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August 9, 1999 2:25 p.m.

PROCEEDINGS

CHAIRMAN MECHAM: Let's go bkon the
record. | should note that we receitresl morning
a letter from Representative Carl Ducktvevho
apparently represents the area in wiketmecott
Copper does its business.

And he says this in the lasbgeaph: If
our industry cannot negotiate reasonadndracts
for our power combined with market peybs with
their product, we stand to put this stdyin
danger. If our industries close up shagnot only
lose jobs, but the power loss will foRacifiCorp
or ScottishPower to make up those loses other
segments of consumers.

Please take into consideratr@sé concerns

as you decide the acquisition of oucteieal power
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company. This letter, like the othevs| be

available on the file.

I

Okay. Mr. Van Nostrand.

MR. VAN NOSTRAND: Thank yoMy. Chairman.
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DIRECT EXAMINATION

BY MR. VAN NOSTRAND:

Q Mr. MacRitchie, after a wedlhearings,
are you satisfied that the necessarwsigphas been
made that there are net positive benéétving
from this transaction?

A Yes. We believe very strontigit the
merger is emphatically in the publicheist. Even
industrial witnesses have acceptedth®at
stipulation provides benefit for custose

We believe all customers wiltewe benefit
over time, both the 622,250 residentiammercial
and industrial customers of PacifiCapwell as
the eight special contract customereessmted here
today.

Q What other benefits would yglescribe as
flowing from this transaction?

A The benefits are wide and cowest
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aspects of the utilities business. &jefpviding

the most comprehensive set of performateandards
and customer guarantees for any U.Stredeutility
customer base, providing around $20ionilbf annual
benefit to Utah customers. That's Wdtahare of

the $60 million network performance Hase

1483



10

11

12

13

14

15

16

17

18

19

Commitments to low income custosrand the
community at large are now covered pusttion and
having great customer support. Commmten the
environmental management of the compaciyding a
commitment on 50 megawatts of additiorabwable
generation, which will be subject to @@emmission's
determination of prudence, is also ideli
Commitments in education and trainirggaso within
our application and testimony.

And we are providing in conjuantwith the
stipulation, indeed with the DPU and C&43 million
of guaranteed and advanced merger sapag from
the completion of the merger for fouange

This underlines our commitmend lout in
our application that rates will be lowlean they
otherwise would be.

Q Are there other benefits whiclve not
been reflected in the stipulation?

A Additionally, we have commdtt applying
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ScottishPower's proven capability imsfarming
utility businesses to deliver improvdiiceency and
customer service to all of PacifiCoquistomers.
This is arguably one of the most valadi#nefits,
and it will be more lasting.

We've also committed throughmla
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Richardson's testimony to provide a@eni
ScottishPower executive to relocateat [Sake City
and focus on Utah, reporting directlyhe chief
executive officer.

Q You described the benefitsrfiihis
transaction that flow to Utah customénghat about
the risks which this transaction mayspre?

A We, the DPU and CCS beliewepkrceived
risks in this transaction have beenactiffely dealt
with in the 51 conditions within thepstiation.

Q What about the costs of trassaction?
How are they treated?

A There will be no incrementasts of this
transaction to customers. Conditioreddures no
increased revenue requirement will teswle have
committed not to pass-through transaatists, nor
any premium, either now or in the future

We expect we will incur costkated to

bringing the companies together, buewgect to
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show net benefits of such activitiesobethey can
be recovered in rates.

Q Mr. MacRitchie, what do youdenstand the
issues of the large industrial customer
representatives in this case to be?

A Interestingly, there's bedarge number
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of issues raised by the large industugtomer
representatives here. We believe mamyrieelevant
to the assessment of this transaction.

These include the RTO issueclvhve have
showed effectively that there is no cefitjve
issues, and a process is in place tovd#athese

through FERC.

They have asked for the waivestanded
costs. This contention has been effelsti
discredited, from our position, and ea»ever known
a merger to be conditioned on this.

There was the issue of the sphé&tK.
government share, which effectivelyasdifferent
from the authority that U.S. state raguis have
over future transactions of the business

They raised the consolidateddaxe, which
we have argued is very much a matterdiar cases.
And we have not waived any of the rigifteurselves

or other parties at this time to ardwa ait a
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future time.

Also, the U.K. merger conditipngich were
more related to the competitive naturine U.K.
market and not specifically relatedhis tnerger,
were raised as an issue.

It's not clear how strongly thHegl about
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these issues, since it appears to usktithese

will go away if we agree to extensiohsheir
special contracts until the end of 2008e've heard
extensive testimony that this is notwwtour gift

to provide.

Q Is ScottishPower resistingekieension of
the special contracts?

A Absolutely not. We are notiposition
to resist such extensions.

Q What is ScottishPower's positiegarding
the extension or renegotiation of thecsd
contracts?

A Throughout different testimesin this
case, we've said a number of thingsweawill do
to deal with special contract customers.

First, we will honor existingntoacts.
This will provide stability to these toisers for at
least two years until the first of thesatracts,

or those represented here, will be meeth be
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renewed.

As committed by Dick O'Brien az@hfirmed by
Alan Richardson on the stand last weelkjfiCorp
will allow ScottishPower representatit@goin the
PacifiCorp negotiating team ahead of gletron of
this transaction if the customers sdwis
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The third area that we've conedito is
that ScottishPower and PacifiCorp vfll negotiate
all contracts in good faith; B, commenegotiations
as early as practical and complete segotiations
promptly, understanding the possibledrfee
customers to pursue alternatives; Cotiatg
contracts recognizing the contributibese
customers have to the economic wellgpeinUtah;
and D, negotiate in accordance with Cassion rules
in effect at the time.

We believe this is as far abegitve or,
indeed, we believe the Commission, @aatghis
time. And we further believe that thikresses alll
of the industrial customers' genuineceons.

Q Is the merger condition neagsbefore
ScottishPower will agree to extend oegotiate
these special contracts?

A No, I don't believe itis.

Q And why not?



20

21

22

23

24

25

A Essentially, it's good bussés a
utility to work with its customers in afever aspect
that might be. Whether it's in termgote or
reliability or other service issues.
We clearly have a track recdrdaing so in
the U.K. competitive market, and we Wiiing these
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same disciplines and approaches to bssito
PacifiCorp.

