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MORNI NG SESSI ON
9:45 a.m

JUDGE WALLIS: The hearing will please
cone to order.

This is a hearing before the Washi ngton
Utilities and Transportation Comm ssion. |It's being
hel d at A ynpia, Washington on January 14 of the year
2002 before Chai rwonman Marilyn Showal ter and
Conmi ssioners Richard Henstad and Patrick OGshie. MW
nane is Robert Wallis, and |I'mthe Admi nistrative Law
Judge for today's proceeding.

This hearing is being held pursuant to
due and proper notice in the Commi ssion offices, and
it involves the matter of Conmm ssion Docket
No. TO- 011472, which is a conplaint by the Washi ngton
Uilities and Transportation Conmi ssion agai nst
A ynpic Pipeline, Inc., the respondent, arising from
a request that O ynpic has nmade for a general
increase in its rates. And the purpose of today's
session is to review a request by the conpany for
interimrate relief, pending resolution of the
general proceeding.

Let's start with appearances, begi nning
with the Conpany.

MR, MARSHALL: Thank you, Your Honor.



I"m Steve Marshall, representing
A ynpi ¢ Pipeline Company, of the law firm Perkins
Coie. and with me is M. Patrick Ryan.

JUDGE WALLIS: For Intervenors?

MR, BRENA: Good norning. Robin Brena,
on behal f of Tesoro Refining and Marketing Conpany.
And with me is David Wensell and Paul a Vrana.

MR. FI NKLEA: Good norning. Edward
Fi nkl ea on behal f of Tosco Corporation. M law firm
is Energy Advocates, LLP.

MR. TROTTER: For Commi ssion staff,
Donald T. Trotter and Lisa Watson, assistant
attorneys general.

JUDGE WALLIS: Very well. By way of
prelimnary matters, | understand that M. Henstad
has a matter he wishes to bring up at this tine.
Conmi ssi oner ?

COW SSI ONER HEMSTAD: | wish to put on
the record that I amthe owner of 300 shares of J.P.
Mor gan- Chase stock, the creditor of the conpany in
this proceeding. | hold it in a retirenment account.

| do not consider it at a level that
woul d influence in any way ny decision in this case,
but | offer that information and ask if there is any
objection to my proceeding.



MR. BRENA: There is not, Your Honor.

MR. MARSHALL: No, Your Honor

JUDGE WALLIS: Let the record show t hat
there is no objection.

Bef ore begi nning this norning, we
tal ked about a couple of adm nistrative matters. W
have requested that any material that is designated
as confidential be filed on colored paper

We note that there is a pending notion
for confidentiality. The conmpany has waived
confidentiality as to any of the material in the
direct cases of any of the parties, including the
testimony and exhi bits that have been prefiled, but
has not yet reviewed the proposed exhibits on
cross-exam nation to determ ne whether it will waive
confidentiality.

Consequently, we are going to begin
with the examination of M. Trotter to allow the
conpany, while that exam nation is going on, the
opportunity to review those exhibits. And prior to
M. Brena's beginning his cross-exam nation, if there
is aremining claimof confidentiality, then that
matter may be argued.

MR. MARSHALL: You've stated that
correctly, Your Honor. | just would add one further



conmment that | nentioned earlier, that the waiver
does not extend to the source documents for that
testinony that you nmentioned by the parties --

JUDGE WALLIS: Yes.

MR. MARSHALL: -- or the exhibits that
they have. Because of that clarification, we were
able to consent to the non-confidentiality of those
materials that you just identified. And we are
trying to go through this rebuttal exhibit |ist,
whi ch we were just handed earlier this norning.

JUDGE WALLIS: Have you reviewed the
exhi bits on cross-exam nation of the direct cases?

MR. MARSHALL: Yes, we have. And the
comment we nade earlier applies to the
cross-exani nation exhibits as well, so long as the
source docunents remain protected, and we can address
that at a later tinme.

We will waive that confidentiality with
regard to those docunents.

JUDGE WALLIS: Very well. W had
understood that M. Batch's supplenental testinony
had not been previously filed with the Commission's
Records Center but understand that that has been
taken care of. Sinmlarly, we understand that the
Records Center has received the rebuttal testinony



and copies of the exhibits on cross-exam nation

We di scussed the pros and cons very
briefly about engaging in a discussion regarding the
potential limtation of issues in this proceeding.
Based upon revised estimates of cross-exam nation, it
appears that we may be able to conplete the
proceeding in the tinme frame available for it wthout
such a limtation, and we will proceed on that basis
and take it up again to allow the parties to comrent,
if there are stated concerns regarding the rel evance
of docunents or the areas to inquire into.

Is there any other procedural natter to
attend to before we begi n?

MR, BRENA: Do you nean other than the
notion to strike?

JUDGE WALLIS: M. Brena?

MR, BRENA: |I'msorry. Your Honor?

JUDGE WALLIS: You have filed a notion
to strike portions of your rebuttal case; is that
correct?

MR. BRENA: Yes. Yes, Your Honor

JUDGE WALLIS: Very well. Let nme ask
you if the conpany has had a chance to review that
not i on.

MR, MARSHALL: Not conpletely.



believe that it applies to M. Fox, who won't be
testifying until after M. Batch.

We do have with us one of the people
mentioned in the rebuttal testinony, supplenmental
rebuttal testinony, M. Beaver here. W're
consulting with him about the recent events.

What we sinply try to do is to point
out sonme of the recent things that have happened in
| ast few days. We can get to that, but I want to
make clear that, understand nyself, what all those
events are before we address that.

JUDGE WALLIS: Very well. We will take
that up at a later time, prior to the testinony of
M. Fox. M. Brena, does that serve your needs?

MR. BRENA: Yes, Your Honor. Thank
you.

MR. TROTTER:  Your Honor, if | could at
this point, I was intending to ask M. Batch sone
guestions about default on the Prudential note, and
that is an area that is apparently under the notion
to strike.

| suppose | can defer those to M. Fox,
but. ..

MR, MARSHALL: It probably would be
best to defer those to M. Fox because M. Batch,



al t hough he is generally famliar with the financing,
woul d have to refer to M. Fox in any event on those
guesti ons.

MR. TROTTER: Then, Your Honor, the
exhibits | identified -- at least the first exhibit,
67, may need to be dealt with, with M. Fox.

MR, MARSHALL: Yes.

JUDGE WALLIS: Very well. |Is that true
of all three of the exhibits?

MR. TROTTER: No.

JUDGE WALLIS: | will note that at a
preheari ng conference on Thursday of |ast week, we
identified exhibits and nunbered those exhibits for
purposes of identification in this docket. And the
exhi bits designated for potential use with M. Batch
begin with his initial testinobny as 1-T, his direct
t hrough Exhibit 17, potential exhibits on
cross-exam nati on nunbered 18 through 47. And
M. Brena has distributed this norning docunents

which will be nunbered consistent with the |ist
attached to those docunents, 48 through 66.
And we will use an exhibit list for

purposes of identifying those for the record and not
go through the task of reciting the name and the
character of each of those docunents.



M. Marshall, are you ready to bring
M. Batch to the stand?

MR, MARSHALL: Yes, | am Your Honor

JUDGE WALLIS: Very well. M. Batch
woul d you pl ease stand and raise your right hand?
Wher eupon,

ROBERT BATCH
havi ng been first duly sworn, was called as a wtness
herei n and
was exanined and testified as follows:

JUDGE WALLIS: M. Marshall?

DI RECT EXAM NATI ON
BY MR. MARSHALL:

Q M. Batch, do you have before you your
initial testinony and supplenental testinony in this
matter, which have been identified as Exhibits 1-T
and 2-T.

A Yes, | do.

Q As well as the rebuttal testinony, 3-T?
A Yes, | do.

Q Do you have any additions or

corrections to make to any of those testinobnies at
this time?



A Yes. | have some nminor changes to nmake
to my original testinony, as well as the
suppl enent al

Q Coul d you identify what page and line
nunber those changes are?
A In the initial testinony, it would be

on Line 10, regarding ny business address. Stated as
2201 Lind Avenue, that should be followed by a S.W,
capital S dot capital W

JUDGE WALLIS: M. Mrshall, | wonder
if I mght interject and ask if there are matters
that are not substantive, such as the |atest
correction, that M. Batch prepare an errata sheet
and avoid the need to go through those individually?

If there are any substantive
corrections, please proceed with those. Wuld that
wor k?

MR. MARSHALL: That would be fine.
BY MR. MARSHALL:

Q Do you have any substantive
corrections?

A. Yes, one. On Page 10 of ny direct
testinmony, Line 17, where it states: "W conducted a

detail ed engi neering analysis of Oynpic's Bayview
products ternminal and," that should read "nade" as



opposed to "are making" design changes.

Q M. Batch, with that change and the
other errata to correct typographical and ot her
informati on as the Admi nistrative Law Judge has
i ndi cated, are the questions and answers in
Exhibits 1-T, 2-T, and 3-T true and accurate to the
best of your know edge?

A Yes, they are.

Q If you were asked the questions
contained in those testinonies, would you give the
same answers today, with those corrections?

A Yes, | woul d.

MR. MARSHALL: Your Honor, we offer the
wi t ness for cross-exam nation.

JUDGE WALLIS: Just for administrative
purposes, nmay we ask whether the w tness either
prepared or was responsible for the preparation or
adopts the docunments which have been identified as
Exhi bits 4 through 17 in this docket, recognizing
that there is no exhibit for No. 67?

MR, MARSHALL: Right. That was an
unused one. The pie chart that M. --

JUDGE WALLI'S: Yes.

BY MR. MARSHALL:
Q M. Batch, with that question in nind



fromthe Adm nistrative Law Judge, can you affirm
t hat these documents that are marked as Exhibits 4
through 17 to your testinony were prepared under your
direction, and you offer those as part of your
testi nmony?

A Yes.

JUDGE WALLIS: |Is there objection to
any of these docunents?

Let the record show that there is no
response, and Exhibits 1-T through 17 are received,
noting that there is no exhibit for 6.

(Exhibits 1-T through 17 admitted.)

JUDGE WALLIS: M. Trotter?

MR, TROTTER: Thank you, Your Honor

CROSS- EXAM NATI ON

BY MR. TROTTER

Q M. Batch, turn to Exhibit 2-T, Page 3.
JUDGE WALLIS: | want to thank
M. Trotter for giving us all the opportunity to turn
to that page, and we'll ask all Counsel as you

proceed, if your questions relate to a specific
statement in pretrial testinobny or a specific portion
of an exhibit, please identify for us the page and
the line nunber so that we can all track along with



your questions.
Does the witness have that?
A. No, Your Honor. |I'mstill | ooking for
t hat exhibit.
CHAl RWOVAN SHOWALTER:  It's your
rebuttal, or your supplenental testinony.

A Ah.

MR. MARSHALL: We have renumnbered the
exhibits, and we'll try to be clear in
cross-referencing those for you.

A Okay. VWhat page was that again?
BY MR. TROTTER

Q Page 3.

A Okay.

Q And here you show in the chart the

notes that A ynpic has currently outstanding; is that
right?
A. That's correct.
. And the total of those notes is around
150 million dollars; is that right?

A. Wth interest, yes, that's correct.

Q So the debt is approximately 141.8
mllion, and then the accrued interest is what brings
it to 150 mllion?

A Correct.



Q Does the 141.8 nillion reflect all of
the positive anpbunts of capital invested in Oympic
Pi peline currently?

A. To nmy know edge, those are all of the
notes that A ynpic Pipeline has, relative to O ynpic.
I'"'mnot exactly sure | understand the context of the

questi on.

Q Is there any other capital that's
financing O ynpic at this time?

A Not that |I'm aware of.

Q So Oynpic at this time is 100 percent
financed by the capital listed on this page?

A That's correct.

Q These are debt obligations of QO ynpic;
is that correct?

A That is correct, yes.

Q And you conpute the cost of the capital

shown on this page of your exhibit by nultiplying the
monthly interest rate tinmes the principal anount
currently owing; is that correct?

A Yes.

Q Woul d you accept, subject to your
check, that in Oynpic's general case, it conputes
its weighted cost of capital using an equity ratio of
86.89 percent, and a debt ratio of 13.11 percent?



>

. I would need to defer that answer to
Howard Fox, who is our assistant treasurer

Q You are unable to check that?

A. I can check that, yes.

Q Woul d you accept it, subject to your
check?

A Sur e.

Q Referring to the 141.8 nillion in debt
capital, Oynmpic has never had as nuch as 141.8
mllion dollars in net facilities, has it?

A Coul d you clarify your distinction
bet ween capital and net facilities?

Q Carrier property |ess depreciation on
your bal ance sheet.

A Again, | would like to defer to M. Fox
on that issue.

Q Woul d you accept, subject to your

check, that Aynmpic in the general case is advocating
a FERC rate base of around 107.2 million dollars?

A Yes.

Q Are you aware of any order of this
Conmi ssion involving interimrate relief, or genera
rate relief, where the Commi ssion has set rates based
on total capital that substantially exceeds the net
assets of the conpany?



MR. MARSHALL: Your Honor, | object to
that question. That's calling for a | egal concl usion
and | egal analysis. The witness hasn't been offered
on his legal issues.

JUDGE WALLIS: | don't think it calls
for a legal conclusion, | think it nerely asks
whet her the witness is aware of any such docunent.

The question is allowed, and the
W t ness may respond.

A | am personally unaware of any
docunent, although that's not to say that a docunent
doesn't exist. |1'mjust not aware of that.

BY MR. TROTTER

Q You do refer to certain interimrate
relief precedent in your testinobny on Page 5; is that
correct? Exhibit 2-T?

A Yes, that is correct.

Q Did you read that order in total?

A VWhen | prepared the testinmony | read it
in total, yes. | needed to refresh ny nenory.

Q Did you read any other orders of the

Conmi ssion on interimrate relief prior to
testifying?

A If it is not in nmy direct testinony,
then | did not.



Q M. Batch, I'd like to refer you to the
Prudential note, and that has been marked Exhibit 47.
And the docunent |'minterested in, | believe, is

just the last two or three pages of that exhibit.
MR, TROTTER: Actually, Your Honor
it's the last five pages, and it starts -- at the
top, it's Page 91 of 95.
JUDGE WALLI'S: And which exhibits?
MR. TROTTER: 47
JUDGE WALLIS: 47, thank you.
BY MR. TROTTER

Q Ckay. M. Batch, is this the May 31st,
2001 anendnent to your Prudential financing
agreement .

A Yes, it is.

Q Turn to the third page of this

particul ar amendnment, which is Page 93 of the
exhibit, and do you see the amendnment to
Section 6(a)3 there at the top?

A Yes, | see that.

Q And this indicates, does it not, that
O ynpic may not issue any notes additional to those
listed, plus the 30 mllion dollars of

shar ehol der - secured debt, which is described a few
| i nes down under 2.3?



A Coul d you ask the question again?

Q Yes. Am| correct in interpreting that
6(A)3 as nmeaning that Aynpic, as a condition of the
Prudential note, nay not issue any notes additiona
to those listed; and that includes the
shar ehol der-secured debt, which is defined as stated
i n Paragraph 2.3?

A My understandi ng of this section was
that A ynpic could not go out and get any externa
debt, according to this section of the Prudentia

note. | amnot aware of any limtations to
shar ehol ders.

Q So it's your understandi ng, then, that
O ynpic could obtain, let's just say 50 mllion
dollars in financing from Equil on or BP-Arco today,
and that would not violate this -- as you understand
it, this termof the Prudential note?

A My understanding is that if the

shar ehol ders had an interest in providing |loans to

A ynpic, that they could do so under this provision.
Q But this provision does preclude

O ynpic fromissuing any notes to any external

| ender; is that correct?
A Yes, that's correct.
Q And is that condition applicable today,



as you understand it?

A Yes, it is.

Q So A ynpic has not received a waiver
that condition; is that correct?

A That's correct.

Q Has O ynpic asked to have that
condi ti on wai ved?

A | don't know the answer to that. |

woul d have to defer that question to Howard Fox.

Q The sharehol der-secured debt is defined

on this page as the aggregate up to 30 mllion
dol l ars of debt secured by the shareholder Iien and
owi ng by the conpany to either BP Pipelines and/or
Equilon fromtine to tine.
Do you see that?

A Yes, | do.

Q Is that reference to the existing
30-million-dollar line of credit that O ynpic
currently has?

A ["mnot exactly sure. Again, | would
have to defer that specific question to M. Fox.

Q I'"d like to refer you to Exhibit 68.

A What is Exhibit 68? [|'msorry.

Q Staff data request No. 1, question
No. 4.
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(Tel ephone interruption.)

CHAl RAOMAN SHOWALTER:  Hol d on.

(O f-record pause in proceedings.)

MR. MARSHALL: That renminds nme, is
there a call-in nunber for this hearing?

JUDGE WALLIS: Yes. The Conmi ssion
bridge |ine has been reserved for this hearing, and
the bridge line nunber is available for call-ins.

MR. MARSHALL: Thank you.

JUDGE WALLIS: Are we ready to
continue? Let's be back on the record, please.

BY MR. TROTTER

Q M. Batch, referring you to Exhibit 68,
do you recognize this as the conpany's response to
staff data request No. 1, question 4?

A You're referring to Exhibit 68?

Q Yes.

A Yes, it is.

Q And part of that question was whether
any of the notes listed on your -- in your

suppl enental testinony Exhibit 2-T paid costs

associ ated with the Watcom Creek incident. And the
response is as stated, but basically you indicate
that the prom ssory notes are not specifically
earmarked by their terns to specific purposes.



I's that your understandi ng?
A That's correct.
Q So when you get nmoney froma | ender it
goes into a general revenue account, and it's not
tracked specifically to its source, is it?

A | don't believe it has been, in
gener al

Q And is that --

A Al t hough costs for Watcom Creek have
been cordoned of f and separated for that purpose.

Q For purpose of tracing to the debt that

supported it?

A. No. For relating --

Q That's what |'m --

A -- to expenses.

Q -- focusing on. |'mfocusing on the
debt side at this point. And is that true of other
revenue sources, once it comes into your and is
booked as revenue, you can't trace it back to where
it came fronf

A. Not very easily, no.

Q Turn to your rebuttal testinony, 3-T,
Page 23. And on Line 13, beginning there, you
i ndicate that O ynpic received a one-tinme paynent of
5.6 million fromthe IRS for prior year tax



overpaynents. Do you see that?

A Yes, | do.
Q And when was that received?
A. | believe, subject to check, | believe

it was |late summer or fourth quarter of this year --
of 2001.

Q So Septenber or October of 20017

A I'"m not exactly sure of the date when
it came in, but it was within the second part of
2001.

Q Okay. And you're able to say here that
d ynpic spent that noney on capital projects. Do you
see that?

A | do.

Q So you were able to trace those dollars
to its source?

A We used those funds, put it in a

general account, and had a very large capita
spendi ng project in that period. And we are
confident that the bulk of it went to capita
proj ect, yes.

Q Now, you have large projects fromtine
to time, don't you?
A Depends how you define "large."

Q | guess |I'mcurious why you can't



trace -- that we asked you to indicate whether your
debt had paid for the Whatcom acci dent and you say
you're unable to tell us, but you are able to tell us
when you get an I RS refund.

A Well, with the IRS refund we used it to
fund ongoi ng operations as well as capital projects.
It went into a fund, and we use that noney. W are
desperately short noney, and it was just a wel cone
relief to have that noney cone so that we could
continue the kind of capital inprovenents that we
feel we need to nmake on this line.

Q Were any of the I RS nonies used to pay
debt obligations?

A Not that |'m aware of.

Q Is there a reason for that, that you

didn't use that noney to get nore current on your
debt ?

A I would need to defer that question to
Howar d Fox.

Q Turn to Exhibit 46, which is the --
"Il get it in a mnute -- June 22nd, 2001 Arco note.

A Yes.

Q And this note was issued June 22nd,
2001 to Arco, and it set up a revolving credit line
of 30 million dollars. |Is that correct?



A That's correct.

Q Oynmpic is in default on this note, is
it not?

A Yes, it is.

Q. O ynpic was in default of this note

when it was issued, wasn't it?

A | believe that is correct, yes.

Q QO ynpic got 10 million fromArco
nonet hel ess, did it not?

A W were able to get 10 million from
Arco, yes.

Q Referring you back to your Exhibit 2-T,
suppl enental testinony, Page 3, 1'd like you to | ook
at the June 13, 2000 note to Equilon for 43.16
mllion. Do you see that?

A. On Page 37

Q Yes.

A And what was the nunber?

Q 43.16 mllion?

A Yes.

Q And that was issued June 13th of 2000
and was due August 17th of 2000; correct?

A | believe that is correct, yes.

Q Isn't it also correct that at no tine

in June, July, or August of 2000 O ynpic had an



ability to pay that note off?

A I don't know that | can respond to
that. | didn't cone into this position, effectively,
until Septenber of 2000.

Q Oynpic filed tariffs on May 31lst of
2001, seeking a rate increase of 76 percent. |s that
correct?

A That's correct.

Q It did not seek interimrate relief
during that filing, did it?

A | believe that filing was made,

considering that we would try to have a proceedi ng
simlar to a FERC proceedi ng that generally deals
with interimrelief as part of the general case.

Q Let me ask it this way. That tariff
filing was not acconpani ed by a request for interim
relief, was it?

A. No. | don't believe so.

Q Woul d you accept that that filing was
suspended on June 27th of 2001?

A. Subj ect to check, yes.

Q And on June 22nd, A ynpic issued the
note to Arco that we tal ked about previously, that
30-million-dollar revolving; correct?

A. Correct, yes.



Q In your rebuttal testinony,
Exhibit 3-T, you discuss the issue of what projects
could be -- are essential and which projects could be

deferred, in terns of your 2002 capital budget.
Do you recall that testinony? |

believe it begins on Page 3.

A Yes, | do.

Q And your Exhibit 9 -- in that testinony
you refer to your Exhibit 9, a Novenber 29th, 2001
letter fromM. Kilpatrick of the Commr ssion's
pi peline safety division. Wuld you refer to that
letter, please?

A. (Looki ng at docunent.)

Q Did you now have a chance to revi ew
that letter?

A MM hmm

Q My question is, this letter does not

address the timng of any specific Aynpic
construction project, does it?

A In the context of a change in standard,
potentially that could result in a change in schedule
as well, depending upon the nunber of repairs

necessary and length of tinme it would take to do
t hat .
Q Did A ynpic accept this recommendation?



A This reconmendati on was not made to
Oynpic. It was a suggestion nmade to the Ofice of
Pi pel i ne Safety.

Q Did A ynpic accept the proposal that's
stated here?

A We've neither denied it nor accepted
it, at this point.

Q Do you know of any project specifically
that would be delayed if this standard was applied?

A I think potentially all of the repairs

that we have schedul ed on our 20-inch pipeline and
14-inch pipeline.

Q Do you have any plans to defer any of
those projects?

A | do not.

Q Has O ynpic actually deferred any
project fromits 23.8 mllion dollar budget for 2002?

A As | said in ny supplenmental testinony,
we believe that these supplenental -- these capita
projects are prudent and necessary and required.

Q So your answer is no, you have not
actually deferred any project in your 23.8 mllion
dol | ar budget for 20027

A That is correct. We don't believe that

that would be a prudent decision at this tine.



Q One area in your rebuttal you say could
be deferred and then recommend it not be, relates to
bringing the pipeline to 100 percent pressure; is
that correct?

A. Yes, that is correct.

Q O ynpic currently plans to have the
pi peline at 100 percent pressure by |ate 2003 at the
earliest; is that correct?

A That is correct. If, in fact, we have
the cash to be able to continue that program
Q When BP Pi pelines began operating the

line, was the line in conpliance with BP's own
standards at that tinme?

A I know we did a very thorough analysis
of the Iine when we becane operator of Oynpic, and a
nunber of projects were identified in that analysis.
But I would have to defer to my operations manager
and vice president, Bobby Talley [phonetic], for the
specific details of evaluation.

