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OLYMPIC PIPE LINE COMPANY

SUPPLEMENTAL REBUTTAL TESTIMONY OF HOWARD B. FOX

Please gate your name, business addr ess, and occupation.

My nameisHoward B. Fox. | an Assgant Treasurer for Olympic Fipe Line Company
and supervise the Flanning Group for BP Fipdines (North America) Inc. My busness
addressis 801 Warrenville Road, Suite 7033, Lide, 1llinois 60532.

Have you previoudy presented tesimony in thisdocket?

Yes | presented testimony in Exhibit T- (HBF-1T), which st forth my
responghilities and qudifications

What isthe purpose of your supplemental testimony?

The purpose of my supplementd tetimony isto (1) bring to the atention of the Commisson
and the parties an immediiate problem with the $14 million Prudentid note and to (2) outline
our proposed response to that Stuation.

What ar e the developments on the Prudential note?

Inmy rebuttal tetimony | said the following about the Prudentid note:

“ISeverd things have occurred recently which areindicative of Olympic's
worsening finendid condition. Frst, Olympic has been natified by
Prudentid thet it isin further default onitsloan. Prudentid hesdso
informed Olympic that the Nationd Assodiaion of Insurance
Commissoners (NAIC) haslowered Olympic's creditworthiness rating
froma"1" rding (the highet) toa"5." Thereault of thisdowngradeisthat
Prudentid mugt st asde a significant amount of additiona funds— now
20% related to the downgrade as opposed to .3% required previoudy — in
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order to satisfy the requirements of the NAIC. Prudentia has indicated thet

this additional cogt of $400,000 will be passed on to Olympic pursuant to

its megter agreament with Olympic.”

As mentioned, because of the downgrade and because Prudentia has to set asde more
funds as security for the deat, thet in turn costs Prudentid |ogt interest on the additiond amounts
it must st adde. Asaconseguence, Prudentid has natified Olympic thet it will charge Olympic
approximatdy $1,200 aday in extracogts. Because Olympic cannot obtain the necessary
audited finanaid statement to comply with the requirements of the Prudentid agresment, see
section 5A of the Mader Shdf Agreement, Prudentia hasthe right to cdl the entire note due

NOW.

Although | will bein Olympiaon Monday a the WUTC hearing room presanting
tesimony, | am working with Prudentid to forestdl acal on the note and to negatiate rdief from
the daily charges under the yidd management provisons of the madter shdf agreement and to
avoid the impact of make whole provisons that could add an additiond $1.2 million in coststo
the Prudentid note

Q. How do you intend to deal with this Stuation?

A. | have been in contact with severd Prudentid officidsin the lagt few days, induding Randy Kob
and Prudentid’ s atorney, Tom Donahue, to ded with this difficult Stuation regarding the note
| am aso working with our atorney, Bill Beaver, and others to develop aresponse.

Q. What isyour proposed response?

A. Olympic has been trying to sdl some of its Sealac assets for over ayear, asaway torase
cash. Under the terms of the Prudentia note, Prudentid has to consent to the sde of any asst.
Thus, any sde of the SeaTac assets could be accomplished as part of an overdl resolution of
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the Prudentia note default issue. There may be away to accderatethe sde of the Sea Tec
assets, which dso requires Commission goprovd, and to raise asubgtantid part of the cash
needed to negotiate a buy out the Prudentid note,

Q. How would thisaffect Olympic' srequest for interim raterdief?

A. A sdeof Sealac assts and anegoatiated buy out of the Prudentia note would meen that
Olympic’ sfinandd Stuation would not become sgnificantly worse: 1t would not change our
need for interim rate rdief. Even with the sde of the SeaTac assts, therewould beaneed to
rase additiond fundsfor the shortfdl in the amount of the note and the amount to be recaived
fromthesde On an esimated bas's, the payoff of the Prudentid loan would result in anet
outflow in 2002 of $0.5 million (incresse of $11 million for Sea Tac less $14 million for payoff
of the Prudentia loan plus $.9 million on reduced interest cogts on the Prudentid loan plus $1.6
million on avoided fees and charges from Prudentid for issuesinvalving NAIC and by cdling the
note). Thisassumesno codsto Olympic for terminating the loan earlier then agreed. | have
prepared a spread sheet showing the effect of the sde and buy out, which is Attachment A.
This matter underscores the need for interim and generd rate cae rdief.

Q. How soon could the sale be accomplished?

A. We are preparing the necessary Commission gpprova forms and can have thase reedy for filing
later thisweek. |If the Commission goprovesthe sdle and if Prudentid consentsto the deas
part of anegotiated resolution of the note, we could accomplish this by the end of the month.

Q. Doesthis conclude your present testimony?

A. Yes
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