growth and depreciation exp@nse

A That means that's an increasest.

Q Do you plan to increase yogpreciation
expenses?

A The company's plan for conéidunvestment
in the business requires that every yeamake
capital additions, and | think Mr. Wrigiuoted a
number which | agree with, about $500iom a year.

Because those dollars are etschigersus
the book values, which are histori¢s & dead
certainty that depreciation will increass long as
you continue to make investments wheglace things
in your system.

Q This wasn't a planned reguedation to
increase rates and depreciation costs?

A No, this is the result of mess as
usual.

Q This is the plan through 18®@pprove

your earnings that we loosely calledlos record
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the O'Brien plan?
A Loosely, yes. | prefer théoris plan.
Q Okay. Let's go to the lasimt Through
it all, to maintain some creditworthia@s the
market, you plan to maintain an A ratmgyour
bonds?
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A That's correct.

Q Mr. O'Brien, in preparing tipaiesentation
to the board that we've just gone thiptigere was
considerable work done by PacifiCorpsmiathere?

A May | just check your referefdic This
actually was not a presentation madrutdoard.

Q [I'm sorry. In preparing thegentation
to the investment analysts, it was adersible work?

A Yes, sir.

Q It was preceded by a presemtab the
board?

A We had several presentatioraur board,
yes. About several matters.

Q And it was preceded -- and Huard
presentation was preceded by a substamiount of
work, wasn't it?

A A substantial amount of wook@ising on
the near-term problems of PacifiCors. ye

MR. REEDER: And | hate tottics, Mr.
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Chairman, but those documents are thlegncuments
we'd now like to explore. Mr. Huntdrust has
them with him?

MR. HUNTER: They're secresednewhere in
the offices of the Commission.

CHAIRMAN MECHAM: Any objectioto the

721



N

10

11

12

13

14

15

16

17

18

19

admission of Cross Examination Exhil3® 1wWe'll
admit it.
(Whereupon Exhibit Crosswiss admitted
into evidence.)

CHAIRMAN MECHAM: Off the recd a minute.

(Whereupon a recess waanak
(Whereupon Exhibits Crogsuination
14, 15, 16 and 17 were radror
identification.)

CHAIRMAN MECHAM: Let's go bkon the
record. And just -- perhaps this wélhus push
along here. While off the record, weivarked Cross
Examination Exhibit 14, which is a do@amhentitled
PacifiCorp Board of Directors Meeting;t@ber 16th,
1998; Cross Examination Exhibit 15 goaument with
the word Pegasus written across theQeober 16th
plan; Cross Examination Exhibit 16 egb are all
large documents, some larger than ath@ress

Examination 16 is a multipage documpethaps
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72-page document, that says Financee8tents for
October 16th, 1998 Western Fine Tunesté6k
repurchase. And Cross Examination Bkhibis
again a large document that has Salddmoith Barney
on the cover page. And it refers tgdatoSapphire
Presentation, Board of Directors, Decemdlth, 1998.
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All of those that I've identifi@re
considered proprietary, and we are imazamera

session now. Let's turn to Mr. Reeder.

(In camera portion of the tramnsc

is sealed and segregated fham

main transcript.)
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CHAIRMAN MECHAM: Back on threcord. Mr.
Mattheis, do you have any cross exanandor Mr.
O'Brien?

MR. MATTHEIS: Just a couplieqoiestions,

Your Honor.

CROSS EXAMINATION

BY MR. MATTHEIS:

Q Mr. O'Brien, we talked at lémg won't
go into it, about benefits that the entr
PacifiCorp shareholders are achievirttis
transaction and benefits current managéncurrent
directors, are achieving. When aredHmenefits
going to be realized?

A Breaking your question dowtoiits
components, the shareholders will recére
prospect of a premium at the time thatshares

actually change hand -- change hands.
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As you know, unrealized versalized gains
for shareholders will depend on indiabactions
with respect to when they actually geir shares,
whether they realize any gains overthasis in
PacifiCorp stock. All of that will beetbrmined at
some point after the transaction is detep.
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With respect to the employees wu are
referencing in your general $20 millitmyse
employees | would say would receive wjwat are
referring to as a benefit when, as, iatftey are
terminated from PacificCorp. And thatuld be in
recognition of the fact that the futgteeam of
earnings from PacifiCorp would be zemd aould be
replaced by the package that they woeddive. So
when, as, and if they are terminated.

With respect to the directorshihk the

record is clear that those directorspaid when
the transaction is completed.