Q I"mjust asking in general, was the
pi peline up to BP Pipelines' internal standards when
you obtained the line -- when you began operating it,
excuse ne.

A We have put in a nunber of new

processes and procedures that were not in existence



in Oynmpic when we got here.

Q So your answer is yes, that it was not
in conpliance, and you have brought it up to
conpl i ance?

A. | don't think I"'mreferring to the
state of conpliance of the pipeline. What |I'm saying
is we brought it up to BP's standards. W
i mpl emented a nunber of procedures and processes,
repair criteria, inspection criteria, safety and
integrity plans, that BP uses throughout its entire

system
Q So is the pipeline consistent with BP
standards today, or are you still working towards
t hat ?
A We are still working towards that, yes.
Q Turn to Exhibit 69, which is a pie

chart that you had originally filed and then
deternmined that it was not part of your direct case.

Can you tell me what this chart
represents?

A. This chart was an early attenpt to
quantify all of the capital spending that has been
done since the Watcom Creek incident.

Q And so this is historic investnent, as
of this chart? This is investnent that's already



been made?

A My understanding is, is part of this
includes the 23.8 mllion that we plan to nmake in
2002; certainly capital expenditures in 2001 and
2000. | think it goes back further than that, yes.

Q So this includes 2002 budget?

A Yes.

Q And nmandat ed projects are those

projects that are mandated in order to conply with
state and federal safety standards; is that right?

A O corrective action orders, yes.

Q And voluntary projects, what's your
definition of that?

A Sonet hing that is not nmandated but

i mportant to do. For exanple, to avoid | andslides
and eart hquake inpact to the line, to rebore certain
sections of the line so that it is nore stable and
safer.

And what portion of the 23.8 million

budget for 2002 would fall into that category?
A. I n which category?
Q Vol untary.
A You know, | have not done that specific

anal ysis, but could, as we |ook at the 2002 budget.
But my exhibit is not broken out in those ternms.



Q So you don't have an opinion as to the
approxi mat e anount of the 23.8?
A. I don't have the know edge right now,

but if |I had sone time to refer to the exhibit, |
could conme up with that nunber.

Q Turn to Page 16 of your rebutta
testi mony, Exhibit 3-T, beginning on Line 17. And
here you begin a conparison between what you consider
to be, quote, fundanmental differences, unquote,
bet ween oi |l pipelines conpared to what you cal
"essential service companies,” such as those
providing electricity or water.

Do you see that?

A Yes.

Q And is your purpose for providing this
testimony to support your belief that pipelines
shoul d be regul ated differently than other services
regul ated by this Commi ssion?

A | provide the testinobny to point out
the differences between oil pipelines and other
utilities.

Q And, in your mnd, what is the purpose
of that testinony?
A Just to educate on the differences

bet ween t he two.



Q So you're not using this to contend for
a different nethodol ogy for regulating pipelines
versus ot hers?

A | don't know that in this interimcase
that we have addressed the issue of nethodol ogy.

Q Let's tal k about your four points very
briefly here.

Your first point is that, according to

you, unlike power or water there are unregul ated
conpetitive transportation alternatives avail abl e,
such as tanker trucks, ships, and barges. Do you
see that?

A Yes, | do.

Q Natural gas is an alternative to
electricity in many applications, is it not?

A | don't know the answer to that.

Q You didn't consider that in preparing
your testinony here?

A | did not.

Q Did you consider conpetitive

alternatives to tel ephone services that are regul ated
by the Conmmi ssion, unregul ated alternatives?

MR, MARSHALL: | would object. The
wi t ness doesn't refer to tel ecomruni cation.

MR, TROTTER: The question is whether
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1 he considered it or not.

2 JUDGE WALLIS: The witness may respond.
3 A. My point here was to highlight the

4 di fferences between oil pipelines and electric

5 utilities, in particular. 1 don't recall if the

6 t el ecomruni cati ons was consi dered or not.

7 BY MR. TROTTER:

8 Q Do you know whet her there are

9 conpetitive alternatives, unregul ated conpetitive
10 alternatives, to tel ephone service that's regul ated
11 by this Comm ssion?

12 A I have not considered that.

13 Q A second point you nake, and it's over
14 on Page 17, is that retail prices for petrol eum

15 products are not regulated at the retail |evel, that
16 consuners pay market prices.

17 Do you see that?

18 A Yes.

19 Q Woul d you agree that many firns use
20 electricity to make consunmer products, the price of
21 whi ch consumer products are set by the narket?
22 A. That is not ny area of expertise.
23 Q So you didn't consider that when you
24 made your testinony here?

25 A No. Did not.



Q Let's assume that a conpany does
consume electricity to make a consuner product, and
it buys the electricity under a tariff regul ated by
this Comm ssion, but its product -- say, a toaster --
the price of that is not regul ated.

Did you have that assunption in mnd,
t hat exanpl e?

A When | -- is the question when | put
the testinmony together, did | have that assunption in
m nd?

Q My question is did you have that
assunption in mnd or that exanple in mnd: A
conpany using electricity, a regulated commbdity or
service, to nmake an unregul ated, priced product, such
as a toaster?

A | understand your conparison. | don't
fully understand the rel ationship between the two
that you're trying to drive at.

Q Do you understand the exanple? A
conmpany is in the business of making toasters, and it
uses electricity to make the toasters. The
electricity is regulated, but the price of a toaster
is not.

Do you have that exanple in mnd?

A Yes. Sure.



Q Isn't that exactly parallel to your
second point with respect to the prices of petrol eum
products not being regulated at the retail |evel?

In other words, we regulate the
transportation of the petroleum but we don't
regul ate the price of the petrol eum or whatever
product is nmade fromthe petrol eum

A But the point is that you don't
regulate all the transportation alternatives for the
petrol eum

Q So if one wants to nmake a toaster with
their own generated electricity, that would be
perfectly parallel, wouldn't it?

A | can't coment on that.

Q Let's nmove on to your third point.

You say refinery product prices are
not regul ated by FERC or the WJTC, but Tesoro and
Tosco can charge market prices for their refinery
output. Do you see that?

A Yes, | do.

Q How does that point differ from your
second point, if at all?

A It's simlar except for the source of

t he product.
Q Ch, | see. Because Tesoro and Tosco



are shipping their own product down the line, that
that's a separate point to consider?

A. Well, they -- they are not regulated in
what they can charge froma refinery perspective.

The rates that they get for products fromthe
refinery are not regul ated.

Q Do you understand that shippers on your
line are entitled to just and reasonable rates for
transportation?

A Sure.

Q Your | ast point on Line 10 of Page 17
is that oil pipelines conpete for capital on a gl oba
basis, and there is a need to attract capital on
reasonabl e ternmns.

Do you see that?

A Yes, | do.

Q Do you agree that regul ated, electric,
nat ural gas, and tel ephone conpani es conpete for
capital on a gl obal basis?

A ["'mnot famliar with those industries.

Q Was your point here to distinguish oi
pi pelines fromother utilities in the fact that they
conpete for capital on a global basis?

A My point that | was trying to nake here
is that we are trying to get capital. W are



desperately in need of noney and capital to continue
our 2002 capital program
The capital market has choices and can
| oan noney globally to anyone that they seemto
think is a good candidate for those |oans. |n our
current situation with our current debt, it is
nearly inpossible for us to conpete for capital on a
gl obal scale.
Q I was focusing on your testinony about
what the fundamental differences were between oi
pi pelines and electric utilities. You' re not saying
that electric utilities don't conpete for capital on
a gl obal basis, are you?
A Not in that testinony, no.
Q Turn to Page 20 of your rebutta
testi mony, 3-T.
Around Line 9 you're tal king about the
Bayvi ew Termi nal, and you indicate that when that
cane before the Commission for a rate increase to
include the costs, it was described that the
facility will increase the capacity of the pipeline,
al l ow greater operational efficiencies by allow ng
commodities to be handl ed on a fungi bl e basis rather
than specific per-shipnent batch accountability.
Do you see that?



A Yes.

Q Is the Bayview Term nal currently being
used for those purposes?

A. It is currently bypassed while we spend

our capital and energy in repairing the pipeline
itself.

Q When do you expect the bypass situation
to end?

A | don't have a current schedul e on when
the Bayview Terminal will -- or will not -- be put
back into operation, but we have done a detailed
engi neering analysis of it. It is bypassed because

that was the safest way to continue to operate the
pi peline while we made these repairs and other
i nvest ment s.

Q Is there a plan to incorporate the
Bayvi ew Termi nal into the operation of the pipeline
in the manner in which it was originally intended?

A | think the answer is yes. But we need
to make sure that we do that in a very safety-focused
and conscious way. But it has not been on the top
priority in getting the system back up and runni ng
for getting the repairs done to ensure the safety of
the Iine.

Q Turn to Page 22 of your rebutta



testi mony, beginning on Line 19.

This is in response to a question
regardi ng financing of Aynpic by BP Arco. Do you
see that?

A Yes, | do.

Q Now BP- Arco has issued -- excuse ne,
A ynpic has issued debt to BP-Arco, has it not,
i ssued promi ssory notes to Arco?

A Yes, that is correct.
Q And that's not a cross-subsidy, is it?
A Wth regards to cross-subsidies, |

think I would need to defer the specifics of the
concept to Howard Schink [sic] and in his testinony
regardi ng cross-subsidies.

Q Let me just focus on your
under st andi ng, which is on Line 20.
MR, MARSHALL: | would object that the

guestion isn't conplete in that the question in the
testimony refers to the claimby intervenors that
this shoul d happen because it would help BP finance
their refinery operations.

So it's not tied to a general generic
response but tied in response -- so | think your
guestion nay not state the premise correctly. So
it's assumng -- or it's missing sonme facts.



MR, TROTTER:  Your Honor, | will try to
refocus the question
BY MR. TROTTER
Q And the question was related to BP-Arco
financing A ynpic because it would help their
refinery operations. Do you see that? That's the
qguestion on Line 16.
A Yes.
(Cell phone interruption.)
BY MR. TROTTER
Q And so you're not saying that if
BP- Arco made an equity infusion into Oynpic Pipeline
that that would be a cross-subsidy, are you?

MR, MARSHALL: | think the question is
i nconplete. It would depend on the circunstances.
A Ri ght .
MR. MARSHALL: | don't think the

guestion as asked is capable of being responded to
wi t hout further additional conditions.

MR. TROTTER: The witness can pl ace
what ever additional conditions on his answer that he
want s.

JUDGE WALLI'S: The witness may respond.

A The way | would respond to that is as |
responded in ny testinony. From nmy perspective,



A ynpic, as a commn carrier, nust treat all of its
shi ppers wi thout discrimnation. As | understanded
it, cross-subsidies between regul ated and unregul at ed
conpanies are not permitted in Washington State.

O ynpic could not subsidize BP-Arco, and BP-Arco
shoul d not subsidize O ynpic.

BY MR. TROTTER:

Q And ny question is, would an equity
i nfusion by BP-Arco to O ynpic constitute a
cross-subsidy, in your opinion?

A Again, | would like to defer that
question to Howard Schi nk.

Q You don't have an opinion about that,
then; is that correct?

A | have not -- no, | have not considered
t hat .

Q Wuld a dividend fromQynpic to

BP- Arco, or Equilon, its owners, be a cross-subsidy,
in your opinion?

A Again, | would defer that question to
M. Schi nk.
Q You don't have an opinion on that
subj ect ?
A | do not.
MR. TROTTER: That's all | have at this



time. Thank you, M. Batch.

JUDGE WALLIS: Let's be off the record
for a schedul i ng di scussion.

(Di scussion off the record.)

MR, TROTTER: Your Honor, | would nove
for adm ssion of Exhibits 68 and 69.

MR, MARSHALL: We'd object to 69. It
was withdrawn and didn't formthe basis for any of
the witness's testinmony. And he, in fact, said that
he woul d have to go back and | ook further at the
details in that.

So | don't think there's a foundation
for 69 as an exhibit.

MR, BRENA: | woul d support the
i ntroduction of the exhibit. He responded to
questions on it, he identified it as a prelimnary --
or as an earlier estinmate.

And it seermed to me that that |ine of
cross was valid, and with it not in the record, the
line of cross would not be clear.

MR, TROTTER:  Your Honor, the exhibit
is offered to show that nmuch of what this conpany is
doing is mandated by federal |aw and rul e and order,
and nmuch of it is not. And it goes to the point of
projects that can or cannot be deferred.



This witness has his view, and this
hel ps, | think, illum nate on that issue.

JUDGE WALLIS: The exhibit is certainly
consistent with his testinony on cross-exan nation.
| think that it's appropriate to illustrate that
testinony, to which objection was not nade, and the
exhibit is received.

68 is also received. 67 is not
offered; is that correct?

MR. TROTTER: Correct.

JUDGE WALLIS: Very well.

(Exhibits 68 and 69 received into

evi dence.)

JUDGE WALLIS: Now let's be off the
record, please.

(Recess was taken.)

JUDGE WALLIS: Let's be back on the
record, please, followi ng a norning recess.

M. Trotter has concluded his
exam nation of the witness. W have considered and
admtted the exhibits that M. Trotter has offered,
and now we're prepared to take up with the
exam nati on of M. Brena.

MR, BRENA: Thank you, Your Honor.
First 1'd like to say that |I'msure that --



JUDGE WALLIS: Let ne ask you if --
let's be off the record.

(Brief off-record pause.)

MR, BRENA: First, 1'd just like to say
I"'msure | scared everybody with nmy initial six- or
seven-hour estimate for this witness, and so I'm
going to do ny very best to do it to three or four
hours. And thank you for your patience, even at
t hat .

CROSS- EXAM NATI ON
BY MR. BRENA:

Q Good norning, M. Batch

A Good nor ni ng.

Q I'd like to start out by clarifying why
we're here. |In your testinony, you indicate that

A ynpic can't borrow funds it needs to invest the 24
mllion dollars in capital inprovenents.
Is that why we're here?

A We're here because we are seeking
interimrate relief, relating to our |ow cash funds
and our inability to attract capital under reasonable
terms at the current tinme.

Q Okay. And when we're tal ki ng about why
you need the capital -- | nean, the way that | read



your testinmony and I'mtrying to fairly characterize

it -- the way that | read it is you're asking for
interimrelief so that you have sufficient funds to
fulfill your capital expenditures in 2002.

Is that a fair reading of your
testinmony, sir?

A We need capital and cash to continue
the safety inprovenents that are necessary, that we
feel are prudent on this pipeline. And yes, we need
the cash to conplete all of those capita
i mprovenents.

Q That sounded like a "yes." Are we here
because we're trying to figure out how --

JUDGE WALLI'S: Excuse me, M. Brena.
I"'mgoing to interject here just for a mnute and ask
if you want a clarification, it's probably better to
ask the witness than to state your understanding,
because if the witness disagrees the w tness doesn't
have a cue to pipe up.

So if you could approach it that way
for future questions, that would be a help to the
record. Thank you.

MR, BRENA: Thank you, Your Honor

BY MR. BRENA:
Q Let me try this again, M. Batch. |Is



the problemthat this Comni ssion is being asked to
sol ve how to nmeke it possible for OQynpic to go
forward with its capital expenditures in 20027

A. O ynpic is in need of cash. W have
150 mllion in debt; we cannot pay the interest on
the debt. We're in default of every |oan we have
except for one, the Chase note. W need to nmake sure
that we have sufficient ability to attract sufficient
capital on reasonable ternms in the future to continue
to attract investnents in safety on this pipeline
that are critically necessary.

Q I nvestnents that you're discussing, are
those investnents the 2002 capital expenditures?
A We need capital to conplete the 2002

expenditures that we are recomendi ng that are
prudent to do.

Q Are you asking for interimrelief to
pay | awyers to handl e What com Creek?
A No. We are not including any of the

What com Creek direct costs inthis interimrate
relief request.

Q Are you asking for interimrelief so
you can continue your public relations budget?
A I'"m not sure what you're referring to,

relating to a public relations budget. W are



spendi ng money externally to make sure that the
public is fully know edgeabl e about what is going on
with regards to the safety and integrity of the
A ynpi ¢ pi peline.

We've spent many hours with -- within
communities along the pipeline corridor, teaching
t hem about what we're doing to ensure their safety.
We've witten letters to all the people who |ive
al ong the pipeline, we've sent out mailers, we have
i nformed them of what we are doing with regards to
the safety and integrity of this pipeline.

That, in fact, costs noney, and that's
where the noney is being spent.

Q Are you asking interimrelief for that
pur pose?
A Subj ect to check, | don't believe those

expenditures are part of our request.

Q Okay. Your 2002 capital budget is 23.8
mllion dollars. |Is that correct, sir?

A Actual ly, | have seen two nunbers.
23.8 million was the original estimate back in
Novenber. | have seen an update requiring, in
essence, another 2 million dollars after the

engi neers took a | ook at the projects and have kind
of upgraded their estinmates.



So the 23.8 is the number that appears
in my testinony; however, in the detailed exhibit of
the capital projects, perhaps that was attached to
ny rebuttal testinony, the updated nunbers appear

Q And the amount of the interimrelief
you're asking for in total fromevery jurisdiction is
equal to roughly the sane amount; is that correct?

A I'"m not exactly sure | understand the
guesti on.
Q How nmuch in interimrelief are you

getting fromthe FERC?

A | don't know that | would characterize
the proceeding in the FERC necessarily as interim
relief, but we were granted the rates that we
proposed fromthe FERC and started chargi ng those
added rates in Septenber

Q Let me quote to you frommy discovery
response of the Pipeline. If we do need to
distribute it, we will:

O ynpic needs 23.8 mllion to fund its
pl anned capital expenditures for safety-rel ated
projects in 2002. If the conpany receives the rate
request it has requested, 14.2 mllion from FERC and
8.74 mllion fromthe WUJTC, O ynpic believes this
woul d send the regul atory signal that may all ow



O ynpic to obtain the needed financing.

JUDGE WALLIS: M. Brena, | apologize
for interjecting here. For adm nistrative purposes,
if you could identify the data request and the party
to which that responds, identify whether it was this
Wi tness's response, and kind of keep your eye on the
court reporter as you're reading because it's really
easy to read quickly, and court reporting is still
| argely a manual occupation. So it's easy to get
ahead of the reporter and nake it difficult for her.

Wth all of that, does the wi tness have
the question in mnd.

MR. MARSHALL: You know, if we could
get the actual exhibit nunmber. And | noted that only
a part of the response was read, the introductory
part was not. This wasn't part of the exhibits that
we were provided, although we have been provided a
| ot of other interrogatory answers and requests for
admi ssions as wel | .

JUDGE WALLIS: Technically, as |
understand, it is not an exhibit at this point; is
that correct? O is it a docunent that was --

MR. BRENA: [It's a cross-exam nation,
Exhi bit No. 54.

JUDGE WALLI'S: No. 54, okay. Again, if



parties would please, if you're referring to a
docunent, let us know what that is so that we have
the opportunity to catch up and foll ow al ong as we
go. It would be very hel pful for us.

MR, BRENA: My intention wasn't so nmuch
to get us into the exhibit; just to read to you and
ask you if that fairly characterizes AQynpic's
position in this proceeding.

MR. MARSHALL: But, Your Honor, | would
object to this particular exhibit because M. Batch
attached to his rebuttal testinony, provides an
exhi bit that has superseded this particul ar response
that he has. It's a nuch nore conplete exhibit.

I don't knowif it contains that part
that M. Brena has read or not, but this particular
exhibit, 54, is out of date. And M. Batch's
exhibit, response to Interrogatory No. 4, which is
exhibit -- oh, I'll hand it to you in a nmonment -- is
rebuttal testinmony Exhibit 10 is the conplete and
updated version with an attached spreadsheet show ng
what all of the capital budget costs are for, the
anounts, and the justification as to what particul ar
order and so on.

So this is an inconplete prelimnary
response, so | would object to use of that.



JUDGE WALLIS: The witness is certainly
able to respond that it is an inconplete account and
to call our attention to the suppl enentation.

BY MR BRENA:

Q And |'m happy to provide the entire
one.

A Yeah.

Q M. Batch, ny question to you went to
how much -- | am | ooking at Exhibit No. 54, Page 6.

A I"msorry, | do not have Exhibit 54 in

front of nme.
MR, RYAN:. (Handi ng docunent.)
BY MR. BRENA:

Q Are you there, sir?
A I'"mthere.

. Page 6. Whuld you please read into the
record that last full paragraph, and then I'll ask
you questions on it.

A The paragraph that starts "Staff
requests"?

Q Yes, sir.

A "Staff's request calls for speculation

about rates and sources for borrowi ng next year.
A ynpic needs 23.8 million to fund its planned
capital expenditures for safety-related projects in



2002. If the conpany receives the rate relief it has
requested, 14.2 mllion from FERC and 8.74 million
fromthe WJUTC, O ynpic believes this would send the
regul atory signal that nmay allow O ynpic to obtain
t he needed fi nancing.

"However, while BP-Arco has funded all
of Aynpic's cash shortfalls since July 2000,
continued funding will be assessed agai nst forecast
of future cash flow streans. Absent adequate cash
to pay back | enders, Oynpic could |ose any ability
to raise cash. Wthout such relief, it is uncertain
whet her O ynpic will be able to continue to get
financing fromany source."

Q Now with regard to ny earlier question,
with regard to why we're here, is it to figure out
how to get A ynpic sufficient interimfunds -- let ne

wi t hdraw that and ask it a different way.

How much toward the 23-nillion-dollar
goal is Aynpic going to receive fromthe FERC rates
in effect today?

A | don't know that we have characterized
it as FERC funds or WJUTC funds. \What we have tried
to say is that we need for future | enders to feel
confident that AQynpic will have the ability to repay
any further loans that it takes, takes on.



And without that ability to repay --
and | think a tariff increase would be a signal to
any future lender that, in fact, Oynpic is getting
access to additional cash and perhaps may be a
better candidate for loans in the future -- w thout
that, we don't believe that any | ender who is
cogni zant of, you know, paying |oans and seeing the
financial situation of Oynpic, why they would be
confident to |l end O ynpic any nore noney.

MR. BRENA: Your Honor, if | may ask
that the witness be instructed to answer the
questions that | ask, my cross-examn nation would be
much shorter. M question to the witness was how
much towards the ampunt of interimrelief that they
have requested will they receive under the FERC rates
currently in effect.

I would |ike an answer to that
question, if | may.

JUDGE WALLIS: | amgoing to ask this
wi tness and all of the other persons who may be
testifying in this proceeding, to please listen to
the question that's asked and respond to that
questi on.

Customarily, at that juncture, one
option, if you feel that a further explanation is



warranted, is to continue and make that explanation
But our first job here is to try to perfect the
record by beginning with responses to the questions
t hat are asked.

Do you have the question in mnd,
M. Batch?

THE WTNESS: | would appreciate it to
be rephrased or restated.

JUDGE WALLIS: M. Brena, would you do
that, please?

BY MR. BRENA:

Q Certainly. How much of the 23 million
dollars ininterimrelief that you're after are you
going to receive under the current FERC rates in
ef fect now?

MR, MARSHALL: Your Honor, | object.
We're not asking for 23 million dollars in interim
relief. He has taken this question out of context.
The capital budget is certainly one thing, but paying
back the existing loans is certainly required as wel
to fund these capital inprovenent projects.

I think he's trying to say, and he's
trying to do sone math to say, well, look, if you're
going to get 14 mllion from FERC and you have a need
for capital budgets of X ampunt, isn't that taking



care of a large part of it.

But that's only part. W have ongoi ng
operations in paying back these |oans to which this
answer went into. So M. Brena, | think, is being
argunent ative, assuming facts not in evidence, and
think is trying to lead us all down the wong path as
to characterizing what this case is about.

The case is about what it is; we've
stated it in the petition. And his effort to try to
narrow it to just funding capital projects al one
wi t hout taking into account operations or anything
el se is incorrect.

MR, BRENA: Your Honor, if | may
briefly respond.

JUDGE WALLIS: M. Brena?

