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CHAIRMAN MECHAM: Let's go bkon the
record. We're now in open session. NacRitchie
remains on the stand to answer questtres than
those dealing with proprietary documents
Apparently, we're very close to the eldho would
like -- Mr. Reeder?

MR. REEDER: Thank you.

CROSS EXAMINATION CONTINUED

BY MR. REEDER:

Q We talked earlier in this netabout tax
savings that arise, about the struattithis
venture and other effects. Are you feamwith
that topic?

A Yes.

Q ScottishPower has made severaments
concerning those on this record. Lmt&e sure we

understand what those comments are.wArelear
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that the tax savings that arise astrebthe
structure and other events are mergesflis?

A The result purely as a restithe merger
taking place, yes.

Q And if I understand correctiat the --
it is the position of ScottishPower thatishes

973



10

11

12

13

14

15

16

17

18

19

the Commission to defer the establishroéthe
value and the treatment of that tax beteea rate
case?

A We certainly have covered tmsa before.
But let me reiterate our position on\i¥e believe
that the savings that have been talbedtare
certainly speculative. The value whigs put --
was assessed by Mr. Talbot was certaiofypased on
this particular -- this particular trasgon. And
therefore was erroneous. | think weleared that
in closed session.

However, our understanding & th
consolidated taxes are not -- have aehb
historically taken into account, nottjunsthis
state but other states. Mainly forwhgh not to
expose customers to the risks of codatdd tax
issues. And therefore, our positiowésare quite
happy to deal with this but it's a veoynplex

issue, will require proper legal anaysi
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investigation, and comment for the Cossain to make
a decision on this.
And we are quite willing to getolved in
that at the appropriate time. And thprapriate
time is when a rate case is undertasiane that's
the time that most issues are invesidjat a great
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deal of detail.

CHAIRMAN MECHAM: That positiois clear.
Let's keep going.

Q (BY MR. REEDER) ltis the jtien in the
rate case we evaluate the value anttehment of
the taxes, correct?

A Inthe rate case, how we aadi the
issue at all.

Q How we deal with it at alltbe value?

What are you saying, sir?

MR. VAN NOSTRAND: ObijectionVe covered
this two or three times. We directeat the
questions be put to Mr. Morris, who hag/
conveniently left the stand. We did dioéct these
guestions be directed to Mr. MacRitcHieyou want
Mr. Morris back up there, we'll do th&ut |
believe the record is clear. It's bagked and
answered by ScottishPower withesseadre

MR. REEDER: It's been asked answered
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and we've got five different positioisvant to
know where we are.

CHAIRMAN MECHAM: I'm not sumge have five
different positions.

MR. BURNETT: Additionally, we offered |
think Cross Exhibit 2, a typed up coiaditthat
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discussed this issue.

CHAIRMAN MECHAM: Actually, &gree with
that, Mr. Reeder. |think we've prolyatbvered as
much ground as we can on this. I'm@uito get on
to the motions.

MR. REEDER: | understand.

Q Let's move to the next questi®o we
have the commitment of ScottishPowertvide the
data necessary to evaluate that tax whercomes
necessary?

MR. VAN NOSTRAND: Obijectiofhat's part
of the stipulation.

MR. REEDER: The stipulati@dsthey will
provide it under the rules as they exigtey're
obligated to do so, as we read it. qinestion is,
are we going to face objections abdath of
jurisdiction or relevancy when we go otree tax
returns of the Nevada partnership? nitdeant to

face them then. I'd just as soon faeentnow. Are
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we going to get the data or not?

MR. BURNETT: | believe thenciition we
drafted is clear, and we just ought ttvenon that
condition. We have plowed this grouadmich, it's
beyond reason. Let's move on.

MR. REEDER: Is there an ob{@t?
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MR. BURNETT: | have an objeat Asked
and answered.

MR. DODGE: If | might, eveimaugh this
isn't my question, the applicants aymgyto make
it sound like this issue is resolvedhitteir
stipulation. It very much is not. Theyreserved
things in there that they didn't resesxehe
stand. One of those | thought we hate#r and
that took something back, and then ugh we had
it clear and then it went back. Somelftsgot to
be resolved, what they are and areessrving.

CHAIRMAN MECHAM: Are you tailkg with
respect to Cross Examination Exhibit 27?

MR. REEDER: Yes, sir.

MR. DODGE: Yes.

CHAIRMAN MECHAM: What of thagn't clear?

MR. DODGE: Itisn't clear wihhey intend
to reserve, for example. Are they nasgrthe

right to argue that this Commission has
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jurisdiction to allocate tax savingsecBuse they
didn't include it as a condition of therger that
the company voluntarily accepted? Tdwmyld argue
the Commission has no jurisdiction tatdaosent
voluntary compliance.

MR. FELL: Mr. Chairman, ifwoesel for the
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industrial customers wish to argue thesds of
points, they belong in their briefs. igis not
something that Mr. MacRitchie can stkatbating or
answering.

And | have one other point, &mat is that
| fail to see how this tax issue reldtethe
issues that Mr. Reeder has presentespferial
contract customers when their contracep are set

based upon market, not upon cost.

CHAIRMAN MECHAM: Well, but tthe
degree --

MR. DODGE: | represent moustomers who
are tariff customers --

MR. FELL: Mr. Reeder was tree who asked
the question.

MR. REEDER: For your informoet, sir, |
happen to represent a large number loé@&de 9
customers. So there are tariff custersgting

here as there are tariff customersgittinere who
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are very much impacted by the absentieeske
benefits.

CHAIRMAN MECHAM: All right.l know nobody
objected on the grounds that it's astong legal
conclusion, but -- I'll ask the lawyers.

MR. FELL: That was the basisny
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objection. Jurisdiction is a legal isshat should
be in the briefs and not asked of witessvho are
factual witnesses.

CHAIRMAN MECHAM: All right.I'll ask you
your legal opinion. What does this resen cross
examination?

MR. FELL: It reserves ourhido argue
that those -- in terms of the Commissiapturing
those tax savings, it reserves our tiglargue
that because those are not cost ofceerelated
tax issues, that they are outside oftwiea
Commission has authority to reflectates in a
rate case. We are reserving our argtorethat,
and it is the Commission initially timaakes the
decision on those arguments.

COMMISSIONER WHITE: Coulddkaone
question on that? Exhibit 2 seemsetantio
Stipulation Exhibit 1. And consistenthwyour

remarks, it seems to me that Roman Nainher
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regulatory oversight, is the area ofatiachment
that governs those issues. And | undedswhat
you're reserving.

Am | correct in reading thisnh@an that the
regulatory agencies will have accedsotks and
records of PacifiCorp, and if appromiand
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necessary ScottishPower, to satisfy fsves on the
tax issues? Or any others?

MR. FELL: That's correct. Yare right
on that.

MR. GINSBERG: That would indk the
Nevada partnership, as | read this. ddoess to
information applies to all affiliates subsidiaries
of any kind. And that the tax infornaatiwill be
available. It does not address howGbmmission
would resolve the issue on its merits.

MR. DODGE: That was perhdpsfirst
clear explanation | have had of thesipon, and
it's a very important one. As longlas €ommission
understands what they're saying. Absenditioning
the merger on that, they will argue goa't have
jurisdiction. That's all we've beeririgyto get
the company to tell us, what they intemceserve.
But we can argue that in briefs.

CHAIRMAN MECHAM: There you ait.



20 MR. REEDER: Thank you.

21 CHAIRMAN MECHAM: Thank you, MReeder.
22 MR. DODGE: | do have one otheestion.

23

24

25 /I
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CROSS EXAMINATION CONTINUED

BY MR. DODGE:

Q Inresponse to one of the tioles from
one of the Commissioners, you made thtesent, |
believe, something to the effect thatahy you
had promised $10 million of annual guéead
corporate savings, and although thats lbeen
superseded by the credit, we will stdliver that.

Help me understand what you nisatinat. Is
the company making a commitment thahefeer the
fourth year when the merger credit eeithere
will be a minimum of $10 million corpéeaannual
savings that will go on indefinitely?

A Our firm commitments are i th
stipulation, as we've had previous nestiy, that
the stipulation we believe provides isight
evidence to meet standard.

We will deliver savings, we wHlour
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intention is to deliver in excess of $1® million.
The $10 million was what we saw in tinst finstance
as a guarantee for customers that tligeneould
deliver efficiencies. That's no longsguired

since we are now putting these -- weaateally
bringing these efficiencies forward aedivering
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them through the merger credit. Saaitisost a
payment on the future cost savings.

But regardless, we are certamalygoing to
forego the opportunity to take that $iidion worth
of savings annually, and we would codttrat that
will be covered in the transition planveell as
others.

Q So the short answer to my tjoesvould be
it's not guaranteed?
A In this jurisdiction, it's ngtiaranteed.

MR. DODGE: Thank you. Nother
guestions.

COMMISSIONER WHITE: Is it gaateed in
any jurisdiction?

THE WITNESS: Yes. There wathere have
been different settlement discussioresaich
jurisdiction. And in Wyoming, there wasNyoming
and ldaho, we have a minimum level @t savings

because we didn't get a merger crdthe merger
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credit was developed exclusively froscdssions
with CCS and DPU.

CHAIRMAN MECHAM: Okay. No fther
questions for Mr. MacRitchie? All rightet's go
off the record a minute.

(Whereupon a discussion kngld off the
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record.)
CHAIRMAN MECHAM: Let's to bkon the
record. We'll do redirect. | may yskgou a
guestion later on, Mr. MacRitchie. Redt.

MR. VAN NOSTRAND: Thank yoMy. Chairman.

REDIRECT EXAMINATION

BY MR. VAN NOSTRAND:

Q You recall you were askeddentify where
in the merger agreement the provisios wiich
relates to access to books and recomdishe
restriction on interfering with the omgg business
operations of PacifiCorp?

A Yes, lwas.

Q Do you have before you Crosarination
Exhibit 4, which is the proxy statement?

A ldo.

Q Is the applicable provisiorctBm 6.01
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which appears at page 42 of the memgeeanent in
the back?

A That's correct. It's abowd geventh
line down. Access to the company oolthe extent
that such access does not unreasondblyare with
the business and operations of the caypa
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Q You were also asked to idgniith
respect to the special share, the rigbssciated
with the special share in new Scottishéis that
correct?
A lwas.
Q And does the description @f tights to
the special share of new ScottishPowpear at page
142 of Cross Examination Exhibit 5, whis the
listing particulars?
A Especially on page 141, Sectjdhere is
a discussion of what the special sharédAnd then
on page 142, Section 6-B gives an expian of the
differences between the new share amdlthshare.
MR. VAN NOSTRAND: Thank yolhave
nothing further.
CHAIRMAN MECHAM: Thank youOff the
record.
(Whereupon a discussion kngld off the

record.)
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CHAIRMAN MECHAM: Let's go bkon the
record. We will entertain first the noot to strike
portions of the testimony filed by theabl League of
Cities and Towns. Mr. Fell is goingatgue that.
Mr. Allred is here to respond. Go ahédd Fell.

MR. FELL: Thank you, Mr. Chaian. Mr.
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Chairman, the reason we moved to sthise
testimony is that we believe it's ndévant to the
merger issues that the Commission hasertsider.
And also, we believe that it involves tbrms and
conditions of franchises, which we beadi@re beyond
the jurisdiction of the Commission anditters that
should be resolved between the citytaad
franchisee, PacifiCorp.

There are some important faghaéhts on
this. First of all, the testimony regigethat the
Commission condition its order upon R@oirp and
ScottishPower getting consents frontheicities
that have franchises. And that is at ttumber is
over 100. It's a considerable numigw.it's
obviously a huge undertaking, which mayeven be
possible within a reasonable periodroét

But moving to the legal poirttgre is no
transfer of franchises, and there'sasfer of

assets occurring in this transactioacififCorp
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remains the same. The owners of PamifiChange,
but the company doesn't change.

And it's important to realizatlhis is
different from the Utah Power transactichere
PacifiCorp and Utah Power both mergéa annew
company and transferred all their assedistheir
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certificates and their rights into thatv company.
So the precedent of what occurred teaftydoesn't

apply here, because again, PacifiConois

changing.
Further, the argument that there
somehow -- that the Commission has aityhto

condition the transfer or granting oftideates
doesn't apply because, again, therethange at
PacifiCorp and no certificates are beragsferred.
No certificates of public convenience aecessity.
None of that is occurring.

Finally, our reading of the Ieathat the
Commission does not have authority tectthe
terms of franchises between cities aeditilities.
And so we think that prodding that cdiodi is, we
believe, beyond the Commission's jucisoin. And
at the very least beyond the abilityhef
Commission to control what goes on dhee -- if

that condition were imposed.
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CHAIRMAN MECHAM: Okay. Mr. lked? Using
your microphone, please.

MR. ALLRED: Thank you. Leagaf Cities
and Towns certainly concurs with Mr.|Bedrgument:
This Commission is without jurisdictitmcontrol
the terms and conditions of franchises.
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That is not what the Leaguereagiested,
however. The League is simply requedtivat in the
order to provide a reasonable processHigh
franchises can be renegotiated witmthwe entity --
I'm surprised to hear, after all theitesny we
have heard going to net positive bentféat Mr.

Fell argues that there will be no chanBacifiCorp
will be PacifiCorp. If that is the cassuggest
that they have failed to meet their dtad.

PacifiCorp will not be Pacifi@or
PacifiCorp will have a change of contrdfe heard
testimony yesterday from Mr. Alt tha¢té will, in
fact, be a change in control of ownegrsbf
management style, of operation styld, @&revery
possible benefit that can inure to thieens of
the state of Utah. We believe thatnsaderial
change, let alone a change in the comgditwvith
whom we will be dealing.