Q And for the ratepayers in Utdle
$12 million rate reduction per yearfimur years
kicks in immediately?

A My understanding is that if ean get
through this hearing, and if the tratisads
actually approved in all of the jurigehas, that

if it takes effect this year, the $12liom would
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start in the year 2000. If it is deldykwould
just say on a pro rata basis, month bgthm the
credit would be delayed equivalent.

Q And that benefit lasts fouang® Well,
two years, then possibly two more, depenon other
circumstances?
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A The credit | think is cleateafwe went
through two days of this on the recandHow it
lasts, my understanding is it's 12 ah@id 12 and
12 with the last two years offsettabecbsts.

Q And after that, is there anpantee of
benefits for Utah ratepayers?

A | think there are. There guarantees
related to system performance, ther@ageing

guarantees relative to the customerservy

standards.
Q Are there quantifiable guaeast | guess
is what | should have asked, that wepedra dollar

amount on? | think you said earlierasponse to
something Mr. Reeder asked that yolebelrates
will be lower in Utah on a going forwdrdsis. Is
that just a belief?
MR. HUNTER: Are you includitige --
MR. MATTHEIS: After the firfbur years.

MR. HUNTER: | was going tkashether
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you're including the $60 million numizessociated
with the liability benefits. Is that athyou're
referring to?

MR. MATTHEIS: If he wants amswer that.
I'll leave it to the witness. Mr. Huntan
testify, but that --
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THE WITNESS: | think that theare
benefits related to reliability. | tkithere are
estimates on the record of $60 millianwally from
that.

Q (BY MR. MATTHEIS) That's natrate
reduction?

A No, it's not.

Q You believe rates will be la®e

A ldo. I've testified to thact that |
believe with ScottishPower, rates wdwgdower than
they otherwise would have been.

Q How long do you expect itéalize those
other rate reductions other than $48on? Will
that depend on the transition plan?

A It will depend on how effeaiwe are as a
combined entity in reducing costs ansspay those
costs through either as a result otridnasition
plan or in some future rate case wherctmpany

comes forward and customers will rectiecbenefit
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of the cost management tools that airegbeEmployed.
Q Would you call those rate i&tthins that
you expect to be speculative?
A | would call them no less sgative than
what PacifiCorp could do on its own.t Bthink
they are speculative, yes.
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MR. MATTHEIS: Nothing further

CHAIRMAN MECHAM: Thank youMr. Dodge?

CROSS EXAMINATION

BY MR. DODGE:

Q Good afternoon, Mr. O'Bridrthought |
understood the umbrella loan agreentkeen |
didn't, then I did, and now | don't agai

A Good.

Q With Mr. Reeder, you got iatdiscussion
of PUHCA, however you want to say itouvprobably
refer to it as PUHCA?

A ldo.

Q Most do. Putting that asidapring any
federal or state laws and focusing amyhe
umbrella loan agreement, is it your ustdading
that the effect of making ScottishPoamaffiliate

for purposes of that, in one of the ¢toils we
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identified is the effect of that thatany event,
no more than $200 million at any giviemet can be
loaned by Pacific corps to anyone, idicig
ScottishPower? Upstream affiliates?

MR. HUNTER: Are we talkingali a
stipulation condition?
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MR. DODGE: Yes. The effett-ohis
understanding of the effect of the urtariean
agreement as amended, if you will, gygtipulation
condition. Which says that ScottishPowd be
deemed an affiliate for purposes ofuhbrella loan
agreement.

THE WITNESS: Before answenjogir
question, can | just clarify your hypetial? What
you're saying is without respect to gxgslaws on
the books, both state and federal, whadunt
PacifiCorp could lend up to a companthim
ScottishPower group?

MR. DODGE: Correct.

THE WITNESS: | think that'peetty huge
hypothetical, but based on that, | gyesscould
say that even in Utah, under your hyptithal
assumption, because you've asked ngmtoa any
rules or laws in Utah, we could lendtaip

$200 million.
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Q (BY MR. DODGE) And that wamsply the
qguestion. That provides a $200 milliaip,
independent of other laws or regulattords
contractual cap?