MR, BRENA: First, it was ny
understanding that it's the policy of the Conm ssion
not to take tal king objections. And so | haven't
made them and | believe that one was just nade.

Secondly, the data request says that

they need 23 million dollars to send the correct
regul atory signal, and I am expl oring how nuch of
that 23-mllion-dollar goal they are going to get on

the FERC side now, and that was my question.
How much -- they said they need 23



mllion dollars for a signal. How much are you going
to get under FERC? And it just says what it says,
this is a pretty sinple answer.

MR, MARSHALL: It doesn't say for the
capital budget. It says: |If the conpany receives
the rate relief that it has requested, including the
8.74 million fromthe WJUTC, O ynpic believes that
woul d send the regul atory signal

MR. BRENA: | did not nention the
capital budget in ny question at all. | asked:
Towards the 23-million-dollar goal in interimrelief
that you are after, how nmuch are you going to get
fromthe FERC rates currently in effect?

There was no |inkage what soever to any
pur pose.

MR, MARSHALL: Well, 1'm puzzl ed.

JUDGE WALLIS: The question as it is
phrased in context seems to be confusing.

If M. Brena is asking how nuch revenue
does the conpany anticipate receiving fromthe
interimrelief that FERC has granted, that is a
perfectly appropriate question.

If the question is, how are you going
to apply the revenue that you receive fromthe
interimrequest, that's another question entirely.
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1 Perhaps we could take this step by step and try to

2 keep the questions both neutral, and, | guess the

3 best word is as sinple as possible.

4 BY MR. BRENA:

5 Q How much noney in total do you need to
6 send the correct regulatory signal that nmay help

7 O ynpic to obtain the needed financing?
8
9

A I don't believe we referred to any

particul ar amount of nobney necessary to send the
10 signal. | think what we're referring to is that, in
11 order for Aynpic to be able to obtain sufficient
12 capital under reasonable rates and borrow additiona
13 noney, that it would be inportant for those | enders
14 to see that A ynpic can increase its rate base for
15 the inprovenents that it's trying to nake, to nmake it
16 nore of a -- a better candidate, if you will -- for
17 loans in the future.
18 MR. BRENA: Your Honor, if | can have
19 an instruction. | don't mind if he explains his
20 answer. M question was "how nuch."”
21 JUDGE WALLIS: M. Marshall?
22 MR, MARSHALL: Well, | guess | would
23 ask the witness just to take a look at the testinony
24 and see that the request is in order to send the

25 right regulatory signal, that's the requested anount.



And ask the witness to respond to how nuch, what
percentage of the UTC request is needed to send the
correct signal.

| think that's the straightforward
guestion that's being asked.

MR. BRENA: W agree.

MR. TROTTER: Excuse ne, Your Honor, if
| mght interject. | think that the witness said
there was no particular amunt of noney to send the
signal, that's what he said.

Now i f we're going to be suggesting
answers, | think we either get those ground rules in
effect right now, but | think the answer speaks for
itself, as does the document.

JUDGE WALLIS: M sense is at this
point that we're beginning to get the whip out on a
horse that may be ternminal if not yet dead. And | do
agree with M. Trotter's observation that the
witness, in fact, did respond with an answer; and
that that answer and the exhibit docunent both appear
to speak for thenselves. And perhaps it's tinme to
nove on.

BY MR. BRENA:
Q I"'mtrying to figure out how nuch you
need fromthis Conm ssion. How nuch are you



requesting in interimrelief fromthis Comi ssion?

A We are asking for 8.74 mllion

Q And how much of that 8.74 million would
be paid by your affiliated shippers, roughly?

A. When you refer to "affiliated
shi ppers,"” what are you referring to?

Q Affiliates of O ynpic Pipeline.

A A ynpic has no affiliates.

Q How much woul d be -- you don't consider
your owners to be affiliated to Oynmpic, sir?

A I don't consider themaffiliated
conpanies to Aynpic, no. | consider them
shar ehol ders of O ynpic.

Q Okay. How nmuch woul d the owners pay of
this 8.74 mllion dollars of interimrelief, roughly?

A | don't know the answer to that off the
top of my head.

Q Roughly, what is their percentage of
total throughput on your systenf?

A I would have to | ook that nunber up. |
don't have that nunmber on -- off the top of ny head
ei ther.

Q You don't know what percentage of

throughput is attributable to the two refiners owned
by your owners? |Is that your testinony?



A VWhat |'m saying is, the staff of
A ynpic, we have a group with regards to shippers
that maintain those nunbers. And if | had a need to
know what those nunbers were at any particular tine,
I could ask them and that departnment what those
nunbers are, or | could look it up sonewhere.

Q Do you know, just for my purposes, any
rough: a third? a half? two-thirds?

A I would just be specul ating right now.

Q Woul d you have an opportunity over
lunch to find out that answer?

A. | believe that is certainly possible.
Yeah, we can certainly look it up

Q Are you requesting the increase in
rates to be effective Decenber 1 or February 1?

A | believe we made a request that it be
effective Decenber 1. But, again, | would | eave that
up to the discretion of the Comm ssion.

Q Wth regard to your calcul ation of how

much Tesoro and Tosco would contribute, isn't it true
that you cal cul ated that nunber based from February 1
forward?
A Coul d you repeat the question, please?
Q Wth regard to your calculation of how
much in interimrelief Tesoro and Tosco woul d



contribute, isn't it true that you did the

calcul ation from February 1 forward, pointing out
there was a |limted tinme for the collection of the
total amount?

A What we | ooked at were vol une nunbers
from June through Novenber of 2001.
Q Did your calculation -- when you

calcul ated the contribution towards your interim
relief that Tesoro and Tosco woul d make, did you do
it as a percentage of the 8.74 assuming it was in
effect Decenber 1st? O did you calculate it
assuni ng that Tesoro and Tosco would only pay rates
begi nni ng on February 1, from February to August.

A This was cal cul ated on a six-nonth
basi s, based on throughput from June through
Novenber, assum ng that throughputs were consistent.
They are estinmates.

Q So your calculation of their
contribution is based on six nonths, but the 8.74
mllion is a calculation of the rate inpact over
ei ght nont hs.

Is that true or false?

A | believe that to be false. The 8.7
mllion was an annual i zed nunber, based on getting
increased rate relief.



Q If the Commission put in interim
relief, effective February 1, and it was in effect
till Decenmber -- till August 1, that would only be
six nonths; correct?

A Correct.

Q How much interimrelief would O ynpic
col l ect?

MR, MARSHALL: In that period of tinme?

BY MR. BRENA:

Q In that period of tinme.

A From Tesoro and Tosco?

Q From al |l sources.

A It would be -- if we were granted the

interimrelief we were requesting, it would be half
of that nunber.

. Okay. So fromthe 8.74 we're down to
4.37, and of that 4.37, the affiliated shippers would
pay some portion that will be determined after |unch

So the total amount of interimrelief

that you're here before this Conmi ssion seeking is a
couple mllion bucks? That's why we're here?

A. Well, a couple of mllion bucks to
Tesoro may not be a big deal, but a couple of mllion
bucks to O ynpic is pretty significant. | don't
contend that we're here for a couple of million



bucks, and I don't contend that only four refiners
are shipping on Qympic's |ine.

We have about 30 shippers, active
shi ppers, that ship on our |line every single nonth.
Only two of the 30 shippers have protested this
i ncrease.

MR. BRENA: | would ask that that
response be stricken. It's not responsive to ny
guesti on.

JUDGE WALLI'S: The instructions that we

gave earlier to this witness and to other w tnesses
are to please listen to the question and respond to
t he questi ons.

In our traditional system of
jurisprudence, it's kind of a question-and-answer
thing, and we do ask that the w tnesses respond to
t he questi ons.

THE WTNESS: | amtrying to, Your
Honor .

JUDGE WALLIS: At this juncture, | do
beli eve that the response that you gave, M. Batch

did go beyond the question that was asked. It's not
information that is foreign to the record at this
poi nt or to observations, so we will not go through

the formality of striking it. But I will ask you



22
23
24
25

pl ease attend to the questions that are asked and
respond to them

THE W TNESS: Yes, Your Honor.

MR, MARSHALL: Your Honor, | would just
make one observation. M. Brena's question was, at
the very end, "lIs that why we're here?"

And | think when you ask an open-ended
guestion as to why we are here, just about any answer
is appropriate.

JUDGE WALLIS: Thank you, M. Mrshall

BY MR. BRENA:
Q Well, I want to ask you sonme easy
guestions. You're here on whose behal f?

A A ynpi ¢ Pi pel i ne Conpany.

Q Are you here on behal f of Arco?

A No.

Q BP Pi pel i nes?

A No?

Q Equi | on?

A No.

Q You' re here solely in your
representative capacity as the president of Aynpic
Pi pel i ne?

A That's correct.

Q Who is your enployer?



A My enpl oyer is BP Pipelines-North
Ameri ca.
Q And the operating agreenment in fact

provi des that all personnel remain enployees of the
operator or its affiliates; is that correct?

A That's correct.

Q And the purpose for that is so you can
participate in the benefit plans, the BP benefit
pl ans; correct?

A BP Pipelines is the operator of
Oynpic. BP Pipelines is one of the affiliates to
the sharehol der, Arco, and it's been traditional that
one of the sharehol ders supply the operator of the
system

When BP Pipelines -- when BP acquired
Arco in April of 2000, it also acquired a
37-and-a-half percent share of Oynpic Pipeline. BP
decided that it would bid for operatorship of
A ynpic Pipeline and won that bid in June of 2000.

Q Is one of your responsibilities as the
president of Oynpic Pipeline is to be sure that the
operator does his job?

A It is ny role -- | have nmany roles --
but my perhaps nost inportant role is that the
operator namke sure that the A ynpic Pipeline can be



operated safely, and invest the kind of noney and
capital necessary to make sure it can be operated as
a safe pipeline.

Q And do you have a copy of
Exhi bit No. 48, the operating agreement? | wll ask
you sone questions with regard to that.

Let me just ask you a genera

question, though. Does it seemto you |like a good
i dea to have an enpl oyee of the operator responsible
to oversee the operator's performance under the
operating contract?

A. I"mnot sure | understand the context
of your question.
Q Well, part of your job with regard to

Oynpic is to be sure that the operator operates the
line safely; correct?

A As an enpl oyee of BP Pipelines-North
America, | ama part of the operator of O ympic
Pipeline, and | have a role as president of O ynpic
Pi pel i ne.

Q And does that role include being sure
that the operator operates the |ine safely and
prudently?

A No. | believe that is a board of

directors responsibility. It is certainly ny



interest that we operate the line safely and we get
the necessary investnents and projects in order to do
that. But certainly the board of directors would be
i nvolved in any of those decisions as well.

Q So it's your testinobny that it's not
one of your roles to oversee the safe operation of
this line?

A | am not saying that.

Q Is one of your roles to oversee the
safe operation of this line or not?

A It is.

Q Whose perfornmance are you overseei ng?

A. | am overseeing -- | am ensuring that
O ynpic's performance will be in operating, or --
will be in a safe pipeline.

Q Who is the operator?

A BP Pi pelines-North Anmerica is the
operator of O ynpic.

Q Is that what the operating agreenent

says? It's the first paragraph.
CHAl RAMOMAN SHOWALTER: O what ?
BY MR. BRENA:
Q The operating agreenent,
Exhibit No. 48. It says: This agreenent nmade into
as of June 30th, 2000, herein called the effective



date, by and between O ynpic Pipeline Conpany, a
Del awar e corporation conpany and Anoco Pi peline

Conpany, a marine -- a Miine corporation, operator
Who is the operator of this line?
A. BP Pi pelines-North Anerica. Wen BP

merged with Anpbco in 1998, it also nerged its assets
at that sanme tinme. There nay be a legal distinction
with regards to what is here in the operating
agreenent. And, subject to check, | don't -- | would
need to doubl e-check on just the time frame of when
t he agreenent was entered into and what the |ega
names of corporation were at that tine.

Q Well, the agreenment was entered into on
June 30th, 2000; the merger occurred in 1998.

Is it your testinony that the operator
of the line, Anmpbco, the |egal operator of the line,
has no assets because they've been transferred to BP
Pi pel i nes?

A I think the clear answer is | began as
presi dent of O ynpic Pipeline in Septenber of 2000,
was not privy to the operating agreenent when it was
signed. And, therefore, | don't have direct
know edge or context of the questions that you're
currently asking.

Q In response to ny question, you said



that in the nerger that Anmpco Pipeline Corporation's
assets were transferred to BP Pipelines, did you not?

A | said --

Q In 19987

A. In 1998, BP and Anpbco nerged, yes.

Q And the assets from Anbco were
transferred to BP Pipelines; is that correct?

A | don't believe | said that, and |I'm
not exactly sure of that statenent.

Q Do you know whet her or not the |ega
operator of this |line has any assets?

A. Does the | egal operator of the |ine
have any assets?

Q Yes.

A | believe the answer is yes.

Q |'"mconfused, and | don't nean to dwel

on the point. But if in 1998 there was a nerger, and
Anoco' s assets were transferred to BP Pipelines, then
how i n June of 2000 could Anpbco continue to have
assets?

MR. MARSHALL: Your Honor, | have to
obj ect because the witness didn't agree that the
assets have been transferred, and he says he doesn't
know. And | think this is argunmentative, assuning
facts not in evidence, and |I'm not even sure where



this line of testinony goes.

If there'd been a data request to try
to clarify what changes in assignnents and so forth
have been nade, we could have answered that. W
coul d make answer subject to check

But | think this witness has already
said that he does not agree with the statenent that
assets have been transferred and therefore there are
no assets. So this has now become argunentative.

MR. BRENA: No, |I'masking himto
expl ai n an apparent contradiction in what |
understand his testinony to have been. | understand
his earlier testinony to have been, when | asked him
to explain why Anpco Pipeline Conpany was on this
docunent, he explained -- he volunteered -- that in
1998 there was a nerger, and the assets from Anpco
went over to BP Pipelines. And he continued to
i nsist that BP Pipelines was the operator

So now I'mjust asking himto explain
t he apparent contradiction between that statenment and
the statenent that Anpbco Pipeline continues to have
some assets.

JUDGE WALLIS: And the intervening
guestion and answer, as M. Marshall points out,
contained testinony by this witness that states that
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1 he does not believe that he did make that earlier

2 statenent, and he disagrees with it.

3 MR. BRENA: Then | will rephrase the

4 questi on.

5 JUDGE WALLI S: Pl ease.

6 BY MR. BRENA:

7 Q Was there a nmerger in 1998 between

8 Anmoco Pi peline Conpany and BP Pipelines-North

9 Anmer i ca?

10 A No. There was a nerger in 1998 between
11 Anmoco Cor poration and BP.

12 Q And what happened in that merger?

13 A. I was not involved with the nerger, so
14 I am not the best person to fully explain that at

15 this hearing.

16 Q Do you know who the | egal operator of
17 A ynpic Pipeline is?

18 A. I know that BP Pipelines-North America
19 is the operator of Oynpic. BP Pipelines-North
20 Ameri ca enpl oyees are operating the O ympic Pipeline.
21 Whether it is the legal entity or not,
22 I am not certain of.
23 Q I'"d like to direct your attention to
24 the operating agreenment at Page 4, and that woul d be

25 Bates stanp OPL 1113939. Do you have that page?



A Yes.

Q I would Iike to read to you a paragraph
and ask you questions fromit.

JUDGE WALLIS: M. Brena, if you and
the witness and the rest of us all have that docunent
before us, it may not be necessary to read it.

Perhaps if you could just refer to it?

MR, BRENA: All right. And perhaps if
I could paraphrase it, then

BY MR. BRENA:

Q In the first full paragraph on that
page, it sets the standard to which the operator has
to performhis responsibilities, and the |ega
standard that the operator has undertaken is in a
manner consistent with the usual and custonary
practices, codes, and standards in the pipeline
i ndustry.

Do you see that |anguage, sir?

A Is this the top of Page 4?

Q Yes, it's the top of Page 4, it's the
first full paragraph beginning "Operator agrees to
performall services"?

A Yes, | see the paragraph.

Q The standard that this operator
undertook to performis not sone higher standard than



the industry standard, is it? |It's the usual and
customary practices, codes, and standards in the
pi pel i ne industry.

A. BP Pi pelines has a set of standards
that it believes are necessary to run a safe
pi peline. And we are incorporating all of
BP Pi pelines' standards into doing just that.

Q My question went to, the | ega
obligation of the operator is not to performhis
duties to any higher standard than anybody else in
t he industry.

Isn't that what this provides?

A. No. | believe that this provides
m ni mum requi renents under an operating agreenent,
not absol ute.

Q Is there any reference in this
par agraph that sets the standard for the operator’
performance that has any reference whatsoever to BP
i nternal standards, or any hi gher standard other than
what's customary for the industry?

A. It is not directly stated in that
par agr aph, although it could be assuned to be
implicit by the fact that it's an operating agreenent
bet ween BP Pi pelines-North America and O ynpic
Pi pel i ne Conpany.



Q Is it your understanding that the
operator is legally bound to a higher standard,
notwi t hstandi ng this | anguage that sets the | ower
standard in the contract?

A. Legally bound or not, it's inportant to
achi eve the necessary safety standards that are
needed to ensure that this pipeline can be operated
safely here in the State of Washington. That's what
the people of the State of WAshi ngton expect, and
that's what | expect.

Q ["mjust wondering what the operator
legally conmmitted to, not the expectations. Can you
speak to that; your understandi ng of what the
oper at or Iegally committed to?

A Again, | did not -- was not involved in
the drafting of this docunment, so | cannot nake any
statements al ong those |ines.

Q VWho owns this pipeline?

A A ynpi ¢ Pi peline Conmpany has two
sharehol ders: Arco and Equil on.

Q In the brief that Oynpic filed, they
said BP Pipelines-North America owns 62.55 percent of
O ynpic. |Is that statenent false?

A Subj ect to check, | believe that's
correct.



Q Does Atlantic Richfield owmn O ynpic, or
does BP Pipelines own Oynpic? O are you just using
t hem i nt erchangeabl y?

A. | believe Arco owns 62.55 percent of
A ynpi ¢ shares.

Q Does BP Pi pelines-North America own
Atlantic Richfield?

A Again, | don't know the |egal context
of the structure of BP and Arco.

Q But it's true that BP Pipelines doesn't
own this conpany, and doesn't have an operator
agreenent with this conpany. Do you agree or
di sagree with that?

A I do not agree with that.

Q You think that the contract with Anpco
Pi pel i ne Conpany binds BP Pipelines? |Is that why you
di sagree with that?

A Subj ect to legal interpretation, ny
under st andi ng upon coning to this job was that
BP Pi pelines would be the operator of O ynpic, and
woul d be responsible for ensuring the safe operation
of O ynpic.

MR, MARSHALL: If it would help at this
point, M. Fox has sent me a note indicating that he
can respond to these operator agreenment issues.



JUDGE WALLIS: M. Fox, you said?
MR. MARSHALL: M. Fox. So, | mean,
I'"ve let this go on, but it seens to ne --

MR, BRENA: |'ve conpleted ny |ine of
guestions, and no reason for -- this w tness has done
everyt hing he can.

JUDGE WALLIS: Very well. Are you at a

nat ural breaking point, or do you have questions
that --

MR. BRENA: | have one series of very
short questions that | could get to between now and
noon, | suspect.

BY MR. BRENA:
Q Your education is in chem stry, and

your background is in safety and environnmental
i ssues; is that fairly stated?

A That's correct. And chem ca
engi neeri ng.

Q And chemi cal engineering. Do you
consi der yourself a regulatory expert?

A No.

Q Do you consider yourself a financia
expert?

A No.

Q Do you consider yourself an expert with



regard to what is necessary to attract capital in
comerci al markets?

A No. But M. Howard Fox, | would
consi der nuch nmore of an expert than | amin that
particul ar area.

Q Did M. Fox advance any direct
testinmony in this proceedi ng?

A I'"mnot sure | understand the question.

Q Well, you understand that it's

O ynpic's burden to show the need for interimrelief,
do you not?

A Yes, | understand that.

Q You understand that burden nust be net
inits direct case, do you not?

A And in which direct case are you
referring to?

Q The direct interimcase.

MR, MARSHALL: Your Honor, | would
object that this is argunentative at this tinme,
asking for a conclusion. And | think in interim
cases the Commi ssion has nade it perfectly clear
that, as circunstances change for interimcases,
things can be and they are fluid, alnost by
definition when you're in an energency situation
Updated information is necessary; in fact, it's



unavoi dabl e.

So | think that, not only is he trying
to get this witness to speculate as to | ega
conclusions, but | think the foundation is assum ng a
| egal set of circunstances not appropriate.

MR, BRENA: | just intended to ask him
hi s under st andi ng, Your Honor

I would just say that | was just naking
the point that O ynpic Pipelines has not advanced an
expert in financial matters with regard to capital
with regard to the ability of the conpany to attract
capital; and that the only witness that's gone
forward in the direct case doesn't claimor profess
any expertise in any of those fields at all

JUDGE WALLIS: M. Brena, as you have
poi nted out earlier in the day, the purpose for our
inquiry is to get the facts, and you will have the
opportunity to make your argunents at a later tine.

This witness has indicated that he is
not a lawyer, that he's not a legal or regulatory
expert. So perhaps, if it is a matter of argunment
based upon the factual answers that he gives, you
could present those in your closing argunent.

MR, BRENA: Certainly. Thank you, Your
Honor .
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BY MR. BRENA:

Q Have you ever given expert testinmony in
any ot her proceeding, other than this one, relating
to the financial condition of a conpany?

A No.

Q Have you ever, before this one, given
any testinony with regard to regulatory policy or
matters?

A No.

Q Wth regard -- okay. Have you ever
before given testinony in any regards with regard to
what is necessary to attract capital fromexternal or
i nternal sources?

A As | nmentioned, | don't claimto be a
financial expert. But it doesn't take a financia
expert to know that if people are not getting paid
back on the noney that they are loaning, it would be
ki nd of ludicrous to expect that they would continue
to | oan noney on that basis, if there's no
opportunity or no hope for its return.

) | asked if you had ever given testinony
before. Could you please answer that question, with
that clarification?

A No.

Q Isn't it also ludicrous to assunme that



nobody will | oan sonebody nbney when the owner
doesn't have any equity in the conpany, M. Batch?

A. I would defer that question to Howard
Fox.

Q Have you ever got a house |loan in which
you didn't put a down paynent down?

A The two house | oans that |'ve had, |
have put down down paynents.

Q In your experience, do you know anybody

that has ever borrowed noney with regard to assets in
whi ch they haven't invested sonme of their own?

A. I would just be specul ating, but |
would tell you, if ny financial situation were
simlar to Oynpic's, | don't think | would have been
able to get a hone | oan either

Q You' d need your owners to put sone
equity in, wouldn't you?

A Again, | would defer that to M. Fox.

MR. BRENA: This would be a good tine
to take a noon break.

JUDGE WALLIS: Very well. We will
resume at 1:30. | amgoing to ask that M. Marshal
and M. Brena, the two of you get together, so that
you can, before 1:30, have the questions resolved.

(Luncheon recess at 12:05 p.m)



AFTERNOON SESSI ON
1:30 p. m

JUDGE WALLIS: All right. Let's be
back on the record, please. Let's begin with an
update from M. Brena and M. Marshall regarding the
need for ruling on confidentiality.

MR. MARSHALL: On the cross-exam nation
exhibits, M. Brena and | have conme to an agreenent
on redacting those portions of the mnutes that we
had concern about, focusing on the portion that he
needed for his actual cross-exam nation, and with
those we don't have objection.

JUDGE WALLIS: Very well. Thanks to
you both for working this out.

Are we ready to resunme the exam nation?

MR, BRENA: Yes, Your Honor.

JUDGE WALLI'S: Pl ease proceed.

BY MR, BRENA:

Q Good afternoon, M. Batch.
A Good afternoon.
JUDGE WALLIS: M. Brena, |I'mgoing to
interject here. | apologize for the interruption but

' m having trouble hearing you, and if you make sure
that --
MR, BRENA: My nicrophone was off.