There was a change in the lasger. The



20

21

22

23

24

25

cities of this state believed that theosild be
business as usual. We have learnedtgdast
decade that that was not to be the cékere were

a number of things where we believetweawould be
still facing a local company. We leanéhen there
were several hundred miles of changeatigudes
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change, policies change, and operatiof@mation
made available to cities changed.

That will become even more greidh this
change. And we have learned that thexehings
that need to be done to protect thetiheshfety
and welfare of the residents of our camities, and
under the police power that franchisesgaanted,
we believe it is absolutely essential thhose
changes take place.

And | tell this Commission anill
counsel, those changes will be effeethiaCities
will demand that there be franchise esipgs. That
can be done in an orderly basis, aauitloe done
one by one.

We are simply suggesting thet @ommission
condition the approval on an orderlysidon
between old franchises and new franshi$ge are a
bit surprised that ScottishPower hdsaed to

that offer.
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We have suggested in our resipgrnobpers
that the League of Cities and towns taite the
lead in drafting a pro forma franchisethe
adoption of all communities. That liealill not
take place without this condition beimgplved.

So we are very strongly urginig t
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Commission to encourage an orderly ttimsfor
PacifiCorp to ScottishPower with the meipalities

of the state.

CHAIRMAN MECHAM: Is there aqvision in

the franchise agreement for successahaw
successors should be treated?

MR. ALLRED: There are almastmany
different franchise agreements as thezecities.
But let me just -- the one that | am trfamiliar
with, obviously, was Salt Lake City. IKsaabout in
Article 6, the city expressly reserved the
company expressly recognizes the aitytg and
duty to adopt from time to time, in aduxh to the
provisions herein contained, such onlies, rules
and regulations as may be deemed negessa
exercise of the police power.

Reading that in context withiélg 15,
transfer of franchise. The company|gial

transfer or assign any rights underftiaischise to
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another entity unless the city shatitfgive its
approval in writing.

CHAIRMAN MECHAM: So is yourgument that
Salt Lake City, irrespective of what é@in that
agreement, can reopen the franchiseagnet based
on what you just read?
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MR. ALLRED: Yes, itis. Thahd our
inherent police power. | have citeany responding
papers to a relatively recent FERC decis1 which
they talk about the change of contrakmg the
opportunity for material changes andspay
negative changes coming with those charfigpowers.

| should point out that we bedi¢hat
cities are going to do this. And wenthwe can do
it inherently under our police powerlt3.ake City
and others who have adopted franchisakas to
ours, we think we have a contractudltrig do
that.

All we are asking the Commisgiomio is to
provide for an orderly process by whitbse changes
take place.

CHAIRMAN MECHAM: What do yduwave in mind
when you say that? It sounds to medikeast

under that agreement, you could argaetkie city

can do it independently. And we've malgne
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anything with respect to franchise agrests that
I'm aware of, except that the law reegithat there
be one within the service territories.
But when you say orderly, whiaidkof order
can we impose on the process?
MR. ALLRED: I think two thisg | think
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the first is you can take out of the g very
first argument that ScottishPower wilke, and that
is that cities don't have the jurisdaintor the
authority to require them to come irthihk as a
condition, you can abrogate that veratile issue.

From that point on, it will bene incumbent
upon them to negotiate. Those negotatwill
either be dealt with with the LeagueCdfes and
Towns acting as the facilitator, or indually with
the cities.

But we think it is not in theéenest of the
residents of our municipalities norlué titizens
of the state generally to get into ateeded and,
frankly, expensive litigation over whetlor not we
have all these contract rights or whette have

these police powers.

COMMISSIONER WHITE: But whethor not

your cities and towns have the contrigtits or the

police powers, in other words, a whalesiion of
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whether or not you can renegotiate tfi@sehise
agreements, whatever we say, you ayewaren't
going to have those rights. | meanrevedt going
to be able to give you rights you dbate or take
away rights you do have.

MR. ALLRED: With respect,ikdgree. |
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think you have ability to impose conalits upon the
merger. ScottishPower has the abititgdcept or
reject those. If you impose a conditioat they
should have franchises with each of the
municipalities --

COMMISSIONER WHITE: We woub@ imposing
conditions with you as a beneficiaryt £4?

MR. ALLRED: I think the regdts of the
state of Utah as a beneficiary.

COMMISSIONER WHITE: Yes, | arethe
citizens of your city with respect te thhanchise
agreements.

MR. ALLRED: Frankly, the rateyers. |
assume litigation costs are going tbudi# into
rates.

COMMISSIONER WHITE: In con¢ewhat
you're talking about is our telling t@mpany that
a condition of our approving the merngehat they

submit to your jurisdiction in that respand
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negotiate franchise agreements?
MR. ALLRED: That they at lease willing
to negotiate franchise agreements. Manymunities
may say, we are going to simply giventlearte
blanche. Other communities may warmdadhat.
We simply want ScottishPowecaoone forward
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and say, we are going to do what iseldest
interests of the residents of your comities, and
that is come in and negotiate a curiramichise
agreement, given the change of congreén the
change in operations, given in manyeetpthe
decades-old franchises that no longerelevant to
the technology, the potential deregatabr the
potential regulatory influences thatd&ken place
in the last decade.

COMMISSIONER WHITE: So if theav already
would be interpreted to say that theyehta do that
anyway, then the condition would bel@avant?

MR. ALLRED: It would be ireafant, but it
would move it -- the condition would neow much
faster and much less expensively.

COMMISSIONER WHITE: If thewaas it turns
out does not give the cities and towvas tight,
then in effect, what we would be doigg i

conditioning the merger on their waivthg right to
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argue that?

MR. ALLRED: Correct.

CHAIRMAN MECHAM: How old is&ht Lake
City's franchise agreement?

MR. ALLRED: Our franchise-isfrankly, I
think the newer ones -- Mr. Hunter wokitebw better,
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but ours was renegotiated after theff&ump and
Utah Power & Light merger. We disagites there is
a considerable change. Our franchigeatls
PacifiCorp doing business as Utah P&kight. We
assume that the situation would be #imeshere.
ScottishPower doing business as PadiiC&o we
think there is historical precedencevibat we're
requesting.

COMMISSIONER WHITE: | havegaestion
about precedence. There have been stiree
transfers of control or not, name changdatever,
in the telecommunications industry. &l#we cities
and towns taken the position that theyelthe right
to renegotiate franchise agreements?

MR. ALLRED: We have. In faperhaps
some that | can name in the last sixtimonMCI
took over Brooks Fiberlink, which tookes Phoenix
Fiberlink. We have insisted they dosbhee thing.

They have complied. AT&T took over TAlhey are in
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the process now of discussing that with When
Qwest takes over U S WEST, we will médeesame
demand. We are concerned if we donthbowith
ScottishPower, we will be facing an dquatection
claim.

COMMISSIONER WHITE: Is thesige being
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litigated?

MR. ALLRED: No.

COMMISSIONER WHITE: Or aresth
voluntarily coming in? Or do you thitlle law is
clear enough that they're required tohad and
they understand that?

MR. ALLRED: No one has thead
litigation. Some have voluntarily comepl, others
are reluctant to do so because thegfaaed that
we will be seeking additional benefitsnf them.

| think as they become assurguicbably
the best example is AT&T, TCI. It beasonfused

because we have a cable televisionlitaac We do
not have and presently don't need te laav
telecommunications franchise with AT&T.

As their fiberoptic system comesand does
video and voice, it becomes a little endifficult.
We will end up having two separate frases with

them. As they come in with their tel@rounication
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franchises, | am confident they will @ade to our
demand that video also is transfertédu may have
seen recently, they are actually nowathsling TCI.
CHAIRMAN MECHAM: It's reallgot a
guestion of law as it is operating urttierterms of
the franchise agreement. | mean, timest®f the
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franchise agreement are what you netgatiaThe law
requires that a service provider hafrarchise
agreement. | just.

In listening to this discussadvout what
the law requires, the law requires thaye a
franchise agreement. We've never reggitten in
the way of that, that I'm aware of. &picto the --
there may be a case where a certifiwsateeither
slowed or maybe never came to fruitismaesult of
not getting a franchise agreement. 'Buhot aware
of any.

It's really a matter of you wéms to be
the fifty-second condition, and theyeitaccept it
with all the other conditions or theyndo So the
merger hangs on the fifty-second coadias well as
the first fifty-one?

MR. ALLRED: 1 think you've gsably

painted it a little more vividly thanvbuld, but |

think that's essentially an accurateestant, that
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we are simply asking that there be ptaias for

our residents, much like we have loakegrotection

for utility users, employees, any numtfegroups.

We are simply requesting that thererbexgedited

and efficient mechanism for this transfe
COMMISSIONER WHITE: You sdltere were
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two components of an orderly transfee being a
condition from this Commission. Whatswhe second
one?

MR. ALLRED: I think what | wsaeferring
to is that there would be two elemeatthe
condition. Or two benefits to us of dendition.

First being it would be much more timelgpd the
second, much less expensive.

COMMISSIONER WHITE: To someent, it's
not within the control of the Commissmmthe
company how the process goes. It ig rerch also
within the control of the cities and twalso,
which we couldn't control.

MR. ALLRED: Correct. I thinkhat you can
control is whether or not we start & vlery base
issue, and that is whether or not Sslutower needs
to come in and get a franchise. Andgamn remove
that barrier and move right to the negimin stage.

COMMISSIONER WHITE: This ia advisory
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opinion. If we rule against you, youncgpeal
that, and maybe we were wrong.
CHAIRMAN MECHAM: He can jusperate under
his own franchise agreement and sayvheyt to
come in.
MR. ALLRED: Correct. | thinkhere the
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problem for the Commission comes irhat if we
prevail, you may have granted mergex tompany
that can't operate in most of the mypaikifies in
this state because they will not betletito a
certificate of convenience.

CHAIRMAN MECHAM: What's themaining term
on the Salt Lake City franchise agreefmeo you
know?

MR. ALLRED: I can tell you.think it's
probably about five years. Wasn'tibayear --

MR. HUNTER: Executed July,11991 it was
entered into. It was a 15-year agreémen

CHAIRMAN MECHAM: Okay.

MR. FELL: Mr. Chairman, orfeost reply.
| don't think this brings order to thegess. |
think it brings chaos to it. Because Munter
tells me there are over 200 franchisehe state
of Utah.

This transaction cannot get dbne
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ScottishPower and PacifiCorp are reguioe
renegotiate with all of those entitidghwhe

entire transaction hanging in the badar€ither it
will take way too long and kill the tesaction, or
we will be in such a negotiating pogsittbat all we
can do is capitulate.
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We have our rights under thaaadhises.
Franchises have rights that go both waysd we're
asking that we be able to protect thiagds.

COMMISSIONER WHITE: Now, walit be
asking too much to say that whatevecgse you
become involved with between the compary the
cities and towns, whether you end uggetiating
franchise agreements or not, | wouldgime you'd
want to commit to having an orderly a&xgeditious

process?

MR. FELL: That's correct, weuld.
Although we also would like the remagierm on the
franchises that we have, which allowssorder to
the renegotiation.

COMMISSIONER WHITE: Right.uBthis
Commission | don't think could abroghtese
franchise agreements?

MR. FELL: That is exactly theint we're

making.
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CHAIRMAN MECHAM: Okay.

MR. ALLRED: That isn't whatlbeing
requested here. To suggest thatsttis confuse
the issue. We are not asking to abeogaything.
We are asking that they be compellezbtoe in and
renegotiate with us. The terms may veelf be the
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identical document. Excuse me, gentieme

COMMISSIONER WHITE: It's youiew that
they're required to apply to transfer th
certificate?

MR. ALLRED: This is a matdr@ange of
control. We have heard days of testyradout how
this new entity is going to be a diffarentity.

And | won't rehash that. But this s itot
PacifiCorp. And if it is, we have nosness
granting the applications. Because tree failed

to prove that there is a net positivedbie.

CHAIRMAN MECHAM: Okay. Doemybody have

any --

MR. FELL: There is developad@ on how
these assignment and transfer claussEsiap and
they can be handled expeditiously. &h&no
transfer from PacifiCorp to any othetitgrhere.
PacifiCorp continues to operate.

CHAIRMAN MECHAM: All right.
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MR. ALLRED: Mr. Fell is unfomately, |
think, confusing business agreements palice
power agreements. Police power agreengenwell
beyond those transfer clauses in nobumsihess
relationships. The police power givespbroad
application to the granting authorityénegotiate
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the terms of those conditions when tath, safety
and welfare of the residents suggestitha

necessary.

CHAIRMAN MECHAM: Mr. Ginsberglo you have

something?

MR. GINSBERG: Just what skrate about
it --

CHAIRMAN MECHAM: Turn that gplease.

MR. GINSBERG: What struck atut it was
that either the contracts allow therbeo
renegotiated or they do not. And itnse¢hat if
PacifiCorp goes ahead with the transaand the
result that Mr. Allred is talking abaagcurs, it's
really their risk that they're willing assume as a
result of this transaction.

Doesn't seem to me what the Csion says
with respect to requiring renegotiatidrihe
contract is real meaningful since eamfitract must

stand or fall on its own and there'saapptly
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hundreds of these contracts, and we havdea what
each contract provides. Some may peofodthe
ability to be renegotiated, some may r&ame may
be longer than others, some may be ehibran
others.

Just a blanket -- seems to raeitls an
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issue between the contract betweenitharnd the
utility, and if they're going to chaltgnthe
ability of the utility to operate undéose
existing franchises, seems to be updouat to say

they're required to renegotiate, or smmeeelse, and

it doesn't make any difference what@oenmission
says.

CHAIRMAN MECHAM: | promised MAllred
we'd be done by quarter after.

MR. ALLRED: May | respond M.
Ginsberg's comments?

CHAIRMAN MECHAM: It's on yourickel.