A That is my belief and undenstiag of the
loan agreements as they exist today, yes
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Q Thank you. Ithink | undersdaagain.
Mr. O'Brien, | think you've effectivetpnveyed your
opinion that although you had a plug bamas |
think you referred to it, in terms ofvihgou
intended to improve performance throtagh
increases or price decreases, there neespecific
plans.
The consequence of acceptingvileav -- no
specific plans that you could testifyjoyond the
year 1999 in PacificCorp at the time.
The consequence of that in yoewmv, |
guess, is that the Commission shouldindeed
cannot, try and do an analysis of mergethat
benefits from this point on flow fronetimerger
versus those that would have flowed feoRacifiCorp
without the merger?
A | think the consequence ig tia just
with PacifiCorp, but | think with almoshy company

where you tried to look at one caseueesother,
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there are so many external factors,elkas
internal factors, that could influenbe forecasts,
that I think it's very difficult to corape forecasts
from merged entities to standalone iestit

And while we have a standalola& p stand
by my statement that we were not in gt to
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have spent enough time to know wheré aad every
individual cost cut or each and evedividual rate
case was going to go and what it wasgytm result
in. And this was our best guess.

And we made it our best guesabse Mr.
McKennon and myself and our board watdetiake sure
that we had credible numbers that weghowe could
lay up for Wall Street and meet.

So we used our best judgmeirytto put
numbers that we thought were realistiwrdon a
piece of paper so that we could stamaneitted to
them, but we didn't use such preciseagament
judgment that | know every activity wewld take
beyond 1999.

How you apply that and what @@mmission's
job is in looking at those two casegally can't
judge other than to say | think it'syeftery
difficult to be able to make those softs

comparisons in any meaningful way.
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Q So if one accepts that thatgarison
cannot be made in a meaningful way, vitnat
Commission's left with is comparing s@& against
the transition plan? In other wordddhng the new
company or the company under new manegeta the
transition plan?
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A Well, | think broadly, the Comssion is

left with whether or not -- and agaidoh't mean
to state what the Commission's job us,ry
interpretation is that the Commissiolefsto
determine whether this transaction aadly in the
public interest.

And in considering that, | thiikyou look
at the immediate benefits of the ragglitrand you
look at the detail with which the trarm plan
will be put before the Commission, hththere will
be ample opportunity for people to lavkow
ScottishPower and PacifiCorp as a coatbantity
will reduce costs going forward in tiéufe, and it
will be, in essence, a report card wiyah could
hold up and say, you did these things.

And | have spent enough timeniliie
ScottishPower people looking at the Malmwansition
plan that when they say this is a dedgglan, they

mean it. This is a detailed plan. Ywllsee the
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details behind the cost reductions wikicome
forward. This is not an empty prograor, an empty
promise.

Q Assuming worst case, whichrtanly
don't, except for purposes of this goasthat
either the transition plan filed six rnttwlater
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shows, looks like we can't reduce cosise than or
even as much as the $12 million, mayieaball, or
the transition plan says that it can #ueoh the
results are that that doesn't happassuming,
again, those worst case scenarios, uhder
condition, it's your view that the $12lion
guaranteed credits plus the other coditstill

are enough to make this merger in th#ipu
interest?

A That is definitely my view.

Q And you'll acknowledge thag tommitment
that rates will never increase as altresuhe
merger is a very difficult one to enfour years
out because of the lack of a credildedilone
comparison? Won't you?

A | agree that it's difficult to that.

I'm not sure if it's solely for lack thie reason
that it is without a standalone comaris

As | said, | think that costaigrlly
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increase unless you do something albemt And you
have to manage them actively. Andrkigtandalone
or not, it's going to take effective ragament to
keep costs in a profile which will leadonger
term customer benefits.

Q Mr. O'Brien, one last areaoéstions.
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You were asked generally about the seer
packages. And | guess | was impressddistressed
in reading about those vis-a-vis yowcgally.
Impressed, | guess, that it is an ingvespackage.
But depressed that it appears to haaeguse |
happen to be a fan of yours, it appealave huge
incentive for you to walk away from tt@mpany
between 12 and 14 months after the consation of
the merger. Can you comment on whetlegrindeed
is the likely outcome of the merger?

A | can comment that | hope ikatot the
outcome. | can also comment that tteedput a
package together for me which allowedongo my
current job with a lot of focus.

Remember, we told Wall Street the were
going to focus on our western electtility
operations, and we were not going tdibgacted
from that. This merger could be a hdigéraction

for our company if we let that happen.
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One of the ways that the boanadd ensure
that that kind of thing wouldn't happgmto put
someone in authority, like myself, whald stand
between ScottishPower and what they avike to do
and really force them to do only whatytkhould do.
And | can say that that has nesally been
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a big issue with ScottishPower, becadlsmk we
have gotten along famously. And | thiviken | say,
"It's not the proper time for you torbessing
around with our operations,"” they hagerbvery
respectful of that.