JUDGE WALLIS: -- your mcrophone is
on, and if you pull it right up to your nouth and
speak up just a little bit, it would make it easier
for me and |"'msure for others in the room

MR. BRENA: Thank you, Your Honor. |
will.

JUDGE WALLI'S: Thank you.

BY MR, BRENA:

Q M. Batch, | had asked you if you could
tell me what percentage of the throughput was
attributable to the affiliates. Have you had an
opportunity to do that?

A. During lunch | was able to get vol une
and percentage estimates of shipnents fromthe four
shi ppers on Aynpic's system Arco, Equilon, Tesoro,
and Tosco, as well as the percentages for three
representative nonths: June, July, and Cctober of
2001.

Q And just as a percentage, what did you
find?

A. VWhat | will read is the percentages for
each of those nonths. June of 2001 -- yes?

Q Excuse ne, I'msorry. And | don't nean

to cut off your answer, and |'m happy to let you
finish it.



But didn't all four refineries start
transporting again in July?

A. I think they were all shipping since
February of 2001

Q Didn't the system-- there's a huge
step-up in throughput in July of 2000. |'mjust --

A Yes. In 2001, in June actually, we

were able to bring up the Allen to Renton section of
the 16-inch, which represented an increase in
t hroughput at that tine.

Q Coul d we just have Septenber?
A. As | mentioned, |'ve got nunbers for
June, July, and Cctober.
Q Oh, I'msorry, COctober. | didn't nean
to ask you a nonth you didn't have, | apol ogi ze.
Coul d we have Cctober?
A Yes. Arco shipped at -- the vol une was

146 -- 1,469,573 barrels, and that represented 31
percent of the shipnents. This is just intrastate
shi pnments now |' m speaki ng about, within the State of
Washi ngt on.

Equi | on was at 24 percent, or
1,119, 113. Tesoro was at 15 percent, 699, 746.
Tosco was at 12 percent, 548,299. And all the other
shi ppers represented 18 percent at 841, 876.



Q Now t hose others, are you aware of how
their contracts are structured at all?

A. I am not personally aware of their
contracts, no.

Q For exanple, are you aware that the

Tesoro would sell to sonebody its oil who woul d be
the shi pper of record, but the price that they paid
reflected that Tesoro would pay the tariff rate?

A | am aware that there are shippers that
wi || buy product from Tesoro and ship on the I|ine,
but I"mnot famliar with the specifics of that.

Q These 18 percent who are shipper of
record, all of those 18 percent bought their
petrol eum products from one of these four. Is that
fair to say?

A Yes. | believe that's correct.

Q So with regard to where the economc

i mpact lies for that final 18 percent, we'd need to
| ook at the individual contracts between the
refineries and those shippers of record to deterni ne
t hat .
Is that fairly stated?

A I'"'m not exactly sure what you're
referring to with regards to "economc inpact."

Q That with regard to the 18 percent,



that to determne who ultimately bears the econom c
cost of the tariff rate assessed, you' d have to | ook
at the underlying contract between the refiner and
t he shi pper.

A. Well, that may very well be the case.
But as far as Oynpic is concerned, every barrel is a
barrel of throughput through the line and a tariff
that we collect, regardl ess of who the shippers are,
what the contracts state

Q No, | appreciate that. Thank you.

Does the operator or the board

aut hori ze capital expenditures on this |ine?

A. The operator recommends and the board
approves.

Q I'm | ooking at the operator agreenent,
which is Exhibit 48. |'mlooking at Paragraph 4.2 of

that, which begins on Page 6 of the agreenent.
And tell me when you have had an
opportunity to review that paragraph

A VWi ch paragraph again?

Q 4.2.

A. Okay.

Q There is a requirenent there that such

capital expenditures shall be docunented by econom c
st udi es.



Were econoni ¢ studies prepared with
regard to the 2002 capital budget items?

A. Every capital project goes through BP' s
capital value process, "C-BP" we call it, which is a
detail ed project and econonic anal ysis of that
project. So | would say yes.

Q So far as you're aware, have those been
produced in discovery? Are those available in the
record of this proceedi ng?

A Subj ect to check, | am not aware that
those are available within the di scovery process, nor
were they asked for.

Q Wth regard to detailed authority for
expenditure, is an "Authority For Expenditure"”
frequently referred to in the industry as an "AFE"?

A | have heard that term yes.

Q And a detailed authority for
expendi ture which shall contain a full and conplete
description of the equipnent to be purchased and the
i mprovenents to be made

As far as you're aware, were those
prepar ed?

A As far as | know, detailed descriptions
of the projects were presented to the board.

Q And t hrough the form of an AFE for



t heir aut horization?

A I don't know if an AFE per se was
generated for that. But certainly there is a capita
project listing that goes through every single
project for the board's approval.

Q And as far as you're aware, are the
AFEs which were presented to the board for the 2002
capital inprovements, were those produced in
di scovery? Are they available to this Comr ssion?

A I am not aware of whether or not they
have been produced. Subject to check, | have not
seen any through the discovery process, and again,
didn't recall any requests along those |ines.

MR, BRENA: |f | could just have a
nonent .
BY MR. BRENA:

Q "Il come back to this question in a
m nut e.

If I were to represent to you that
your AFEs were specifically requested for the 2002
expendi tures, would you have any reason to di sagree
with that?

A I would have no reason to agree or
di sagree at this point.

Q And just to clarify, those nunbers that



you gave on throughput, those were intrastate vol unes
and t hroughput only; correct?

A That's correct.

Q Thank you. The staff asked you a
gquestion briefly about, is this Iine operating safely
t oday?

A The answer is yes. And if | thought
that this |ine was operating unsafely, we would not
operate it.

Q In your testinony, you point out that

there is nothing obligating Qynpic to continue to
operate this line. Should a ratepayer be able to
pay -- be required to pay a higher rate than is just
and reasonabl e because a comopn carrier threatens
shut down?

A Well, | don't recall ever threatening
shut down. And seens to ne that my testinony
reflected nore of a question about being obligated to
expand the line, not necessarily being obligated to
run the line when it's unsafe.

Q So you are not intending through your
testi nony, which pointed out you have no | ega
obligation to continue to operate, you did not intend
through that testinony to suggest or inply
possibility of a shutdown?



A Can you refer to the point in the
testinony that you're referring to?

Q Do you recall your testinony?

A. |'"ve got three sets of testinmony. |Is
this in the rebuttal testinony?

Q Yes. Do you recall pointing out the

| egal obligations?
CHAl R\WOMAN SHOWALTER: M. Brena, if

you know where the testinmony is, it will save us all
time to refer himand us to it.

MR. BRENA: ['Il just nove to anot her
question. | realized after | said that it was in the
brief, so -- ny apology for msdirecting you to your
testi nony.

JUDGE WALLIS: May we break for just a
m nute here? W have a technical difficulty in that
people want to call in and aren't reaching us, and we
don't know right now whether that's because too nany
have called in and there aren't any ports left or
there is a glitch.

And we want to reset the systemjust to
make sure people have the opportunity to call.

(Di scussion off the record.)

JUDGE WALLIS: Al right. Are we
prepared to proceed? | apologize. This technical
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1 stuff, the nore advanced we get, the nore opportunity
2 there is for momentary chal |l enge

3 M. Brena, when you' re ready.

4 BY MR. BRENA:

5 Q You quantified in your testinony the

6 i mpact to Tesoro and Tosco; is that correct?

7 A For this, the cost that they would

8 i ncur during -- |'msorry.

9 Q Yes.

10 A The cost that they would incur during
11 this six-month interimperiod?

12 Q Yes, that's correct.

13 A Yes.

14 Q Do you believe that a ratepayer should
15 be required to pay a higher or |ower rate based on
16 the financial inpact to the ratepayer?

17 A A shi pper shoul d pay just and

18 reasonabl e rates.

19 Q Regar dl ess of the financial inmpact to
20 the shipper. |Is that inplied in what you said?
21 A. My comrent is that every shipper shoul d
22 be treated equally and fairly, and should be charged
23 just and reasonabl e rates.
24 Q You pointed out the inmpact to the

25 shi pper's custoners, a quarter cent a gallon. Do you



think that the inpact to the shipper's custoners
shoul d i npact how this Conm ssion sets a just and
reasonabl e rate?

A I think that was used for illustrative
pur poses, not for setting of any rate base. It was
to denonstrate that there was absolutely no inpact to
the public associated with the rate increase that
we' re requesting.

Q And so, based on that, if there's a
| esser impact or a greater inpact, should the
Conmi ssion be nore or |ess predisposed to granting
your request for interimrelief?

MR, MARSHALL: | would just object that
this is a legal conclusion for the Conm ssion. The
public interest standard is what it is, and | think
debating what this witness's view of what that
standard might be is not going to |l ead us anywhere
useful .

MR. BRENA: |'mjust exploring the
reason for this testinony, including the inpact to
the ratepayer and the custoners, and |'m wonderi ng
how he intends that testinony to inpact this
Conmi ssion's decision with regard to interimrates.

JUDGE WALLIS: To ny recollection, the
Wi t ness has responded on that, and |I'm not sure that
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1 asking the question again will get a different

2 response.

3 MR, BRENA: Ckay.

4 BY MR. BRENA:

5 Q You responded to ne pointing out just
6 and reasonable rates. Does a just and reasonabl e
7 rate include a rate elenent for prior |osses?

8

9

A My understanding of this interimcase
is to ask for rates necessary in an emergency

10 situation that continue to be financially sound, or
11 to help get our way towards a more positive place
12 than A ynpic is currently in.
13 Q Let me give you a hypothetical and just
14 ask you to respond.
15 If a cormmon carrier has 50 nillion
16 dol lars of equity investnent and everything is fine,
17 and it dividends out that whole 50 million dollars
18 and so its financial position is depleted, should it
19 be able to cone before this Commi ssion and ask for
20 an interimrate on an energency basis?
21 A Well, since |'ve been here we have
22 i ssued no dividends, and nmy understanding is O ynpic
23 has issued no dividends since 1997.
24 What happened prior to 1997 coul d have

25 been addressed in previous rate cases or hearings in



front of the Commi ssion, and the shippers could have
objected at that time and did not.

Q Do you have my hypothetical in mnd?
It's a hypothetical. |If a conmon carrier has 50
mllion dollars in equity, takes it out and does
sonmething inprudent with it, whatever it is, or just
takes it out, should -- because of the inpact of that
deci si on, should that comon carrier be able to
request interimrelief?

A | believe that's a question that is
covered in Howard Fox's supplenental testinony, and
woul d ask that he address that when its his tine.

Q Do you believe that a shipper should be
required to pay for debt that was incurred but is
unrelated to the service that he received?

A Coul d you repeat the question, please?
l'"msorry.
Q Do you believe a shipper should be

required to pay a rate that includes debt that was
unrel ated to the service that he received?

A. As | have said in ny testinmony, Oynpic
is requesting interimrate relief because of its
financial condition. It can't borrow any additiona
noney. It needs to raise rates in order to attract
capital at reasonable rates so that we can continue



the capital programthat we're trying to acconplish

Q Do you have ny question in mnd, sir?
A Yes.
Q My question wasn't directed

specifically to O ynpic.

Do you believe that a shipper, paying
a rate, should pay for debt that wasn't incurred
with the service that was provided to the shipper?

A I think that that's kind of a
retroactive look, and | would just be specul ating on
that particul ar issue.

Q If Oynpic had incurred its entire 144
mllion dollars' of debt in order to fund the
Cross-Cascades project, should Tesoro have to pay for
t hat debt?

A Well, Tosco and Tesoro's predecessors,
as well as all of the other shippers on the line,
were very excited about the Cross-Cascades pipeline.

In fact, there were a nunber of
t hr oughput and defici ency agreenents solicited and
signed. And there's no reason to believe that
O ynpic did this on their own, they did it in ful
support of the shippers.

Q So if a shipper supports it, they
shoul d have to pay for it whether it's related to



service or not? Conversely, if a shipper doesn't
support it, should he not have to pay for it?

A. The Cross-Cascades pipeline is a
project that Aynpic took on, and it's not a dead
project. It's just a project on hold and was put on

hol d because of circunstances in 1999.

But as | said before, there were
hearings and there were letters in front of this
Conmmi ssion with regards to the Cross-Cascades

pi peline, and it was a very supportive -- supported
project by the shippers thensel ves.
Q Does A ynpic's expenditures relating to

the Cross-Cascades project, are they related to the
service that's been provided to Tesoro?

A I"'msorry. 1Is the question, "Is it
included in the rate base"?

Q No. Are they related to the services
that Tesoro has purchased for its rate?

A Cross- Cascades is not an operating
asset at this tinme.

Q Wul d you refer to Exhibit No. 23,
pl ease.

A Okay.

Q Isn'"t it true that O ynpic spent 21.5

mllion dollars on the Cross-Cascades project?



A That is ny understandi ng.

Q Isn't it true that in Exhibit 23 in
Paragraph 1, the other owners, other than Equil on,
refused to put any nore capital into it?

A | believe | saw sonme board ninutes,
certainly prior to my arrival at Oynpic, that
i ndi cate that.

Q Isn't it true that one of the reasons
why the debt increased was as a result of Equilon's
fundi ng of the Cross-Cascades project?

A Addi tional debt was taken on for
Cross- Cascades, so | think the answer is yes.

Q Equilon's contributions into AQynpic to
fund the Cross-Cascades were characterized as debt
and are included in its 43-mllion-dollar debt on
your chart.

Isn't that true?

A Subj ect to check, | think
Cross-Cascades -- well, let ne -- subject to check, |
need to check on that.

I'"mnot exactly sure if it was the
Equilon note or if it was the Prudential note that
was initially tendered for the Cross-Cascades work.

Q So at least part of the debt that
you' re asking this Comrission to consider in granting



interimrelief is related to Oynpic's efforts with
regard to Cross-Cascade?

A Yes, | believe that's true. But the
debt is the debt, and it's 150 nmillion dollars with
i nterest paynents that we have no hope of repaying at
this point.

Q The Bayview Terminal, isn't it true
that O ynpic paid 24 mllion doIIars on the Bayview
Term nal ?

A | don't recall the exact anount on the
Bayvi ew Termi nal .

Q Subj ect to check, does that sound
approxi mately correct?

A Yes, subject to check.

Q Now, if | can direct you to Exhibit 22.

Isn'"t it true that sone of the debt that QO ynpic
currently carries is attributed to its funding of the
Bayvi ew Terni nal ?

A | believe that's true.
Q Is the Bayview Terminal in service
t oday?
A. It is currently bypassed, although we

have used it periodically, primarily during the
safety tests that we've acconplished on the pipeline,
primarily for hydrotest, water and storage.



So in effect we have used it, but for
shi ppi ng petrol eum products it's been bypassed. And
it's on a schedule to recomn ssion once we get back
up to 100 percent, because that term nal was
designed to be operated at 100 percent operation

COW SSI ONER HEMSTAD: May | ask a
clarifying question here?

JUDGE WALLIS: Yes.

COW SSI ONER HEMSTAD:  Wen you used
the term "bypassed,"” what does that nmean? Does that
mean " not hbal | ed"?

A Yes. It means that the flow used to
fl ow through the Bayview Term nal and then to Allen
Station, and then down south to Renton. \What we've
done is we've put a straight piece of pipe to
segregate out the termnal so that it's currently not
recei ving petrol eum products by shipnent.

BY MR, BRENA:

Q Has the term nal been used for the
storage of petrol eum products in the past?

A. Subj ect to check, | think there has
been petrol eum products that have been stored there.

Q And by "petrol eum products," do you
mean all the petroleum products out of the two
refineries that would use that? They've been stored



in the past in that facility for delivery into the
line? O do you nmean that, on occasion, that it's
been used?

A I know for a fact that there has been
petrol eum products in those tanks fromtinme to tine
through internal inspection runs with diesel

And exactly whose product it was and
when it was put in the tanks, | can't be specific
because | don't know. But our operations folks
could probably get that information, if necessary.

Q ["mjust -- was the purpose for the
diesel there just to run it through the facility so
that you could inspect to see how it functioned?

A No. The diesel is necessary to run a
smart PIG through the Iine. The |ine was shut down,
and in order to run a smart PIG through it, we used
di esel fuel to help nove the PIG through the |ine.

Q So that was the reason that the diese
was stored in the Bayview Term nal ?

A I think that is one certain probability
of why diesel was there, but there could be other
reasons. | just don't know.

MR. MARSHALL: Could | ask the wi tness
to give the nane for the acronym"PIG " just so we

have a cl ear record?



JUDGE WALLIS: M. Batch?

A I wish you woul dn't ask ne those
guesti ons.

JUDGE WALLIS: Perhaps if the w tness
nerely describes what it is and what it does, that
will suffice for the record.

A It's a nmechanical device with
el ectronic sensors on it that nonitor the pipe as it
goes down the pipe to identify any anomalies or areas
of netal loss or dents within the |ine.

BY MR. BRENA:

Q And just so that I'mclear, has the
Bayvi ew Term nal ever been in full operation?

A | believe it was conmi ssioned and was
in operation at one tine, yes.

Q A ynpic has been collecting three cents
a barrel since its last tariff increase, associated
with the Bayview Terminal; is that correct?

A Yes, that's correct.

Q I would Iike to direct your attention

to Exhibit 21. And to Page 2 of the exhibit in the
| ast full paragraph before Throughput and Deficiency
where they attribute an increase of 23 mllion
dollars in debt, an increase in the debt to the
Cross- Cascades project.



Is what's stated here consistent with
your understanding that in your existing debt, at

least at this tine, is 23 mllion dollars associated
with the Cross-Cascades project?

A | don't recall the exact nunber. |
recall 21.5 million associated with Cross-Cascades,

but, subject to check, 1'd Iike to double check that
nunber .
Q Certainly. Now, with regard to the
rest of the paragraph, it points out that there's a
hi gh debt equity, even at 48 mllion, as a result of
t he dividend pay-out policy which has paid out nearly
100 percent of net incone in recent years.
Do you see that |anguage?

A | do, but | would ask that this
guestion be directed to Howard Fox.
Q I will revisit it with him then

I would direct your attention to

Page 3, the capital budget for 1998 set forward in
the m ddl e of the page, and it has 18 mllion
dol l ars associated with Bayview. And is that
consi stent with your understandi ng?

A I have no personal know edge of that
nunber .

Q I'"d like to direct your attention --



and if this is better directed to M. Fox, that would

be fine -- to Page 4, the dividend policy paragraph.
The | anguage: Now that A ynpic is

i nvesting significant dollars in Bayview, it nust be

i nvesting nore in Cross-Cascade, 100 percent

di vi dend pay-out may no | onger be prudent. Do you

see that |anguage?

A Yes.

Q Is that better directed to M. Fox --
A. That's better directed to M. Fox.

Q -- too? | would like to direct your

attention to Exhibit 24. On Page 2 under Arco
Products Conpany, the statement: Prinmary val ue cones
from having a continuing influence in the product
speci fications for pipeline novenents as Arco's specs
are and may continue to be different than other
shi ppers'.

Does Arco have a particul ar influence
on Oynpic in the way it qualifies its product
speci fications?

A None that |I'm aware of.

Q You nention that the line is currently
operating safely. Has it been operating safely in
the past, in your judgnment?

A Since we canme here -- since | canme here



in the sutmmer of 2000, | nade sure that we did an
extensive review of the entire pipeline system its
managenent systens, its pressure-worthiness. And
will just state categorically that we will not
operate an unsafe pipeline. And so the 16-inch
pi peline required huge investnments in order to get it
worthy for restart.

And it was not until | was assured
that it was worthy and woul d operate safely before
woul d restart that pipeline.

Q Did your safety audit reveal that the
i ne had been previously operated unsafely?

A. Not to ny know edge.

Q So it's your testinony that the line --

based on your review of the safety audit, in your
judgment was the |ine operated safely in the past?
A | really don't have a judgnment on that
particular issue. | nean, nmy focus was to nmake sure
that BP Pipelines could operate it safely and to
institute the procedures and protocols necessary to

do that. | was not |ooking back at all in that
process.
Q Usually if you nake a | ot of changes,

it suggests that you felt that something was w ong.
My question to you is, were the changes necessary for



safety that you nade?

A The changes that we made hel ped to
assure nme that, in fact, we could operate this |ine
safely. And so we used BP's standards in order to do
t hat .

Q And do you have any judgnent what soever
with regard to whether the prior operator operated
Wi thin industry standards?

A | have no opinion on that. | have not
| ooked at that.

Q Do you believe that Oynpic or its
operator was responsible for Watcom Creek?

A O course, this issue is under

extensive litigation, but there has been no proof of
fault or negligence that |'m aware of.

From ny standpoi nt, Whatcom Creek
occurred because of a piece of pipe that was dented
27 tinmes by a backhoe that did not make a one-call

Q So in your judgment, neither -- so far
as you're aware, neither Aynpic nor its operator was
responsi ble for the tragedy of Watcom Creek?

A. That's a matter of litigation, and that
wi |l be addressed in the normal course of that.

Q I'"'masking for your judgnent, if you
have one.



A | have no judgment.

Q I would direct your attention to
Exhi bit 41, Page 7. It has a currently incurred cost
of 32 mllion.

That was the presentation to the board
on January 11th, on Page 7, under Whatcom Creek

Liability: Currently, incurred costs, 32 nmllion
clains recovered, 10 million
Do you see that?

A | do, yes.

Q So at least as of that date, Whatcom
Creek had a 20-million-dollar inpact on the cash fl ow
of the conpany; is that correct?

A I think in discussing cash flow

i mpacts, it would be best for Howard Fox to address
t hose i ssues.

Q Was that your understandi ng of the
board presentation at the tinme?
A My understanding of this board

presentation was a presentation on insurance. And
t he coverages associated with insurance.

Q And what's your understandi ng of how
many of the Whatcom Creek expenses as a percentage
wi |l be recovered through insurance, eventually?

A My understanding is originally there



was a very optimstic hope of 60 percent recoverable.
I have not seen that, even close to that,
mat erial i zi ng.

Q I would direct your attention to
Exhibit 43, the crimnal indictment of O ynpic.

MR. MARSHALL: At this tinme, | would
just like to register an objection so | don't waive
it as toincluding this. | think it goes beyond the
interimcase. | think it gets into |egal issues in
ot her proceedings that are not the purpose of this
interimmatter. We're not asking for Watcom Creek
expenses, we're not asking for the associated
i nsurance recovery anmounts.

Just so that we can avoid having to go
down a path that isn't relevant, if we start down
this path we could be here a whol e week.

JUDGE WALLIS: M. Brena?

MR. BRENA: Well, not on my account, we
won't be here all week. But they are including these
expenses.

They have indicated that they are in a
deteriorating financial position, and we're just
exploring why. They've indicated that they're after
a signal fromthis Conmm ssion for a couple mllion
dollars, and I amjust going through one at a tine



and showi ng that they have wasted or dividended out
144 mllion dollars.

JUDGE WALLIS: Does staff wish to be
heard on this?

MR. TROTTER: Well, Your Honor, there
has been quite a bit of discussion about the Whatcom
Creek incident, and I think this is part of that
package. But if it's going to be extensive
di scussion of legal theories, I'mnot sure that's
going to get us anywhere.

Certainly this exhibit pertains to that
i ssue.

MR. BRENA: | have less than two
m nutes of questions for this witness on this
exhi bit.

MR, MARSHALL: | just don't want to
wai ve an objection to the indictnment. | haven't even
reviewed this to find out whether it's conplete,
whether it's -- other issues are out there.

I think, again, we're starting to go
down a path on prudency issues which the Evista case
said are better handled in a general rate case
cont ext .

MR. BRENA: | would like to be heard on
that |ast argunent.