MR. ALLRED: The first is thttis is not
a matter of whether or not just the ®eohthe
contract apply. As I've indicated, ithieerent
police powers suggest that contractrapwith
police power issues, there is an inheabitity to
renegotiate those.

The second is, this is not a&geniation
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with the current franchise holder. Tikia
renegotiation with a new entity. A neentroller, a
new operator. And the terms ought teddieand the
residents ought to be assured thatliheyg the best
deal that they can get with that new gany.
CHAIRMAN MECHAM: Okay. Wefbake the
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issue under advisement. Thank you:slget off the
record.

(Whereupon a discussion gld off the

record.)

(Whereupon Exhibits SP @ 8rwere

marked for identification.)

CHAIRMAN MECHAM: Back on threcord. We

have on the stand Mr. Marron represgntin
ScottishPower. We also marked two &ipans which
he'll address. The first is Stipulatain
Settlement Issues Related to Public 6agPrograms
which we marked as SP 7. Then we matkedecond
one, second stipulation, entitled Sagoh of
Settlement of Issues Related to Low rime&ustomers,

as SP 8. Mr. Marron, let's swear you in

MICHAEL MARRON,

Having been duly sworn, waamined and
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testified as follows:

DIRECT EXAMINATION

BY MR. HUNTER:

Q Please state your name.
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Mike Marron.

By whom are you employed?

> O >

ScottishPower.

Q And what are your current mspbilities
in the U.S.?

A I'm a member of the ScottiseoU.S.
merger team. And my role over here orees of the
members of the executive communicatogram.
While I've been here, I've also led dsstons on
energy efficiency matters, conservatang low
income.

Q What's your background, Mr.rida?

A I've been an employee of SsloRower for
over 30 years. I'm joining -- in theddction.
Since 1994 to 1997, I've been involvedesigning
and implementing change programs.

| managed a change program tapki how
customer service should be implememedmodern

utility and then set up and ran the gelagion
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program for ScottishPower.

Between the years of 1997 ariB19was
customer service director with the resgality for
the delivery of all aspects of custos@wice in
the ScottishPower energy businessdwittK.

Since January of this year, $ wavelopment
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director with the MRA Service Companyieh is a
company owned by all the licensees en th
electricity/utility sector in the U.K.ith
responsibility for running the deregathtmarket.

Also during that period of timvas a founder
member of the U.K. social inclusion awy group,
which was set up to advise U.K. Ministen their
social inclusion program which was téedeat
helping low income families in the U.K.

Q Turning first to ScottishPoviexhibit 7,
which is the public purpose stipulatioere you
involved in the negotiation of that stgtion?

A Yes, Iwas. |led in behdif o
ScottishPower.

Q You are familiar with its testh

A lam.

Q Would you explain what it d@es

A This stipulation resulted fréhe direct

testimony, particularly from the LandiaWater Fund
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of the Rockies and the Office of Enemgd Resource
Planning here in Utah. Where both partt the
positive benefits that ScottishPower magposing
under their renewable energy efficiep@posals, it
did have a number of direct questionsvbat we
meant by our commitments.
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What we actually did was haseges of
discussions with the parties to claody intent
and to make sure that we could idertdw the
PacifiCorp customers here in Utah wdaddefit from
such a stipulation. The results of éhdiscussions
is, in fact, in the stipulation.

Q Who were the parties to thgusation?

A The Oregon Office -- the Oradoffice of
Energy and Resource Planning, the Lawdvdater Fund
of the Rockies --

Q Do you want to try that onerentme?

A Sorry. The Oregon -- sorBorry about
that. The Utah Office of Energy and ®ese
Planning, my apologies. | thought I\knehere |
was, but I'm happy to be here. The Lamd \Water
Fund of the Rockies, PacifiCorp, andt&stuPower.

Q Inyour view, is this stipudat in the
public interest?

A ltis. What the stipulatiooes is it
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provides a framework for dealing witlvieanmental
issues between interested parties anddimpany
here in Utah. It highlights Scottishfeo\w
partnership approach. And the objectieehave, the
parties to the stipulation and the comypéas to
improve our environmental performancéevh
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maximizing the impact of our investmant assuring
the prudency of that investment.

It's in line with the stipulatichat was
achieved between the companies, the @RWthe CCS,
and particularly conditions 40 and 41d aecognizes
the benefit of the integrated resouteaqng
process and the need to show a prudétiay
investments are to be included in atyrurates.

It also reiterates testimonytios
development of 50 megahertz of renewaddeurces
within five years and indicates our indiness as a
company to look at the possibility chigghg some of
these resources in Utah.

It highlights our commitmentfiiing a
tariff within 60 days of approval of theerger, and
also, it commits the company to contitausupport
funding for cost effective and prudemergy
efficiency activities here in Utah.

In this stipulation, the compmalso
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recognize that what has been undertekehe energy
efficiency and renewable task force tnedwestern
regional partnerships, what has beeweakken there
in many cases is areas which were natrea in our
original testimony. And we've agreedaatinue to
support these activities.
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Finally, the company recognitesneed to
develop environmental policies whichdoale the
interests. We've clarified our intemestablish a
forum along similar lines as we havéhia U.K.
which includes academics, industrialiatsl
environmentalists and major customeexigure that
we consider our environmental strategres
policies, taking into account externgbertise and
perspective on this basis.

As | said, what this is all ab@uin fact
improving our investment in renewabléslevensuring
we maintain a balanced portfolio to dslithe
energy needs of our customers, and wkeo
business prudency.

The development of this agrediridrelieve,
highlights ScottishPower's approachaxirership
working, identifying where there are ecoan issues
that we can come together where peaple mterest

in these subjects, and assures thaelikeda



20

21

22

23

24

25

positive benefit as a part of the mefgethe
customers of Utah Power here in Utah.
MR. HUNTER: Mr. Marron is akable for
Cross.
CHAIRMAN MECHAM: Thank yous there any
examination for Mr. Marron?
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MR. DODGE: One quick question

CROSS EXAMINATION

BY MR. DODGE:

Q The stipulation indicates stgmitted to
the Commission for approval. It makedear the
Commission isn't bound by anything. @aua explain
what is intended by Commission, quopgraval of
the stipulation?

A The key aspects we wanted aersure was
to put the stipulation on the recordt aetails
our commitments, to recognize there masonflict
between the main stipulation. It walsaded on
Monday and Tuesday and, in fact, jusbres what we
intend to do.

MR. DODGE: Thank you. Nother

guestions.

CHAIRMAN MECHAM: Mr. Matthets



20 MR. MATTHEIS: No questions.

21 MR. REEDER: No questions.

22 CHAIRMAN MECHAM: Mr. Ginsbe®y
23 MR. GINSBERG: Just to follay.

24

25 /Il
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CROSS EXAMINATION

BY MR. GINSBERG:

Q Isit the intention that thgslation
appear as somehow conditions in the Cissian's
order or just that it be reflected ie tirder as
being a stipulation that's been enterexbetween
you all and the Land and Water Fund?

A | would look for some legalack on a
technicality. Our intent is that stigtibn 40 and
41, the main stipulation, identify cartaspects of
how we're going forward. In the appeartdithat
stipulation, we highlighted all of owwremitments
that were covered by Mr. Richardsongial
testimony.

What we're recording here ifait

commitments we're making on record amd Yve intend

to work with the parties on this to mdeevard.

Q So you don't view what youdeme here in
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this stipulation as different than wyaii already
committed to in Mr. Richardson's supetal
testimony?

A 1think it goes farther forwdathan Mr.
Richardson's supplemental testimonyabse it
clarifies a number of issues and alsotifies a

1010



10

11

12

13

14

15

16

17

18

19

framework of how we can move forward sk
together. So it's a clarification anguanber of
extra commitments.

For instance, what we're comngtto is
seeking to actually place resources imet#ah.
Because the other commitment was jusergeneral
than that.

MR. GINSBERG: Thank you.

CHAIRMAN MECHAM: Ms. Walker?

MS. WALKER: Just that I'ddiko get our
direct and rebuttal testimony on therdc It's
already been marked I think as LWF 12and

MR. TINGEY: Also the testimoaf Mr.
Burks.

CHAIRMAN MECHAM: Off the recd a minute.
(Whereupon a discussion kngld off the
record.)

(Whereupon Exhibits LWFLR, Exhibit

OERP 1 and Exhibit Crosdea were
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marked for identification.)

CHAIRMAN MECHAM: Back on thecord.
While off the record, we marked Mr. Nigh's
testimony as LWF 1 and his rebuttal A8L1R. It's
been offered in support of this stipolatvhich we
marked as SP 7. We also marked Mr.Blafts's
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testimony as OERP 1, also offered irpsupof SP 7.
Is there any objection to thenasion of
SP 7, LWF 1, LWF 1R, and OERP 1? Wit them.
(Whereupon Exhibits SP xhibits LWF 1
and 1R and Exhibit OERPeravadmitted
into evidence.)
CHAIRMAN MECHAM: Why don't weaove to the

next stipulation, SP 8.

DIRECT EXAMINATION

BY MR. HUNTER:

Q The next stipulation relat@$otv income
customers. You were also involved mnlegotiation
and are familiar with the terms of thiipulation?

A lam.

Q Would you please explain whdbes?

A Yes. This stipulation is betmn

PacifiCorp and ScottishPower, Crossraaiban
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Center, and Salt Lake Community ActioagPam. It
details the company's commitments iatieh to low
income customers, and again, it refthesoriginal
proposals as defined in Mr. Richardssuafsplemental
testimony, which is included as an &itaent in the
main stipulation.
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But what it basically seeks tislto
address the needs of PacifiCorp's |laenme
customers here in Utah.
Q Excuse me. Inyour viewtimithe
public interest?
A Yes,itis. It confirms the company
will support the implementation of alifie rate in
Utah. In addition, we confirm our intéa the
partners, including Low Income Task Eoto
implement simple programs which maketeleservice
more affordable for low income customarstah.
The approach proposed will eashat
programs identified will be implementad cost
effective manner and deliver real sustialie benefit
to PacifiCorp's low income customers.
Finally, to assist in the deyshent of the
programs, the company will make avad&800,000
per year for the three years after teeger is

approved, and this is over and aboveamys spent
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on similar programs in 1998.

As reflected in Jack Kelly'stie®ny, we've
got many experience of working with gresuch as
the people supporting this stipulatiothe U.K.
We have examples of where we've deld/ezal
benefit to customers, not only who hiagen targeted
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by these programs but to the broad custdase.
This approach builds on that approadhenU.K.

But what else it does is tailthrs approach
suitable for what is needed here in Ut@er the
last few years, there has been velg litinds
actually spent in this area, in thigestaAnd the
commitment of $300,000 is a major imgment on what
is currently a benefit.

By tailoring the approach to ke needs,
we will deliver benefits across the oust¢r base.
If you can implement programs such aselso low
income customers can have methods o swstained
means of paying for electricity use@, wWhole
organization can focus on improving &V

In our opinion, this approacimat only
something that we want to do in linewatur values
to our customers and their communibes.it makes
good business sense.

In the U.K. this approach is mirg us
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customers in a competitive market wimeamy people
believed that these particular custornetdd not be
targeted. And the environment thattexis Utah,
this approach will deliver benefits e customers
specifically targeted in a certain dvaawill also
deliver benefits across the whole custobase. And
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that's why we are proposing this stipara
Q Once again, this stipulatiefiacts
promises made by the company, but isdbseek to
bind the Commission to anything, do@s it
A No. The money being offerestehwill not
actually flow through to the rate base.
Q Shareholder money?
A Shareholder money, yes.
MR. HUNTER: Thank you. Mrakon is
available for cross.
MR. DODGE: No questions.
MR. MATTHEIS: No questions.
MR. REEDER: No questions.
CHAIRMAN MECHAM: The $300,009€ for
programs other than the lifeline rate?
THE WITNESS: Yes. What welga we'd
support the lifeline rate through whateprocess
that goes through. But there will b&GB00

available to work on these other program
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CHAIRMAN MECHAM: All right.Anything
further for Mr. Marron? Okay. Is themy
objection to the admission of SP 8, Whécthe
stipulation that he's been describimgoo
Crossroads 1, which we marked while eeavoff the
record, which is Mr. Jeff Fox's testij@ubmitted
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in this case? Hearing none, we'll adhem.
(Whereupon Exhibit SP 8 &xthibit
Crossroads 1 were admittéal
evidence.)
MR. HUNTER: May Mr. Marron legcused?
From the country?
CHAIRMAN MECHAM: Yes.
(Laughter.)
CHAIRMAN MECHAM: Let's takeracess.
(Whereupon a recess wasntak
CHAIRMAN MECHAM: Let's go bkon the
record. We'll now hear from Dr. Goirepresenting

Nucor. Why don't we swear you in.

DENNIS W. GOINS,

Called as a witness, hawiegn duly

sworn, was examined antified as

follows:
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DIRECT EXAMINATION

BY MR. MATTHEIS:
Q Dr. Goins, could you pleas#esyour name
and business address for the record.
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A My name is Dennis Goins. Mysiness
address is 5801 Westchester Street aflgxa,
Virginia 23310.

Q Could you spell your name?

A G-O-I-N-S.

Q You're the same Dennis Gdag submitted
direct and rebuttal testimony on beb&Mucor
Steel?

A Yes, lam.

MR. MATTHEIS: I'd ask that.Boins's
direct testimony be marked as NuconiBit Nucor
1 and that Dr. Goins's rebuttal testiynoa marked
as exhibit Nucor 1R.

CHAIRMAN MECHAM: Are there gn
attachments?

MR. MATTHEIS: No, there aretnYour
Honor.

(Whereupon Exhibits Nucard 1R were

marked for identification.)
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Q (BY MR. MATTHEIS) Do you haegy
corrections to make to this testimony?