However, it's got to be undenstcand |
think there was confusion over thist thay will
essentially be the same PacifiCorp pewiio will be
negotiating the contracts with customéZsanges in
personnel and the input of ScottishPqveesonnel
will be in the final authorization ofducontracts,
which will involve new people.

So we do not believe that the@ny new
risk brought about by them, by Scottmher's
takeover of PacifiCorp, and believe gycial
contract customers can enjoy the sawes t&
response from PacifiCorp as they hauberpast.

Q The industrial customers halge brought
up the issue of a possible rate capyddobelieve
this is an appropriate condition?

A We don't believe that a radp s

appropriate for dealing with the reqdifmancial
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benefit or the perceived risks of tiasaction.

We discussed rate caps with the DPUCKSE in
developing the stipulation and all agraanerger
credit, accompanied with certain coodi, was more
appropriate compared with the bluntrinsient of a
rate cap.
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Condition 44 ensures that radesnore
specifically the revenue requirementl mot go up
by reason of the merger.

Imposing an all-encompassing cap
prejudges the underlying business ecarsof
PacifiCorp, which assumes that all co$the
business are frozen in time.

Q There's been some questiontaimv costs
and savings related to the merger velidentified
in future rate proceedings. Can youdles how the
merger transition plan will be usedraxck merger
costs and savings?

A The transition plan, as | iteesd, will
essentially be a list of initiatives siag costs
and benefits over the transition perigdr
example, in the Manweb transition pthere were
some 70 different initiatives which wedentified.

There are basically four categgpof

initiatives which will be identified lifie
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transition plan. The first categorgiglicate
functions. The area where there isatfan in
ScottishPower, which is similar to adtion in
PacifiCorp, and the merging of the conips allows
an efficiency to be derived from remayin
duplication.
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Such examples are things likersholder
services, where there were clearly @eft
shareholders to deal with; public relas; and
corporate strategy.

We've already undertaken a dagskikercise
to assess the opportunity of duplicatefions and
established that there is a $15 milhenannum
saving to be achieved from these funstiwith an
additional cost of some $5 million, puothg a net
cost saving of $10 million per annum.

The second area or categoryaoisition
initiatives are best practice transférs.give an
example, in Manweb when we undertookidesition
plan there, we identified the opportyi bring
technology which had been developetdéencompany to
the benefit of the other company.

One example of that is a tecbgyffor -- it
was called a horizontal bowling machimkich was

essentially a facility that allowed pagscabled



20

21

22

23

24

25

underneath motorways and under rivedsaanoss
fields without having to lay a trench.

Now, that clearly provided betseih terms
of the avoided cost of diversionary vepitkie
ability to undertake work during norrnsalrse of
business as opposed to over weekendsiginis,
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which would normally be the case. Amndjgct by

project, we were able to identify theisgs of that

particular transfer of best practicétanweb.
There's another example whigbrabably --

was also applicable in Manweb but weelvel will

also be applicable in PacifiCorp, arat'tha

technology that's been developed irctillecenters

to aid customer representatives in ansgealls.

It's a call scripting technology whichsically

walks the customer representative thidhg

appropriate question and answer routiapending on

what the question is that's coming amfrcustomers.
That allows us to reduce thaning in

terms of specific training on extraoatinevents.

It also speeds up the answering speelit aeduces

rework. It reduces the requirementimstomer

representatives to have to phone badlcalh back

customers, because they're not equifgpedal with

the complaint or the query on the famsswering of
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the phone.

So we've already identified anber, very
high level of best practices. And tlwatld be a
second category of transition initiatiwieich will
be detailed in the transition plan.

Both these categories are vasjle
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identifiable as merger related.

Q What are the remaining twaegaties of
activities that will be included in thransition
plan?

A The other two categories astlf
synergies. Synergies is quite oftefiailt to
identify and explain, but one examplaulddoe the
ability to bring together the procuremehliT and
IS services and technology. PCs arentisdly the
same the world over. The desktop eqaimrauch as
the Windows software, the processingnsuoe,
spreadsheet software, are essentialgdime. So
is a lot of the back-end technology systems that
run the network.

All of these will benefit fromlarger
procurement contract. And we firmlyieeé that
bringing together the requirements afiff@orp and
ScottishPower will reduce the overaBitdo the

benefit of both sets of customers.
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The fourth category is just eethanagement
focus and practices. We've made quii¢ ia our
testimony and my particular testimonytramsition
plan about ScottishPower's approachdatanagement
of a utility business, our approached@mance
management and our approach to effigiand
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customer service.

We believe that this renewedifowill
assist PacifiCorp in achieving efficigrand
performance improvements that it woudtl atherwise
achieve.

Q Mr. MacRitchie, as to thess lzouple of
categories of activities, including thensition
plan, is it relatively easy to identfich of

those are merger related?

A Unlike the first two categajevhich are
very clearly merger related and woultbea
problem to identify as merger savinese last two
categories are more difficult to assedwther they
are merger related or not.

Q In that situation, how woulaliypropose
that the Commission determine whetherodthey are
merger related?

A If the Commission have any lokoabout the

validity of such savings as being mergéated, it
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will be the company's burden of proad éme risk of
exclusion of the costs of such initiaiv

Q How often will this issue arisf what's
merger related and what isn't?

A This wouldn't be an ongoinguis. This
essentially will only become an issueewbr if
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PacifiCorp, ScottishPower, file a raésein the
final two years of the merger credisézk removal
or mitigation of the merger credit.

So it's unlikely to be an issuenore than,
say, one case. And therefore will retdsting
in -- as an issue and basically goesyaween the
merger credit goes away.

Q Finally, Mr. MacRitchie, theras some
discussion when Mr. Richardson was enstand
regarding the returns on equity thateawreported in
his exhibit entitled Investing for GrdwtDo you
recall those questions and answers?

A ldo.

Q Isit a fair comparison to exae these
figures reported for U.K. operationsngside the
returns on equity reported for U.S. eleaitility
companies?

A No. Thisis an apples witlmges

comparison. There are three main resagtry you
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cannot compare the two.

Firstly, there is a differenoethe
calculation of these figures betweenutfe. and the
U.K. in terms of what's included in thand what's
not. And these are defined by U.S.@nd GAAP
rules.
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Secondly, the comparison is gi$ink.
historical figures, which certainly allvestors in
the U.K. appreciate as not being reprase of
those going forward.
And thirdly, this compares cdidated
actual company returns with regulatesiress
returns.
Sufficient to say that shareleotdof both
companies are acutely aware of the paispe
returns of the businesses which makihegxpanded
group. And in fact have been provideith\wro forma
figures as part of the proxy to detemertimeir
voting, which was undertaken in June.
Q What was the outcome of tlwding in
June?
A It was overwhelming suppodrr both sets
of shareholders for this transactiogd@ahead.
MR. VAN NOSTRAND: Thank yoMr.