But going into this transactitime board
had absolutely no assurance that thatdmd
happen. And they needed somebody whinl say,
"Stop." And when you do that, you sames put
yourself at risk.

And what the board wanted tmgecze is
that if that were, in fact, the outcomand again,
| hope it's not -- but if, in fact, thaére the

outcome, that | said "Stop" so many st the

people from ScottishPower said, "We toecessarily

get along with Mr. O'Brien very welllat | had
some outcome that was certain.
| would say again, though, ethesugh |

agree with your summary of the packggesn that |
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am still only 45 years young, | think expectation
would be that on a standalone basigulavhave a
job for a lot longer than three years.
MR. DODGE: Thank you, no hat
guestions.
CHAIRMAN MECHAM: Thank you, MDodge.
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Mr. Sandack, are you the only one witbsjions?

MR. SANDACK: Just a few guess.

CROSS EXAMINATION

BY MR. SANDACK:

Q I haven't had the pleasumaé®t you.

A Nice to meet you.

Q I guess I'm thoroughly conflisegarding
the employee cutbacks that were mad®998 and the
valuation of that for your purposesefbcusing
your earnings statements and the comenitsrthat you
made, financial commitments you madé wiat
regard.

As | understand it, there wed@ jobs from

the electric restructuring program tsgentially
were reduced in the domestic operatisrsiat
correct? I'm looking at the workforegluction page

in this Exhibit 13. Unfortunately, itist
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numbered.

A That 700 million approximatien

Q 700 jobs.

A I'm sorry. | keep saying moii. The 700
person reduction is the reduction titauared as a
result of the early out program whichspensored
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and took effect around January and Feelgrof 1998.

Q Now, is that reduction essahti
responsible for the $30 million that weanted to
reduce the budget by?

A No. That is the number dowtha bottom
which is the 175. Let me try to summarand see if
| can't --

Q ljust got turned around.

A Let me see if | can clarif@ut of the
700 person reduction we took in Januaeyannounced
that the cash savings from that wouldlbaut
$50 million per year. And as | saighaation of
that would be capital and a portionhafttwould be
operating and maintenance expense. réunghly $15
million of it would go to capital, an@% million of
it would go to O&M.

Going down two lines to the p&son
reduction, this is a piece, but onlyexe, of the

$30 million O&M reduction that we annced in Wall
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Street -- on Wall Street, actually -the October
presentation that we made. Does tHpPhe

Q Soisthe 175 included inTR8?

A No,itis not. It'sin additi. And it
is a combination of both electric and-tectric
activities. Because as we say, it hlasrpand it
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results from business sales. Thereter items

that are included in there.

Q Allright. So for the 700athdid result

in $50 million annual cash savings ® tompany?

A Correct.

Q And of that -- | believe yoaic

$15 million was capital, labor towardgpital

expenditures; is that right?

A That's correct.

Q

That might be either -- yowmoemployees

or perhaps employees that -- contractoterms of

these capital improvements?

A

Q

A

Q

These are our employees.
These are all your employees?
Yes, sir.

Okay. | mean, could you altyusanslate

that to like a dollar figure for empleym terms of

the actual savings in your domestictatee

A

| could roughly, if | couldwdde 700
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people, $50 million -- | don't have écaoéator.
But --

Q 35--

A $45,000 apiece, something that.

Q Ofthat 700, they were allagiy| guess,
an incentive to leave by an early reteat or
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something of that nature; is that cdffec

A Most of them were. There warew who
were affected by an enhanced severamdeape. But
most, absolutely most, took the earlyement
package, yes.

Q And did you really anticipéitat many
people leaving the company?

A Wedid.

Q Was that more than you'd péahror less?

A No, it was actually about winsg thought.
You can fairly well determine on an actal
predicted basis how many people wilept@n early
retirement program by the design. Wddabave
designed this like the 19 -- I'll get y®ars wrong
because | wasn't at PacifiCorp, butrikit was in
'91 or '90, as the early retirement pgekwas
instituted, and it had generally fivaggeof
service added to people's years of agrand also

was a five plus five program. So fiwass of
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service and five years of age.

This program was designed dseetplus
three program, because we didn't wantaffect
any more than this number. But yougamerally
actuarially predict how many people atktept this,
and this is close to what we had thought
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Q Allright. The other 175, wdhey from
domestic electric?

A As | said, it was a combinatiaf other
businesses and some from domestic Electr

Q Do you know how many for dotreslectric?

A ldon'trecall right now. that's
important, | could find out.