A | have two, and both are ogeal of the
direct testimony. Footnote 14, the wOrégon
should be Utah. And in footnote 16,wwed Oregon
should be Utah.
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Q On the basis of information yave
received since filing your testimonygluding the
stipulation filed in this docket, havauyformulated
any changes to the conclusions and recamdations
that you stated in your direct and reddut
testimonies?

A Yes, | have. On the basigxdmining the
stipulation as it was filed by the pastithat
stipulation covers several of the aasoncern
specifically addressed in my direct egfalittal
testimony.

For example, the issue of taadfer of
immediate merger related savings thraughte
reduction is addressed through the #eeceerger
credit. And the issue of divestitureae$ets is
also addressed in the stipulation. sowhe of the
others are to a lesser degree.

However, the two, in my opinionp of the

more important concerns, and -- areaddtessed by
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the stipulation, either at all, or adztely.

The one that's not addresseduadely is
the sharing of merger related savingaroequitable
basis. And in particular, between thgous
stakeholders. And I'm still of the dpimthat the
stipulation does not produce an equetabbring of
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those merger related savings or benafits
reasonable fashion.

Secondly, from the standpointh&f customer
that | represent, Nucor Steel, which special
contracts customer, the only class stauers
specifically excluded from merger retapgotections
in the stipulation are special contiactomers.

To me, | find this not only inety an but
discriminatory. I've heard -- read ttenscript
from the early days of the hearing, Mayntb
Tuesday, and | was here for part otélsémony
yesterday. And the only justificatidrat I've been
able to glean for the omission of thecs
contract customers is that they aredeserving of
special protection or protection fromrges related

risk, given that they have the speamaltiacts that
they sign.
Notwithstanding the fact thatanaf not

all, of these contracts will expire daVve to be
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renegotiated at some point during thealed
four-year transition plan through thary2003. For
example, the Nucor contract | think egpiin
February of 2002 I think is the date.

So the prime risks that I'veniifeed in my
testimony are still not addressed adetyaeven
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though the stipulation did address sofrtee issues
that | raised. And as a result of thatill come

to the conclusion that the transitioniisgs as they
are defined by the various witnessespegulative
at best. The stranded cost issue ttzaseéd in my
testimony is totally ignored.

And most importantly, the largegstomers
that are under special contracts aresegbto risks
that no other ratepayer under the siijpor is
exposed to.

As a result of that, | am recoemaing now
that -- in my original testimony, | hemtommended
as part of the protections through tihét there be
an immediate rate reduction followed-hat would
apply to all non-special contract custosnfollowed

by a five-year rate freeze that wouldapplicable
to all customers, including special cacit
customers.

And covered within that, | hadommended
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that special contract customers at thgtion be
given the choice of extending their caciis only
for the duration of the transition pericAnd at
that point, their contracts would befaprenewal
outside the scope of the transitionqeeand the
protections of the merger. Embodiedhinithe
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stipulation.

So as a result, | am recommaendiiil that
instead of a rate freeze, I'm now recemamng that
there be an immediate rate reductiorclvig taken
care of largely, in essence, by the erecgedit,
and that there be imposed a rate capgentially
lock in both merger related savings ngive the
new entity, PacifiCorp owned by Scotfskver,
stronger incentives to achieve thesegareelated
savings that are claimed by the vareiisesses for
the applicants.

And within that context, thaéttontracts,
the special contracts would be covesethis rate
cap for the transition period, which \bu
essentially mean that they would bereded for the
transition period under their curremtrte and
conditions.

Q Thank you, Dr. Goins.

MR. MATTHEIS: I'd like to mevor the
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admission of the testimony previouslyked, |

believe Nucor 1 and Nucor 1R.

them.

CHAIRMAN MECHAM: ObjectionsWe'll admit

(Whereupon Exhibits Nucard 1R were
admitted into evidence.)
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MR. MATTHEIS: Dr. Goins isalable for
Cross.
CHAIRMAN MECHAM: Mr. Van Nosdind.

MR. VAN NOSTRAND: Thank you.

CROSS EXAMINATION

BY MR. VAN NOSTRAND:

Q Good afternoon, I'm James Mastrand
representing ScottishPower. I'd likgaathrough
your testimony and see if perhaps sointieecother
items you've covered in your testimoreyaddressed
by the terms of the stipulation.

And one point in particularla top of
page 5 you discuss and you recommendhiba
companies be prohibited from recovetirg
acquisition premium in rates unless &igPower can
demonstrate with reasonable certairdytte merger

related benefits equal or exceed theiaitmpn
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premium. Is that a correct readingaifry

testimony?

A Yes.

Q And you later on indicate ttied value

you would put on the acquisition premigm

$1.6 billion?

1022



10

11

12

13

14

15

16

17

18

19

A | said that the value that lhagn
provided by two different sources rangddnk from
1.3 to $1.6 billion.

Q So under the recommendatiahybu have
in your testimony, you would proposettha
ScottishPower would be permitted to vecap to
$1.6 billion of the acquisition premiumrates to
the extent they can show it offset bygee savings?

A Yes.

Q You recognize, don't you, that
ScottishPower is not seeking to rectiver
acquisition premium in rates and nex?h

A Well, | don't know that youves had. |
do recognize that -- | think it's Arac® of the
stipulation. Not Article 9 but Artick6.
Essentially, it says that you forego eegovery
through rates of the merger premium.

Q Sois it fair to say that yoaw

understand that there won't be any aton
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premium recovered in rates, and theeettiat issue
you raise in your testimony has beenmestikd?

A Yes.

Q I believe you also indicatkd t
divestiture of available generation &magismission
assets which you discuss as Numberthairpage

1023



10

11

12

13

14

15

16

17

18

19

would also be addressed?

A Yes. |think that Article 9 the
stipulation deals with divestiture ofets. The
only question that | had about that congmt is what
was meant by integrated utility functiohnd even
after reading the transcript and heatineg
witnesses that have talked about thmatstill not
clear what an integrated utility functis.

| would assume that the wordetsssvhich

was included in the stipulation conditie not the
stipulation condition but for one of tinerger
conditions that the DPU originally filadould have
been included in Article 9 of the stgidn that is
now before the Commission. However vibbed assets
was omitted. And I'm not sure why.

Q If we look at another itemymur
testimony, number 7 on page 4 refethdo
commitment to develop an additional Shawatts of

renewable resources?
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A Yes.

Q Andis it possible that corahs 40 and
41 of the stipulation would address youmcerns to
the extent that PacifiCorp commits tatouue to
produce renewable resource plans anthaagtment
of renewable resources must be shove farudent
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before it will be recovered in rates?

A Yes, it does.

Q | believe you discussed inrygummary
your proposal that existing contractdwimdustrial
customers should be extended to coinsitte-- |
believe the term you used was the f@ary
transition period; is that right?

A That's correct.

Q Are you familiar with the Conssion's --
Utah Commission's current practice wébpect to
the approval of special contracts?

A | know that there is a speeaiaproval
process for each contract.

Q And were you present when Mt testified
on behalf of the Division?

A No. Iread the transcript.

Q Did you read the transcriptparticular
page 366 lines 15 to 23, where he stetdsllows:

One of the criteria was that for firnesjal rates,
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the customer had to have another aligmaln
other words, the customer already hacthoice of
getting their electricity from anotheusce,
self-generation primarily, and thathiéy didn't

get the special subsidized rate, theyldvo
exercise -- the threat was they wouletese their
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right, the alternative? Does that sofamaliliar?
A Well, he said it. I'm not sur he

didn't identify the customers or the fo@mof
customers that are on special conthetttiad that
option or what those options were.

| wouldn't second-guess the fat some
customers may have the option of co-geimg. |
don't know what the other options migatthat are
readily and easily available to the oosdr.

Q Isityour understanding idenrto get a
special contract approved by the Comionisshat the
customer must demonstrate an alterrfative

A 1 know that's one of the tertinat's used.
I'm not sure how it's applied. There anumber of
conditions that I've read that are ajatlie for
demonstrations that a special contsaaianted.

Q st fair to say that youoposal that
the contracts automatically be exterfdefive

years would be a departure from thatteng
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Commission practice?

A | have not recommended thdigint of the
stipulation that's been filed. I'veaernended that
they be extended only for the duratibthe
transition, four-year transition period.

Q Okay. To the extent the cacts will be
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extended for four years, in the abs@&fi@@showing
of an alternative, is not that a departtcom the
existing Commission practice with reggedhe
approval of special contracts?

MR. MATTHEIS: I'm going to @at if he's
asking for a legal opinion as to whagimibe
outside what the Commission's pracscelfiyou're
asking Dr. Goins to state his opiniombiat he
might know, | wouldn't have any objeatio

CHAIRMAN MECHAM: Let's go theoute.

MR. MATTHEIS: Thank you.

Q (BY MR. VAN NOSTRAND) Fromelpractice
of the Utah Commission, as you undedsthat, would
it not be a departure from that prackicehese
contracts to be automatically extenaedie
four-year transition period without aging of an
available alternative?

A Well, I'm sorry, | don't knowecause

we've never had this situation in whioére's a



20

21

22

23

24

25

takeover of the initial supplier withime contract
signed and which these special contnastomers are
exposed to merger related risks thaother
non-special contract customers are xjpbsed.
Given that we haven't had that situatiom not

sure what the Commission would do.
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Q You're recommending that thecsl
contracts just be extended without dwpirsite
showing that alternative is available?

A I'm recommending the specaitcact
customers be given the same protecsarma-special
contract customers covered by the stipan.

That's all. I'm not asking for any spec
treatment, any more favorable treatntiesnt another
customer. I'm simply saying, let thosstomers
have the same protections from merdate@ risk as
non-special contract customers are giveter the
stipulation. That's all.

Q And don't they have the sanoégations in
the form of the alternatives that arailable to
them which allow them to get a speansitract in
the first place?

A Again, | have never seen ainyhose other

contracts other than Nucor's. So | havelea of

what their alternatives or options orivine
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contracts say.

Q I'd like to cover your testinyo You
submitted some testimony in a FERC prdirgy which
you provided to us in response to Daquest 2. Do
you have that available to you?

A No.
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MR. VAN NOSTRAND: Will you pwide him a

copy?

MR. MATTHEIS: |don't have it

MR. VAN NOSTRAND: The witnekas my only

copy; I'm trying to get another one.

Q Do you recognize the documémas have
been handed to you as your testimony BERC
proceeding regarding the merger betviz@g and
Allegheny Power?

A Yes, | do.

Q And in that testimony, you iduthat the
merger presented market -- that mergesegmted
market concentration issues?

A Market power issues, thatihti

Q This was the application &f FERC
Appendix A screens in that case?

A The competitive analysis soresguired by
the FERC.

Q And we could turn to your testny in that
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case. One of the things you did wa$yaaahe
testimony presented by the applicantisess, Dr.
Pfeifer?

A Howie Pfeifer, yes.

Q One of the things you critecis the
remedy for those competitive problenestdcommended
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the utilities join a currently nonexistéidwest
ISO. Is that correct?

A Yes. To the extent that MrD+. Pfeifer
was saying that the market power problerare
created by the merger in certain deStinanarkets,
both power markets, could be remedied bymber of
conditions, one of which was that botlegheny and
DQE join an ISO.

Q And you further state his pleas
inaccurate for three reasons, one ofhvis that a
Midwest ISO does not yet exist and ramgbr an ISO
has been filed for the Commission'seevand
approval? Is that correct? Page 20.

A Page 20, around line 21, yElat was the
first reason | gave.

Q And turning over to page 23) gtated it
was speculative as to whether it waadeyuate
remedy to join a not-yet-formed MidwED?

A Yes. What | said was that @@nmission
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should not rely on this promise to jainonexistent
ISO as the remedy for the market poweblpms,
which were enormous in this merger.sTherger was
ultimately withdrawn. But the problemsre so
serious that simply saying that you wgrig to

join an ISO didn't solve the problem.

1030



1

Q Ithink you also say in thegtimony that

2 whether or not membership in an ISO ey an
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A You would have to show me.

Q Page5line 18.

A Is this on the initial testime®

Q | believe so.

A It must have been on the otivez.

Q Try the other one.

A No, this was -- a second reyrtbét Dr.
Pfeifer and DQE/Allegheny proposed wes they
would -- to mitigate these market poyerblems was
that they would make a temporary sale7ef
megawatts of generation. And undeisthealled
competitive analysis screening, that sabught
them within the threshold constraintshef HHI -- |
hate to get into all this -- guidelinds.other

words, they would meet the market paest.
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And what I've said there wag the sale,
this temporary sale, would not -- whetiheould
mitigate the market power concerns dedltally
with the structure of the Midwest ISThe
nonexistent 1SO.

Q It would be speculation asvtm was in
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that ISO, how it was constructed, ashether or
not that would provide an adequate rgniedthe
competitive concerns?

A That was part of it as it teldhto this
sale.

Q Would you agree the utilitystthe limited
ability over the participation by otheilities in
an RTO or ISO?

A Well, there -- | don't know ather it has
limited. There's certainly a numbeguajups that
have either formed, created, that hgyeaved ISOs
or are filing before FERC for approval $uch.
There are alliances, and | don't meanhtthmimic
the name of one that's before the FERCof
utilities that are proposing these alyean other
words, they're lining up for the market.

Q Andin turn, there have beems efforts
to form regional transmission organmagi that have

failed, notwithstanding years of effort?
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A That's true.

MR. VAN NOSTRAND: Thank ydihave no

further questions of this witness.

I

CHAIRMAN MECHAM: Thank youMr. Hunter?

MR. HUNTER: Just a couple.
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CROSS EXAMINATION

BY MR. HUNTER:

Q You indicated that some cusisthave
special contracts, may not have "but émtions.
Is it your contention Nucor doesn't héwat for"
options?

A | can't discuss Nucor's coctties | see
it, as it's under protective order, \Wegy | read

it.