MacRitchie. | have no further questidvis.
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Chairman.

CHAIRMAN MECHAM: Thank youMr. Tingey,
do you have anything further for Mr. NRatchie?

MR. TINGEY: No.

MR. GINSBERG: Nothing.

CHAIRMAN MECHAM: Mr. Dodge.
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CROSS EXAMINATION

BY MR. DODGE:

Q Mr. MacRitchie, in your statem, you
indicated that certain issues that heshlraised
by -- I think you said special contragstomers,
and you listed several and then saiibur view,
those will go away with the contractemdion.

First of all, | guess I'm anxsaio
understand whom you understand theregysrare
representing. Do you understand tHagrahan
special contract customers are repreddrgre?

A ldo.

Q Soit's not just special caatlissues;
these are also tariff customers, latggamer
tariff issues? Large tariff customesuiss? Is
that right?

A I'm not sure which of the issuefer to

which sets of shareholders. Sorry, wisiet of
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customers.
Q Soyou don't have a sensehathwv

customers are primarily concerned albdanith issues?
A No. And as | believe | sdidaid the

large industrial customer representatragsed

these issues, not just the special aontr
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customers.

Q You made again the statememeshing to
the effect that the first list of issulbkat you
consider irrelevant in your mind will gwvay if the
contracts are extended. And I'm askmg what's
the basis for that belief?

A We believe that's the issugcivinas been
raised consistently from the beginnihgur
discussions. We met with all the lacgstomers

back in -- I think it was March. We mwth
certainly all the special contract costes and had
discussions with them.

And this was consistently theues which
they raised, a renewal of the speciatrasts that
they had. There were other issues s&sxl) but
that was the consistent one.

Q Again, that's with the speciahtract
customers, not the other customers?

A That's correct.
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Q So will you accept that thkestissues in
fact are relevant, and are there whethaot
contracts are extended?

A If that's what you're tellinge, I'l
accept that.

Q You used -- turning now to toatract
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extensions relating to the special @rttcustomers
exclusively, you indicated that the campdoesn't
resist contract extensions and indicétatlin your
view, there's no new risk because theesaeople
will be negotiating.

Which do you think is more imzont in the
ultimate negotiation of an agreementie party
who's doing the negotiating or the bhake
ultimately calls the shot?

A | believe there's a lot marette special
contract than a chief executive or adeeio will
be able to assess, and therefore,d\methat the
real people who are important for thgatiation of
an acceptable contract are those tea@ually
involved in the day-to-day discussiorihw
customers.

Q Ithink it was indicated earlin the
hearing that those sitting down to niegetwill be

given certain parameters within whickytan try
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and strike a deal. Who will set thegpagters?

A The parameters should be sstrially by
the management of the sales task faroeh is in
existence just now. The economics efdbntracts
will be put forward in the overall pragab once the
contract has been negotiated.
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Q Are you saying that PacifiCenti agree
to be bound by parameters set by aftask as
opposed to what its management may ehtmsay?

A Maybe you misinterpreted whsaid.

Q Perhaps.

A What | was referring to was tturrent
management of the sales force.

Q Excuse me. The sales fotdkimately,
it will be up to new management of Ssaower --
excuse me, of PacifiCorp -- to set tammeters
that its employees will negotiate unden't that
accurate?

A It depends who you're refagria as the

new management. We have no intentioattShPower,

that is, have no intention of bringiagge numbers
of ScottishPower management acrosscii®@arp.

We estimate that initially, thavill be

around about 20 managers from ScottislePovolved

in all aspects of PacifiCorp's busindsss
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currently not our intention of involvithayge

numbers of ScottishPower people in #iessteams.
So I'm not entirely sure tha thanagement

that you refer to will be actually neWs very

likely that the existing management wlefine and

develop the terms of reference for tlessteams
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will be the same people before and dfftermerger.
Q So your position is the fdwttthere's a
new CEO, new board of directors, new agament;
whatever philosophies they have wilirbelevant to
those out negotiating the contracts?
A | believe they will largely lreelevant.
At the end of the day, there is stillesed to
authorize and agree contracts oncedbme forward.
What | said before is most certainly tha case in
ScottishPower currently, that board mermslor even
the chief executive are intimately irwexd or
understanding of all aspects of the remtd with
large customers that are developed.
At the end of the day, you heovbave faith
in the management of the business angdbple who
are out there working. That's the wayoperate in
ScottishPower is devolved responsibility
If a contract comes forward,lo@k at it

and the senior management of ScottiskePawuld
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certainly look at it in broad terms. tBery much
taking the advice and recommendatiom® fihe sales
force as to whether this is an appropantract
to go forward with.

Q Given the $66 million in anhtevenue
from the six special contract custometghink it
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was just the six listed on the exhibbmitted
earlier -- it will be more than just assing
interest taken at the high levels ofdbmpany,
will it not?

A It certainly is an importargaision, but
there's many important decisions. #Asrk has
been identified before, there is som@dd4illion of
operating costs, some $400 million gfitzd costs
per year. At PacifiCorp, there aretalo
significant areas of the business whicthe end of
the day it would never be expected tiratboard
would have intimate knowledge of or uigihce in.

Q If you were prepared to asshieespecial
contract customers that they will facenew risks
as a result of this takeover, are yapared to
support extension of the contracts uedearent
terms subject to the Commission ang#rées' cost
analysis that's been discussed here?

A ScottishPower currently does awn
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PacifiCorp, and we're not sure whemtleeger would
close. We have asked and received RaaifiCorp a
confirmation that they would allow a SshPower
person to be at the negotiating tablerwh
negotiations take place. But at the @frttie day,

we don't have any power in that respect.
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We're also very conscious tledbke this
merger is complete, there will be firgirfrom a
task force that will come forward. |wad also be
understanding of the fact that therecaréain
rules in place just now which may restcertain
extensions of individual contracts.

We're not in a position to corhmithat
respect, and neither do we believewsaneed to,
that we have made a very firm and sobidfirmation

of the way in which we will approach oegtions
when it's appropriate that we do so,wadelieve
that's sufficient at this stage.