Q When you say that was a paddbe
$30 million, what percentage did tharesent? Do
you know?

A Inlooking at the schedulenight be
fair to say that that was the majorityt.o The
other businesses. And what we hadisaw@ were
also working on a $30 million cost retilue program,
the details which of we didn't reallyoknat that
time, but we would expect that the erppéonumbers
would probably be lower than that.

And that really is the blanknitat the

bottom of that page where we say théreakiction
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program, we really would have slottethiere some
more employees to the extent that tlzet the part
of the $30 million that we were goingyet to.

At this time, we didn't say hovany we were
going to have; we let Wall Street kndnattthis was
the general expectation, that there d/bel
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additions to that.
Q How many did you actually have
A ldon'trecall. But I thinkwas in the
order of 125.

Q So was that -- you'd go oetfyrmuch

with your expected there?

A 1 gotthe $30 million. It was
necessarily how | expected to get it,that's why

you have managers. You let them tell @ best
way to get it.

Q It all came from loss of jobs?

A No, sir. No, sir.

Q The majority of it?

A No, sir. Actually, a lot dfaame from
other areas, and part of it came --k&p trying
to allude to, this was a reduction fronaget.
People had some planned initiativesttieygt wanted
to take, which we just cut back. Weldol afford

to do. So some of this is from the iénn
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people's eyes as to how they wouldtbkepend
money versus the hard edge to whererghgging to
spend money. And if there was somaetgivd reduce
those budgeted costs for 1999.

Q And were those budgeted cstsistly
budgets for job positions?
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A No, sir. Across the board&ND, A&G.
Q Okay. And as | understand; gitan for
Wall Street basically was a concertédremade by
you as a standalone company to refodtmut regard
to the merger or possibility thereof?
A That's correct.
Q Did you accomplish what yountes out of
this refocus presentation, this plan?
A As | said in my opening remgrkthink we
are only initially into that refocus gram, but as
| said to Mr. Reeder, | think we haveanplished
what we set out to do. We have delwevbat we
said we were going to do on Wall Stre¢he first
quarter, we delivered what we said weevg®ing to
in the second quarter. It is my expemtave will
do that in the third quarter. We arkveeng on
what we said we were going to do.

Q Interms of the earnings yonjgrted you

needed to make?
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A In terms of the earnings amterms of
the focus. We are staying focused oatwie said we
were going to do.
Q What would be the consequeiicgsi
hadn't made your objectives, at leagtnms of
Wall Street? Briefly.
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A After we set this plan forthwe didn't
make our expectations? That is youstjoe?

Q Yes.

A | think continued question®abthe value
of PacifiCorp stock, more questions dlbe
company's ability to manage, continugogstions
about whether or not the management teaihthe
employees of the company are commitiegtktivering
shareholder value.

Q Was this -- did this also h&wvéo with
your rating and so on, rating and thiofgthat
nature?

A This plan considered a nundfehings.
And as | said earlier, it did includstare
repurchase, which would negatively affeur
credit. On the other hand, we had aJaitlion
dollars of cash on the balance sheetsthsnk we
think it did take into effect the ratmges.

Q Sois it fair to say that agsult of
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this presentation and the action theredr998,
that you made the cuts to the workfamoglectric
restructuring that were required tos$atyour
people on Wall Street as well as thepayers and
customers of the power line at Paciff?or

A No, I think, unfortunately tisfaction is
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a measure which is gauged daily. Diddeweenough in
October to satisfy our investors thatweze
absolutely focused on delivering a wesgtrategy
that we thought would have shareholéeefit?

Yeah. But would investors stand patii@ next
couple of years based on that? No.yTéngoing to
want continuing improved performancendAve would
have had to deliver that. So we cotilstand pat.

Q Have you measured whether peuformance
is -- I'm talking about performance toglgacustomers
in this period of time in terms of tHéeet of
these cuts to manpower, how that's tftegour
performance. Have you had a chancestasore that?

A We have measured customeopadnce over
a few measures. We have not broadlysored
customer performance, but I think dis fo say
that over the past nine months, mosuofcustomers
| think feel better about where the \¢sly of their

services are occurring, responses icdhe
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centers, responses to storms.

| think specifically here in thtate of
Utah, | think our customers are feelwagter
because we're trying to work throughasom
undergrounding issues and trying tesbre things
going on here with respect to the A Brithe.
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There are a number of customer perfoomameasures
that are occurring over this period.

Q You haven't studied that iy detailed
way?

A No, I've just tried to givelysome
related data that | have that saysiktiwe're
doing better.