Q This is the August 18th, 1@®der from
the Commission approving the Nucor agesd. Would
you read that sentence right there.

A This one?

Q Yes.

A Okay. Nucor has given notoééts
intention to terminate the agreement.

Q So Nucor at that time, attetmught it

had an option? Terminated the contrliahust



20

21

22

23

24

25

have had some other way to get elett@ci
A | don't know what Nucor thotigi that
time when that sentence -- what thatesee means
in relation to that.
MR. HUNTER: Thank you, thatlkl have.
CHAIRMAN MECHAM: Mr. Ginsbe®g
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CROSS EXAMINATION

BY MR. GINSBERG:

Q Dr. Goins, you indicated tweas that you
felt were left open from the stipulatioAnd the
first you described as inadequate bentfi
stakeholders; is that right?

A That's right.

Q And what were you referringhere?

A Well, | think we've seen, @ast in my
satisfaction, that there may be sigaiftcsavings
that will result from this merger thatior to the

last few days, had not even been digcliss

And I'm referring specifically the tax
related savings. There may be othBrg, | mean,
that's a major -- potentially a majorges related
savings that's not addressed by tipsilstiion.

Q Do you see the purpose ofparaval

process like this to meet the standaatiwas
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proposed or to deal with all possibledsgs, now
and in the future?

A The only standard | use i¢ tha merger
must produce a net positive benefitd Aty
contention was that those benefits, g to the
way | read the standard, must be not onl
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identifiable and quantifiable, but maksto be
attributable to the merger. That igytbould not
occur absent the merger.

And the only thing I'm sayingnsorder to
make an evaluation of that net posibigaefit, we
ought to have all those savings on dhbéet

Q The special contract issuely ypemise
that you've referred to, if you look pege 7 of
your rebuttal testimony, is that spect@itracts
should get the same treatment as adr @ilrstomers.
And that's based on the premise thati¢¥e you're
still proposing a rate freeze? Is tigitt?

A Arate cap.

Q How would that rate cap work?st for
five years or --

A For the --

Q --that rates could not ch&hge

A I'm sorry. No, for the fivethe

transition period, there would be a plgeed -- for
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the four-year transition period, thex@mnd be a cap
placed on current rates at the timettrat
transaction was approved.

Q So your request to have anedaction
you feel has been satisfied by the ceddit, but
your rate cap that you originally progpdsvas not
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addressed by the stipulation?

A What | said -- the rate redoctis
satisfied to a certain degree. I'mswe the
$12 million or the $48 million or the4tillion for
two years, plus potentially 24 if notsef, is a
meaningful sharing of the merger rela@adngs that
can be identified through this transacti

And what | said is that the ilongEments are
still -- the quality improvements, sewvi
improvements are still speculative. d&da't have a
transition plan before us to do an eataun until
six months after the merger.

And customers, in particularcgglecontract
customers, during this four-year traasiperiod,
are being exposed to risk that | doslielve
non-tariff customers are exposed to.

Q Butif | read your testimoggur premise
as to equal treatment is based on yampgsal of a

freeze? The tariff rate customers'srateuld not
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go up? Is that right?
A | said | would cap rates, freeze them.
And that | would -- that would apply @ss the board
for all customers.
CHAIRMAN MECHAM: s your disiction that
rates could go down, they just can'tigowhen you
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cap them as opposed to freeze them?
THE WITNESS: Yes. That's am&inction.
Yes.
MR. GINSBERG: You understdhe
stipulation --
THE WITNESS: Or they could go-- Mr.
Alt had proposed or the DPU have progasgeat they
call a rate cap, which could go up awvdo | didn't
agree with that. But that was his psaho
CHAIRMAN MECHAM: I'm tryingat get at what
you would propose.
Q (BY MR. GINSBERG) You undensd the
stipulation provides a rate credit Hidves rate
cases to be treated independently. ddauderstand
that?
A Yes. And I think -- I've helaaind read
through the transcripts and heard thnahg
witnesses that a series of rate casastbg next

few years is highly likely.
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Q So how are -- special contcastomers
are protected from those rate increaseshey
not? For the period of their contract?

A If a special contract custoseontract
is up next year, for example, the anss/ebviously
no. Mr. Alt was very clear in what thgtion for
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that special contract customer was. #iad is that
if you can't cut a deal or meet the nemuents, if
you can't cut a deal with ScottishPowremeet the
requirements of the special contractdamns, then
go back to Schedule 9. Schedule 9iisggto be
subject to all of those rate increaséhich puts a
double whammy --

Q I'm sorry, my question was,tfee period
of the contract that you have, you'resubject to
any rate changes, are you?

A You may be, depending upon lyowr
contract is structured.

Q And each contract --

A Just because you have a sipemmract
doesn't mean that the price you payyeyesdr is
fixed.

Q They're certainly not subjecthe rate
increase that would be -- tariff custosnmaight be

subject to; is that right?
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A

Commission found was adequate. Anbaf happened,
the special contract customers wouldseetit.

Q Areyou -- do you particip&te Nucor on

It may be a rate decreasettimat

the Special Contract Task Force?

A

| attended one meeting.
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Q Do you follow it at all?

A Not on an ongoing basis, no.

Q Have you reviewed the term@ ybu
understand its purpose to be to loalittria for
dealing with extensions of new spectadtcacts?

A Yes, | certainly do.

Q How do you view the task force
recommendations? Do you understanchiegtare to

be completed by the end of this year?

A There is a report due by thd ef this
year.

Q Nucor has been under a speoiaract for
many years?

A A number of years, yes.

Q And do you happen to know \mkebr not
their special contract then was apprdvaadk in

1997, was reviewed using the critera thas
established in the last Special Conffask Force?

A | would have said yes unt# tast phrase
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you used. It was reviewed. I'm noesbit was
under the criteria approved by the tiask force.

Q It was reviewed under a satritéria,
was it not, that --

A That's my understanding, yes.

Q Okay. Did you happen to revtbe merger
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order when PacifiCorp and Utah Poweright. merged
dealing with this issue of modifying tt@entracts of
existing special contracts?
A lreviewed it. It was mentexhactually
in someone's testimony, | think. Oliscadvery
request or something.
MR. GINSBERG: This doesntuatly need
to be an exhibit.
CHAIRMAN MECHAM: We'll justse it for
reference.
MR. GINSBERG: Did you wantfave this
marked?
CHAIRMAN MECHAM: We can maitk Off the
record.
(Whereupon Exhibit Crossafination 19
was marked for identifioati)
Q (BY MR. GINSBERG) Dr. Goirgg you have
what's marked as Cross 19 in front afdyo

A Is that what you handed me?
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Q Yes.

A Yes.

Q I'd represent to you thesetlagecertain
pages from the Commission's decisiadhén

PacifiCorp/Utah Power & Light mergerouwfindicate

the you did review this?
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A I've seen this document, y&s.seen
these pages.

Q Did you actually participate Nucor, if
you look that they were a participanthai time?
Were you the witness at that time?

A Not in the retail proceedingré. | was
the witness in the remand proceedingreefERC.

Q Okay. So you were well awairevhat was
going on in both the federal level anel $tate for
that last proceeding?

A | was much more aware of wiias going on
the federal level than here.

Q Now, in the last proceedig, industrial
customers wanted to have the contraotifiad
because of the effect of prioritizing-gystem
sales; is that right?

A That's what this claims, yes.

Q And at the time of the merdgleere was

apparently, if you look on the page@iwn in the
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last sentence, it says, In addition,Gbexmission
has another proceeding in which a tastefhas been
looking at the general issue of incentiates.
So in that last proceeding, Vge aad a
task force pending similar to here?
CHAIRMAN MECHAM: Deja vu.
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THE WITNESS: That's what thég/s. Seems

to always be a task force going.

Q (BY MR. GINSBERG) And yourrdoacts were
extended, were they not, after the aatisn
between PacifiCorp and Utah Power & Lighs
consummated? In 19977

A Yes. That's true.

Q Under terms that were satisigcto
Nucor?

A Obviously. Yes.

Q Inthe last merger order,@lmenmission
chose not to alter the contracts; i$ riigat?

A It -- well, the line here salise
Commission will not alter the contrafcis
interruptible customers as a conditibthe merger
by providing a higher priority than wagginally
negotiated, signed by the parties, qmiaved by
the Commission. That's what it says.

Q Isn't that essentially what'y® asking
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23

24

25

to have happen here?

A Not at all.

Q You're asking that the Cominissllow the
contracts to automatically be extenadedsdme
period beyond their contract terms withr@ference
to the task force?
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A Yes. And I'm asking that theyhose
customers be given the same protecsarma-special
contract customers are under the stijouma | am
not asking that any component in terfrnsicing,
conditions of service, or anything etséhose
contracts be changed.

This was a very simple procesthat when |
read Lowell Alt's testimony, for exampd@d some of
the other DPU witnesses and terms wseee about

merger savings are speculative, higitgngible,
very uncertain, customers placed at dekt of
capital may go up. All of these thingsre just
warning signs, red lights going on, sgyeonditions
are necessary.

And yet when the conditions timaty be
necessary to protect ratepayers frosetheerger
related risks were put into effect, gneup is left
out.

And I'm not concerned about véhgoing to
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happen to the special contract custombkile the
contracts exist. But the stipulatiopssae will
protect ratepayers for this four-yearqee And

yet if a special contract customer'si@m expires
during that four-year period, it's tougbk.

There's no guarantee that there wid begotiation
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in good faith in terms of the stipulaticondition.
We have testimony that say®if gan't
negotiate with ScottishPower, go back¢bedule 9
which for most customers -- well, atslefar Nucor,
probably -- would be unacceptable. Amat's no
protection at all.
So | just didn't see the logie saying,
we're going to protect everybody exdbist group of
customers who during this protectivaqekare going
to have their contracts expire. It gisin't make
sense. Still doesn't.

Q Don't you see a differenceutih, between
regular tariff customers whose only praktection
is the rate credit, and you're not ggkine rate
credit be applied to you, are you?

A That's right. That's right.

Q Those same tariff customerdatbe
subjected to -- | believe they indicatteely're

going to be filing a $100 million ratecrease in
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the very near future.

A That doesn't mean they'llggenny. We
don't know what they'll get.

Q Butyou can be assured thataga
special contract customer are protefcted that,
are you not? For the terms --
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A We may be protected from thAut we may
have other conditions in our contrackscl say our
costs are going to go up. | don't kdmywhow much.
But they may go up. Significantly mdin@n what the
Commission may even approve in a rate.ca

If you want to take every spec@antract
and go through the terms and condittorsee what
actual changes are going to occur dwenext four

years while those contracts are in é#@d compare
them against what we don't know the Casaion's
going to do with respect to rate incesi@sjuests, |
guess we could.

The only thing I'm asking is piy if a
contract expires during this transifpdrase, four
years, not 10 years, not 20 years, duhis
protective four-year period, if a contraxpires,
at the customer's option, extend itherduration
of the transition period. And then ge&e is on

their own.
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MR. GINSBERG: Thank you. More
guestions.

CHAIRMAN MECHAM: Thank yous there any
objection to the admission of Cross Exation
Exhibit 19?

MR. TINGEY: Can | ask a ques?
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CHAIRMAN MECHAM: We'll accefitt Yes, go
ahead.
(Whereupon Exhibit CrossaExnation 19

was admitted into evidejhce.

CROSS EXAMINATION

BY MR. TINGEY:

Q I still don't understand tmswaer to Mr.
Ginsberg's questions. So maybe we shit as a
hypothetical. What was the date Nuamotgract
expires? February of 2001?

A 2002, | think. That's my mamo

Q February 2002. Say betweem aad
February 2002, tariff rates go up 1@est.

Should -- you talk about giving the sgmgtections.
Your theory would give Nucor a renewiihe

contract at the same price they hadytodlauldn't

it?
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A Yes.

Q

A

Tariff rates have gone up &fcpnt?

| don't think that will happdvut under

your hypothetical -- offset by part bist

$12 million also.

Q

Is that giving the same proters to
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tariff customers and special contrast@mers?
Haven't special contract customers gditgter
protection than tariff customers?

A We don't know. Because jsst answered
to Mr. Ginsberg, we don't know what gneing
conditions are or specifications witeach of the
special contracts. They may go up geat because
of factors that aren't related to a catse.

Q They may go up pursuant totein the
contract that they agreed to and wece@able to
them, correct?

A That's right.

Q And they knew that going iittand they
agreed to it?

A That's right.

Q Allright. Does a tariff coster have
that luxury of knowing what's going tappen to
their prices in the next five years?

A They would under my rate cggs.
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Q Under the proposal in thipwttion,
they would not, would they?

A No, and that's why | said gipulation
was deficient.

Q But special contract custonvessld?

A And tariff customers wouldwasll, under
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my recommendation.

Q And the contracts, your thesrthey
should be renewed regardless of angvesiss to
actual costs?

A What | said specifically isatrduring
this transition, four-year transitiorripd, if a
contract expires, at the customer'soopit will
be renewed for the duration of the titéors period
only.

Q Even if that causes a renawaklow the
costs of providing service?

A The only thing, if I can -dbn't know if
| can talk about -- | can't talk aboutdsr's -- |
don't know of any special contract ibairiced
below cost today.

Q Do you understand --

A If you can show me one, thevolld agree
that it's a valid concern, possibly.t Bdon't

know of one.
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Q ldidn't mean to interrupt you

A That's okay.

Q You understand other peoplald/disagree
with what you said about not being ptibelow cost?
Did you --

A You can have an opinion. $une everyone
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can have an opinion.

Q Did you read Mr. Alt's testinyowhen Mr.
Dodge had a nice discussion with himualiee word
subsidy?

A Mr. Alt was wrong on that seor

Q His opinion differs from yours
dramatically?

A He's very good, but on that eve
disagree.