JUDGE WALLIS: In ternms of this
particul ar docunent, | think we've already opened the
door to the extent that the existence of the Whatcom
Creek incident is a matter of record. And | think it
is inportant to recognize that it may not be one of
the principal issues in the proceeding, but on the

representation that the use of this docunent will be
relatively constrained and that this line of
guestioning will be constrained, in order to allow
closure, we'll allow it to proceed.

Now, | do want to note that ora

obj ections to exhibits my be made; we specifically
indicated that, as to the exhibits that were received
on Thursday, that objections could be nmade this
norning as well as -- well, actually, | think we
provi ded a specific time for objections for docunents
that were received today for cross-exam nation on the
rebutt al

So I'mnot sure, M. Marshall, the
nature of your understandi ng.

MR, MARSHALL: The nature of ny
understanding is that we specifically said before
lunch that the newspaper article and this particul ar
exhibit, which is an indictrment, shouldn't be
adm ssible -- certainly it shouldn't be admissible to



prove any of the -- the truth of the matters
asserted.

It might be admissible to show notice
that there is a lawsuit out there, and | guess for
that very limted purpose, that's fine. But that
coul d be done without including this as an exhibit.

I think the only effort here is to try
to say, well, there's a lot of charges out here. But
charges that are unanswered present problens, and we
believe that they shouldn't be introduced as an
exhibit, it shouldn't be discussed. | think the
wi tness can be asked are there proceedi ngs goi ng on
and what are the general nature of the proceedings,
but just to have a bunch of allegations, unproven,
even in our systemof crimnal |aw the people here
are accorded the presunption of innocence.

So | don't know where this is going,
but I do have to object before we get into any kind
of waiver on this, and al so on newspaper articles and
sonme other things they have, on the basis that those
aren't adm ssible; no foundation for those as well

JUDGE WALLIS: Very well. | would
encourage you, if you have an objection and if it's
tinmely, state it.

M . Brena?



MR. BRENA: Are you asking for
argument ?

JUDGE WALLIS: Do you have a response
to the additional comrents that M. Marshall nade?

MR. BRENA: Well, | do. MW
under st andi ng was the sanme as Your Honor's and | have
very limted questions. And the tinme for objections
to the admissibility of a document were this norning
and/ or when it's offered into evidence.

And | would like to be able to have a
certain continuity of floww th my cross-exam nation
and not take up objections a docunent at a tinme in
the m ddl e of ny cross.

JUDGE WALLIS: We will reiterate our
response to the objection and will allow the exhibit
to be -- allow the questioning to continue.

BY MR. BRENA:

Q Have you had an opportunity to review
this docunent?

A No, | have not. | have not been
i nvol ved in any of the |legal proceedi ngs associ ated
wi t h What com Cr eek.

Q You have never | ooked at this docunent
bef ore?

A I have seen the cover page, but | have



never read through the document.

Q Okay. 1'd like to direct you to
Exhi bit 44. Do you know how many -- well, allow ne
an opportunity to let you get to it, sorry.

A. Okay.

Q How many civil lawsuits is Aynpic
participating in as a result of Watcom Creek?

A I don't personally know the answer to
that specific question regarding civil lawsuits. The

response on the interrogatory was A ynpic is
currently involved in approxinmately 20 | awsuits.

Q How much do they cost you? How nuch
have they cost you so far?
A To be honest, I"'mnot famliar with

that particular nunber. And I'mnot sure it's
germane to this hearing because we are not asking for
anyt hing regardi ng | egal expenses associated with
VWhat com Cr eek.
Q M. Batch, we'll all get out of here
earlier if -- can | direct your attention to
Exhi bit 40, Page 17. And | apol ogi ze --
COW SSI ONER HEMSTAD: \What page?
MR, BRENA: Page 17 this is the | ast
page. This is the way it cane to us, so if you can't
read it, | understand.



THE WTNESS: |'mafraid ny gl asses
don't quite work on this size print.

BY MR. BRENA:

Q el
suggest, subject t
el

| eft-hand col um.
next to it it has
the project driver
WC is a project dr
correct?
And
can look at the f
corner on Page 17,
A Subj

, you can just accept the nunbers |
o check, | suppose
, first, I'd like to start in the
It has a |ine nunber, and then
the caption Project Driver, and
on everything on this page is WC
i ver nmeani ng What com Creek;

if you need to check that code you
rst page in the upper |eft-hand
"WC equal s What com Creek."

ect to check, I'll accept that.

Q Okay. Now | ooking at the |ine 2000
Spendi ng. What is the total anount that O ynpic

spent in the year
CHAI

2000 associ ated with Whatcom Creek?
RWOMAN SHOWALTER: M. Brena, can

you tell us on the left-hand col utm what |ine nunber

it is? Is it 249,
MR.

| ef t - hand corner
CHAI

has row nunbers.

250? Am | on the right page?
BRENA: |'msorry. |In the upper
t says Page 17/17, and --

RWOMAN SHOWMALTER: The first colum



MR. BRENA: Ckay. Row number, and then
project driver? And then project driver is WC, and
then if you follow that across to columm Q 2000
Spendi ng - -

CHAI RWOVAN SHOMALTER:  Thank you.

BY MR. BRENA:

Q -- about the mddle of the page. And
if you go dowmn to the subtotal, WC line, how rnuch did
A ynpic pay for Whatcom Creek in 2000, according to
this exhibit?

A According to the exhibit, it says --
and | can't make it totally -- 15, and I'm not sure
what those last three digits are, 880 or? | can't
tell.

Q Subj ect to check, 15.88 or
approximately 16 mllion dollars?

A Yes. Subject to check, that's what it
says.

Q Now of that 16 million dollars, how
much was the public affairs? Excuse nme, | withdraw

t he question.

What was the biggest cost item
relating to the What com Creek expenses, and what was
the amount of that iten? |It's the second line from
the top, 249.



A Legal ? Legal

Q And how nuch did you pay in |legal fees
for Whatcom Creek related litigation in that year?

A. It says 10, and | can't mmke out the
three digits. 10.67, subject to check

Q What's the second biggest cost itemin
the year 2000 associated with Whatcom Creek?

A Public affairs.

Q And how nuch did you spend in public
affairs?

A A ynpic spent 1.9, or about 2 mllion

dollars. Now I mght also point out that these are
budget ed nunbers. These are not actual nunbers, to
nmy know edge or under st andi ng.

Q Now for 2000, it says "spending"; for
2001, it says "potential spending." Does that
suggest that the 2000 are actual but the 2001 are
proj ect ed?

A Subj ect to check. 1'd like to confirm
that, in fact, these nunbers were actually spent and
not just budgeted.

Q And | direct you to -- this is a
February 13th report on Page 12, up at the top. So
it would be a month and a half after the end of the
year 2000. Does that assist?



A Again, |1'd like to just check that
number .

Q Sure, that's fine. How nuch did you
expect to spend on Whatcom Creek according to this
report in the year 2001, total anpunt? That is
i ndicated in Colum V.

A. 1.5 mllion.

Q The total anount?

A Oh, I"'msorry. 18 mllion.

Q And in that 18 mllion, 7.25 was |egal;

1.5 million was public affairs, and 8 mllion was
NRDA danmage settlenment. Correct?

A. Agai n, those are projections and
estimates. That's what the nunbers say on the sheet.

Q How much did you pay in 2001 for |egal
and associ ated with Watcom Creek?

A | don't have direct know edge of it.

Q How rmuch has A ynpic paid in fines
associ ated with the Whatcom Creek, in total?

A I don't have that number off the top of
my head either.

Q Do you --

A Agai n, | have not been involved in kind

of the | egal proceedings or the issues around what
happened at Whatcom Creek. M focus has been
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1 forward-1ooking, to nmake sure that we could operate a
2 safe pipeline for the citizens of Washington, and

3 that's where ny focus has stayed.

4 Q M. Batch, do you have ny question in
5 m nd?

6 A No. Please restate it.

7 Q I was just asking how much you've paid
8 in fines.

9 A. I don't know.

10 MR. MARSHALL: That's asked and

11 answered. He said he didn't know.

12 BY MR. BRENA:

13 Q I would Iike to save the tine of ora
14 notions to strike, if you could answer my question

15 pl ease. Only the NRDA damage settlenent, what is
16 t hat .

17 A Those are projects associated with the
18 restoration of Whatcom Creek and ot her projects

19 associated with repairing the environnent follow ng
20 the incident.

21 Q May | ask M. Fox how many total fines
22 t he conpany has paid? Wuld he be the appropriate
23 person to direct that to?

24 A I'"'m not exactly sure. It mght be

25 better directed to one of our |egal people. Howard



m ght have a know edge of that, but I"'mnot totally
sure.

) Do you know if it's over 10 million
dol | ars?
A. I wouldn't specul ate.
Q So you have no sense of it?
A No.

MR, MARSHALL: M. Batch can check with
M. Beaver right nowif you would |ike an answer to
that question at this point, or we can wait unti
| ater.

JUDGE WALLIS: Very well

MR, MARSHALL: Go ahead. This is on
the issue of the anpunt of fines; correct?

JUDGE WALLIS:  Yes.

MR, MARSHALL: Linmt it to that.

JUDGE WALLIS: My preference was -- |I'm
sorry, | thought this would be nore abbreviated or
perhaps it's concluded now.

MR, MARSHALL: It is, it's concluded.

JUDGE WALLIS: It is abbreviated. |Is
the witness able to respond?

THE W TNESS: Yes, Your Honor

JUDGE WALLI'S: Pl ease do.

A We have not paid anything in fines to



00668

dat e.
BY MR BRENA:

Q Do you know how many fines have been
assessed?

A I would need to confer with an
attorney.

JUDGE WALLIS: This nmight be a good
opportunity to address the question of "subject to
check" and how we relate to that. | trust that the
wi t ness and/ or Counsel are keeping a record of those
so that any corrections that need to be nade may be
made in a tinely way.

The Conmmi ssion had no request for a
daily or other expedited transcript and has not nmde
provi sion for one. On Wednesday, we will be ordering
an expedite but not a daily in order to nmake sure
that Comm ssioner Henstad is able to get up to date.
That is, in the event that we need to go on
Wednesday, which is uncertain at this point.

So | would like to be assured that
there is a record being made and that the response
may be nmade prior to the finalization of preparations
for oral argunent so that everyone has the benefit of
the know edge in a case that there nay be corrections
or information may | ater be provided.



1 MR. MARSHALL: | think, collectively,
2 we may have kept track of all of those, but I'm not
3 positive. W'Ill attenpt to nake a conplete record of
4 everyt hing going forward and reconstruct what we

5 understand to date.

6 BY MR. BRENA:

7 Q Can | direct your attention to
8 Exhi bit 45, please. Just tell me when you're
9 prepared, M. Batch.

10 A Yes. [|'msorry.

11 Q How much in total has Oynpic paid

12 BP Pi peline in 2000 and 2001 through Cctober?

13 A |'ve been informed that this

14 interrogatory is in error and these are not the exact
15 nunbers.

16 Q Do you have a corrected one?

17 A Yes. Yes, | do.

18 Q I would Iike to reviewit, please.

19 MR. RYAN: (Handi ng docunent.)

20 BY MR. BRENA:

21 Q Is this corrected one, is this through

22 20017

23 A Yes, | believe so.

24 MR, BRENA: |'m happy to introduce them

25 both for the Comm ssion's consideration. There is an



ongoi ng obligation to provide discovery, and being
handed it when | use it in the hearing roomwasn't ny

idea of fulfilling the duty to continue to update
di scovery.

But I'm-- do you have copies of it for
everyone?

JUDGE WALLIS: The document is
relatively short --

MR. BRENA: It's short.

JUDGE WALLIS: -- and it may be that
the witness could read updated nunbers. Let nme
clarify whether this is a correction of erroneous
informati on or whether it's the update of prior
i nformati on.

MR, MARSHALL: |I'mnot sure. |It's
certainly an update; it's a correction as well
BY MR. BRENA:
Q For 2000, the managenent fee went from

722,000 down to 467,000 --

CHAl RAOMAN SHOWALTER:  Why don't we get
the witness to..

JUDGE WALLIS: Yes. Let's have the
witness read in the appropriate nunbers, and | take
it that -- well, why don't we let the witness explain
whi ch colums are changed, and then read in the



correct nunbers.

A Yes. Going down the |eft-hand side,
the itenms or the categories are the sane, with the
exception of the third category down where it says
Transition Cost Managenment Fees. This is just
transition costs.

CHAI RWOVAN SHOWALTER: Al so can you
tell me what "AP" stands for?

A I will need to check with our counsel

MR. BRENA: Accounts payabl e?
MR. MARSHALL: Yes.
BY MR. BRENA:

Q I'"'msorry, M. Batch. Under your year
2000 columm as corrected, what is the managenment fee,
the total ?

A The managenent fee for 2000 is
$467, 999. 98.

Q And the total ?

A. Total for 2000 is 10,139, 788. 19.

Q And what's the new total for 20017

A 2001 is $10, 316, 656. 39.

Q Okay.

COW SSI ONER HEMSTAD:  |'m sorry, |

don't understand those nunbers. | take it, then
that the 2001 colum, sone of the -- one or nore of



t he doll ar amounts before the total changed?
A Yes, that's correct.

COW SSI ONER HEMSTAD:  And what
changed?

JUDGE WALLIS: Perhaps if the w tness
could just start with the 2000 colum and identify
whet her there are any changes other than the one he's
identified. And then in the 2001 colum, read
nunbers for the year-ending, or for the year

A Yes.
JUDGE WALLIS: M. Batch?
A. Under accounts payable items, 2000 is

$7,603,388.75. Under payroll paid by BP for d ynpic,
$2, 068, 399. 46.

There is no transition cost line item
for 2000 because those are included in the accounts
payable line at the top. So that's blank or zero.
For managenent fees, it's $467,999. 98.

For 2001, again, fromthe top
$1,797,566.93. Payroll, $5,392,411.22. Transition
cost, $2,204,349.12. And managenent fees,
$922. 329. 12.

MR. BRENA: And could | ask to be
provi ded a copy of that as well? Not necessarily
this nmonment, but just in general



JUDGE WALLIS: And coul d copies be
provided to the Conm ssion as well, please.

Let's call that Exhibit 45, revised.

(Exhi bit 45-Revi sed was marked.)

MR, BRENA: Are we ready to proceed,
Your Honor.

JUDGE WALLI'S: Yes.

BY MR. BRENA:

Q Now this is anpunts paid to BP only;
correct?

A These are ampunts paid to BP Pipelines,
t he operator of O ynpic, correct.

Q In the year 2000, how nmany nonths of
the year did BP Pipelines operate this |ine?

A Since July the 1st, 2000. So that's
si X nont hs.

Q I'"d like to direct you to
Exhi bit No. 28. Do you have it?

A I do now, yes.

Q Did the conpany in fact fund this 1.3
mllion dollars in changi ng over the enpl oyees to the
BP pl an?

A What section are you referring to?

Q The resolution by the board on Page 1

A That was the authorized | evel of



spending. | would defer to M. Howard Fox on the
actual nunber.
) I'd like to direct your attention to

Exhibit 29, Page 1. This is --

A Yes.

Q This is a goal of the public affairs
strategy, and what is the nunber one goal that's
listed?

A "Protect and enhance the reputation of
BP, OPL's new operator."

Q I"d like to direct your attention to
Page 2 on the TFI hydrotest issue.

A. Can | comment on that |ast question?

Q I'"'msure you'll have every opportunity

to on redirect.

MR, MARSHALL: Usually when a portion
of a docunent is read into evidence, all related
portions are also to be read in at that tine.

We could do it now, or we could do it
on redirect.

JUDGE WALLIS: M suggestion woul d be,
M. Marshall, that it mght be better to take it on
redirect, not knowi ng what area this m ght open or
how extensive the coments m ght be.

You'll have an opportunity to consult
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1 with your witness and do the clarifications that you
2 bel i eve woul d be necessary.

3 MR. MARSHALL: That woul d be fine, Your
4 Honor .

5 BY MR. BRENA:

6 Q I'"d like to direct you to Page 3, the
7 second bullet, the third dash: containing the cal

8 for hydrotesting to primarily Congressman | nslee and
9 mayors of a few east side King County cities and thus
10 | endi ng support to OPS to deny the request for the
11 hydrostatic -- hydrotesting.

12 Wul d you expl ain, please, why, or if,
13 A ynpic was intending to mnimze hydrotesting

14 through its public relations effort?

15 A No, not at all. It was our intent to
16 listen to public officials. Public officials and the
17 comunity were very inmportant to us to understand

18 what kind of criteria and what kind of safety they
19 wer e dermandi ng and they needed to ensure themthat
20 this pipeline could operate safely.
21 Congressman | nslee nmade a request of
22 O ynpic Pipeline that we voluntarily test the Allen
23 to Renton 6-inch pipeline, and we fully agreed with
24 M. Inslee that it was necessary to do that

25 hydrotest to ensure that this pipeline could be



operated safely and did so.
In fact, in the process of doing so,

we found a seam failure that burst upon
hydrotesting. So, in retrospect, it was an
excel | ent decision that we nade to go ahead and
voluntarily doing that.

Q So when this nmeno says "containing the
call for hydrotesting," what it nmeans is listening to
key deci sion-nmakers and inpl enenting hydrotesting?

A I am not sure of the context in these
m nutes of that word.

Q How much have you spent in the |ast two
years on your public relations budget?

A Subj ect to check, | know we budgeted
about a mllion and a half dollars.

Q For this year? For next year?

A No. Between 2000 and 2001. So | don't

have the | atest nunbers on our spending.
. We can go back and do it, but on
Exhibit 40 it identified -- you identified roughly 2

mllion dollars in spending for 2000, and there was
1.5 mllion budgeted for 2001?
A Yeah. But | believe those were \Watcom

Creek public affairs expenses, which we're not
considering in this proceeding.



Q No, I'm just wondering how much you
spent in total on public relations in the last two
years? Four and a half mllion dollars?

A | don't know the exact nunber, but --

and | wouldn't characterize it as public relations.

I would characterize it as being open with the public
and the community on what our repair program | ooked
l'ike.

Q Exhi bit 30, Page 3, 2001 budget for BP
OPL, GPA. And then Page 4, the 2000 expenditures.

VWhen it says "GPA," what does that
mean?

A Government and Public Affairs.

Q How nmuch does this indicate that you
spent in the year 2000 on government and public
af fairs?

A Well, let me just clarify. Governnment
and public affairs in the context of the spending
relates to Aynpic's need to make sure that we
comunicate with the public, that we comrunicate the
safety i nprovenents that we're maki ng on the |ine.
And it includes correspondences, conmunications,
community meetings, etc.

So | wanted to just preface, you know,
what the context of that effort is. And then,



pl ease ask your question again

Q How much did you spend on gover nnent
and public affairs in the year 20007

A Alittle under 2 million dollars.

Q How much did you budget for 20017

A About a mllion and a half dollars.

Q Did you spend it?

A I don't think we spent anywhere near

1.5 mllion, but | have not seen the final year
nunbers yet.

Q Exhibit 31. Page 4, the bullet item
Reduction in Pipeline Inspection Fees from Origi na
Proposal. Whuld you explain why this is a governnent
public rel ations success?

A This was an opportunity -- the State of

Washi ngton was inpl enmenting a new program regardi ng
i nspection of interstate pipeline conpanies. And we
had a very good dial ogue with the WJTC on the
appropri ateness of those fees and the fairness of
those fees relating to interstate and intrastate

pi pel i nes.

And | believe, through that dial ogue
and di scussi on and negotiation, we were able to neke
a few points to recognize that there needed to be a
little bit of equity in the pipeline industry. And



so nunbers that were not fully fleshed out initially
were conme to by consensus, and we were very
confortable with the process that we went through

| direct you to Exhibit 38, please.

Page 3 under the colum WJTC and FERC Tari ff

t here.
Q
Request s.
A
Q
A
Q
r ow.
it.
BY MR. BRENA:
Q

Requests, and

A

this exhibit.
Q
A.

Do you see the col um?

No, not i mediately.

Exhi bit 38, Page 3 of 67

Yes.

The m ddl e col um?

CHAl RAOMAN SHOWALTER: | think it's a

MR, BRENA: Row, sorry. That explains

The row says WUTC and FERC Tari ff

t he colum says Cost of Not Doing Item
Are you with nme?

I don't see that columm on ny Page 3 of

Are you on Exhibit 382
My exhibit is not labeled. |Is it this

one (indicating)?



MR. BRENA: Steve is it holding it.

CHAl RAOMAN SHOWALTER:  You can identify
at the top, it says A ynpic Pipeline Conpany,
Government and Public Affairs 2002 Matri x.

THE WTNESS: Hmm okay. And the first
line, I have Quick Response Tine to Information
Request s.

MR. BRENA: You have the wong exhibit.

JUDGE WALLIS: Let's be off the record,

pl ease.

(Di scussion off the record.)

JUDGE WALLI S: Let's be back on the
record.
BY MR BRENA:

Q On Page 3, the row WUTC and FERC Tari ff
Request re governnent and public affairs matrix for
2002?

A Page | abel ed 3 of 6?
Q Yes.
A Mne is | abeled 1, Page 1

JUDGE WALLIS: Let's be off the record.
(Brief pause in the proceedings.)
JUDGE WALLIS: Al right. Let's be
back on the record. | believe that everyone is
| ooki ng at the sane document now,
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1 M. Brena, what is your question?

2 BY MR BRENA:

3 Q Under the WUTC and FERC Tari ff

4 Requests, there is currently budgeted $100, 000 of

5 staff tinme and expenses; is that correct?

6 A Subj ect to check, I'll say yes.

7 Q And one of the benefits of the

8 nmeasurenent is: Ability to gain a leg up for future
9 adjustnents or filings.

10 Woul d you pl ease explain to this

11 Commi ssi on why you think you'll have a leg up if you
12 spend this $100, 000?

13 A. Frankly, | did not generate this chart,
14 and |'mnot sure that | fully agree with that

15 statenment on the chart.

16 Q The cost of not doing the item

17 Greater scrutiny about what OPL is spending resources
18 on. Do you see that bullet iten?

19 A Again, | did not produce this docunent,
20 and I won't speculate on what it was intended to

21 mean.

22 Q I'"d like to direct your attention to
23 Exhi bit 35. Page 3.
24 Is this a chart of what you expect

25 2000 and projected 2001, one-tinme expenses to be for



A ynpi c?

A I would need -- | believe these are --
this page, Page 3, is it?

Q Yes.

A. Detailed O ynpic 2000 Capital Carryover
Projects for One-Tine Projects?

Q O ynpic 2001 one-time expense projects.

A I"msorry. Okay. One-tine expense.

This is an estimate for the board on
those projects, and a projection, early projection
of what 2002 might |ook |like. For those -- again,
for those one-time expense projects.

Q And this was a presentation prepared
for the board November 12th, 20017

A Yes. Subject to check.

Q And under 2001 Original Budget For

One-time Expenses, under Whatcom Creek would you tell
me how much in one-tine expenses relating to Whatcom
Creek A ynpic incurred, according to this chart?

A According to this chart, Watcom Creek
is 18,040,000, and the sub number there is Whatcom
Creek recogni zed 7, 216, 000.

Q I'd like to direct you to Page 4 of 6.
This is a capital projects spending for the first two
quarters and expected spending for the second two



quarters.
How rmuch - -
A Yes.
Q How nmuch did you spend on capita

projects? How nuch did O ynpic spend on capita
projects in 2001?

A According to the sheet, which was an
esti mate, $24, 384,000 total expected spendi ng.

Q Do you know what your total net plant
and service is for Aynpic?

A I would defer that question to George
Schi nk.

Q If | were to say between 60 and 70
mllion dollars, exclusive of CWP, would you have
any reason to agree or --

A I woul d not specul ate.

Q -- di sagree?

A | don't know the answer to that.

Q I'"d like to direct your attention to
Exhi bit 18. Page 5 of 15. Are you prepared?

A | have it.

. This is a set of audited financials for

1997 and 1998, perforned by Arthur Andersen; is that
correct?

A That is what it says on the sheet, yes.



Q And this letter, are you fanmliar with
different types of audits?