Q Now, with 700 odd jobs in #lectric
operations gone, were you required, tteentilize
more subcontractors to perform the ses/that
those former employees performed?

A No.

Q You didn't increase that levbhtsoever?

A ldidn't say that. What yasked is were
we required to. | think we may have@ased some.
But | think in general, what we told péovery
specifically, what | told people is tilycome back
to me and | find you are substitutingtcactors for

employees, one, you will have to ecomaifty justify
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why you let employees go and used cotars, so you
better be saving money; but secondlpn't want to
see it. | want these people to bewsdfare going
to pay them an early retirement packbgant these
people to be gone.

Q You don't have informationiagythey are
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turning around and contracting for yaun-

A We measure that. Some orBi&E° project,
an interim project, and those peoplenang gone.
There are others that are here for season. But
did we in any way replace even a miratipn of the
700 with contractors? No, we did not.

Q On the capital project, have gut back
on your capital projects? Is that wby yere able
to make the cuts?

A No. All I was saying is thaith respect
to how PacifiCorp accounts for its enypl® costs,
it's generally the case that a portibevery
employee's costs who works in the opmrats
attached to capital spending prograifriee perhaps
don't have to go down at all.

And what happens is when yowcedhe
number of employees, you automaticatuce the
amount of, if you will, employee codtattare

related to that capital just becauseethee less
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people. So you could spend the sameiatmd/ou
could even spend more. You just hase émployee
costs going to that. So we did not cedeapital in
that way.

Q You made a statement eathiat any
further reductions in future years thgtiess arise
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out of this $30 million, or the $15 nath, would be
carried forward out of the capital?

A Right. And I think I just &dl to explain
that all that is is the capitalized pmrtof those
people's salaries who are no longer thighcompany.
It does not reduce the amount of cafiialcompany
is spending, capital on projects. dluees the
amount of overhead and salaries alldctt¢hose
projects.

Q Allright. At this point, tempany
doesn't have any more planned redugtetieer
voluntary or forced; is that correct?

A That's correct.

Q Do you have any plans to birgloyees?

A Not at this time, no. Not gealy. |
mean, we always have one or two posttbat we're
looking at. But not generally.

Q You do have an education @ogrdo you

not, for your employees?
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A | think you covered this yedi®y. And to
summarize, we do have an education pnogvhich
provides an increment to people who take
additional education. We help to paydart of
that. We subsidize their education.

Q Can you be more specific e of what
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you actually allow them?

A | don't actually remember fian, but |
think to the extent that people get sspay grade
in whatever class they take, if it'ated to the
subject area of their business, | thugkgenerally
pay -- I'm going to guess somewhere betw80 and 85
percent of the tuition.

Q Okay. Iguess | must haveseussome of
the discussion recently with respe¢htseverance
enhancement package that was a paréajan
agreement or -- | guess the questiadlthe other
day was whether or not you had brouglain outside
consultant to evaluate the reasonabdeofethat.

A  Wedid.

Q Okay. Who was that?

A We hired a company called ME&uities LLC.
And they made a presentation to theopers
committee of the board as well as theagament of

the board.
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Q Can you describe the docuryeante

looking at?

A Yeah. This is the study thEEG Equities
LLC put together for the presentatioat tihey made

with the personnel committee of the Hoar

Q Okay. Isthat --
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A It's a portion of it, anyway.
Q Isthat a part of the recandis that
something you just --
A ldon't know that it's a paftthe
record, no.
MR. HUNTER: It is not.
MR. SANDACK: Could we get ¢ep of that
and have that included in the record?

MR. HUNTER: Over the eveniiih be
happy to show you a copy, and we carudssthat.
MR. SANDACK: Okay. We'll dbat.

CHAIRMAN MECHAM: Okay.
MR. SANDACK: I've got no foer
guestions. Appreciate it, thank you.
CHAIRMAN MECHAM: Thank you, MSandack.
COMMISSIONER WHITE: So as I'm
understanding this, the new company,itha
assuming that the merger goes throuaghidnfind

the money to fund the merger premium tthnsaction
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costs, that kind of thing?

THE WITNESS: The combineditgnto be
able to deliver shareholder value, badigcover
and implement all that's required, idabg cost
reductions, building new businesses,ainithe
other things that need to be done, liveateto
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shareholders an increase in equity value
COMMISSIONER WHITE: Okay.think |
understand what you said. And maylst glidn't
ask the question very well. Becauseentalking
about $250 million in transaction costed are you
saying that those costs also -- the péorethat
also will be found through new busingssierough
cutting costs, through continued operstiof these
combined companies?
THE WITNESS: | think thasitmportant
to recognize one of the things that Richardson
said yesterday with which | agree, whgciiou have
to take a long-term perspective on tilgyu
business industry.

