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JUDGE WALLIS: The hearing will please cone
to order. This is the Tuesday, January 15, 2002
session in the matter of Comm ssion Docket Number
TO- 011472. W're going to begin today's evidentiary
session by receiving the testinony of M. Hanl ey.
Wher eupon,

FRANK J. HANLEY,

havi ng been first duly sworn, was called as a wtness
herein and was exam ned and testified as foll ows:

JUDGE WALLIS: Pl ease be seated. M.
Br ena.

MR. BRENA: Good norni ng, Chairwonman, good
nor ni ng, Conmi ssi oners, good norning, Your Honor.

DI RECT EXAMI NATI ON
BY MR. BRENA:

Q Good norning, M. Hanley.

A Good norning, sir.

Q Do you sponsor testinmony and a single
exhi bit marked by this Conm ssion as 111-T and 112-C,
FJH 111-T and FJH 112-C?

A Yes, | did.

Q And do you adopt that testinobny as your
own?

A | do.
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Q Do you have any corrections or
nodi fications to it?
A. I do not.

CHAI R\MOVAN SHOWALTER:  You need to speak
either into the m crophone or naybe turn it on.

JUDGE WALLIS: Let's be off the record for
just a mnute.

(Di scussion off the record.)

JUDGE WALLIS: Okay. Let's be back on the
record, please.

Q M. Hanley, | believe that we've just

identified your testinony, that you' ve indicated that
there are no corrections that you have to nake, and

you' ve just adopted it. |Is that your understanding
of where we are right now?
A Yes, sir, that's correct.
MR, BRENA: | tender M. Hanley for cross.

JUDGE WALLIS: M. Marshall.
MR. MARSHALL: Thank you,

CROSS- EXAMI NATI ON
BY MR. MARSHALL:
Q M. Hanl ey, you've been retained by Tosco
and Tesoro in this matter?
A Yes, sir.



Q And have you been retained for Tosco and
Tesoro in other matters over the years?

A. By Tesoro, but not for Tosco.

Q And what -- how much work, approximtely,
have you done for Tesoro over the years?

A Measur ed how?

Q Ei t her by anount of your time or by fees
recei ved or cases testified on?

A The latter would be the easiest for me to
recall. | would say on three or four occasions.

Q In the past couple of years?

A. In the past seven or eight years.

Q And have you been retained by Tesoro with
regard to O ynpic's FERC filing and tariff filing?

A Yes.

Q And you are preparing to oppose Aynpic's
request for general rates at the FERC on behal f of
Tesoro; is that correct?

MR. BRENA: Cbjection, relevance.
JUDGE WALLIS: The witness may respond.
THE WTNESS: Well, | don't like to think
of it as oppose. |I'mprepared to offer ny
i ndependent expert opinion as to the cost of capital

Q And is it going to be your position, as it

apparently is in your exam nation here, that the
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anounts that FERC has permitted to be awarded in
interimrates should be refunded entirely, based on
the testinony you' re preparing before the FERC?

A. |'"m presently --

MR, BRENA: (Obj ection, Your Honor

JUDGE WALLIS: Excuse ne. Let's let M.
Brena have an opportunity to speak his --

MR. BRENA: Rel evance obj ecti on.

JUDGE WALLIS: M. Mrshall, what rel evance
does that --

MR. MARSHALL: Tesoro has pointed out and
its witnesses have pointed out that Aynpic is
entitled to rely on the interimrate relief received
by the FERC as a way of trying to address its

problems with funding. |f these wi tnesses for Tesoro
are going to oppose the rates at the FERC, thereby
meking the 13 mllion, $14 mllion refundable, |

believe that is an issue that needs to be explored,
because it goes to the financial capability and
stability of O ynpic.

MR. BRENA: Only -- they're only refundable
if they're above just and reasonabl e rates.

JUDGE WALLIS: M. Brena.

MR, BRENA: | said they were only
refundable if they're above just and reasonable



rates.

JUDGE WALLIS: After hearing the parties
views, | think that the question should be all owed.
The witness may respond. Do you have the question in
m nd?

THE WTNESS: | do, Your Honor, yes. As |
said in response to a prior question, | will offer ny
i ndependent expert opinion as to the cost of capital
To the extent that other wi tnesses have opinions wth
regard to other issues, such as rate base, proper
| evel of expenses, and all those pieces are put
together in the regulatory paradigm that wll
determine, from Tesoro and Tosco's point of view,
what the proper increase should be.

If it happens to be nore, equal to, or |ess
than the rates that are presently being collected
subject to refund on the FERC jurisdiction, then that

will be what it is. But, frankly, as an i ndependent
expert, | have no predeterm ned disposition as to how
that will cone out.

Q Have you done any work so far on that

particul ar case before the FERC, any prelimnary
st udi es?
A No, sir, | have not.
Q Wul d you agree that if there is a refund



fromthe FERC of the interimrates, that would have
an inpact on Aynpic's financial condition?