A No, I'mnot. |In fact, | would ask that
this line of questioning go to Howard Fox.

Q So far as you're aware, do you know the
di fference between a qualified and unqualified
opi ni on?

A I woul d be speculating on the |egal or
accounting answer.

Q Exhibit 19. How | ong have you been
presi dent, M. Batch?

A. Si nce Septenber -- actually, August of
2000.

Q Do you have audited financial books
since you have been president?

A I have not focused ny attention on the

financials froman audit standpoint.
My focus has primarily been in setting

strategy for the conpany, providing |eadership for
t he conpany, and, for the last 16 nonths, focused on
meki ng sure that O ynpic can be operated safely.
And reinforce and reassure the public that, in fact,
we' re nmaking the kind of investnents necessary
for -- in order for that to happen.

Q Do you have ny question in mnd?



A | do.

Q Si nce you' ve been president, do you
have an audited set of books?

A. My understanding is that the |ast
audi ted set of books | believe were 1998, subject to
check.

Q And that was the audit that | just
showed you in Exhibit 18; is that correct?

MR. MARSHALL: The witness said he's
not famliar with that exhibit. | don't think he has
the foundation to say.

MR, BRENA: Well, he can say he doesn't
know t he answer.

THE W TNESS: | did.

MR, MARSHALL: He already did.

MR, BRENA: Oh, okay. My | suggest
this is alogical tine to break for the afternoon? |
don't know what your customis.

JUDGE WALLIS: Very well. Let's take a
15-m nute break at this tinme and be off the record,
pl ease.

(Recess was taken.)

JUDGE WALLIS: Let's be back on the
record, please, following a brief afternoon recess.

M. Brena, please continue.
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1 MR. BRENA: Thank you, Your Honor.

2 BY MR. BRENA:

3 Q M. Batch, are you famliar with the

4 di fferent ways that a pipeline conpany has to fund

5 capital expenditures?

6 A I"'mprimarily famliar with the

7 approach with regards to notes and debt, because

8 primarily that's what O ynpic has pursued.

9 Q A pipeline conpany can fund capital

10 expenditures out of its cash flow, can it not?

11 A I would defer these questions to Howard
12 Fox.

13 Q Do you know the answer to my question?
14 A | would -- | am sonmewhat sure of the
15 answer, but |'mnot exactly sure and | don't want to
16 m sstate the answer.

17 Q You don't know whet her or not a conpany
18 can fund a capital expenditure out of its own cash
19 fl ow?

20 MR. MARSHALL: Is this a hypothetical

21 conpany, or is this AQynpic that you're referring to?

22 MR. BRENA: A hypothetical. This is a
23 general question.
24 MR, MARSHALL: Well, a hypotheti cal

25 conpany with enough revenues to be able to do that?
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I would object that the hypothetical is --

JUDGE WALLI S: M. Brena, | think the
wi tness has indicated that he's not confortable
respondi ng, and perhaps this would be a question
that's deferred.

MR, MARSHALL: And he may not have
under st ood what the context was.

BY MR. BRENA:

Q Do you know how t he Bayvi ew proj ect was
funded?

A Not specifically, no. | wasn't here
when all of that took place.

Q In our earlier questions and answers, |
think you agreed that it was funded with debt in
part. |Is that correct?

A That's my understandi ng, yes.

Q The total inprovenents | think you
agreed were 24 nmillion, in that case?

A | believe, subject to check, yes.

Q And there was a three-cent inpact on

rates as a result of that funding nechanism is that
correct?

A There was a three-cent increase on
rates as a result of a rate hearing that set the
rates at three cents, that no one objected to at the



time the rates were set.
And so that's what | recall

Q Ckay. Three cents at the tine was | ess
than a ten percent inpact to the ratepayer from
funding a 24-mllion-dollar project. |Is that
accurate?

A I'"msorry, can you say that again?

Q The three-cent increase was |less than a
ten percent increase in the rates at the tine. |Is
that correct?

A | can't -- | don't know if that's
correct or not.

Q Do you know your system w de average
rates today?

A Not off the top of ny head, no.

Q Do you know how nmuch you're asking for
in cents to fund the 24 mllion dollars in capita
expendi tures for 2002 today?

A Do you nean, what the 8.74 million
dollars equates to in rates, as a rate increase?

Q Yes.

A ' m sonewhat familiar with those, but |

woul d need to reference the tariffs, the current
tariffs, as well as the updated tariffs.
Q You built 24 million dollars in capita



i mprovenents, and you added three cents on rates?

A MM hmm

Q Today in this interimhearing, you're
trying to fund 24 nillion dollars in capita
i mprovenents, and you're after a 62 percent rate
increase. |Is that accurately stated?

A We're asking for 8.-sonme odd nmillion

dollars to help fund our capital inprovements for
2002 as well as to help pay interest on debt, as wel
as ot her expenditures.

In fact, we probably need a | ot nore

than 8.74 million, but that's what we're asking for
Q What's changed si nce Bayview? You
added three cents to rates, and you put in 24 mllion
dollars in capital inprovenents. And you're after 24
mllion dollars in capital inprovenents now, but
you're after six tines that anount?
MR, MARSHALL: | would object at this

time. The Bayview tariff was a general rate case
tariff; this is an interimrate case, and the
standards --

MR, BRENA: | withdraw the question.

MR, MARSHALL: -- are different. And
think that it's intentionally argunentative.

JUDGE WALLIS: M. Brena withdraws his
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1 qguestion; is that correct?
2 MR. BRENA: Yes.
3 BY MR BRENA:
4 Q When the Cross-Cascades project was
5 funded at 21 and a half mllion dollars, was there
6 any rate inpact?
7

8

9

A I"mnot aware. | don't know the answer
to that question. | don't believe so, but 1'd Iike
to just check that fact.

10 Q Now, in total, you' ve said that you
11 need 24 mllion dollars to make the 2002

12 expenditures; is that correct?

13 MR. MARSHALL: Asked and answered.
14 This is in all the testinmony. |It's been asked

15 several tines already today.

16 MR, BRENA: It's just a yes or no
17 qgquestion, Your Honor

18 JUDGE WALLIS: M. Brena, | tend to
19 agree with M. Marshall that | seemto recall that
20 the question or very close variants bei ng asked
21 several tines.

22 MR, BRENA: | agree it was asked;
23 di sagree it was answered. But | will npve on.

24 BY MR BRENA:
25 Q I'd like to direct you to Exhibit 27,



page 2 of 5, the colum Cctober. What was A ympic's
net income in October?

A Is that before tax or after tax?
Q After.
A It's $834,497.37, but a good portion of

this has to do with the FERC tariff subject to refund
that we received in Septenber

Q And how nuch interest, according to
this financial statenent, was paid to derive that net
i ncome nunber ?

A ["msorry, which line are you | ooking
at ?

Q I nt erest expense on operating costs,
Cctober, 01

A $750, 479. 83.

Q Does that reflect interest on all debt?

A. Yes.

Q So after paying for all your debt, 144

mllion dollars of debt, your net incone in Cctober
was $834, 0007

A I don't know that this interest was
actually paid. It nmay have been accrued.

Q Yes. Wth that nodification, you
accept my statenent?

A Yes.



Q Okay. Now here's a Novenber forecast,
and you forecasted that incone after taxes would be
67 and a half thousand dollars approximtely; is that
correct?

A Yes. That's the nunmber on the sheet.

Q And this was forecasted, | assunme, in
Cct ober, the nmonth before Novenber. Because Cctober
is -- you had to have actuals for October, so this
was forecasted in Novenber?

A | don't recall when it was actually
forecasted. | would have to check with our financia
f ol ks.

Q It was forecasted after October because
t hese are actual October nunbers; is that correct?

A I would need to check if those are
actual nunbers.

Q Flip over on the next page, Page 3 of

5, under the November '01 colunmm. Now, these are al
actual through November; correct?

A You know, just in the interests of
correctness, | think it would be nore appropriate if
Howard Fox were to tackle these questions. | would
be much nore confortable with the answers.

Q Al right. | appreciate that. Do you
know whet her or not these are COctober actual s?



A | do not.
Q Okay. Is it fair to say that you nmade
a half mllion dollars in Novenber after projecting

67 and a half thousand dollars in that sane nonth?

A. Are you on Page 3 of 5?

Q Yes, | am

A Yes, that's what the nunber says.

Q Okay. Now go back to Page 2. In
Decenber you forecasted -- Oynpic forecasted an

8-and-a-half-mllion-dollar [oss in Decenber; is that
correct?

A. Again, that's what it says on the
chart, but | would prefer M. Howard Fox to pursue
this line of questioning.

Q I'"d like to direct your attention to
Decenber '01, casualty and other loss. Did you or do
you intend to take a 134-nillion-dollar expense
agai nst What com Creek in Decenber?

A Again, | would defer that question to
Howar d Fox.

Q Do you know the answer to the question?

A | do not.

Q Okay. And if --

A If | know the answers to the question

I'"1l deliver them



Q If this forecast is correct, then you
woul d have nmade 5 mllion dollars in Decenber but for
VWhat com Cr eek?

A. Again, | would defer this to M. Fox.

Q When | asked about whether cash flow
was available to fund i nprovenents, there was a half
mllion dollars available in October and the sane

anount avail able in Novenber, roughly, to help pay
for capital expenditures in 2002, wasn't there?

A | don't recall those nunbers. The | ast
nunber that | recall is about a little under 2
mllion dollars in available cash currently for
A ynpi c.

Q | direct your attention to Page 3 of

the financial statenent that shows net incone after
taxes of $834,000 in Cctober and eight hundred --
489, 000 in Novenber, roughly 1.3 million dollars in
positive cash flow in two nonths?

MR. MARSHALL: Your Honor, | would
object. This isn't related to cash flow, and | think
this assumes a fact not in evidence.

| don't think it's established froman
accounting standpoint whether it's accrua
accounting, rmuch different than cash flow, having
actual cash flow. | guess he can answer it, but |



don't think that he's making a correct assunption
fromthis chart.

MR, BRENA: | think that's fairly
stated, the net inconme would be the mnimum |[f they
accrue the interest but don't pay it, that would be
avail abl e on a cash flow basis --

MR, MARSHALL: But not just accruing
i nterest but accruing other things and accruing
expenses.

Again, the only thing that I'mtrying
to do is prevent the record fromgetting confused
because | don't think that he has established that
this is a cash flow basis accounting here.

JUDGE WALLIS: M confort level | think
woul d be rmuch higher. This witness has repeatedly
i ndicated that he woul d defer responses to questions
regarding this exhibit and sonme others to another
wi t ness who has the expertise to respond.

And | am concerned that we are both
spi nni ng our wheels by going into some of these
matters with this witness and running the risk of
informati on that m ght be incorrect, that then would
be up to M. Fox to respond to.

So ny suggestion would be if the
Wi tness indicates that he is not the person to



respond and does defer it, that we just leave it at
that and allow M. Fox to respond to these questions.

MR, MARSHALL: | just checked with
M. Fox just now, and he can respond to those
qguestions and he can clarify just the nature of this
objection | just made.

And | think it would be inportant to do
t hat .

MR. BRENA: Wth that clarification,
that would be fine. | do -- this witness has put on
testinony as to their deteriorating financial
condition, their need for this interimrelief.

He is their only witness on direct, and
so |'m asking himabout what their options are
available to himif -- and | believe that |I'm
entitled to explore his know edge. |If | exhaust it,
then I'm happy to defer to M. Fox, if that's
acceptable to Your Honor.

JUDGE WALLIS: Very well. And if the
Wi tness indicates that he is not able to respond and
does defer it, then ny preference would be at that
poi nt that we consider hi mexhausted.

THE WTNESS: Literally.

BY MR. BRENA:
Q Questions with regard to retained



earni ngs; M. Fox?

A Yes, sir.

Q The receivabl es on your books?

A Yes, sir.

Q As president of your conpany, you're
not aware of your |evel of receivables on your books?

A Again, those are -- those issues are

bei ng handl ed by very skilled and very capabl e
fi nanci al peopl e.

Again, nmy focus was to bring
BP Pi pelines-North America to O ympic Pipeline and
to provide | eadership for the organization, an
ongoi ng strategy, and a focus on ensuring that the
QA ynpic Pipeline can be operated safely and
restoring the public's confidence, in fact, that the
A ynpic Pipeline can be operated safely with
i njecting capital expenditures necessary to ensure
that. And therefore that's been ny focus for the
| ast, at |east over 16 nonths.

Q Have you given testinony or not that
the only way you have of raising these funds is
through this interimrelief?

A | have, yes.

Q As president of the conpany, are you
famliar with the I evel of receivables in the conpany



or not?

A I amnot. Howard Fox handl es that
information, and what | need to know is how nuch
noney is left inthe till to do continued capita

i mprovenents on the line.
From a nont h-to-nonth standpoint or a

detailed Iine item | do not nornmally get involved
with that.

Q Okay. Is there a sale of the SeaTac
Term nal that's been arranged?

A We put the SeaTac Termi nal up for sale

over a year ago, and there's currently negotiations
ongoi ng, associated with the sale of that term nal

Q And do you expect those negotiations to
realize about 11 nmillion dollars in the next period
of time, in the next cal endar year?

A Well, we hope so. | nean, we are so

cash-strapped that we're | ooking for any opportunity
to generate cash from d ynpic.

And | think it kind of accentuates the
critical nature of Aynpic's position, where they
are having to divest assets which actually earn a
pretty good return for Oynpic, but the need to
generate cash is so great that we've pretty much
been forced to go ahead and divest of the termnal



Q The decision to divest the term nal was
over two years ago, wasn't it, M. Batch?

A. If it was over two years ago, | don't
recall that. | wasn't here.

Q Al right. Oay. Do you have ny

previ ous question in nmnd: Wat do you expect to
realize out of this sale?

A | hope to -- oh, out of the sale of
SeaTac?

Q Yes.

A I hope to get 10 to 11 million dollars.

Q When?

A. | don't know exactly. | nean, these

ki nds of negotiations kind of tend to go on and on
and on. We're hoping to close the sale in January,
but anything coul d happen.

Q Do you have a contract in place?

A Not a signed contract, no.

Q Do you have an unsigned contract that
you' re operating out of?

A. I know there is a purchase and sal e
agreenent that is being negotiated.

Q Now, you're trying to get the interim

relief, not so that the interimrelief pays for the
i mprovenents but so that you can raise funds from an



external source for the inprovenents; is that
correct?

A. We're | ooking for interimrate relief
so that we can continue to attract capital on
reasonabl e ternmns.

Q If the shippers pay, in total, interim
relief equal to 24 nmillion dollars, why do you need
to attract capital to make 24 mllion dollars of
i mprovenent s?

A Because we have $150 mllion in debt.
We are not able to pay our interest on the debt. W
are in default on every | oan except Chase.

Q And we'll get to that. Wen you talk
about raising external capital, how nuch externa
capital are you tal king about raising?

A | really haven't had those
conversations, but with 1.9 nillion dollars left to
do 24 mllion dollars' worth of capital inprovenents
plus service the debt, there is significant cash that
needs to be attracted to this outfit.

Q You haven't had those conversations
wi t h whont
A Well, again, | would defer that to

M. Howard Fox, who has had those conversations.
Q In your direct case when you refer to



rai sing capital from external sources, isn't it true
that under the existing terns of your existing credit
facility with Prudential you can't raise funds from

external sources?

A That is true.

Q I'"d like to direct your attention to
Exhi bit 47, Page 91 of 95 -- excuse ne, Page 2. |
will goto 91 in a nonent.

M. Batch, are you prepared?

COW SSI ONER HEMSTAD:  Counsel, we have
again two different paginations here, at the top and
at the bottom So...

MR. BRENA: Exhibit No. Page 2 of 95.

I"'msorry, my references will be to the exhibit
nunber .
BY MR. BRENA:

Q Was this a 52-million-dollar credit
facility?

A I don't know, specifically. But

M. Howard Fox can answer those questions.
) Are you aware that Prudential offered a
92-mllion-dollar credit facility to Oynpic?

A No.
Q Have you revi ewed the prior board
m nut es?



A | have not.
Q I'd like to go to Page 91. Excuse ne,
Page 95, the exhibit number 95 of 95.
I's that your signature?

A Yes, it is.
Q I'd like to go to Page 91 now, for the
third tine. | apologize. Under Prelininary

Statenents, B says: The conpany has reached an
agreenent with BP Pipelines-North America and Equil on
wherein they will meke advances to the conpany on a
revol ving basis, sharehol der-secured debts to be
secured by the second |lien position.

Did that agreenent take place?

A Agai n, this document was prepared for
nmy signature by our l|legal and financial departnents.
They reviewed it, they assured ne that it was in
accordance with appropriate scrutiny and review. And
| signed it.

But M. Howard Fox woul d be the best
person to answer the particul ar details.

Q I'd like to go to Exhibit 52. So far
as you're aware, has O ynpic nmade any effort to have
Prudenti al waive the restrictions so you can get
external credit?

A | believe M. Fox in his supplenenta



testi mony addresses that and can address that.

Q Is it true that O ynpic has not nade
any | oan applications to any | ender?

A. I'"'mnot sure | understand the question

Q Has O ynpic filled out a | oan
application to anybody?

A Again, M. Howard Fox can respond to
that question. | amnot --

Q You don't know? |'m sorry, please
conpl ete your answer.

A No. | have not handl ed that matter.

That's been handl ed by our financial group, and
Howar d woul d be the best person to answer it.

Q You don't know whet her or not QO ynpic
has even filled out a |loan application; is that your
testi mony?

A Again, | --

MR. MARSHALL: Your Honor, |I'mgoing to
interject an objection here. There has been
testinony several times now that the Prudential note
prohi bits application to external |oan sources.

And so the question is argunentative
and assumes a fact not in evidence; that is, that
such effort would be proper and not futile. | think
it's argunentative because the groundwork is already



there to show that an application cannot be made.

MR. BRENA: Your Honor --

MR, MARSHALL: It's an argunentative
gquestion, it assumes a fact not in evidence.

JUDGE WALLIS: It appears to ne that
this is also a repetitive question in that | believe
the question was previously asked and answered, and
woul d I'i ke for those reasons to suggest that you nove
on. The line of questions has been deferred to
M. Fox, and if we get to M. Fox with these
guestions, it appears that that would be the
appropriate source for the responses to your
guesti ons.

MR, BRENA: Thank you, Your Honor

BY MR. BRENA:

Q I'"d like to direct you to Exhibit 60,
Page 3 of 3. Wth regard to the Chase proni ssory
note, isn't it true that the sharehol ders just
provi ded guarantees that allowed that note to be
roll ed over?

A. Again, M. Fox would be the best person
to answer that question.
Q What is the basis for your direct

testinmony that there are no sources of funds
avail able to you?



A As |'ve nentioned a few tines, the
Prudenti al note prohibits going external, to externa
sources. We have not received any additional nonies
from Arco, and have not -- | personally have not had
any conversations along those |ines.

And BP-Arco seenms to be the only
potential source of financing; Equilon has denied
financing. W're in default on all of our I|oans
except for Chase. And | can only specul ate that
O ynpic is becomng less and |l ess a good risk to be
able to pay back the loans that it not only
currently has but any additional |oans. And,
therefore, we're asking for an interimrate relief
to help us get out fromunder that situation.

Q Is it your testinony that the reason
you can't get external |oans froma comrercial source
is because of Section 6.A in the | oan agreenment with
Prudenti al ?

A I don't recall the section per se.

Q The restriction preventing you from
getting additional external credit?

MR. MARSHALL: Asked and answered.

Thi s has been gone over several tines,
including with M. Trotter at the very beginning of
the day. M. Trotter's second or third question was



the very same question

MR. BRENA: No, it was not. The
question that M. Trotter asked and that's been
answered is, is that a restriction.

| asked himfor the basis for his
testinmony that they could not get external. | had
understood fromhis testinony and can go to it and
cite it that their deteriorating financial condition
was the basis why they couldn't get a | oan

And now I'm asking himto clarify
whet her or not it's because of the term of the
Prudential note, or it's a result of their financia
condition that is the basis for his testinony that
t hey cannot get conmercial financing.

MR. MARSHALL: It's both. | nmean,
think this has been asked and answered.

JUDGE WALLIS: Well, M. Mrshall --

MR, MARSHALL: But it has been asked
and answered several times, including by
M. Trotter --

JUDGE WALLIS: It has --

MR. MARSHALL: -- on both.

JUDGE WALLIS: It has been asked and
answered. To ny recollection, the question was asked
and the response was given.
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BY MR. BRENA:

Q Okay. What's the default under the
Prudenti al note?

A. Again, M. Howard Fox in his
suppl enental testinony will cover that.

Q You don't know the basis for the

default on a note that you're the conpany president
of ?

A Again, Howard is ny treasury --
assistant treasurer for OQynmpic. | trust him
implicitly to advise nme on these issues.

Q | asked if you're famliar with what
termwas in default. Do you know?

A | amnot. | do not know.

Q You haven't asked hinf?

A Not recently, but I'Il ask him
certainly soon.

Q Are you one of the people that can

phone up under the Arco revolving line of credit and
ask for funds?

A I have not been involved with
requesting funds.

Q Are you one of the people listed on the
revolving credit facility with Arco?

A Yes, | believe so.



Q So it's within your authority to phone
up Arco today and ask for up to 20 nmillion dollars;
is that correct?

A. We can certainly ask.
Q Have you?
A | believe -- | haven't personally

asked, but our finance manager probably asks that
guestion every week or every two weeks.

Q Wth regard to the debt that's in
default, do you know why the affiliate debt's in
defaul t?

A. | presunme because we haven't paid any
interest on the |oans.

Q Do you think, under any possible
scenario, that 80 nillion dollars in affiliate | oans

can be repaid in three to six nonths by this pipeline
conpany?
MR, MARSHALL: Object as argunentative.

That's not been the request, and it's not part of the
case.
BY MR. BRENA:

Q I'"l'l rephrase the question. Wasn't
default inevitable as a result of the terns that
QO ynpic agreed to?

A Again, | have no opinion on that.



Q You don't have an opinion as to whether
or not Oynpic can repay 70 million dollars in six
nont hs?

A. Well, certainly AQynpic cannot rate
repay 70 million dollars in six nonths, that's not
what we're asking for. W' re looking for a sign that
A ynpic's financial health can inprove so that others

will see that as a positive and be willing, perhaps,
to loan future capital to O ynpic.
Q Has Arco said that if you don't get the

2 or 3 mllion dollars fromthe unaffiliated
shi ppers, that we're not going to | oan you any noney?
A No.
Q Have they said they are not going to
| oan you any nobney? Have they set any objective
criteria whatsoever for |oaning you noney?

A I have not personally had those
conversations.
Q Have you had this -- any conversation,

or do you know any reason why the owners of this
conmpany won't invest sone equity in it?

A. Well, 1 don't particularly know
first-hand why they do what they do, the
sharehol ders. But it would seemto ne any person
that is thinking about |oaning noney to O ynpic and



| ooking at its debt and its inability to repay its
i nterest would be crazy.

Q How can -- first | want to clarify ny
guestion. M question went to equity investnent, not
nore debt.

How can anybody expect to be | oaned
noney from any source if the owner doesn't have any
equity investnment in it?

A | don't know the answer to that
guesti on.

Q Nei t her do |

A. Just to rephrase that, | have no
opi nion on that question.

Q If the interimrelief is denied, do you
know whet her or not you'll be able to raise the funds
for those capital expenditures?

A No, | do not.

Q If the interimrelief is denied, wll
this pipeline continue to operate safely?

A We will operate this pipeline safely,
or we will not operate it at all

Q What efforts have you undertaken to
reduce the costs of providing service for this
conpany?

A Just a monment. |'mlooking for ny



testi mony which addresses that particul ar question.

Q Take your time.

A. | can't seemto locate it. Wuld you
repeat the question, please?

Q What efforts have you taken to reduce
the costs of providing service for this conpany?

A First off, we have increased both our

capital spending as well as our operating expenses to
staff it in a way that BP and | personally would be
confortable with to assure that we have the right
staffing to run the pipeline safely.