Over time, you're absolutehhtig
Commissioner, that you have to findod yaave to
work hard to get the revenues and egsramd cost
reductions that would result in enougbicto

overcome the costs that you've incuimetie
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transaction.

COMMISSIONER WHITE: So youtsdling us,
as is ScottishPower, that you're comnfidming
forward, this new entity can, in faa, that.

THE WITNESS: | am.

COMMISSIONER WHITE: One thihdon't
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understand is how this fits in with tteesh on the
books we've been hearing about becdube gale of
various assets. Where does that fit timis

picture? Will that cash be availablp&y some of
these costs we've been talking about?

THE WITNESS: It will be availile to pay
some of the costs, but the next stepomay your
question is that certainly in their \ation of
PacifiCorp, they had to take into acddbat cash
was already on the balance sheet. Hewemploy
that cash you could decide and coloecglere the
dollars go.

But the valuation of the compaggily
includes all the cash on the balancetshad then
you would pay the costs to acquire ihletito spend
that capital however you wanted to.

COMMISSIONER WHITE: If theyadtin't
acquired you, that cash would be avksl&dry

PacificCorp to spend?
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THE WITNESS: That's correct.
COMMISSIONER WHITE: So whaeave getting
for this transaction? Just in termghefcold,
hard cash? I've heard about the manageexpertise
and the transition plan. In terms @it hot of
money, what advantage, if any, is conting
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ratepayers?
THE WITNESS: So when you tlseterm
"we," you meant ratepayers? Just toldw?
COMMISSIONER WHITE: Yes.
THE WITNESS: Recognize, asil, that
billion dollars in cash that the compdiayg was
largely entirely from unregulated opi&ras.
COMMISSIONER WHITE: 1 thougtmat was
probably the answer. Okay, thanksorn'tthave any
more.
THE WITNESS: Sure.
CHAIRMAN MECHAM: Mr. O'Brien,don't want
to prolong the agony, yours or mine.
(Laughter.)
CHAIRMAN MECHAM: Let me jusee if | can
summarize where we are at this poirter&'s sort
of -- I'll characterize it as two stagdde first
stage is merger approval, and basetefour party

stipulation, it's your judgment and jindgment of
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ScottishPower and other proponentsettipulation
that insofar as the customers in Utahcancerned,
there really are no costs of the mebgeause
they're not going to be passed the titron rates
anyway. And you've mitigated the risks.

So as far as the formula is eoned,
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there's zero on that side and $48 miliio
benefits, and therefore, that results fimding of
net positive benefits in the merger.

THE WITNESS: | agree withttha

CHAIRMAN MECHAM: And then whdll call
the second phase is, although it's sdraemixed
with the first in that we're talking alidhose
$48 million in reduced prices to custosner
potentially so, we have to look at tthisvn the
road, comparing it only to the transitan that
would be supplied six months from nowdébermine
whether or not there are merger savingismeet or
exceed that $48 million.

But in your judgment, that tridios plan,
though relevant for ultimately determopmerger
savings overall, is irrelevant in deterimy whether
or not this merger is in the public net?

THE WITNESS: Generally, | idagree with

that. | think that there are benefitsrf the
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transition plan which you will see agsult of
ongoing cost reductions which will pr&iongoing
benefits to Utah customers. But | thimgour
consideration today, you really caryt om that,
because they're not here in front of you

CHAIRMAN MECHAM: Now suppo$dr. Reeder,
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Mr. Mattheis and Mr. Dodge convince higttthe
merger is wanting in some respect andovet
approve it. What is the outcome or whdhe
reaction of PacificCorp? What does faCorp do in
that event? Do you put yourself backarsale?
Do you hire a new management or suppiemeanager?
What do you do?

THE WITNESS: That's a goo@spion, one
that | have to tell you I think abouginily.
Because this deal is not done. And/elia have a
backup.

| think that the company is adiyin a
better position than it has been toatiffely
deliver service to customers at a realsienprice.
And we will absolutely commit ourseltesmproving
customer service, to maintaining a postile which
we think is reasonable, and to tryingeialy do
what we told Wall Street we were goingld, which

is to focus on the western electrictegya
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| think that will entail somew@nanagement.
| think that that would entail a vergfised
approach to how we look at the tradbeffveen cost
reductions, reliability, and rates.
We have a pretty good team atfi€arp.
And | think we could deliver that. Tpeblems come
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in a few respects. One is that, asdaid, |

think that ScottishPower will help udider that

plan more efficiently, more quickly, awd¢h more
certainty. The other is that even thotigat may be

a plan that I think we can executejriktthat our
shareholders would put quite a bit @ssure on the
board and management to do somethingpide return
cash earlier.