There's nothing else, therenigaditional
risk associated with industrial custosrtéan if
PacifiCorp had appointed a new chietakee as
they would need to do going forward.

Q Easyto say, but you're neppred to
stand behind that statement?

A We don't have either an uni@deding of
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Commission rules or an understandingpetial
contracts to be able to commit to thdeither do

we have a crystal ball to be able toiseethe

future and understand business econdhmtsvill be
relevant in two years' time when thesgtracts will
start to expire.
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Q The lack of a crystal ball,.MtacRitchie,
might suggest a rate cap is the besttavayotect
all customers from risks, if they exwtthis
merger. Do you disagree?

A Absolutely. |think | coverélat
earlier.

Q You don't agree that wouldabgay to
mitigate risks to customers?

A | don't believe it's necessarpelieve,
as has been said before, it's a blwttument. It
takes no account of the underlying bessn
economics.

There are substantial numbeosts which
are inherent within a business suchaagiEorp.
There's the cost of power, there's tist of
overseas power markets, there's fués cthrere's
the overall cost of capital going fordiam terms of
equity and debt, there's the cost ofrenmental

controls, there are revenue impactsrims of
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demand and customer growth.

There are clearly many areaswhre
outside of the company's control. Amdréeze
these at a point in time is not appapri

Neither is it required. Becaasd've said
before, and as both the CCS and DPU testdied,
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the risks, if there are any in this saction, are
effectively dealt with in the stipulatio The
benefits are very clear for those ta sked the
costs are excluded.

Q lunderstand that's your posit You
understand many people disagree with tlwa't you?

A lunderstand you disagree with

Q I'm not the only one. | didsubmit
testimony. You've heard the testimohgany
witnesses in this case disagreeing thidh
analysis, haven't you?

A | heard the testimony of a fn@mof the
industrial witnesses, which | believereve
effectively dealt with in cross examioat to show
that the issues that they originallgedi were no
longer there.

Q Without using specific numbévs.
MacRitchie, documents in this record dra

confidential reflect a belief that thendl be
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fairly significant levels of tax savingssulting
directly from the merger beginning ie first year
after the merger is approved. Is toatieate?

A No. | believe there has baenew taken
that there is a potential for tax eéiwy of the
structure going forward. There is reacl
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understanding that these tax savingsbeil
achievable.

Q My statement was an expeatatibhere's
an expectation, is there not?

A Certainly, yes.

Q And then the company has tenetd the
Commission and customers with poteitigt savings
of 130 to $190 million a year startimysral years
into the future. Is that fair to say?

A I'm not sure | would accep thay you

phrased it.

Q Ididn't expect you to. Ydistmorning

used a confidential exhibit to reflesteay high
level of potential cost savings thatryown
analyses suggested may be available?

A We may have provided under-nonfidential
cover a view of looking at yardstickessnents,
comparisons, that there is expectahan t

PacifiCorp can be more efficient. Tleakel cannot
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at this stage be determined accurat&hd we will
determine these as we go forward.

And it wouldn't be in six monthme
necessarily that we'll identify all 6em. It will
be an ongoing process as we go forveardeintify
all the potential efficiencies and seevi
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improvements that can be made in PaaiiC
The yardstick comparison isidyfdroad
brush first stab of what the upsidealtapside
could be. Butin no way is it an abselu
Q Inyour mind, with the levélpotential
tax savings to the companies and thel lgfvcost
savings that at least have been hirttéaltay and
get the Commission to approve the mesger still
believe $12 million a year for four ygavith no
further guarantees as to rate reduct®adequate?
A My interpretation of the standl is not to
extract every benefit from the compahthe
transaction going forward. My interatein is that
the transaction itself should be inphélic
interest. | believe that we have shdvat through
the benefits that we've offered andctieglit that
we have developed with the CCS and DPU.
Going forward, there are goiadpé many

aspects of this business that are goitpange,
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and it's appropriate as we go forwardeal with
these.

Q You would agree that abseatathility of
this Commission to look at your tramsitplan in
advance of approving it, a rate cap wdnd a means
of putting the risks of the merger oa th
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shareholders as opposed to the rategayer

A I'msorry? |thought I'd tatkabout that
before.

Q You talked at extreme lengtrtloe
transition plan --

A | think | talked about ratepdaefore.

Q Youdid. I'm saying, in lighftthe lack
of a transition plan that they can labkn
advance, you agree that a rate cap wmilalmeans
of shifting the risk from the ratepayershe
shareholders?

A At the risk of repeating myseb, | do
not believe a rate cap is appropriateelieve
it's a blunt instrument. | believe thare many
costs in the business which will chaoger time
which are out of the company's controls

Q Excuse me, Mr. MacRitchie.uYe
answering the question you answeredreefdly

guestion --
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A It's the same question.

Q No. The question is, you adgteat a rate
cap is a means of transferring risk® nivt
whether you think it's appropriate ot. nDo you
agree it's a means of transferringfrisk one set
of people to another, from the sharetrsld-
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A You asked me whether it wdsvant in the
context of not having a transition pldrelieve
it is not relevant in that respect, heseal believe
that the case in terms of the standasdbeen met
from the quantifiable benefits that haeen put on
the table and the commitments that teeen made,
and the conditions have covered risk.

So no, | don't believe a ratp isa
necessary.

Q Obviously, depending on how erews the
standard, one could argue a lot of dbffethings
may or may not meet it. You're notrigyto argue
that if you meet the standard by dotlagre's a
net positive $1 benefit here, that otherefits
resulting from the merger shouldn't decshared
with ratepayers?

A We've never contended thaireibenefits,
as and when they are realized, shoukivb#able to

the customers should these benefits fhesbhompany
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into an overearning position, whichneansistent
with the Commission's view of where thiéty
should be.

What we're saying is that theslef
benefits that we have proposed anda@rerdtted to
in our application and in the stipulatis, in our
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opinion, and the CCS and the DPU, coaisisvith
meeting, and | believe quoting one ef iU
witnesses, has significantly cleareditiein terms
of achieving the standard appropriatgtah.
MR. DODGE: No further quesiso
CHAIRMAN MECHAM: Thank you.
MR. MATTHEIS: No questions.
CHAIRMAN MECHAM: Mr. Reeder?
MR. REEDER: Good afternoon.
CHAIRMAN MECHAM: Let me jusuggest that
| don't think either one of you will aige the other
one's mind. So to the degree that thexesome new
things or clarifications, that would dreat.