But just two exanples of things that
we're doing to try to optim ze our expenses. One is
in our capital value process where we go through a
ri gorous anal ysis of actual spending, vendor
sel ection, conpetitive bidding, and such

Anot her exanple would be in our
contract repair programwth contractors,
renegotiating rates, trying to get master services
agreements with them as opposed to kind of
i ndi vidual contracts, to optimze that.

We have a very aggressive programwith
the smart PI G vendors to mnimze expense and costs
along those lines. And | would daresay there are a
nunber of nore exanples that | could probably give



if given some time to consult with our operations
f ol ks.

Q Have you cut anybody's salary a penny?

A. We've actually added staff to O ynpic.

Q Has your sal ary been reduced?

A I'"'m not exactly sure | understand the
pur pose of that question.

Q Has anybody's sal ary been reduced a
penny?

A Potentially, our hourly folks stand to
have a reduction in pay based on the multi-skilling

program that we have inplenmented at Qynpic to cone
nore in line with BP's workforce and work
cl assifications.

Q There's a potential, okay. Have you
negotiated with BP to cut their nanagenent fee in
this time of crisis?

A BPF' s managenent fee is worth every
penny that we get with regards to the expertise, the
peopl e, the engineering, the skills. That would be
certainly detrimental to the safety of this pipeline.

Did you think about cutting out sone of

the 4 and a half mllion dollars you spent on public
relations the last two years?
A | don't believe that number is correct.



And frankly, sonme of that public
rel ati ons expense associ ated w th Watcom Creek,
we're covered by insurance, and so we haven't
necessarily seen that as yet.
Q The 15 or 20 million dollars in |egal
fees, have you negotiated with any of your attorneys
for | ower rates?

A We do that all the tine.
Q Have you been successful ?
A On npst occasi ons, yes.
Q Okay.

MR. BRENA: Your Honor, if | can just
have a m nute.

JUDGE WALLIS: M. Brena. Let's be off
the record, please.

(Di scussion off the record.)

MR. BRENA: | have nothing further.

JUDGE WALLI'S: For Comnri ssi oner
guestions let's be back on the record, please.

M. Finklea, was | incorrect in hearing
that you had deferred questioning to M. Brena? Did
you wi sh to ask questions?

MR FI NKLEA: You are correct, Your
Honor. In the interest of efficiency, we decided to
consol i date our cross-exam nation.



JUDGE WALLIS: Do you have any
guestions at this tine?
MR. FINKLEA: No, Your Honor. Thank

you.
JUDGE WALLI S: Conmi ssi oner Henstad?
EXAM NATI ON
BY COWM SSI ONER HEMSTAD:
Q M. Batch, I"'minterested, who sits on
your board of directors?
A We have three nenbers from
BP Pi pelines-North America, and two nenbers from
Equi | on.
Q | realize this question has been asked,
but it puzzles ne. And maybe you can't answer it,
but 1'Il ask it again.

Here we have a conpany with, what, 150
mllion dollars in debt, and zero equity. Wy is
there no equity in this conpany?

A I can only assune that the conpany has
decided to fund all of its projects through debt and
not equity. | would also nmention that dividends
haven't been paid out since 1997.

Q I have been scratching ny head here to
try and think of any circunstance of a regul ated



conpany that we regul ate, what the situation where
there is a hundred percent debt. And | can think of
one, a relatively small water conpany that we have
constantly berated for that environnent. And --

A. Again, | believe that there are other
pi pel i ne conpanies that do this very thing and fund
their projects with debt versus equity.

Subj ect to check, | think I've been
told that there are other pipeline conpanies that
finance their expenditures that way.

Q Are they all the equival ent of your
situation, owned by nmjor petrol eum conpani es?

A | believe so.

Q Well, if a conpany has zero equity --
and, again, this question was asked -- would there be

any circunstances, unless there are other kinds of
assurances given of the backing of the petrol eum
conmpany sharehol ders, why would any Wall Street
entity lend any noney at all?

A That's a really good question. And I'm
not sure that | have the conplete answer for you on
t hat .

Q well, let --

A But | don't believe that oil conpanies
are conpelled to put equity into the conpany.



don't believe that's a requirenent.

Q As | understand the burden of the
conpany's case, if you are granted the rate increase
on an interimbasis that you' re asking for fromus
pl us that which you're obtaining from FERC, that with
that, with which you apparently intend to finance
capital projects --

A And other -- and potentially other
needs, including interest on debt.
Q But with that, then, you what? My be

able to go to Wall Street to get other kinds of
fi nanci ng?

A We think there's a nmuch better chance
if we can denonstrate that our financial situation is
actually truly inproving, and we have to do sonething
about debt, we have to do sonething about the
default, we have to do sonething about the interest
that we can't pay. And if we can denonstrate that
there's additional capital coming in to Aynpic
through rates, it will be, as we said, a signal to
the investors that, in fact, the potential for
O ynpic's situation is to, possibly, actually truly
i mprove

Q Am | correct in my understanding that
it is the conpany's position that this Comni ssion



should not, at least in the interimcase, exam ne
what generated that debt? We can only |ook at the

fact that you have a debt of 150 million dollars and
not ask the question of how was the debt incurred?
A My understanding of that is what we're

asking for is interimrelief. W've left it to the
Conmmi ssion's discretion on whether that's subject to
ref und.

If, in fact, we're granted the interim
relief we're asking for, we feel nmuch nore confident

that we'll have the cash necessary in order to
i npl erent our capital projects for 2002 and would --
we're also confident that that will send a signal to

the investnent comunity that, in fact, things can
i mprove

If in fact we're wong, and in the
general case we cannot prove our case that, in fact,
we deserve a 62 percent increase, then -- and it's
subj ect to refund -- then we would refund through
some mechani smthose costs.

So, in essence, all we're asking for
is aloan fromthe shippers for this period to
continue to fund our program

Q Maybe | can get at the issue with a
hypothetical. In asking a hypothetical, | don't nean



for you to infer how I'm Il ooking at the conpany.
It's purely hypothetical

Take a pipeline conpany with, say,
reasonably nornmal kinds of revenues and expenses,
but it decides it's not in the go-go econony that we
have had, isn't nmaking enough noney. And so it
proceeds to speculate in the cormmodities market and
it proceeds to lose $150 million. Now it has a debt
of $150 mllion

It then cones to a state regulatory
commi ssion and says, "W're out of cash. Increase
our rates."

Wuld it be your view that it would be
appropriate for a comm ssion then to respond on an
interimbasis in that circunstance to, quote, take
care of the conpany?

A | think if it were as stark as that,
where a conpany was doi ng sonmething illegal with
funds given --

Q I"mnot suggesting that it would be

illegal for themto do that. And I'm not talking
about a crimnal environnent.

A Yeah. Again, ny understanding of this
interimcase is we're not trying to prove prudency of
i nvestments. | nean, sonme will try to argue that the



previous investnents were inprudent, or the spending

was i nprudent, or the reason for spending was

i mprudent. And none of that has been really proved.
| nmean, all of the projects that were

undertaken with the | oans that were obtained were

all viable projects, all supported by the shippers

at the tine they were proposed.

Q well --

A. And so with regards to interimrelief,
what we're looking for is really some help fromthe
Commi ssion to allow us, you know, the -- or give us

the signal that, in fact, we need to help O ynpic get
out of the situation it finds itself in. And, in
fact, in the general case if we cannot prove 62
percent is appropriate, it could be subject to

ref und.

Q Al right. Let's pursue that
assunption. Assune we were to grant the interim
relief of your request, subject to refund, and in the
case in chief you're not able to prove need.

A Yes.

Q How wi I | you finance the repaynents,
then, that would be required?

A Hopefully, we will be able to attract

additional capital on reasonable ternms. There are



ot her nmechani sns - -

Q No. Well, let's stop there. |I'm
descri bing a situation where we woul d deny your
request for a rate increase.

A Ch.

Q Because you didn't, in the case in
chi ef, prove your case. How would you repay the
shippers if the interimrate relief were granted
subj ect to refund?

A There are possible nmechani snms for that.
One might be of a reduction in tariff over tinme unti
we repaid that amount. There are perhaps some ot her
options available to Qynpic in that circunstance.

But | think, certainly, we would
explore all of themwth regards -- if in fact we're
wrong -- we don't believe that we're wong on this,
we think we have a pretty strong case -- but if
we're wong, we will repay that amount with interest
as required.

COWM SSI ONER HEMSTAD: That's all the
questions | have for now.

EXAM NATI ON

BY CHAI RMNOVAN SHOWALTER:

Q Conmmi ssi oner Henstad covered sonme of ny



interests, but let ne just ask a question the other
way. We've talked quite a bit about that if you
don't get the increase, you won't be able to proceed
with your capital plans.

But I want to ask the question, if you
do get the increase that you are asking for, does
that mean you will for sure proceed with your
capital expenditures, or does it just nmean you're in
a better position to try to get it financed?

A It means that we're absolutely in a
better position to get it financed. And we would --
with that signal, |I'mvery confident that we woul d be

able to attract the capital to conplete the capita
program for 2002.

Q So you're confident but not absolutely
certain that you could -- would proceed. Is that
about the level of your confidence?

A I would do everything in ny power to

proceed with the 2002 capital program because they
are all prudent investnents that need to be made.

Q I just have a few foll ow up questions
to some of the questions that you were asked over the
day. Could you just turn to Exhibit 35, Page 3 of 6.

You were asked sone questions about
t he What com Creek expenses, and in the | ower



| eft-hand corner there's the term "Whatcom Creek
recogni zed." Do you know, what does "recognized"
mean?

A. I'"'mnot exactly sure. | think this is
related to insurance coverage and what mnight be
covered and what mnight not be covered under that
i nsur ance.

Q Al right. Well, does M. Fox know
nore about this question?

A Yes, he does. Thank you.

Q And then if you could turn to Exhibit
48, Page 4. It's also called OPL 1113939.

A Yes.

Q You were asked sone questions about

your standards versus what is required in this
contract.

And the question | want to ask is, are
the standards that you are using, which | understand
are BP's standards, are they consistent with
customary standards? And by that what | nean is
"not in conflict with."

A. No. They are not in conflict at all
In fact, they -- BP's standards either neet or exceed
governnment and i ndustry standards.

Q Okay. And M. Trotter asked you sone



guestions about your testinony regardi ng sone

di stinctive characteristics -- or maybe not
di stinctive, dependi ng upon the question or the
answer of Oynpic Pipeline -- and that had to do with

your testinony about there being conpetitive
alternatives and products that aren't regul ated, etc.

A Yes.

Q I wanted to ask if you know or if you
can characterize, is the service you provide a retai
service or a whol esale service? O is that not an
apt characterization?

A. I don't believe I would consider it
retail or wholesale. It is a transportation service
based on the cost to serve.

Q So does the term"retail custoner"” or

"whol esal e custoner" apply to transportation, in your
case?

A Well, the fact that the oil or gasoline
or hydrocarbon being sold at a retail level or a
refinery whol esale | evel or being transported through
the pipeline, it's the same compdity. And in one
case, there are transportation alternatives, as |
bel i eve George Schink addresses in his nmain case
testinmony -- barges and ships and trucks -- that can
conpete with the pipeline.



Q I's your service a public service? That
may call for a legal conclusion, and I'Il just tel
you | haven't read the statute recently and you may
not have either.

Odinarily we deal with public service
conpani es who deliver essential services, and |'m
struggling with what your conpany is.

A It is a transportati on conpany that
shi ps hydrocarbons for shippers through our system

Q Then --

A And once it gets to a retail port, then
it relates directly to external custoners and the
publi c.

Q And t hen regarding obligation to serve,

| take it | amcorrect that you're a common
carrier --

A Yes.

. -- you are obligated to serve people
even- handedl y?

A Yes, that's correct.

Q But if there is a greater demand than
capacity, do you have an obligation to neet that
demand?

A No. | don't believe -- and I'mnot a
| awyer, but Steve Marshall has nmentioned to ne --



Q That's okay. Just testify what you
under st and.

A. My understanding is that there's no
obligation for an oil pipeline to expand its service.

Q Well, fromthe sharehol ders' point of

view, it seens that the sharehol ders here have a dua
interest in the conpany: They are a shareholder in

the conpany but they are also, in effect, a custoner
of the conpany.

So I'"'mtrying to think fromthe
sharehol ders' point of view at what point is it not
worth it for the conpany, for them as sharehol ders,
to continue? And is that a different point that
they may perceive as a custonmer of the conpany?

A The sharehol ders of the conpany aren't
necessarily within the sanme busi ness as the shippers
of the conpany. And we're obligated not to show any
special treatnment to any shipper as an interstate
pi peline.

So the sharehol ders, in essence, are
BP Pi peline's personnel and not necessarily refinery
personnel or shipper personnel

Q Okay. Now |I'mgetting confused, which
is fine. You can clarify it.

A Okay.



Q If the sharehol ders of this conpany
were conpletely unrelated to pipelines, oil, you
know, end product, anything like that, it would seem
then the sharehol ders woul d be taking an objective
| ook at their conpany and asking thensel ves questions
i ke, "How much equity should |I put in this conpany?"

O, "Gven the state of affairs today
and the state of the conpany, do | or don't | want
to keep this company goi ng?" And that would be a
relatively objective test for a conpletely
di spassionate or arm s |ength sharehol der

But in this case, well nowtell ne, |
had assuned that the sharehol ders have an interest
in the conpany not so nmuch as a sharehol der but al so
as a user. Are you saying that that's not really
accurate?

A Sayi ng that the sharehol ders are not
maki ng decisions for the pipeline related to its
shi ppi ng needs, or habits.

The sharehol ders are | ooking at
A ynpic as a stand-al one corporate entity that needs
to make a profit on its own standing. And they are
al so | ooking at investnents in Oynpic, and the
prudency of continued investnents in QO ynpic.

Q Woul dn't the -- if the sharehol ders,



say, did not get an increase here, an arm s |length
shar ehol der might say "Well, okay, this investnent is
no longer worth it to nme, |I'mshutting down."

But isn't it the case that if the
pi peline shuts down, then the conpetitive
alternatives that you nentioned are barging and
trucki ng, which are significantly nore expensive?

A. Yes.

Q Woul dn't the sharehol ders take into
account with their other hat on, that, "Gee, if |
shut this down, | don't get this | ower cost

transport. And so maybe it would be worth my while
to put some noney into it in order to keep a | ower
cost alternative going."

A Yeah. It, it, it --

Q Is that an interest or not an interest
that the sharehol ders are consi dering?

A It's a great question. | have not
spoken to the sharehol ders about this issue. In

fact, we have kept it a fairly separate relationship
because we wanted to nmake sure that we showed no
favoritism for one shipper or one conmpany or another
So | can't speak for the sharehol ders.

Howar d Fox has nore contact and
conversations with the shareholders than | do. And



00728

I think he m ght be able to provide sone insight
into that question.

Q Ckay. I'ma little confused by one
line of questioning. |s your request for a percent
i ncrease pending the outcone of the general rate
case, or is it for an absol ute anount?

A It's an absolute amount, and it --

Q But if we -- is that assuming that we
get an answer to you by February 1st? That is, if we
don't, are you still asking for the absol ute anpunt
over a shorter period of time, in which case it would
be a higher percentage increase?

A. No, no. We're asking for that anount.
And | think it equates to 62 percent because, as |
recall, in Novenber we kind of changed our approach

towards this hearing to make it nore of a specific
interimrate relief hearing as opposed to a genera
case in a -- for jurisdictional issue.

And | think just for convenience we
deci ded on that sanme 62 percent but in the context

of the 8.74 mllion or a nunber close to that.
Q Well, naybe --
A And so for the six-nonth period, it

woul d be probably half that anopunt.
Q Yes. But are you | ooking for an



absol ute amount on a monthly basis? That is, each
month you get a certain anount?

O are you looking for a certain
anmount which, if given in five nonths, neans a
greater nmonthly anmount?

A | nean, it could be paid just as nornal
rates are paid. And then we would -- if, in fact,
subject to refund at the end of that period, either
refund it or not refund it, depending upon the
out come of our main case

Q ' m not suggesting we're going to get
you an answer | ater.

A Sur e.

Q | just want to understand the nature of
your request.

A Yes.

Q My | ast question night be another one

for M. Fox, but you made quite a bit of nention of
what a reasonable rates, the word, "reasonable

rates.”™ This is borrowi ng on reasonable terns,
actual ly.

A Yes, mm hnm

Q | don't nean the -- the ratepayers
rates.

A Ri ght .



Q What are reasonable terns?
A To be able to get a loan at an interest
rate that isn't exorbitant. |In other words, you

know, if you apply for a credit card, there are sone
credit cards that are at a 3.9 percent interest rate,
and there are sone that an 18 or 21 percent interest
rate. And |I'massuning that that varies dependi ng
upon the risk, risky nature of the loan itself and
what that mght require.

So when we tal k about attracting
sufficient capital under reasonable rates, we're
tal ki ng about interest rates that we would pay on a
future | oan.

Q Okay. And are you or M. Fox the best
person to continue the discussion with about the
i ssue of equity and the responsibility, or not, of
sharehol ders to put in equity?

A. I think M. Fox is probably better
suited to discuss that issue with you.

CHAl RAOMAN SHOWALTER: Okay. Thank
you.

EXAM NATI ON
COW SSI ONER HEMSTAD: | have a coupl e
of additional questions. | haven't yet studied the



case in chief testinony, but fromthe questions from
M. Trotter, if | understood the question correctly,
the conpany is asking for a debt-equity relationship
for the setting of rates of, what, 86.9 percent
equity and 13.1 percent debt?

A | believe that's in the nmain case at
FERC.

Q Aha.

A And if there are questions about that
particular issue, | think M. Schink is the best --

appropriate person.
) So that's the FERC rel ati onshi ps which
you want applied here?

A Not in this interimcase, no.

Q | understand. Do you have any
expectation with a 100 percent current debt structure
that you will have, in fact, alnpst 87 percent equity

structure going forward, or is that intended to be
understood as a conpletely hypothetical structure?

A Again, I'mnot sure |'mthe best person
to answer the question. | think George Schink is
probably the nobst appropriate person. He's our
expert on these issues.

Q Al right. There's a renarkable
di sparity between 100 percent debt and 87 percent



equity?
A Absol utely, yes.
Q One other thought | would like to

pursue. You provided the percentage usage in
response to a question fromM. Brena for Arco,
Equi |l on, Tesoro and Tosco for October in the percent
of the transportation used. And then there is 18
percent for others.

And | believe the point was made, al
of those others are purchasers of one of the four
refineries so they either directly or indirectly are
you can say, quote, responsible for the transport of
that other 18 percent. Wuldn't that follow?

A Yes, that's correct.

Q So we're really, in effect, talking
only about four customers as a practical matter here:
The two owners and the two ot her shippers who are not
owner s?

A Well, 1 wouldn't characterize it that
way. | think there are close to 30 shippers --

Q I under st and.

A. -- that pay rates on QO ynpic Pipeline.

Q That's true. But all of themare

buyi ng product fromthe four refineries?
Yes, that's correct.

>



Q And either they will pay the transport
directly, or they will pay it indirectly?
A. " mnot exactly sure how the

transacti on works and when the shipper, the other
shi ppers, take custody of a product and how exactly
the financial paynents flow.

Q Well, | guess the point I'mtrying to
get to is that, in many respects, this becones a
fight anmong four refineries as to the |evel of
transport fees to be paid.

For exanple, if we decided that the

public interest didn't require any rate regul ation

here at all because there are -- you nmde the point
in your testinony there are alternatives, trucking
and barge -- and said |et the market set the rate,

al nost certainly Oynpic would then set the rate
just below the barge price, wouldn't it, because it
would still make it marginally attractive to use the
pi peline but at a price that woul d approach the next
| owest nethod of transportation?

A. You know, because we are regul ated,
we' ve never really engaged in the thought process
around - -

Q | understand that --

A -- around --



Q -- but I"'mreally approaching it as
putting it in -- translate that into a hypotheti cal
That woul d be the response, woul dn't
it, of a conpany simlarly situated?

A. Not necessarily, no.

Q Why not ?

A Because you -- you don't want to price
yoursel f out of a market.

Q Okay. But my next question was going

to be, then it would be, becone really a noney
machi ne for the pipeline: relatively | ow cost but
chargi ng high rates.

Then, in turn, wouldn't the pipeline
conpany, as its history here, would sinply dividend
up to its owners a very substantial dividend?

A You know, one thought that you
triggered with that question was this issue of
proration on the pipeline and the fact that the
demand i s rmuch hi gher than supply. And, in fact,
that could be for several reasons, but perhaps one
reason is that this particular pipeline is bel ow what
appropriate prices or market prices m ght be.

And, in fact, if you did increase the
prices on OQynpic -- and it's been prorated,
believe, all the way back to 1985 -- perhaps supply



and dermand will conme nore into bal ance.

Q Al right. The point I'mtrying to get
tois, if my hypothetical were applied and there were
no rate regulation; and, at |east you suggest that in

your testimony -- |'mnot suggesting you are
advocating it --

A MM hmm

Q -- the prices would surely rise to neet
what ever the conpetitive level would permt it to
rise to. |In other words, the costs of those

alternative nethods of transportation.

A conpany in that situation could then
dividend to its parents a very healthy dividend.
Those parents could then use that dividend to reduce
their prices and provide, then, a very substantia
conpetitive advantage agai nst the other shippers who
are not owners. Wuldn't that follow?

A | don't see the -- | don't see the
connection there. | don't -- because Aynpic is an
i ndependent conpany.

Q No, but it's not.

A It is.

Q It's owned by -- it's independent in

the sense that it is a separate corporate entity, a
hundred percent of its stock owned by two shippers.



A Two shar ehol ders.
Q VWho are shippers?
A. Yes. Who are shippers in the broad
scal e, right.
Q Well, | think I've pursued it as far as
| care to go.
EXAM NATI ON

BY CHAI RMOMAN SHOWALTER:

Q | can't resist going further, you know.

Isn't the dynamic that this is a --
this is a cost-based, regul ated conpany; and so |ong
as it is, and the alternatives, the conpetitive
alternatives, are significantly higher than the cost
base regul ati on wherever it is set, that someone
gai ns the advantage of that difference?

And to the extent that the regul ated
rate is lower, then it's the custoners who get that
difference. To the extent that the regulated rate
is higher then the owner gets that difference. The
difference in either case being the difference
between the regul ated rate and the next | owest
conpetitive alternative

Is that correct?

A | hate to ask, but could you just



rephrase that.

Q Well, all right. [If you take a
regul ated service and you conpare it to conpetitive
alternatives such as barging and trucking --

A Yes.

Q -- and let's assune that the costs of
the alternatives are significantly higher than the
regul ated rate --

A. Yes.

Q -- wherever that regulated rate is set.
There's a regul ated rate today.

A Yes.

Q Let's say the nobst that woul d be

granted here is what the conpany has asked for, 62
percent. So --

A Yes. Wiich would still be below the
barge and truck rates.
Q Al right. So given that you could say

that the conparative value of that service, the
mar ket val ue of that service, is up close to the next
cl osest conpetitive alternative, soneone gets the
benefit of that val ue.
Is that correct?
A I think everyone gets the benefit of
that value. Everyone who woul d have access to ship



on the pipeline would have access to that val ue.

Q Ri ght .

A. Those who choose not to ship on the
pi peline woul d be | ooking at those alternatives.

Q O those who aren't able to get on the
pi pel i ne because there is nmore demand than capacity?

A Again, as an interstate -- as a common
carrier pipeline, we're obligated to take al
shi ppers.

Q Right. But you can't take all because
you haven't got enough capacity?

A. Then we kind of prorate all the other

shippers in relative terns to make sure that we neet
as nmuch of shipper demand as we can within the
capacity of the pipeline.

Q Okay. So everyone gets a fair share of
the capacity --
A. Yes.

. -- but for the rest, they have to go
el sewhere. For the rest of their own needs they have
to go el sewhere?