That could be through the fornaghare
repurchase program, which we had anrexlinc
previously, and would probably go to@xe. It
could take the form of people decidiengn though |
would have to tell you from my standpdiam quite
worn out on transactions, and | thinkwaaild stay
as focused as possible on the job at.han

But as you know, sometimes yon'tcontrol
your own destiny in the capital markagegl. And if
investors decide that they are eithéappy with

management or the board or the execofitmat



20

21

22

23

24

25

plan, shareholders have indicated, avéme
utility business, that they can havéugrice over
those decisions.

| don't know how long we coudadstall
that. | can tell you we would work réakd to
forestall that and deliver on what wiel see're
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going to do.
So we'll be here. One way ather, we
will absolutely be here, and we will alar jobs.
CHAIRMAN MECHAM: Let me quibkgo back to
the middle question | asked. Technycaibu're
saying insofar as a business plan fragiffCorp is
concerned, other than the refocus effout really
don't have a specific plan against whvehcould
spare the performance under the tramsgian that
ScottishPower will supply six monthsnfraow?
THE WITNESS: | think you haageneral
plan, Chairman. | think that plan wentvever with
some of the pink sheets, | think yould@enerally
look at the earnings profile of thatrpéand you
could generally look at the revenue lieens on
that plan as our place holder for a doation of
price increases and cost reductions.
But that's about as specifig@sre going

to be able to get. And | would justgesf that |
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don't think that's enough specificityniake a
judgment as to what the combined ertiyld do
versus what PacifiCorp could do on w0
Especially the further out yeat,ghe more
hypothetical our plan is. And that's blessing, |
think, of ScottishPower's transitionrpistit will
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have a multitude of specificity whichuyoan rely
on.

CHAIRMAN MECHAM: But | foregsesome
significant difficulty in trying to relginail down
what the merger savings are without stma of
comparison. And | understand what yosaying is
true. But otherwise, as | was comptagnyesterday,
we're going to be looking at this subyedy. Now,
Mr. Wright assures me he's going to takenuch
subjectivity out of it as he can. Bghh't see

how there won't be some significant amad that in
making a determination of what really therger
savings are.

THE WITNESS: | think if | weto
hypothesize, maybe the only way reallgid that is
to look at the last year of PacifiCorpa
standalone basis and where things stoththt year.
And | think you will get that in the trsition plan.

| think you will get a view of where \aee
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currently, then you'll get a projectminwvhere we
could go under ScottishPower.

And perhaps when that plan cofoesard -- |
mean, you would be able to then seeaakdhe
questions, well, would PacifiCorp haeet able to
do that on its own?
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| just don't think that theresisough
specificity in that plan to really beeko answer
that question. And while | apologize tioat, |
think that is where we are, given howckly we put

our transition plan together and how mwe focused

on 1999.
Because had we not delivereshad we were
going to deliver on 1999, | can assune hwouldn't

be here even talking about this. Beeaukink we
were under immense pressure from WatleSto put
something up that we thought we couldveeon. So
that's what we really focused on.

CHAIRMAN MECHAM: All right.Is there any
redirect?

MR. HUNTER: No redirect.

CHAIRMAN MECHAM: All right.Thank you,
Mr. O'Brien. Let's go off the record.

(Whereupon a discussion kngld off the

record.)
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(Whereupon the proceedingee

adjourned at 5:33 p.m.)

795



1 STATEOFUTAH )
) SS.
2 COUNTY OF SALT LAKE)

3
I, MARY D. QUINN, Certified Shorthd Reporter,
4
Registered Professional Reporter ancitydRublic
5
in and for the State of Utah do heredyify:
6
That the foregoing transcript pagese
7
stenographically reported by me at time tand
8
place hereinbefore set forth;
9
That the same was thereafter ratitce
10
typewritten form;
11
And that the foregoing is a truel @orrect
12
transcript of those proceedings.
13
14
15
16 DATED this day of
17 19
18

19



20

21

22

23

24

25

MARY D. QUINN & RPR

My Commission kbgs 1/5/2002

796