MR. REEDER: ['ll try.

CROSS EXAMINATION

BY MR. REEDER:

Q You suggested there were GAAEs that
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covered the reporting of equity in yogport to
shareholders in answers to questiorsydn recall
those answers?

A No, you'd have to refresh mgmory.

Q Inyour testimony, did you say that
there were GAAP rules that --
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A In the earlier testimony, yes.

Q Can you tell me which rulesytlare?

A There are rules in terms ob#dincluded
in the assessment of return and what's Indon't
have the details, but | can get theth@abreak if
you want.

Q Isit your understanding GAARes require
reporting of equity in a particular wiayyour
report to shareholders?

A Yes. What's included in tkéurn of
equity calculations is different betwelea U.K. and
the U.S.

Q That report that's requireglonr report
to shareholders it's your testimonyfecent than
what's calculated in the U.S.?

A That's correct.

Q Allright. Now, in terms dfd tax
benefits that you and Mr. Dodge werkingl about,

you were speaking with your counsel alaciew
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minutes ago, assume on this recordsumas that the
Commission should choose to allow P&@oifp to earn
10 percent return and that it earnetit@gercent
return, and assume further the Commsailowed you
to keep the tax benefits. What rateetafrn would

you generate from U.K. operations?
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A | have no idea.
Q Could you calculate for uggsde?
A Notin my head, | couldn't.

MR. VAN NOSTRAND: | objectThis is a
back doorway of getting into confidehtia
information. From that calculation,dan easily
back into what's subject to the conftadgn
document.

Q (BY MR. REEDER) What inforriwat do you
need to calculate that?

A | have all the informationded. |
just --

Q You're just declining to dotmause to
do so would reveal confidential inforroa®

A No. I'mreluctant to do sachese my
brain wouldn't be able to do it on thend.

Q Oh, I don't think that of yoNot for a
moment. Without disclosing confidentrdbrmation,

can you give us some range of whatrtbeease in
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your rate of return on equity would bgau were
allowed to keep those tax benefits? halit

disclosing confidential information, cgou give a

range?
MR. VAN NOSTRAND: Are ratepayg also
going to share in the tax losses whrehshown on
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the consolidated statement? Is thatggtm be part
of the calculation of the return on ey

MR. REEDER: Sounds like adoedirect
guestion to me, but let's stick with enin

THE WITNESS: | don't know.né consistent
with what counsel says, it's very hardee -- |
assume if we're looking at consolidatedbenefits,
that we look at all consolidated taxdféa and not

just the ones which we believe are tlstm

advantageous --
Q (BY MR. REEDER) You're argyitne case
whether or not they're being includéoh simply

asking, shouldn't this Commission knewmuch you
goose up your rate of return on equtkdeping the
tax benefits on this record? That'soirestion I'm
asking you, sir. What return will yaport to your
U.K. investors if you keep those taxdfen versus
the 10 percent this Commission wouldvaH

MR. VAN NOSTRAND: I'm going bbject, Mr.
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Chairman. The record has sufficienbimfation and
the document has been provided on admntfal
basis that shows the amount of the paleax
savings, the conditions about how |dreytpossibly
will last, and the uncertainty aboutitloeiration.
And if the Commission choosemike that
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calculation, | believe it certainly tag means of
doing so without burdening Mr. MacRithvith the
duty of doing it now and possibly revegl
confidential information.

MR. REEDER: | would agreeiwaiounsel on
the condition that we keep the recoremopntil the
Commission calculates that amount scCii@mission
is certain that it gets the informatimcessary to
make that calculation.

| am not convinced on this rectbrat there

is the information that you can do thah
sufficient precision to avoid criticidsg my friends
from ScottishPower. I'd like you todide to do it
free of criticism.

Let's just keep the record opetil we get
all the relevant information. I'll apteour
stipulation, counsel, for them to dontthat
condition.

THE WITNESS: To do so wilfrere you to
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be very specific about all the assunmstithat
you've got in your hypothetical example.

MR. REEDER: 10 percent rédtesturn.

Your calculation of saved taxes.

THE WITNESS: | don't belietean be

done with that information.
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MR. HUNTER: | was going toggiest so we
not feel shorted, at least we get thbaized rate
of return in Utah. | was under the ieg®ion it was
10 and a half.

Q (BY MR. REEDER) 'l take thaumber.
It's a mathematical number that youdanr-

A No, it's not, actually. Letrjust
quickly think about it in my head. Tasrno way
with the information that you've prouiti® me with
your hypothetical situation could | atpg to make a
stab at that number.

Q It's true that you've maddhoa record a
forecast of what those tax savings mioghthaven't
you?

A There is -- yes.

Q Can this Commission take this&ars and
treat those dollars as revenue availaiole
calculating return on equity to arrivehat

calculation?
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MR. VAN NOSTRAND: ObijectiorAre you
talking can the Commission as a mafter o
mathematical exercise do that or asttemeaf law?

MR. REEDER: A matter of mattaical
calculations.

MR. VAN NOSTRAND: Perhaps NBrubaker
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could have performed the calculation stified to
it?

MR. REEDER: If he'd had asctsthe
confidential information.

CHAIRMAN MECHAM: Let's do this way. If
you think there's information for usdi that and
we take a stab at it and can't getmelove'll ask
for the information. But I'm not surat we need
to push on Mr. MacRitchie right now.

MR. REEDER: Fair enough. I&sg as we
have a commitment by the company toidethe
information. I'm satisfied with the Comssion
making the calculation in such a way'shiaeyond --

CHAIRMAN MECHAM: I'm not proising that
we'll do it either.

UNIDENTIFIED: Oh, come, now.

(Laughter.)
CHAIRMAN MECHAM: If it appearto be

necessary in order to make an ultimatéstbn, we
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very well may. But if it doesn't, we yriaave that.

MR. REEDER: Very well.

Q Mr. MacRitchie, you've beea Key

spokesman on the topic of transitiompldave you

not?

A Yes.
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Q You've explained to us sevenaés it
will take you some period of time toaltransition
plan?

A Yes.

Q You've also been present enhtéaring
room when there's been discussion atadeitcaps,
have you not?

A | have.

Q If this Commission should vidvis record
as creating sufficient uncertainty alibetcost
direction and magnitude of that directand left
with a choice of either capping rateawaiting a
transition plan, what advice would yoveghem?