Q The answer to my questiont, thiaer
people would disagree, is yes?

A  Yes.

Q Allright. And in fact, isthat one of
the things the task force is lookingsdtow do we
define what these costs are?

A |lread a memo, | guess, froemkowell
which is the basis of my answer to yand it
essentially -- that was one of the fes;tbthink,

that was being looked at.
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Q But under your proposal, waulda't look
at that; we'd just renew the contragtsrcurrent
price?

A When the contract is outsidie t
transition, the four-year protectivensiion
period, that all customers are goingdgrotected
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under my recommendations, once thags, ¢kie
conditions would apply as normal.

Q Do you think it would be prudleusing a
regulatory term, prudent, for ScottisW@poto agree
to such proposal to extend contracthaut any
opportunity to even look at whether tldye at cost
or not?

A 1think it was imprudent of @tshPower
not to agree to extend these contraafteré this

case ever began. During this transipiemnod.

Q Regardless of costs?

A The company has made pledgdsstatements

asserting major, major cost savingdkelchabout
its ability to work with customers. Haahance,
I'm sure, to review every special carttthat
exists.

And based on the things thaelgone on in

this hearing room this week, if | haeie

ScottishPower, | would have gone ahaadhey cut a
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deal with the CCS, cut a deal with tH&.D| would
have cut a deal with the industrialsva8.

Q Regardless of cost?

A ldon't think they asked wttag CCS's
cost was. | don't think they asked whatDPU's
clients or the group they representuspert to

1050



10

11

12

13

14

15

16

17

18

19

represent, what their costs were.

Q There are other criteria fpp@ving
special contracts as well, such as ¢pfFac

A That could be one, yes.

Q And you'd have these contrhetsenewed
without even a look to see if there wagacity?

A In my opinion, fundamentalhterruptible
customers don't place capacity demandbh®
utility.

Q What if they're firm?

A Obviously, they place capad#&mands.

Q Okay.

MR. TINGEY: Thanks.
CHAIRMAN MECHAM: Thank youOff the
record a minute.
(Whereupon a recess wasnak
CHAIRMAN MECHAM: Back on theecord.
Commissioner White.

COMMISSIONER WHITE: Dr. Goirlsn not
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sure | understand completely your posjtyour
client's position. If special contractstomers
don't get the extension that they'renasfor,
wouldn't they be -- they won't be inedtér
position, but wouldn't they be in abthdg same
position as if there were no mergerdther words,
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they'd have contracts expiring whichytthdave to
renegotiate. Within the context of tasgk force.
Whatever happens there.

THE WITNESS: Possibly, yes.

COMMISSIONER WHITE: Then te&ranother
point | didn't --

THE WITNESS: With one excepti The
reality is that we have, at least intastimony,
I've made the assertion that therelsfggnt
merger related risk associated with tifaissaction.
The DPU and CCS both assert the samg,thihich is
why they asked for 50 some conditionsdlp
mitigate those risks.

And the client | represent wob&lexposed
to that risk without a lot of the fundamtal
protections, in particular regardingesaas the
tariff customers are.

There's a big difference fronmgo-- Mr.

Alt said if you can't cut a deal on thaegotiation
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during this period, go back to Sche®ul&s I've
said, that's probably not a viable apfiar a lot
of customers.

COMMISSIONER WHITE: | donhéw if you
understood what | asked. Are you saiiiad)
PacifiCorp is not negotiating with ifgesial
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contract customers who are approactnaghd of
their contracts?

THE WITNESS: I'm not sayirat at all.
I'm saying there may come a time at Wiaiceal

can't be reached. Mr. Richardson in-hidbelieve
in one of his testimonies, the direatkéd about
the issue of special contracts. Andeleas a
citation from -- maybe it was in Mr. Pellis
testimony.

It had to do with how Scottisiao -- what
ScottishPower's attitude was with resfmec
industrial contracts. And essentidig bottom
line of it was if we are unable to reaatheal with
a customer, then the customer is lestown.

And that testimony -- that exdenpas given

specifically with regard to customersha U.K.

where a customer does have the optigioiofy to the

grid and buying power from an alternaswupplier.

Unfortunately, we are not at that stage.
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COMMISSIONER WHITE: If the @mnission did
impose that condition, would that alsgiyour
client's concerns?

THE WITNESS: That was oneha original
conditions that I'd asked for, thatafane can cut
a reasonable deal that meets reasooataea
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imposed by the Commission, then opeersscwould be
an option for this transition periodesy that

would.

COMMISSIONER WHITE: So yowason for the

four-year freeze is to help ensure yoar clients
share in the merger benefits? Probesnhtfrom some
of the risks, I'm sorry.

THE WITNESS: Yes, that's &idre
approach.

COMMISSIONER WHITE: Is it albecause
your clients, under the circumstancethef
uncertainty caused by a merger, feeltttey need
more time to negotiate?

THE WITNESS: Well, Nucor hasver
negotiated with ScottishPower. Thia tetally new
entity. Nucor is certainly familiar Wwiboth the
Utah Power and with the post-mergerflamip. This
is a new player coming in. And we déndw what to

expect.
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COMMISSIONER WHITE: So negatbns may
take longer than is typical?

THE WITNESS: They may takeder, they
may be unfruitful. We just have no exgece. And
many of the witnesses in this case hiaeel the same
kind of thing. There is no track recanth dealing
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with this company. We don't know.

COMMISSIONER WHITE: Wouldhelp if the
Commission, say, something short offtlue-year
period but as a hypothetical here, Heitha
existing contracts extended just for pear past
where they are now? Would that alloficient time
to negotiate something that may be rdfeult?

THE WITNESS: Well, it woul@rtainly be
better than no time. In Nucor's case, extra year
would take us through the beginning@32, which
would be the end of the transition.

COMMISSIONER WHITE: When ysay
transition, in your mind, transitionwbat? What's
on the other end?

THE WITNESS: I'm talking athahis
four-year period that's included. ledlit a
transition period. Much as this ra@ueion is
called a merger credit. It's just thert | use for

it. When all of these conditions arplagable. My



20

21

22

23

24

25

assumption is that --

COMMISSIONER WHITE: Or whdme/'ve
expired?

THE WITNESS: Yes.

COMMISSIONER WHITE: Okay. slwne last
question. In your direct testimonyyttg at the
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bottom on page 9 onto the top of pageyd0 said
that in your opinion, the Commissiondaconsider
the unquantified merger benefits irpiblic
interest deliberations only if it doastthings.
And then those two conditions at the top
of page 10. One is if we accept thatt&hPower's
claimed corporate turnaround capabdlitan be
transferred to PacifiCorp. What's yopimion on
that point after having listened to thstimony?
THE WITNESS: I'm not convidceThat's
not to say that I'm not impressed. Tlayiously
have some well-qualified people. Whithwere
sitting on the board of PacifiCorp, mayhvould put
together a very attractive packageyaoaiure a
number of those top managers to PaaifiCo
It would certainly be a lot cheathan
going through this transaction. Propavien
cheaper than what was paid to the grahpsanking

groups, investment groups and investrnenses,
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actually, that reviewed this merger.
COMMISSIONER WHITE: And thersultants?
THE WITNESS: And the consot&a And the
lawyers, in particular.
COMMISSIONER WHITE: Thanks.
MR. MATTHEIS: | object to thane.
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(Laughter.)

CHAIRMAN MECHAM: Dr. Goins,op expressed
a concern that there's no promise oittiSh®ower's
part to negotiate in good faith. Bdbh't suppose

the condition that they negotiate indyath would
satisfy you? I'm thinking --

THE WITNESS: | used the plerasmy
testimony, trust but verify. And | havébased on
just hearing the witnesses and readham t
testimony and having been in this bussrfer 25
years, they obviously have a lot ofrtgla lot of

skill.

But when you're negotiating hem you're
running a multi million dollar business, Nucor is,
and you're dealing with a monopoly sigsplyou have
to be careful. And a promise can changenight
sometimes. It can be interpreted dffidy one day
from the next.

I'd rather see some very stimbge
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stringent is the wrong word; concreteditbons that
would be imposed, and | believe those I
recommended would do that.

CHAIRMAN MECHAM: By establisig that
condition, doesn't that leave partiesnojo come
and argue before the Commission whadl dgaith
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means?

THE WITNESS: Potentiallydves, |
guess. |don't know.

CHAIRMAN MECHAM: All right.

THE WITNESS: But one of tivngs that |
can tell you will probably happen if taes this --
there is not a good faith effort is ttreg work
burden of this Commission will incred€eor 20-fold
as all of these contracts expire. Bseawu're

going to have the biggest employersienstate all
looking at significant rate increasespably
major, that are going to affect the dmtdine on
each and every one of their operatighisd they'll
have no recourse but to come here fiafre
CHAIRMAN MECHAM: All right.Let's go to
redirect.
MR. MATTHEIS: No redirect, ¥pHonor.
CHAIRMAN MECHAM: All right.

MR. HUNTER: Can | ask onentif? It came
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up through Mr. Ginsberg.

CROSS EXAMINATION CONTINUED

BY MR. HUNTER:

Q You testified for Nucor on tteenand for

1058



10

11

12

13

14

15

16

17

18

19

the Pacific Power and Utah Power case?

A Yes.

Q Nucor took the position it headght to
become a municipal power supplier. Rlyth was
going to be the entity which would piservice to
Nucor?

A | think that's one of the legeguments
that was made by the attorneys for Natdhat
time.

Q Isn't that the option that Niutook to
this Commission, but for justifying theecial
contract for Nucor?

A The initial contract?

Q Yes.

A It may have been. I'm notesurdon't
remember that order. And | don't remeintbat
filing. 1 don't think | participated that case.

Q If you know, has Nucor changegbosition

as to whether or not it has the rightéoome a
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municipal utility?

A

I haven't talked with Nucarisnagement

about that.

Q So you don't know whether ar Hucor has

a "but for"?

A

If you claim that that's thHaut for," |
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haven't -- | don't have independent Kedge of

that.
Q Ifthey do have a "but fohénh the
Commission need not impose the kindooidttions

you're talking about in order to provtetection
for Nucor?

A ldon't know that that's adatguor not.
| haven't examined it. | haven't, yowoWw --
forming a municipal utility is time camsing,
costly, and there's just simply no reasty, with
the contract exploration, a special @uottcustomer
shouldn't be afforded the same protec®other
ratepayers.

Q To the extent they have the for" that
they argued they had at the time ofutah Power
and Pacific Power merger, they havedbp#&bn, that
protection; isn't that accurate?

A Possibly. But simply becayea have a

"but for" doesn't mean you give up yaghts as a
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customer of a franchised utility.

Goins.

MR. HUNTER: Thank you, thatlkl have.
CHAIRMAN MECHAM: Redirect?
MR. MATTHEIS: No redirect, MoHonor.

CHAIRMAN MECHAM: All right,lank you, Dr.
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THE WITNESS: Thank you.
MR. MATTHEIS: May Dr. Goinglexcused?
CHAIRMAN MECHAM: Yes. Off threcord.
(Whereupon a discussion gld off the
record.)
(Whereupon Exhibit CrossaExnation 20
was marked for identificeti)
CHAIRMAN MECHAM: Let's go bkon the
record. While off the record, we marlesdCross
Exhibit 20 an FERC order that Mr. Vansiand
circulated among the parties and sulnhiid the
Commission. It's a 13-page order, #8@8v FERC
61,288 I'll refer to it as, issued Jadeh, 1999.
If there's no objection to its admisse'll admit
it.
(Whereupon Exhibit Crossafnation 20
was admitted into evidephce.
CHAIRMAN MECHAM: Now we'll tin -- are you

prepared to go?
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MR. FELL: Yes, Mr. Chairman.

CHAIRMAN MECHAM: All right.We'll turn to
argument on the motions to strike thaiegnts
filed. Mr. Fell?

MR. FELL: Mr. Chairman, onatter
beforehand. We've reached an agreamt#nDeseret
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Generation and Transmission which Ikhmoots our
motion with respect to their testimor8o why don't
we leave that one aside until we geh#b
stipulation.

CHAIRMAN MECHAM: That's finley me.

MR. FELL: Thank you. Thatwd leave us
with the motions to strike testimonyof Goins and
Dr. Brubaker. It might be best to tékem by
subject matter, because they relatkesame
subject matters.

Dr. Goins was proposing thatcgdecontract
customers be allowed open access twahsmission
system, and Dr. Brubaker was recommenairegional
transmission organization, membershighat, which
has effectively the same outcome, opgepss to
power suppliers.

So then there's another issaethey both
raised which had to do with the treathoérstranded

costs and requested that the Commissoter that
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the applicants waive or not be entitedtranded
costs as a condition for approval ofrtrexger. I'd
like to take the RTO open access isssi f
CHAIRMAN MECHAM: Go ahead.
MR. FELL: First of all, weitik this
issue is not relevant. RTOs, or rediona
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transmission organizations, are typycattered to
cure market power problems, problemsre/iea
merger, the combination of the two tié§ would
allow those utilities to exploit thefahsmission
system to gain increases in pricesHersale of
power.

There's no evidence in this réc¢bat this
merger creates or exacerbates markeg¢ppreblems,
and in fact, this issue was considesethe FERC in

its approval the merger and was -- cditipeissues
were also considered under the Hardt&adino
review, which has been cleared.

With that in mind, the first pois that
there is no evidence in the record lofan that

produces an appropriate remedy of an,RFOpen
access.

The second point is that thened RTO for

PacifiCorp to join. None exists. Thare no terms

of an RTO, there is no examination ef¢ffect of
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an RTO on Utah customers, there is @ongxation --
for example, in the case of the indepeandrid
operator that PacifiCorp spent a yedrahalf

trying to put together, it was calledé®O, which

is I-N-D-E-G-O, standing for independgnt
operator.
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Those negotiations fell apam@y because
the parties to the negotiations hackdaift
opinions about who would benefit and wiauld be
hurt. And we're talking really abou¢ ttustomers
of those utilities that would benefitle hurt.