A. Well, fromOynpic's point of view, it wll
certainly have an inpact, just as though they -- they
woul d change upward perhaps, who knows. That's
anot her issue. But any change woul d have an i npact.
The question is is the inpact within the context of
the regul atory paradi gm appropriate. Just because
sonmething is |less than what the company desires,

certainly, I'msure you would agree, does not mean
that it is inappropriate.
Q Have you at all anal yzed what the financia

i mpact to Aynpic would be if the rates all owed by
FERC in the interimrate relief granted in Septenber
woul d have to be refunded?

A No, it's not within the scope of ny

assignment, and as |'ve indicated, |'ve not done any
studies with regard to the FERC matter.
Q | see. Now, with regard to tariffs on file

here in the state of Washington for O ynpic, have you
gone back to find and review the prior tariffs that
A ynpic has had in place since 1983 to the present as
part of any of your background work?

A No, | have not, because it really has no
di rect bearing on the conclusions that | have drawn



that are set forth in Exhibit FIJH 111-T.

Q Okay. Are you aware of what those rates
have been in the past?
A No, and |I'musually -- al nost al ways not.

| think that's true of nobst financial experts, froma
cost of capital viewpoint, going to | ook nore at the
| arger picture, not the rates or, if you will, how
one slices up the pie to get the total |evel of
revenues.

Q Are you aware that there have ever been any
i nterventions by any shippers in any prior case
taki ng any of the positions that you' re now taking in
your testinony in the past here in Washington State
with regard to O ynpic?

A Well, | heard M. Batch's representations
yesterday, but it's my understandi ng, notw thstanding
his representations, that there hasn't really been
what | woul d consider to be a rate case where parties
have an opportunity to conme through, put forth
testi mony, have a set of hearings, have opportunities
to cross-exam ne opposition witnesses and so forth.
So | guess we have a different idea as to what that
percei ved acqui escence on Qynpic's part really
means.

Q So it's your understanding that no



i ntervenor had any opportunity with regard to any of
the rates previously filed for approval by the
Commi ssion by Aynpic, they had no opportunity to
i ntervene and be heard in a hearing; is that your
testi nmony?

A My testinony is is that | don't believe
t here have been what | would consider to be a rate
case, rate cases such as you have now in the general
rate filing before this Commi ssion.

Q And how did you obtain that understandi ng?

A In di scussion with counsel for Tesoro and
Tosco and with other consultants who are working on
this assignnment with me in this particular instance.

Q Now, not tal king about your discussions
with your attorneys or the attorneys for Tosco or
Tesoro, in your discussion with other w tnesses for
Tosco and Tesoro, and that's M. Grasso and M.
Brown, are you stating that you have had di scussi ons
with those two individuals?

A Yes, | have, but | would add this, that --

Q That's my only question. Let nme ask the
next question.

MR. BRENA: Please allow the witness to

fully answer the question, and then, if there's a
problemwi th his response, it can be addressed



properly. | do not want ny witness cut off.

JUDGE WALLIS: The witness may offer a
brief explanation of his answer, but | would caution
the witness not to answer a question that has not
been asked. The question, as | recall it, was have
you had discussions. |'mnot sure what explanation
woul d be required about that.

MR. BRENA: Your Honor, if | may, that
woul d be the reason to allow himto finish his
answer .

JUDGE WALLIS: That's -- I'mgiving him
that opportunity, with that caution.

THE W TNESS: What | wanted to add, | don't
know i f Your Honor thinks it's appropriate or not,
it's certainly not a dissertation, but sinply wanted
to add that regardl ess of the past, those instances
woul d have no bearing on the testinony that | have
set forth in this proceeding.

JUDGE WALLIS: M. Marshall

Q Okay. In your discussions with M. Brown
and M. Grasso, have they given their opinion to you
that they will take the position at the FERC that al
of the interimrates allowed by the FERC should be
ref unded?

A No, | think that the -- | can't speak for



t hem unequi vocal Iy, but ny inpression is is that

they've yet to do nuch in that regard, as well, and
think the outcome needs -- remains to be determ ned
Q So your testinony is you had no di scussions

about the issue of whether the rate filing at the
FERC by A ynpic, in which you' ve been retained, wll
pronmpt any of the three of you to take a position
contrary to that rate filing; is that your testinony?

A Sir, | believe you' re putting words in ny
nmouth. What | said prior, and | will say again
hopefully clearly to others in the room that studies
have not been made yet, the outcome has yet to be
determi ned. Whether that will be equal to or |ess
than what A ynpic has filed for at the FERC is
sonmething yet to be determined. | don't know how
can state it nore clearly than that.

Q Now, have you been retained to give expert
testinmony in this case in the general rate case phase
of the proceedi ng?

A | have, yes.

Q By Tosco and Tesoro both?

A Yes, sir.

Q Okay. Have you done work on that?