A | would advise them to acciet
stipulation, which covers all risks grdvides
benefit to customers.

Q Okay. Assume that they'rethwith a
choice. They say, Mr. MacRitchie, wié&é your

opinion on this question. Which chaball we
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make?

Shall we await a transition ptanwe have
some high level of certainty about wihé&t you're
going to do, after | give you the keys;shall we
cap your rates so that we have no usiogytabout
what you're going to do? Which would ywefer we

1517
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do, ScottishPower? What would be yalwice to

them?
A I'm afraid you haven't providee with
enough information to make that decision

Q What information more woulduyask of the
Commission if they were faced with théémma?

A 1would look for information see whether
there was alternative ways in which taald be
covered through conditions and whetnealternative
form of credit which was specificallysasiated with
the transaction and didn't enforce thragany to

make decisions on your underlying bussreconomics
of the business, where clearly costsaxise and
change without the control of the compan
| think there's a more equitakégy of
looking at it, and that's the informatit be
looking for.
Q If there were ways other thamiting for

a transition plan or capping the ratas, you tell
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us on this record what that way migtt be

A 1think you've got it in themulation.

Q Assume that this Commissioousth decide
that there's sufficient uncertainty altbe future
that they're left really on this recenth two
choices. You said a moment ago thairbef
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exercising one of those two choicesg/ahoose --
you'd look for a third alternative. Cgou give us
help on what that third alternative ntigg?

A I'm sorry, I'm way lost in the
hypotheticals here.

Q There's no third alternatioel gan give
us on this record?

A I've given you the alternatwhich |
believe is looking at the -- to ensunatt
conditions have covered all risks arad the merger
credit is guaranteed and significantugimoto ensure
that anything -- that the standard i am=d truly
met.

Q What you're saying to me aatfis that
you don't think they should face th&mima. But
put yourself in the shoes of the Comirss Assume
they see there's a dilemma. What cowossd you

give them?

MR. VAN NOSTRAND: Objectiokir. Chairman.
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Asked and answered. | suggest if ther¢hird
alternative, perhaps Mr. Reeder canigeok in his
brief.

MR. REEDER: | submit if thenapany wants
us to consider a third alternative, thleguld put
it on the record.
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MR. VAN NOSTRAND: There's atternative
other than the stipulation Mr. MacRithias
testified to several times.
MR. REEDER: It's clear then@uission has
three choices: Take the risk, cap #tes; or
await the transition plan.
CHAIRMAN MECHAM: | don't thinthat's what
he said, Mr. Reeder.
MR. REEDER: That's preciselyat he said.
THE WITNESS: No, it's not whaaid,
actually.
Q (BY MR. REEDER) Mr. MacRitehin answer
to questions, you suggested the unogytthat
arises with enforcing this stipulatitme
uncertainty that arises would be facatomce. Do
you recall that testimony?
A No, that's wrong.
Q Can you correct we on wherewrong?

A It wasn't the stipulation thds the
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issue, it was the assessment of whateuger
savings are or not.

Q Enforcing the "as a resultfggmaph in
the stipulation, how often will they é&the
guestion of enforcing the "as a restditidition in
the stipulation?
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A When there is a rate casectvhi
effectively looks towards removing thenger credit
through the proof of merger savings.

Q Isn'tit true that they'll &athat in the
rate case to be filed as soon as Misdradecides
it's the correct time to file it?

A No.

Q Isn'tit true that they'll &att in the
rate case immediately following that ®ne

A The one which immediately éolls depends
on when it immediately follows.

Q Do you have plans to file & rease
following the one Mr. Larson has?

A We have no plans in that respe

Q Then why don't we cap rates?

A 1think I've answered that.

Q It's true that you agreed tata cap in
Wyoming, isn't it?

A No.
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Q There is no rate cap in Wyayfiin

A There is a rate cap which f#f@orp agreed
to in Wyoming.

Q And it's true that the ratp egreed to
by PacifiCorp in Wyoming caps the amaafmates
that PacifiCorp can recover, even umi@nagement of
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ScottishPower, for some time in the fefwoesn't
it?

A It caps the level at which B&orp can
ask for rate increases in Wyoming te fpercent in
1999 and -- sorry, in 2000, and thrdehink
three and a half percent in the follaywear. And
then after that, there is no restricoon
PacifiCorp's ability to ask for rateeases if
they are appropriate.

Q Canyou give me one good neaisis
Commission should be less vigilant ttten\Wyoming
Commission in protecting ratepayers?

A We believe and have continusdlid that
this merger should be looked at asradsiiane
transaction. In PacifiCorp's historyt shouldn't
be looked at in the context of the histuf
PacifiCorp or the underlying economitthe
business.

It's important for us to showttthe merger



20

21

22

23

24

25

itself provides benefit, and we beligwve done
that through the commitments that wahagle and the
merger credit which we have confirmetltah will be
available. So no.

Q You cannot give me one goesoa?

A Give you a good reason for t¥ha
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Q Iwas waiting for a descriptiof a reason
that this Commission shouldn't protatépayers in
Utah as well as the Wyoming Commissiatgrts
ratepayers in Wyoming. Why?

A | believe they have -- if thegcept the
stipulation, have more than covereddshbaes -- in
fact, probably in terms of the riskgiuf
transaction, if there are such, | beithat the
stipulation agreed with DPU and CCShesmost

comprehensive in terms of any of theéestan which
PacifiCorp and ScottishPower have beekihg for
merger approval.

Includes some 51 conditions we#xcess of
any other conditions which are asses#idtas the
most valuable of the merger credits bizate been
put forward. There is a proposal taiwe that or
provide that merger credit from day amen the
transaction closes. As opposed to tleg@ one,

which is a delay of one year.
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So | believe by accepting theusation,
the Commission will be addressing th&t béerests
of its customers.
Q Where in the stipulation hgea mitigated
the potential impact of the $100 milliate
increase Mr. Larson has promised omatiereed,
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depending how you take his view?

A We've provided a merger credhich will

ensure our commitment, in terms of wicever than

they otherwise would be absent the melges been
fulfilled.

Q Soin Wyoming, you cappedsatand in
Utah, you promised you'd take $12 milladf from
$100 million?

A No. We've not done anythiikg lthat in
Wyoming. PacifiCorp through businessisisal
decision have decided on a rate plafyoming.
What we've superimposed on that is cenger
commitments which will ensure that thisre the
amount for customers is consistent acatiof
PacifiCorp's territory.