The point is that you need a monore
accurate record to evaluate whetheirextla
company to join an RTO. You need towmwehether it
will hurt your consumers or benefit thermkeep them
neutral.

Finally -- well, one other pointhat is
that the creation of RTOs and open acisgsart of
the general restructuring investigatiuat goes on
in all the states and is going on indtate of
Utah to force a utility to join an RT@aeate open
access for industrial customers wherodglxnows the
terms of that arrangement.

And also, when nobody knows vithatother

obligations are that are being createsat other
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problems are created by the restrugjurBimply,
again, it's premature. There's no aalequecord to
do that.

So it's impossible to gaugelthan that the
creation of open access might have sideatial and
commercial consumers. And | supposetihething |
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can assume is the expectation of thesinil
customers is that PacifiCorp would hevabsorb
that somehow. And that's simply notwhas these
things are done.

Finally, the Federal Energy Cossion --
Energy Regulatory Commission has inttdwa Notice
of Proposed Rulemaking on the creatioregional
transmission organizations. The FERE ha
jurisdiction over all interstate transsion, both
the services and the tariffs that anglace. It
is clearly jurisdictional to that fedieagency.

That federal agency clearly preempt® stgulation
in that area.

So that is the place where it be debated

no matter what. RTOs that are creatier
created under the guidelines establiblyetie FERC.

So that it's -- | believe itsybnd the
jurisdiction of the Commission to actyaéquire a

utility to join an RTO because it affette issues
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of the services that -- the interstedagmission
services that utility provides. It affe the
tariffs and the prices, the entire Stice
| also think that it is a badtideon for
Utah consumers to make a choice likeithany
event without knowing how such an actwuld affect
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the consumers in the state of Utah.

So I think it is -- there's mbeguate
record for it, | think it's not relevawotthis
case, and | think there's federal preemphat
creates a major problem.

COMMISSIONER WHITE: As | undéand it,
one of the criteria for being able to @special
contract is that a customer could galwdfsystem,
as it were. | mean, could generat®ws power or
could get it from a municipality or saimeag like
that.

So | agree that it would be cbogped and

may well be under our jurisdiction, bu effect

would be roughly what could happen noyway,
wouldn't it?
MR. FELL: Well, not exactBecause

right now, industrial customers creéis t
alternative service option by self-gatien, by

reducing production in some cases. Aeotypical
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way, by municipalization.
COMMISSIONER WHITE: In any thfose cases,
the existing utility loses their accauhtmean, it
may still transmit power there --
MR. FELL: They lose the sdleat's
correct.
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COMMISSIONER WHITE: Whichwhat would
happen if we were to order open acgss',it?

MR. FELL: | think if you orded open
access, it probably would be broaden tha special
contract customers. It would be hardgen the

transmission system for just speciakiam

customers.
COMMISSIONER WHITE: | agreéand I did
point out that | recognized the compiesi But it

seems to me the effect is -- could lzagous.
MR. FELL: Yes. The effecsisilar in
that you lose the customer, that's carr@lthough
right now, under FERC tariffs, a retaistomer
cannot get open access on the -- therrssion
system is open today for wholesale tetsns, but
it's not open for transmission to retastomers.
And that's the change in FERC tariftd ik
associated with the creation of an RTO.

CHAIRMAN MECHAM: Okay.
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MR. FELL: By the way, let roerrect that.
You could create an RTO without givietail access
to industrial customers. You could jus¢grate
the transmission.
CHAIRMAN MECHAM: All right.Mr. Reeder?
MR. REEDER: I'm involved img debate in
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a number of places, so let's kind offpetes in
play.

A, the debate is usually tha @ommission
or the state has no jurisdiction. Ahnd state
usually says, | want to play. | doréniyou
forming an RTO. An RTO is going to cost
$14 million of initiation fees and 12¢tg a
megawatt month without my permissiomvaht some
say in the size, | want some say incthst, and |
want some say in the operation.

So usually states are fightimg wtilities
in most states saying, you jolly welttbenot
create a transmission organizationdegtives us
of the opportunity to have some sayaw lit's
formed, who operates it, what's the shapt, and
who has access to it. We're not gangubject our
people to that.

So states are getting into thg pnd had

to get into the play because if they'tdget into
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the play, they kind of lose their alyilio protect

the customers from what the transmisesasts can

be. And the costs of an ISO or RTO ddad enormous
if you simply leave it to the operattgo it to

itself. Look what happened in CalifecniHow many
hundreds of millions of dollars thatdtst to set
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up the 1ISO, and what's the cost per mtotits
operation?

So states are very keenly isteie And we
think this state needs to become veenke
interested in this movement to RTO salae't get a
federal system set on top of us withhale lot of
COSts.

To the issue there is no RT@rehs an ISA
that was filed in Nevada last week. ph#posed
operator for that system is the Calif@iS0O.
California's creeping out of Califorieamanage the
transmission system. The Northwest tnato block

it with the BPA system. They may or may be
successful.

There are proposals for Calif@to operate
the independent grid system they'vegsed. Desert
Star may try to block it on the soutthe Arizona
utilities think they're strong enougtkeep

California coming out.
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Frankly, for the cost proposaésve seen
for people operating ISAs, Californiaisontract
manager because they've got the softwankace,
have the people in place, have thetabdido it
better than PowerEx or any others cerethrying to
operate.
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That's what's going on. Ithe tase
you're interconnected today in at |éastways and
probably three. With someone that i$S# that
will be operated by the state of Cahfar and |
think we've got to get into the swing.

Now, the argument was there m@asvidence
on this record that we need a regioystesn. There
was brief discussion this morning while t
transmission engineer. The reason yoamdRTO is
when you've got an integrated systemt peighbors
can raise havoc with your system if teg't do it
right.

The things they don't do righplan. They
plan to protect their native load, tdew't plan to
allow the market to open, they plandefkthe
market closed. That's the reason there
constraints. There are constrainthabgower
can't flow from Washington into Nevadaause the

Nevada utilities wanted to keep the reaté
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themselves.

I think if you look to bill veus buy
decisions of PacifiCorp, you'd find demimarket
protection activity from Wyoming intogtracific
Northwest. They won't bill, becausthdy don't,
they can keep the market to themselves.
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| think that the load flow arigetmarket
protection activities and especially kimed of
market protection activities that deraesess to
lower cost power are the harms that @@ Rias
intended to protect.

| know the Commission has bewmlved in
RTO discussions. FERC's been arounddbatry
holding meetings and getting input sgyne're going

to do RTOs, come in and tell us how waunt it
shaped, what role you want to playyoli don't,
we're going to do it anyway, and ydedlwithout
some kind of say. So | think this is thme for
the Commission to begin the movement.

We need to be careful about whelve asked
here. We didn't ask for an RTO by THaysor even
by the first of the year. We suggestedh
process that needs to begin. It's egg®that
needs to begin, and our concern goeaulsec

PacifiCorp was the leader. PacifiCaally was a
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leader in RTOs in the west.

IndeGO was a good project. Téheyoted a
lot of good people to it and got a leveyy down the
road and their thinking is some of teetlihinking
in developing RTOs throughout the west.

ScottishPower, as we know, hdsfarent
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attitude. But we saw that attitudeha U.K. when
those proposals were made in the U.&Kw8&ve got
the risk of the Balkanization of the wescause of
the introduction of a new group of cohprersons on
top of the transmission system thabisim
anybody's interest.

We've got problems we need teesoWe've
got a new owner that wants to Balkatieewest.
That's not where we should be going. sSitauld be
thinking forward to the kinds of condits we need
to impose to plan for the future.

Mr. Richardson had it right.afisaction is
the place where you have the opportunighape the
future. It's the only place you havelape the
future for the parties in the matterou¥e got to
take them or you may be without the opyuties,
because the next time they argue you taue
jurisdiction, you won't have a way ta ge

jurisdiction.
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A couple of other points we nezdhake.
Remember, the U.K. imposed on this aatign
separation of the generation assets fhem
transmission assets. And it wasn't lagg that the
ink on the bill in Oregon dried requgisome kind
of separation.
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So the likelihood that it wilkkour because
events around us or not to occur becafiseents
around us given Oregon is pretty hig¥e need to
keep that on the radar screen.

The issue of the special sh&pecial
share really can lead to this compamsé new
owners, acting as a barrier to the dgywakent of an
RTO.

PacifiCorp's systems is oneheflargest
systems in the west. They and the B&#rol the
transmission in the west. If the Sebtgyovernment
chooses to say no, who have we gotritrabof
deciding what's the most efficient systa the
west? We suddenly become incapablegybnalizing
because of control outside of our bouerda@ I'm
not sure that would be in the publieiast.

That's the reason we suggesugeuwour
conditioning authority in this matterapproach it.

We think you ought to hear the evidendée think
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you ought to hear the evidence befotedecide what
the correct thing to do is.

And we think in your order, afy@u hear
the evidence, that you ought to makeralition.
Maybe you want to make findings andaseburse and
set another docket and proceed. Buhdt a topic
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we can ignore, and it's time to assorgself
you've got the ability to deal with, ydan't have
any jurisdiction when it comes time you to get in
the game.

CHAIRMAN MECHAM: We could agg with
almost everything you said, let's say,
hypothetically, and still reach the dois®n that
it isn't necessary to condition the reeign those
things given the activity in the Legtsiiae.

And to the degree that thergaestion of
jurisdiction, if there's a law mandatoegtain
things, the state clearly has jurisdittover a
number of things affecting utilities amalv utility
service is provided within its boundarie

It seems to me that even if wendthing, we
haven't lost the opportunity if the monant is
forward in that direction.

MR. REEDER: A couple of ohs#ions.

Even if you choose not to make a coodjtyou



20

21

22

23

24

25

should make some findings about whaeesiskue is
and what needs to be done. You've fmitlg
decent record in front of you. It's something
that ought to be ignored in the ordéfe hope you
exercise your authority to maintaingdrction.
Secondly, Mr. Fells is righteta's an
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issue about whether or not you can asdereone to
provide a service when that servicailgexct to the
exclusive jurisdiction of a third partin the
absence of their consent, and thisasetiforcing

problem, in the absence of their consebting

them here, you've got a problem of neeeing it

again. Because you may not, he's nght,may not
have the authority to independently arde

So if you don't have a mergerditon that
says | want to see it when you filevihatever
fashion it is, and this is the timetalbleant to
see it in, you may never have that chagain. You
may not independently have the authdoityo that
outside of a merger condition.

It's a difference in a contract public
law. You can make private law in thatcact that
is the merger conditions. Because thexg not be
adequate public law for you to get there

Secondly, losing it. All of tpeoposals
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before Congress today, thank God, heaedfather
provisions that preserve the rights states have

in their restructuring programs andhieit
transmission programs. To protect vihey have
done in Wisconsin, California, PMG, amdhe
Midwest. The grandfathering provisibattprotected
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what we've done wouldn't give us verycmbelp if
we've done nothing.

CHAIRMAN MECHAM: Of coursehe Oregon
statute passed, and Oregon hasn't ame¢de merger
yet, but they're moving forward legislaty. With
the Commission doing all the work, asdd that
bill.

MR. REEDER: I'm afraid thatie way
these deals happen. The Legislatusetietpolicy,
you do the work. I'm sorry to repout having
been there a couple of times, | knowrertilee work
has to be done. But that's approprigigu've got
the ability to hear witnesses, makeifigd of fact
and reach conclusions.

CHAIRMAN MECHAM: All I'm sawg is that
with or without the merger or with orthout
conditions on the merger, the Oregon @a@sion under
that law is now going to go forward lzhea the

provisions of that law, and they'll agisl all the
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issues you're talking about.

MR. REEDER: Absolutely. Urtimately,
you're handicapped because you dord hav
legislature that's giving you policyadition or
statute to operate under. You're absigluight.
You're dealing with the analog of th&3&terstate

1076



10

11

12

13

14

15

16

17

18

19

Commerce Act in regulating electricitigb in
1999. It's unfortunate that that's@lox that
you've got, but that's really the analog we've
got. | think it's a convenience of restty, rate
of return regulation, all of those thsraye here.

I'm not suggesting that we nieeget in
front of the Legislature. It's probably
inappropriate for us to do that. Busihot
inappropriate for us when we've gotdpportunity
to preserve our right to do what needsetdone in
the future to put our hook in so thatweeot the
ability to say, before you file thesags, we want
to see them and we want you to file thsrthese
dates.

| don't think you can get inbe terms and
conditions. Mr. Fells is right, you taget into
the terms and conditions. You probahly't get
into the prices. You can have somerobanhd sway

over the size and shape and who maniag8ay,
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over whether California manages it dr Adhink
you ought to. We ought not to haveadatfthat
battle all at FERC.
CHAIRMAN MECHAM: Mr. Matthets
MR. MATTHEIS: Briefly, thanjou.
Speaking broadly, we have to be catefgbntrast
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the issues and remedies. | think isaues
appropriate for motions to strike, mosdo strike
on ground of relevance. It's not anesis this
proceeding, it's remedies parties hawpgsed.

Both Drs. Goins and Brubakeniifeed, are
ratepayers being protected from ris&,they
receiving appropriate benefits? Theyppsed a
number of remedies as they saw fit. daicants
are attempting to keep those remedas freing on
your desk.

| think the Commission needsabhority to
look at all the remedies proposed. ¥edainly
have the power and authority to rejeasiyou see
fit for whatever reasons.

But all we're talking about hexéimiting
your authority to look at possible remeed And |
don't think that's appropriate for aimoto strike

on relevancy grounds.

CHAIRMAN MECHAM: Okay, thanjou. Mr.
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Fell, anything?