A That's correct. Unless we're able to
expand or perhaps get our pipeline to 100 percent, in
whi ch case all of the shippers will benefit by that
addi ti onal volunme and throughput at those | ower



rates.

Q If you conpare today's rate with a 62
percent rate increase, wouldn't it be the case that
at today's rate, the custoners who are shi pping on
that pipeline get the benefit of the difference
between today's rate and their alternatives?

A Absol utely.

Q And if it's 62 percent, to the extent
of that 62 percent, the shareholders are getting that
benefit. |Is that correct?

A To the extent that O ynpic becones nore
successful, sharehol ders shoul d benefit at sonme point
in the future to that situation.

Q I nmean the sharehol ders may be -- the
conpany may be using that benefit for some expenses,
but | just nean the difference goes to the conpany.

A There are no dividends being paid out
since 1997.

. | should have said the conpany, not the
shar ehol ders.

A. Ckay.

Q Now | 've forgotten if | was going to go
any further than that.

A It's been a | ong day.

Q I think where this was all going is



that if -- is that the conpany and its sharehol ders
at some point have the right, | guess, to sinmply walk
away fromthe project if it's not providing enough
benefit.

A. Well, | personally hope not because
just noved here and noved ny famly here, and
certainly hope that that doesn't happen.

Q But | think that's where you circle
back. That the benefit that the conpany is
getting -- that is that the owners and sharehol ders
are looking at -- they get benefit one way if the --
if the rate is increased.

But that threshold of when they m ght
shut the plant down seenms to be higher, a higher

threshol d for sharehol ders who also ship. | think
that's my point.
A And, unfortunately, I'mnot in a

position to speak to the, you know, the sharehol ders
view of O ynpic.

It just seens to me that it's in
everybody's interest to invest in this pipeline so
it can get back to 100 percent capacity safely
because it neans nore throughput. It nakes sense
for OQynpic, it nakes sense for the shippers,
because the next alternative is nore costly.



Q But what about the sharehol ders
investing in the conmpany, investing equity in the
conpany?

A. Again, the equity question with the
sharehol ders, | have not had that conversation with
them Howard Fox is probably the best person to
answer that because | know he has had persona
conversations with the sharehol ders of QO ynpic.

Q Okay. But for --

A Again -- I'msorry.

Q Go ahead.

A. But, again, it just seenms to nme that by
investing in the pipeline, granting the interim
relief subject to refund -- which is purely a | oan at
this point -- allowing us to get on with the 2002

capital program and proceed to 100 percent operation,
everybody benefits. The shippers benefit, O ynpic
benefits, and the public benefits because that's so
many tanker trucks and barges that are taken off the
roads and taken off of Puget Sound.

Q Ckay. | forgot to ask one nore
foll owup question to ny earlier |ine of questioning.

You said that if you do get this

i ncrease, you're confident you'll be in a nuch
better position to attract capital to undertake your



capi tal plans.

A I am

Q But what about the contract provision
the |l oan provision that prohibits you fromgetting
capital except for, | think fromyour sharehol ders?

So how are you going to attract capital if you can't
legally get it?

A Well, 1| think perhaps we'll have
anot her conversation with our sharehol der, and then
perhaps we will do sonething. And | think Howard
Fox' s suppl emental testinmony addresses doi ng
sonething with the Prudential note that is currently
in default and is so restrictive.

Q So your two alternatives would be to
get out fromunder that restriction and/or ask your
sharehol ders for sone --

A Ri ght .

Q -- financial assistance, one way or the
ot her, because they are not subject to that
restriction?

A Correct.

CHAI RWOVAN SHOMALTER:  Thank you.

JUDGE WALLIS: Let's be off the record
for a brief scheduling discussion.

(Off-record discussion at 5:05 p.m)



JUDGE WALLIS: Let's go back on the
record, please

During our discussion off the record we
decided to continue for 20 or 25 minutes to about
5:30, and, if necessary in order to conclude the
witness, we will take a dinner recess and then resune
to conclude the testinmny of M. Batch

M. Marshal |l ?

REDI RECT EXAM NATI ON
BY MR. MARSHALL
Q M. Batch, | think that M. Fox is nore

of a financial expert on financing for oil pipelines.
And | understand financing of oil pipelines is quite
di fferent than other kinds of financing, but can you
describe briefly what a "throughput and deficiency
agreenent" is?

MR. BRENA:  Your Honor, | object.

| asked this witness so many questions
relating to how he could finance this line, and every
single question he referred to M. Fox. So now we're
going to get on redirect and all of a sudden he's
goi ng to have answers?

Entire topics were directed to M. Fox;
it ought to be the sane both ways.



MR. MARSHALL: [|'mjust asking the
witness -- if this witness knows generally about a
t hroughput agreement, he can answer that. |If he
doesn't, I'Il ask M. Fox.

MR, BRENA: That's one objection, and
then the beyond the scope of the cross as well

MR. MARSHALL: | think it relates to
how t hese things are financed, and | think we can
explain in general what a throughput in deficiency
agreenent is, just like we can explain what a first
nort gage - -

JUDGE WALLIS: | would suggest that,
because so much of that conversation has been
deferred, it mght be nore efficient to take that up

with M. Fox as well, if that's an area that you can
addr ess.
BY MR. MARSHALL

Q Thr oughput in general is not anything
to do with throughput and deficiency. |'mtalking
about the anmount of barrels you can have through the
pi pel i ne.

A Yes.

Q I's that what throughput is?

A Yes.

Q | take it your testinony -- your



testi mony addresses what the historic |evel of
t hroughput was prior to 1999?

A Yes, it does. 116 million barrels.

Q What was the throughput in this past
year, in 2001, approximtely?

A | believe it was about 83, but | need
to just double check that nunber

Q And what are you projecting and

estimating your revenues based on throughput for this
com ng year, 20027?
MR. BRENA: Cbj ection, beyond the
scope. None of this did anybody ask on
Ccross-exam nation.
MR, MARSHALL: This goes to budgeting
i ssues and all the other financing issues that this
wi t ness was asked about. And what M. Batch has said
is he's tal ked about how you have to get the
t hroughput back up in order to get back on your feet.
MR. TROTTER: Your Honor, this exact
question is in Exhibit 3-T, Page 31. This is asked
and answered, the --
JUDGE WALLI'S: Perhaps, then, questions
are unnecessary.
BY MR. MARSHALL:
Q You were asked questions about what



could be done to cut back on costs in order to make
sure, ensure that whatever shortfalls O ynpic had
could be net.

Has the focus of O ynpic been on
trying to get throughput |evels back up as the best
way of restoring financial health to the conmpany, or
has the focus been on cutting costs?

A The focus has been to accelerate the
expenditures to get to 100 percent, which is a nuch
heal t hi er situation for the pipeline.

And until that point, you know, it
wi || probably continue to experience deteriorating
financial condition around its debt and debt
obl i gati ons.

Q Does O ynpi ¢ have a hi gh amunt of
fixed costs, | guess which each barrel has to be
spread?

A The A ynpic systemis
capital-intensive, and if you don't pay -- if you

don't cover the expense on the nunber of barrels that
you are punping through, you have to cover it on the
reduced anount.

So | think the answer to your question
is, is there are high fixed costs in the pipeline
busi ness, and you have to cover that on additiona



vol une or throughput.

MR. TROTTER:  Your Honor, 1 just
observed this question and answer is on Page 19 of
the rebuttal testinony, beginning on Line 78. But
I"'msorry | didn't object sooner

BY MR. MARSHALL:

Q M. Batch, you were asked questions
about expenses relating to Whatcom Creek; in
particul ar, about figures for attorneys' fees,
natural resource defense costs, and so on

Are the attorneys' fees for these
civil actions that you were discussing being paid
for by insurance coverage?

A That's my understanding. A bul k of
t hose \What com Creek expenses including | egal

i ncludi ng natural resource danmage assessnents, woul d

be covered by insurance.

Q And when M. Brena referred to accrued

revenues that you m ght get and he mentioned a
figure, did those include those kinds of insurance

costs that are going to offset the costs that A ynpic

has not asked for in this rate case?

A Sorry. Could you just rephrase the
questi on.

Q Certainly. There are a nunber of



accrued revenues that M. Brena referred to?

A Yes.

Q Are sone of those accrued revenues
antici pated revenues frominsurance recoveries that
woul d be going to offset costs |ike attorneys' fees,
natural resource danmage, and so on?

A | believe they woul d be covered by
i nsurance. So, Yyes.
Q But in your testinony and all you have

not put in those costs as sonething that woul d be
netted agai nst those anticipated recoveries; is that
correct?

A Correct.

Q Now t here's a | ot of discussion about
the Bayview Terminal. Could you turn to Exhibit 14,
on the 4th page of that docunent where it's stated --
it refers to rate increase.

Do you see the third paragraph on that

letter?
A (Looki ng at docunent.)
Q At the bottom of the page. Third

par agr aph under the title Rate Increase: The WJTC
increased the tariff by three cents per barre
Decenber 28, 1998?

A Okay, I'mwith you now. Sorry.



Q M. Brena asked a series of questions
i mplying that the entire anount of the Bayview
Term nal was going to be financed by a three-cent per
barrel rate increase.

Is that correct, now that you have had
a chance to | ook at this docunent?

A The rate increase, WJTC No. 20
increases the tariff by three cents per barrel to
partially cover the Bayview Terminal to the Oynpic
Pi pel i ne.

Q And t he menorandum from M. Kobo
[ phonetic] of the WUTC that occurs at three pages
| ater, dated January 2, 1998 in Exhibit 14 --

A Yes.

Q -- bottom of the page. Do you see the
par agraph where it says the filing? Filing was
made - -

A Correct.

Q -- guidelines which are nore libera
than the traditional Washington regul atory practices
whi ch have been accepted by this Comm ssion for
O ynpic rate applications in the past. On that basis
t he conpany could have asked for an additional 2.8
mllion dollars over and above the 3.5 mllion sought
here.



A Yes.

Q Now, to your know edge, was there any
protesting by any shipper on the Bayvi ew Term nal
project at any tine?

A. To nmy know edge, there were no protests
on Bayview. 1In fact, ny understanding was that the
shi ppers were very excited about Bayview

Q Now up until this proceeding in this

case, have you ever heard of any shipper in
Washi ngton state making any intervention on any
tariff filed by an oil pipeline conpany in this
state?

A Not till now.

Q Is it your understanding that the
Conmi ssion was involved, at least in part, on the
Cross-Cascade project by having an application on
file for approval of a loan in that particular

fundi ng?
A While | don't have personal know edge
of that, | believe | did see a neno to that effect.
Q Do you know what the result was of the

application for a loan for that Cross-Cascade project
to the WJTC?
A | don't recall off the top of ny head.
Q There were questions raised by the sale



of SeaTac by M. Brena. Are you aware or have you
heard that Prudential in their note requires that
they give consent to the sale of any asset?

A Yes, | do.

Q And has there recently been a series of
conversations with Prudential relating to what to do
about their -- not what to do about the sale of

SeaTac but how to resolve all of that issue?

MR. BRENA: Cbjection, scope. And this
al so is the subject of the supplenmental testinony
that we received yesterday afternoon and is subject
to a pending notion to strike.

MR. MARSHALL: M. Brena raised the
i ssue by tal king about the SeaTac asset sale and al so
what to do with the Prudential note.

MR. BRENA: | --

MR, MARSHALL: It's been opened --

MR. BRENA: No, that's not the case.

It's true | asked about whether or not
they were going to sell the SeaTac Terminal. What
t he suppl emental testinony goes to, a concoction of
the Prudential note, the whole plan where they were
al so going to pay off 20 mllion dollars and can't
make the |inkage and those conversations with
Prudential that is subject to the supplenenta



rebuttal which is subject to the nmotion to strike
JUDGE WALLIS: Well, M. Brena, |I'm not
sure we can cut the subject quite that finely, and
would tend to agree with M. Marshall at this point,
that the inquiry into those areas opens up the topic
for redirect.
MR, MARSHALL: Thank you, Your Honor

BY MR. MARSHALL:

Q So have there been a nunber of recent
di scussions what to do with the situation where
Prudential has to consent or not consent to the sale
of the asset and sonme activities, what to do about
renoving that condition as required by the
Commi ssi on?

A Yes. | believe that Howard Fox has had
a nunber of conversations with Prudential in recent
days on that particul ar issue.

Q Is it fair to say that the situation of
Oynpic is fluid and it changes from day-to-day with
t hi ngs such as Prudential notes and other financia
stresses that you have?

A. Absolutely. On -- Qynpic not only
changes day-to-day but sonetinmes hour to hour. And
it's just recent events are where the Prudential note
has been called into default, and we now have to



figure out how to deal with that.
Q Now t here were a nunber of questions by

M. Brena about governnent relations and conmunity
outreach, what he called public relations.

Are you aware from conversations with
M. Beaver or others that there are actual federa
statutes requiring that kind of comunity
i nvol venent in expenditure?

A Yes. The O fice of Pipeline Safety has
very stringent requirements for public education
Q Is it your understanding that one of

your responsibilities as an operator of O ynpic, as
was discussed in the operating agreenent, is to neet
t hose federal |aws and standards?

A Absol utely.

Q And that would al so i nclude comunity
out reach?

A. Yes.

Q Is it necessary in order to do the kind

of increase and throughput to have comunities behind
reopeni ng the pipeline and getting the pressures up?

A. Wt hout the community feeling safe
around the pipeline, it would not be prudent to nove
forward on that until you could convince the public
that it was safe to operate. That is clear in



Washi ngton State.

And we need to certainly make the
i nprovenents necessary to get up the throughput to
100 percent for Oynpic's benefit, but also to nake
sure that all of the capital inprovenents are nade
to the systemfor the public's benefit.

Q A nunber of questions were asked of you
| believe by M. Brena. You went over the |unch hour
and got sone calculations for himon the actual rate
i npact or at |east the throughput percentages for the
two intervenors Tosco and Tesoro -- or, excuse ne,
Equi |l on and BP

Does your testinony in the rebutta
case detail the exact ampunt of inpact on Tosco and
Tesoro?

A Yes, it does.

Q And where do you find that testinony?
On what page of your testinmony is that? |Is that at
Page 167

A Thank you. Yes, it is.

Q And was that cal cul ated on the sane

sort of basis that you cal cul ated the BP Equil on
anounts; that is, based on historic throughput for
the last few nonths and projecting that into the
future?



A Based on the last six nonths of
t hroughput and projecting out into the future, yes.
Q Now, Conmi ssioner Showalter asked about

how this works if you have four refineries, two of
whom are not owners and two of whom are owners. And
I think M. Henstad nmentioned that there was going to
be this inevitable clash between the two in terns of
trying to set rates. Projections have been nmade in
your testinony, at least in an attachment to your
testinony, on what the alternatives are for barging
and trucking.

Is it fair to say that the conpanies
t hat woul d have the npst accurate estinmate of what
those truck and barge rates are would be Tosco and
Tesoro?

A Yes. O any shipper that happens to
use barges or trucks as an alternative or a
suppl enent transportation. They would certainly have
the rates of those particul ar nodes of
transportation.

As O ynpic we have, in essence, no
need to deal with those alternative nodes of
transportation, and therefore our nunbers that we
presented in ny testinony were just a spot call to a
coupl e of conpanies, getting sonme spot rates. But



certainly a long term shi pper would have preferred
rates with either trucks or barges, and |I'm not sure
that the nunmbers that we were able to obtain on
short notice has any of that factored in.

Q If barges and trucks are protected from
a |l ower cost conpetitor because those rates have been
kept | ow, whether by regulation or other nmeans, does
that make a barge and truck shipping rate |ess
conmpetitive?

A I"'mnot sure | fully understand the
guesti on.
Q If a barge owner doesn't have any sort

of conpetition because there's no additional capacity
in a pipeline so that all additional barrels produced
by refinery have to go to that barge owner, is that
barge owner under any pressure to reduce rates?

A No.

MR, MARSHALL: It's just about 5: 30,
and | think that | actually may be finished.

So | will conclude w thout asking any
nmore and wi thout asking for perm ssion to think about
it over dinner, because |I'msure if we do think about
it over dinner we'll think of sonething to ask.

JUDGE WALLIS: Let's be off the record.

(Brief off-record discussion.)



JUDGE WALLIS: M. Trotter?

RECROSS- EXAM NATI ON

BY MR. TROITER

Q You' re not suggesting that there's no
conpetition between barge providers, are you? Aren't
there nmultiple barge providers that conpete for
busi ness?

A Because O ynpic is not | ooking at the
barge industry in a conpetitive way nor do we ship on
barges, | don't particularly know the answer to that
questi on.

Q Then how coul d you answer the question

that your counsel asked you about the conpetitiveness
of barge rates?

A Conpetitiveness, not anobngst barge
conpani es, but conpetitiveness with the pipeline.

Q Does conpetitiveness between barge
conpani es drive prices down?

A I think any, any -- in a free market
envi ronnent, any conpetition hel ps drive prices down.

Q Does OPS require you to spend noney to
enhance or protect Aynpic's inmage?

A The regul ations require us to provide

the public with as nmuch information as they need to



be assured that the pipeline is safe.

Q Is there anything in those rules that
does address A ynpic's public inmage itself, enhancing
its public imge?

A | don't believe so.

Q Did I understand you to say that the
capacity on your pipeline has been prorated since
19857

A That is ny understandi ng.

Q And then ny | ast question. You were
asked about obligation to serve, and |'m just wanting
to know your understanding and what it's based on.

A MM hmm

Q Did you base your understanding -- |
think you said you had no duty to expand capacity, is
that correct; that's your understandi ng?

A That's my understandi ng, yes.

Q Is that based on a reading of
RCW 81. 28. 240, do you know?

A It's based on a conversation with ny
attorney.

Q Did you consider the | anguage in the
statute | just cited that says, in pertinent part,

t hat whenever the Conm ssion shall find after hearing
that the facilities or service of any common carrier



in respect to the transportati on of persons or
property are inadequate or insufficient, the
Commi ssion shall determ ne the sufficient and proper
facilities to be -- or service to be observed,
furni shed, constructed, or enforced.

Did you consider that |anguage?

A | did not. But |I'msure ny attorney
has.

Q And you do agree that -- it's your
understanding that O ynpic Pipeline is a common
carrier in Washington?

A. My understanding is Aynpic Pipeline is
a common carrier, yes.

MR, TROTTER: Thank you. Nothing
further.

MR, BRENA: Just a few questions.

JUDGE WALLIS: Let's be off the record
pl ease.

(Di scussion off the record.)

JUDGE WALLIS: M. Brena?

RECROSS- EXAM NATI ON

BY MR. BRENA:

Q You were asked whether or not QO ynpic
applied to this Conmi ssion for approval of the



Cross-Cascades loan. Did it apply to this Conm ssion
for approval of any of the other |oans, any of the
affiliate loans at all?
A | don't recal
Q Are you aware that RCW 81. 08. 040 says
that any public service conmpany requires you to file
with this Conm ssion any indebtedness that you incur?
A This is the first |1've been inforned of
t hat issue.
CHAl RAOMAN SHOWALTER: What is your RCW
cite?
MR. BRENA: Ei ghty-one oh eight forty.

BY MR. BRENA:

Q You were asked a question with regard
to attorneys' fees and insurance recovery. Isn't it
true that -- and you responded that you're not asking

for the recovery of these expenses.

Aren't all of these expenses that
we' ve discussed in the last two years a drain on
your cash and part of the reason that you're here,
needing an interimrelief?

A. I think the biggest drain on cash is
the fact that the pipeline throughput was so reduced
over the past several years.

Q But that wasn't ny question. M



guestion was, all the other expenses that we
di scussed, aren't they drains on cash and al so
contribute to your inability to finance capita
expendi tures?

A. Every expense is a drain on cash.

Q It all cones out of the sanme account,
doesn't it?

A Some -- if we're tal king about Whatcom

Creek, there are special issues around What com Creek
and special insurance recovery questions. And what
i nsurance pays and what the insurers pay is certainly
an i nportant factor there.

Q Conmi ssi oner Showal ter was exploring
with you a shareholder's notivation to continue or
di sconti nue service.

Wul d you agree that a sharehol der who
has some equity in the conpany has a greater
incentive to continue to operate and find solutions
t han a sharehol der who does not have equity in a

conpany?
A. I have no opinion on that.
Q Do you know whet her or not your

ri ght-of -ways goi ng down the center of the state
require you to be a conmon carrier?
A | know that O ynpic Pipeline is a



comon carrier pipeline.

Q One of the things that Conmi ssioner
Showal ter referred to was, in an economnic
hypot hetical, was the fair share of capacity. The
percent ages you gave nme: 31 percent to Arco, 24
percent to Equilon, 15 percent to Tesoro, and 12
percent to Tosco. And it's an over-nom nated system

In your opinion, are those fair shares
of capacity as between affiliated and nonaffiliated
shi ppers?

A Those are based on historical volunes,
and it's been a historical basis that had been used
ever since | got here at Aynpic Pipeline to allocate
t he space.

Q Do you know whet her or not the
Cross-Cascades -- the application to this Comm ssion
for approval of the debt referred to the
Cross-Cascades line at all?

A I don't know.

Q If | represent to you that it's a
matter of public record that it did not, with this
Conmi ssi on, woul d you have any reason to doubt that?

A No. Subject to check

MR. BRENA: [|s that four mnutes?
JUDGE WALLI'S: Were you including the



time for answers as well?

MR. BRENA: No. No, | think I'm done
Il et me just double check. Thank you all for your
pati ence today.

JUDGE WALLIS: Does that concl ude your
examni nati on?

MR. BRENA: Yes, it does.

JUDGE WALLIS: Is there anything
further of this witness?

It appears that there is not. Thank
you very nmuch, M. Batch, for appearing before the
Commi ssion today. And let's be in recess.

MR. BRENA: Can | nove for the
adm ssion of my exhibits?

JUDGE WALLIS: One of the
adm nistrative itens is that | have a nunber of these
exhibits that you referred to ticked off to nme, and
if you wish to offer themto raise the questions that
I think were deferred to another w tness.

So | thought it mght be expedient for
us to conpare notes in the norning, or perhaps even
after the testinony of that witness, and I'l| just
ask that you keep track as well as | so that,
toget her, we have, hopefully, a conplete |ist.

MR. BRENA: | have, and that would be



fine.

JUDGE WALLIS: Is there any reason for
us to conme back tonight? O in light of the proposed
schedul e, may we take up tonorrow norning?

Very well. Let's take up tonorrow
norning at 9:30. |'mgoing to ask Counsel to convene
here at 9:15 so that we can attend to the matter of
the exhibits, discuss the status of the notion to
strike, and the associated requests for live
testinony, and handl e those before we begin taking
evi dence at 9: 30.

MR. FI NKLEA: And, Your Honor, how |l ate
will we be going tonorrow?

JUDGE WALLIS: Tonorrow we will be
going until 3 p.m

MR. FI NKLEA: Thank you.

JUDGE WALLI'S: And on Wednesday, if
it's necessary to go into Wednesday, we would take up
at 9:30. And if the schedules are as accurate to the
extent that they have been today, we will not need to
worry about when to quit.

MR. TROTTER: |s the next w tness
M. Fox?

MR, MARSHALL: It is, and | just wanted
to alert everybody that M. Fox has a flight that he



has to catch at 4:00 tonorrow. But if the estimates
are correct, we should be able to finish with M. Fox
entirely in the norning, which would be fine. But I
did want to |l et everybody know that that was a
constraint.

MR, BRENA: Just with one proviso, ny
estimate was given before ny cross-exan nati on was
def erred.

JUDCGE WALLIS: Yes. W understand that
many of the questions were deferred to M. Fox, and
that's the only reason that |I'mtal king about
Wednesday here. So let's play it by ear and see how
the other wi tnesses go.

Based on the estimates, |'m confident
that we will get to M. Fox early enough that he wll
be able to catch his flight.

Thank you all.

(Hearing recessed at 5:40 p.m)