Q Let's go to special sharethinScottish
government you described, it's just laaiot
regulator, if | recall your testimony?

A No, I didn't say that.
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Q What did you say?

A | said that the -- what thedpl share
gives the U.K. government is no difféream what
the conditions and licenses and agreentiat
states -- state commissions have witifiEarp in
terms of providing an opportunity toligince the
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major decisions which the company malssthey may
affect customers.

Q Isn'tit true that the Scdttgovernment
has a financial interest in the decisitirey make?

A 1 believe all governments haveinterest,
both state and federal and national gouents have
an interest in what a utility undertakasd that's
probably why, one of the main reasong wé are in
front of the Commission today.

Q Don't they hold shares that loa marketed
to gain value?

A I'm not sure -- I'm not surfdlaat.

Q Would you during the break wsur counsel
whether or not it's true that the Ssbtgjovernment
has a financial stake in the outcome?

MR. VAN NOSTRAND: | believad record is
sufficient on that point. There's aalliggion and
discussion in the proxy statement aedigting of

particulars which describes in greaatdiethat the
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special share are and speaks for itself.

THE WITNESS: The special ghlaas a
nominal value of one pound and doesnttle
the -- any voting rights and is not esdeble for
anything other than the one pound.

MR. REEDER: | think we wem®mised a
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copy of the new special share conditmms$he lunch
break on Thursday. It's past the lum@&ak on
Monday.

THE WITNESS: We provided aftiee lunch
break --

MR. REEDER: You provided mdlie summary
of those listing agreements.

THE WITNESS: We provided asuary of the
existing special share and also the sayof the
main changes that the new share wolng labout.

MR. REEDER: | think your priz@was to
find the conditions. So far, I've s@goublished
promise.

Thank you. | have nothing ferth

COMMISSIONER WHITE: Mr. MadRhie, do you

know if there will be any rate casesdiln Oregon
or Washington by PacifiCorp?
THE WITNESS: My understandiaghat

PacifiCorp have spoken to all commissjdhat their
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intention to refocus strategy involvasneng of
appropriate rate of return in all ofithstates.

My understanding from the paselwwhen we
were in Oregon hearings is that, in,fdere has
been discussions with staff about filoig case in
the very near future. There are somal issues
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that need to be cleared up before thhtslutely
confirmed. But my understanding is R@airp's
intention is to do so.

As far as Washington, | havanformation
other than | know that PacifiCorp haiedf for
annual returns which show a signifioamtierearning
position in Washington. And therefdresould
assume that in terms of the normal eofdbusiness
that they would intend to file therevasdl. But |
have no detailed information on that.

COMMISSIONER WHITE: Okay.

CHAIRMAN MECHAM: Mr. MacRitdh, this is
perhaps a question that should have @ieen to Mr.
Richardson, but I'll ask anyway. Witspect to the
person who's coming to live in Utah uasing the
merger is approved, is it clear anywlugrieas
anyone filed anything that actually més the
responsibilities that person will hawel éhe

authority that that person would have?
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THE WITNESS: There is a lettdich was
sent and agreed with the economic deweémt --

CHAIRMAN MECHAM: Right. Ofaurse, we
entered that as an exhibit.

THE WITNESS: Yes. In broadus, that
gives the detail of what that -- thepassibilities

1527



10

11

12

13

14

15

16

17

18

19

will be. 1don't believe the actuathe level of
detail that you might be looking for hyat been
developed. And it might actually be mof an
ongoing activity.

| think one of the things whichwell, |
know that one of the things that Alachirdson was
keen to be able to do was to get theadveecision
out into the open so that he could theve
discussions with interested partiessteas their
views to the appropriate levels of atithio

But essentially, the main foeul be on
the communities in terms of representitah’s
position within the company and extdgnial terms
of the -- ensuring that there is a fooushe
economic development within Utah.

That person | believe will alsmon the
PacifiCorp board, and therefore will @@xecutive
powers in terms of the agreeing of mdgmisions

that affect Utah.
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CHAIRMAN MECHAM: Okay. At soe point we

may, in our deliberations, ask for egesater

detail, though it sounds like you hawdaveloped

it yet.

THE WITNESS: Sure.
CHAIRMAN MECHAM: Okay. Is e any

1528



10

11

12

13

14

15

16

17

18

19

redirect?
MR. VAN NOSTRAND: Just a cdeijof

guestions, Mr. Chairman.

REDIRECT EXAMINATION

BY MR. VAN NOSTRAND:

Q Mr. MacRitchie, I'd like tofee back to
these questions about the Wyoming rizie. pThe
rate cap that Mr. Reeder referred té¢/yoming is
not really a rate cap to the extent tatgs would
be precluded from increasing, is it?

A The agreement as | undersiiawith
PacifiCorp is that PacifiCorp will rastrtheir
request for a rate rise to the levdla percent
in the year 2000 and three or threeaahdlf
percent, | can't remember, in the y@@r2

Q Do you accept subject to cheelt it's

five percent or $12 million in 1999 &BImillion or
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three and a half percent in 2000?

A Yes. With rates effective @stlanuary,
2000 and rates effective 1st of Januz09,1.

Q The latter filing includes iaases due to
depreciation as well, doesn't it?

A Yes. There is an explicitegment that
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should depreciation decisions -- sarglecision on
the depreciation case, which | undesacifiCorp
currently have before the Wyoming Conwiais, result
in an increased revenue requiremeni, tinat would
be flowed through as well. My undersliag also
that may be up to $10 million per anrniariVyoming.

Q Given the relative differenghe sizes
between the Wyoming and Utah jurisditsiat's fair
to say if that sort of approach wereli@opo Utah,
there would be a substantially largerease than
12 and $8 million respectively, wouldmou say?

A It would be significantly morém not
sure | could actually calculate what thauld be.
But it would be significantly more.

Q So to the extent that pardicuhte plan
allows for increases, it's not reallate cap as
that term has been used today, is it?

A That would be correct.

MR. VAN NOSTRAND: No furthguestions,
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Mr. Chairman.

CHAIRMAN MECHAM: Thank you.

MR. REEDER: Can | reference<s

Examination Exhibit 13, please.

CHAIRMAN MECHAM: Your microgne needs to

be turned on.
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THE WITNESS: I'm sorry, didwyspeak?

RECROSS EXAMINATION

BY MR. REEDER:

Q Yes. Would you reference Gregamination

Exhibit 13, please.
A lhaveit.