MR. FELL: | would like to aect some
facts that you've heard. First ofthig special
share does not deal with the sale atassThe
special share deals with the controtatrer a
level, a specified level of control alo®ishPower
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shares. So the special share doestaotare with
the matter of the -- the local mattdreegulating
and operating this utility.

Second, the U.K. did not requieparation
of transmission assets. They requiegdiation of
generation assets. So the transmisssets of
ScottishPower are not separated.

Next, PacifiCorp obviously isnajor
transmission owner, and also a majoegion owner
and major player in wholesale markethéewest.
PacifiCorp has generation in WyomingahJtin the
state of Washington right now, althotiggt's up for
sale. But also has contracted with BPA.

PacifiCorp has generation rezugnts that
require transmission all over the westénited
States and is a major -- PacifiCorpnsagor seller
into the southwest markets.

So PacifiCorp has every intenestmatter

who owns PacifiCorp, in pursuing ratiomgional
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transmission organizations that are ti@akto its
customers. It certainly doesn't wargebinto one
that's harmful.

Next, with regard to reliabilithe control
area operators and reliability counicilthe
northwest and throughout the west coatei very
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closely and are always meeting to talke of
reliability issues. RTOs are not relipissues,
they're operational issues. In termsetting

rules, terms and conditions for acceshé¢ system
and prices for the use of the system.

So | think in the end, what Baying is
there's no question ScottishPower arndiBarp will
be actively involved in that and will benstructive
players in whatever is done, but theghao it with

an eye toward the benefits to its custsmnand
protection of its customers and cooriitomawith
state Commissions.

Finally, | guess on FERC jurcdiin,
PacifiCorp can't waive for jurisdictiofihis isn't
something -- there's a difference hetevben what
we talked about on the SEC jurisdicboraffiliate
rules. They're -- the SEC under PUH@A allowed
states to -- allowed holding companteddfer to

state jurisdiction on the affiliate rsil@nd the
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SEC cooperates with that.

But on FERC jurisdiction oveaartsmission
services and price, there is no abdftgny
transmission owner to waive that autiiori

COMMISSIONER WHITE: Do yourk it would
be proper for this Commission to askt&idower to
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consult with us before filing commenti$hWFERC so
we could maybe discuss their positicioteefiling?
MR. FELL: | think they woulik pleased to
do that. | don't think that would bprablem.
CHAIRMAN MECHAM: Mr. Reeder?
MR. REEDER: Were it not foetmerger
order in Nevada, the Nevada Commissioalavhave no
say over who was going to operate tBat IWhether
it be the State of California or someéependent
operator. Itis only a merger conditibat left
the Nevada Commission with the authdatiiave any
say over who that operator was goingeto
You've got the opportunity tegerve for
yourself that kind of opportunity heaad you ought
to hear the evidence before you go with@®ecause
if you don't, these guys could neverehtavdarken
your doorway again with RTO kinds oings or
proposals.

COMMISSIONER WHITE: You'll zeguing we
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should turn our transmission system twer
California to operate?

MR. REEDER: I'm arguing titateeds to
be operated by the most efficient kihdgerator,
and | would have to go to FERC to méiet argument.
And you will have no say in the outcoiseye
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intervening at FERC. And | think it'®ora
convenient for us to argue it in Salk&&ity in
front of you over who the best operadhan for
you and | to both be a party in fronE&RC having
that argument.

COMMISSIONER WHITE: No mattehat we do,
can't FERC preempt this Commission?

MR. REEDER: They can withpest to the
rates, to the terms. They may preeraptifywe
don't get in the game soon with resfzetie
geographical reach of it. I'm not siney can
preempt you with respect to who mighthse
operator.

CHAIRMAN MECHAM: Mr. Fell, wdtt else do
you want to argue? Anything?

MR. FELL: We rest.

CHAIRMAN MECHAM: Okay.

MR. FELL: The other issu¢he stranded

cost issue.
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CHAIRMAN MECHAM: That's whamean. |
liked your other statement.
(Laughter.)
CHAIRMAN MECHAM: Let's seewe can't
boil this down in a couple of minutes.
MR. FELL: All right. On tretranded cost
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issue, we have two points on that. {Sribkat the
term "stranded cost" refers to the coktesources
that cannot be recovered in a competitnarket.

The argument that has been nsatihat
because the share price in this exchangigher

than the net book value of the asskedd, t
therefore, there's the leap of logicdhe
therefore, PacifiCorp cannot have steaincbsts.
And that is simply not true.

The comparison isn't that congoar. It's
between the cost of the assets and énketnprice
of power. Neither one of those, neithercost of
assets nor the market price of powaffected by
this transaction.

Cost of the assets, the net hadke of the
assets remains the same. The marlaet pripower
is set by the market. So neither of the
characteristics of stranded costs iscééd by this

merger or can be.
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Second, the market price of ppwerather
the market price of PacifiCorp stocksvaggher than
the net book value of its assets bdfuse
transaction. And it's -- a little bftea the
transaction, it will be a little moregher. If |
can use a double on that. It's onlyasten of
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degree. It's not a matter of crossivey @ line.
So there's nothing that's going on there
connection with the merger that actuatlysses the

threshold on this.

COMMISSIONER WHITE: But cadtthe assets

aside, doesn't the merger price in seemse reflect
someone's judgment of the value of tlaesets?
MR. FELL: The answer | give that, if
one were to take a look at transactiiesthis
across the country, one would findrstfof all,
one would find that across the couritrgre might
be only a couple of utilities where trakare price
is below the net book value.

If the share price is below pebk value,
that is very unusual and very worrisorSe. you
can -- that would basically say theredsstranded
cost throughout the country, which wosdg the
competition is foolish.

So it all defies logic is wha Isaying.
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We know there's stranded cost in somis pathis
country. Yet if you look at the sharges in
those areas, you'll see that it dossipport this
theory at all.

COMMISSIONER WHITE: You'rengly saying
you don't want to argue the strandetlisege in
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this case, that you think it's more appiately
done in another context?

MR. FELL: That's correct. akls
absolutely correct. It is also a faetttstranded
cost determinations are made in conoeatith
restructuring. And that in those restiing
debates which are taken up at the Latgisd, the
entire kind of system is evaluated ashiat changes
will be made.

And those -- that those deteatans
affect -- in some degree affect how msicanded
costs there might be and maybe whehsstre
stranded costs. So the way the Legigagets it
up will have an effect on the outcome.
Another point is that the whsleanded cost

argument comes up under the notionitthia¢

government takes somebody who has atdusgrve and

vested money under a duty to serve hadges that

market so they're now subject to contipeti that
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strands costs and it trips into the @ansnal
protection against government takingpprty without
just compensation.

It's a Constitutional issués &
Constitutional protection that's at stalind with
regard to the Legislature, what thegSking us to
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do here is waive our right to go to ttlegislature
and patrticipate in the process of restming and
determining how stranded costs mighthlelved in
that.

And that's a waiver of our rigit
participate in legislative processds d waiver
of our right to petition the Legislatdoe redress,
which is a fundamental right which wenafoom King
George, and they're trying to turn duard now and
stick the Scots with the same thing wie-d

MR. REEDER: How many timesvad® do this
war?

MR. FELL: This goes backlte Founding
Fathers and troubled Americans in tret place.
PacifiCorp has a right to participateha
legislative process on restructuring sinanded
costs, and this condition, if you redthithey ask,
denies them that right.

CHAIRMAN MECHAM: All right.Mr. Reeder.
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MR. REEDER: Thank you. Pardee, but
I'll bet you've heard this more thanen@he
theory of stranded costs usually argsesis
founded on some argument that thereegaatory
compact. You've heard it again.
It usually goes that we had &y ¢l serve
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and make these investments and, ergbawe the
right to receive money. And you hearagain.

And it usually goes that oureaisswhen
exposed to competition, become of legakre when
we're entitled to be made whole becatese/ere not
to be exposed to competition. And yeard it
again.

The argument then seems to déqen it
today. They say that's because theevialu

determined on market value, and thekesvidence
on market value here. But that ther kihdeparts
from the literature and practice onrsdied costs.

Stranded costs in Californiaeveetermined
by transactions. They sold the dammgthi
Determined what the price was basedcturah
transactions. Didn't have to guess abmauket
value. You had an actual transaction.

In many cases, we're determisingnded

costs by comparison with similar tratieas. Units
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been sold, have those units fetcheagess of book
value? Where they have, that's a legtie way for
determining market value, value of theed

A third way for determining velof the
asset is to do some net present vatuesfincome
stream, then you've got to do markeie/al
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So only one of three circumsémicave we
got to do that to know what strandedsogre. So
the mystery we don't know what markeéti®as, the
argument is simply swimming in erro¥e can
determine stranded costs, do it eveyy wahout
having to know what the market valu¢hef asset is.

We've got in this case a cowuple
interesting kinds of circumstances. Menone, the
premium. If nothing else, this Commagsmust find
that there can never be an expectabi@over the
premium, $1.6 billion, as a stranded.cé¥e must
disabuse them of that notion.

Secondly, this Commission musd find
should order, under all sets of circamses, that

they're not entitled to recover strandests for

the $250 million paid to Salomon Smitriey, Morgan

Stanley, and, yes, to the lawyersshduld never
come back as stranded costs in anydastgorry,

but that's not the way it ought to be.
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We ought to resolve at minimunose issues,
which leaves only the original issue tacifiCorp
had if it had a claim for stranded costs

The evidence in this case tlanssfthat
the transaction in this case valuesdlassets at a
range of 1.4 to 1.8 times their boolueal That's
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the value implicit in the value the stwolders are
getting.

That puts us in an unusual sibma I'm
surprised these guys are actually coimpig. Most
times the complaint about stranded comtses,
you're exposing my assets to competdiath we're
going to lose value, so | need to getnmoyiey when
my assets lose value.

Here, they're getting their mpaad they're

not going to suffer the loss for twaet or four
years, however long it takes the Legiséato give
this Commission the guidance it needadge on to
the next stage of the electric industry.

The shareholders are getting theney
today and suffering their loss lated #rey're
complaining about us saying, you shaully be paid
once. They've been paid and been @Eaiddomely,
concededly in the value of ScottishPasteres, but

how many times do they have to pay?
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We suggest you need to addredshistoric
PacifiCorp remainder of the stranded dosument.
You need to address it and leave itlabsly clear
that they cannot come into this stad@dppersons,
guoting my new best friend Mr. Richamlsknowing
that, A, base competition here in tharterm, B,
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what competition will do to them, andknng those
things, have any expectation that tkeaybing to be
protected by super values on their adsat that
exposure.

There are known facts. We ouglend the
debate. They know what's going to happEhat
making that investment, paying thoserpuens, in
full light of that knowledge. They oudhb be
charged with that knowledge and oughtedeld to
that knowledge so they can't come backmake a
stranded cost claim having that knowéedg

The stuff about a regulatory pawt ought to
go out the door. Actual knowledge aboliat they
face ought to occur. The FERC orde8&nsaid look
back two years. You knew it was comimgvo years.
Any contract that predated 1994 wadledtto
stranded cost treatment. Anybody df¢€4 didn't
get stranded cost treatment. That's dyapened.

And now to the Constitutionaj@ment. The
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United States Supreme Court has alreaidly Market
Street Railroad in San Francisco, maaryago, the
exposure of assets to competition isartaking.
What they've got is a license given by o be near
the exclusive provider. The loss ot tleense

given by you isn't a taking.

1090



10

11

12

13

14

15

16

17

18

19

The Utah Supreme Court said nooecases,
you can give and you can take away. whdn you can
give and you can take away, that ispioperty
right that arises to the level of takimrgnd the
court's already spoken to that issue.

That's not to say you won't heagain.

That's the reason we suggest that yowenod the
debate. Because as you can tell, weldethis
debate in a lot of places a lot of times

CHAIRMAN MECHAM: Thank youYou make us
sound like deity.

(Laughter.)

CHAIRMAN MECHAM: Mr. Matthets

MR. MATTHEIS: I'd like to tterate, and |
won't be long, that | think it's inapprate to
strike remedies on relevance groundkink if any
witness in this proceeding that wantgrtapose a
remedy to protect the public interest ansure that

this merger assess the public intetastdsrd ought
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to be entitled to do so. It ought tatoer right
to put forth remedies. You ought tcebétled to
hear them.

| do not think it's appropriabestrike
remedies on relevance grounds. Théamswe strike
issues. We can argue which remediegaod, bad,
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why they would or wouldn't work, mightmight not
be appropriate. | think that's whaefsriare for
and not motions to strike.

CHAIRMAN MECHAM: Thank youDo you rest,
Mr. Fell?

MR. FELL: | just want to makkear that
ScottishPower has agreed, we will noluide the
acquisition premium or transaction castsates
through stranded costs or otherwisel &m't want
there to be any confusion about that.

And the other thing is that tbiker way of
determining stranded costs through &ctua
transactions such as sales, that wipba. And
we're not arguing about that.

We're arguing about not havinght to
ever argue about anything again. One@eeto the
Legislature and participate in the restiring
process.

COMMISSIONER WHITE: To thetenrt this is
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in briefs, it seems to me the issue @nthe
substantive debate over stranded ddsta;hether
this forum and proceeding is the besteko
address it. Then we get to go to thrstsuntive
Issues.

MR. REEDER: Precisely.
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MR. FELL: That is correct.r Mattheis
is correct. We are seeking to strikgppsed
remedies. I'm not sure that makesfardifice one
way or the other, but that is what weyeng to
do.

CHAIRMAN MECHAM: All right.Understood.
If there's nothing further, we'll takese issues
under advisement. We will finish foetavening and
see one another at 9:00 tomorrow morfon@ublic
Witness Day to begin with. Thank you.

(Whereupon the proceedingee

adjourned at 5:38 p.m.)
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