Q The pages are unnumberedhasenot?

A That's correct.

Q Would you turn to the page kedrRate of
Returns, ROE, Normalized near the béctke
document. About nine pages from thé&bare you
using a double-sided copy?

A Yes.

Q Do you have that page? Thyephat looks
like this.

A Yes, | have that.

Q There's a comparison of the oareturns
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earned by the various states, is it not?

A Yeah, I'm not sure what yaaes refer
to.

Q Itwould appear from the im@tion
available for Wyoming for this year thtatad a
very low ROE?
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A As | say, I'm not sure whethiegse are
returns of the current year or whichryea

Q | think you made clear whati yon't know.
What I'm asking you is to confirm thiaistexhibit
shows that Wyoming had a very low ROE.

A Wyoming has a low ROE, ye'sa hot sure
what year that refers to.

Q And Utah has a very high ROE?

A I'm not sure whether that'ssistent in
terms of the year that they're lookihg a

Q It's true that, nonethelesspite of
the low ROE in Wyoming, PacifiCorp antb&shPower
agreed to a rate cap in Wyoming, dithet/?

A No.

Q TI'll argue that "no" anothayd

A ScottishPower did not agree --

Q There's no question in franthe house.
You've answered the question that thega no.

There's no question.
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CHAIRMAN MECHAM: Okay. Cammeone point
to me the condition that addresses adoesooks
and records?

UNIDENTIFIED: It's on 11.

CHAIRMAN MECHAM: Okay, | seehat that
condition says. Obviously, Mr. Alt, yeusatisfied
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that this will give the Division whatneeds in
order to make certain determination$waispect to
ScottishPower's performance? | meargsxcto the

books and records of ScottishPower dintsa

entities?
MR. ALT: I'm sorry, | don'alie a copy in
front of me. That's my understanding.

CHAIRMAN MECHAM: That is whatsays. |
guess I'm just trying to ensure thatt&toPower
retains the records necessary to bewad to make
the sorts of determinations you're gaacngyant to
make.

And that, perhaps, Mr. MacRi&hjou can
help me with. There was discussioneaabout
retention of documents, and that wasadgtin an
in camera session, so | won't refepexrHdic sorts
of things.

But the reference -- actuallguess that

Cross Examination Exhibit 28 is not ajpretary
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document. But it looks as though, asten
certain instances, there are documehishw
ScottishPower has used but perhapsetietirupon to
make presentations to its board butmbestain
the documents?

THE WITNESS: Just to be absa clear,
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the documents that will be necessarytfer
Commission to undertake its areas dia@uty will
obviously be made available. | thinistiefers to,
my understanding, normal practice inih8., that
what you might refer to as pencil comeslraft
copies of documents are not retained,itsonly
the final documents which are retainkty.
understanding is that's normal pradhdbe U.K.

We were under fairly strict ingttions in
terms of the merger and acquisitionsigraf Morgan
Stanley and our advisers there in teshwghat
should and should not be retained.

In the normal course of businéssould
not be the case that we would be domythéng other
than retaining appropriate documentschviill --
are necessary for the regulatory comonsso do
their jobs.

So | think it's -- we certaimyll adopt

PacifiCorp's retention policy and widl Quite happy
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to adhere to it. As long as you're lyapjth that
currently, then | guess we should beyoka

CHAIRMAN MECHAM: Okay. Anyfther
redirect?

MR. VAN NOSTRAND: No.

CHAIRMAN MECHAM: All right.Let's go off
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the record.
(Whereupon a discussion gld off the
record.)

CHAIRMAN MECHAM: Let's go bkon the
record and memorialize some of this.. Nunter,
we'll go to you to give us the headqgerarof the
special contract customers.

MR. HUNTER: Commissioner Whisked Mr.
Powell a question using Cross Exhibit&jarding
where the Utah customers listed in éfiecolumn of
that exhibit were located. Mr. Powellicated he
didn't know.

We'd like to make a represeotathat
Geneva Steel is headquartered in Ukamnecott
Utah Copper, as Mr. Reeder specified, is
headquartered in Utah but is a subsidiba
London-based corporation. And the oéshese
corporations are also headquartereddsuts the

state of Utah.
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CHAIRMAN MECHAM: Okay. Thanjou. Then
also, while off the record, Mr. Huntepplied us
with a new copy of Cross Examination iBkI2 which
is the same as that which we admittedra¢ days
ago in this proceeding. We are simplyng to
substitute that version in as Cross Eration 2.

1535



10

11

12

13

14

15

16

17

18

19

Also, while off the record, wisclissed a
briefing schedule. We set the followsaipedule.
We said that the initial briefs in timstter will
be filed on or before September 3rd setch 50 page
limit, noting, however, that it's notjtered to
reach the limit if you can do it in fewgages.

Then we established Septembtr 45 the
date by which the reply briefs will bagegd and there
we established a 20 page limit.

Insofar as any additional infatman to be
exchanged between and among partiestjsbdeower
agreed to supply to Mr. Reeder thedatument
containing conditions with respect te 8cottish
share. And if Mr. Reeder concludes thate's
something in there that needs to be madeof this
record, he can submit it as a late-fdgdibit to
the Commission.

Do we need to do anything else?

MR. HUNTER: One additionalngyp. I've
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been informed that | was insufficiergijiculate.
That Mr. Reeder can do a much bettepjob
describing the status, Kennecott Utatustin the
state of Utah as he did off the recolittle while
before. So if you'd prefer to do thee;d be happy
to have him do it.

1536



10

11

12

13

14

15

16

17

18

19

CHAIRMAN MECHAM: Apparently ias
sufficient.

MR. REEDER: Counsel, I'll aptyour
statement about the headquarters o thetties.

MR. HUNTER: Thank you.

CHAIRMAN MECHAM: For some r&an, that
reminded me that insofar as the briedscancerned,
we agreed if there is proprietary infation that
needs to be used that a proprietary milebe
filed along with one that can be usedheypublic.

And there was an agreement exiabne of
the few throughout the entire proceedinat all
counsel can have copies of the so-caliekl
proprietary documents for the writingloé briefs,
and then they will submit them to therapriate
parties when briefs are done.

MR. HUNTER: Thank you.

CHAIRMAN MECHAM: If there'sathing

further, we'll adjourn.
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(Whereupon the proceedingee

adjourned at 4:00 p.m.)
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