A No. Frankly, there's been little tineg,
because of the energency filing. And about the only



thing I've done so far is | have suggested certain
areas for discovery, which are under counsel's
consideration, is nmy understanding at this point in
time, but that's all.

Q Okay. Now, are you famliar with M.
George Schi nk?

A Yes, sir.

Q He's a witness that is considered to be an
expert on tariff matters?

MR. BRENA: Cbjection. Perhaps he could
direct ne to the part of this witness' testinony to
whi ch he's cross-exam ni ng on.

MR, MARSHALL: 1'Il withdraw that question

JUDGE WALLIS: Maybe M. Marshall can
revise the question.

Q Sure. Have you reviewed M. Schink's
testinmony in this case?
A | have, yes.

Q And you nention M. Schink in your
testinmony, don't you?

A Yes.

Q Okay. Is M. Schink well regarded as an
expert in this area?

A Well, when you say this area, | address it
fromthe financial area. To ny know edge, M. Schink



is a fine person and a fine econom st. Whether he is
a financial expert is sonething that the regul ators
i n each individual instance will have to determ ne

Q Okay. M. Schink addresses nany of the
same issues that you raise in your testinony; is that
correct?

A Well, when you say he raises, are you
speaki ng about in a general rate case, or are you
tal king about his rebuttal testinmony in this portion
of the proceedi ng?

Q In this portion of the proceeding, he
rai ses a nunber of the issues that you' ve addressed
in your testinony; is that a fair statenent?

A Well, 1 don't know what you nean. He talks
about ability to or inability, if you will, of
O ynpic to raise capital. |In that regard, we both

tal k about the same thing, and we are dianetrically
opposed in our concl usions.

MR. MARSHALL: Ckay. Fair enough. That's
all the cross-exam nation |I have.

JUDGE WALLIS: M. Trotter, do you have any
guestions?

MR, TROTTER: No, Your Honor

JUDGE WALLI S:  Conmi ssi oners.
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EXAMI NATI ON
BY CHAI RMOMVAN SHOWMALTER:

Q I just want to nake clear, do you discuss
in your testinony interest coverage ratio? | was
just skimmng to see, and | did not see that.

A Your Honor, | do not.

JUDGE WALLI'S: Any further questions?

Q I"'msorry, |'ve got one nore question. Can
you turn to page 16 of your testinobny? On line six,
you have the sentence, | suggest this Com ssion
request that OPL's owners properly capitalize OPL and
achieve -- this could be acconplished by causing the

equity ratio to becone 50 percent of total capital
And this is really, as | understand it, the
summary concl usi on of your testinony that precedes
these lines. M question to you is supposi ng we
agree with you and we say, Well, you are correct,
there should be nore -- a nore bal anced equity ratio,
and we agree with you on a series of shoulds, and we
say to the conpany, Well, we will treat you as if you
wer e operating your conpany as M. Hanley has
descri bed, but then supposing they don't. In other
words, if we grant an increase or not, but based on
your suppositions, where will that get the conmpany in
terms of -- I'"mnot asking you to speak theoretically



of what's appropriate or proper, but what is your

prediction of what will happen if we follow your
advi ce?
A. Well, 1 think it would be putting the

owners to the ultimate test of financia
responsibility. This is a conmpany that is owned by
several of the largest petrol eum conpanies in the
wor |l d who, for whatever reasons, have steadfastly
avoi ded putting equity capital into this conpany for
years on end. And ny studies only went back to 1990,
but I know about even prior to that, but that's |ong
enough to be denonstrative of, frankly, as | stated
in nmy testinony, a shameful situation

The wherewithal is there instantly.
O ynpic could raise all the noney it needs and then
some in the blink of an eye if the sharehol ders woul d
sinply sign a little piece of paper that says,
guarantee paynment. That is such a common thing for
owner conpanies for subsidiary utility operations to
do that, for whatever reason. And in their m nds
they may have some reasons, although |I have no idea
what they are. They could do that.

Another thing is that these debts, even
t hough they're disproportionate to any reasonabl e
assunption of rate base, in ny opinion, from



everything that | heard and know, nuch of it, if not
all of it, as far as the affiliated debts are
concerned, could go away in a heartbeat, just |ike
that. Al they have to do is say -- give thema
pi ece of paper and say, We forgive this debt. They
woul d create instant equity, could bring the
capitalization into line with the industry standards.
Now, woul d that infuse new cash, no, but

$20 million in cash to conpani es that have cash and
recei vables of 30 or 40 billion dollars, it's
preposterous to think that they have no wherew tha
to fund and to do what needs to be done for this
conpany with these owners.

Q Okay. But 1've been listening to your
answer, and you have used could and woul d and
shoul ds.

A kay, |I'm--

Q And | am saying, let's assune that, for
pur poses of my question, that they could infuse, they
shoul d, and the would was not will they, but, in your
answer, is that this would result. 1In other words,
what I'mtrying to get you to focus on is either what
is their notivation to do what you say should be
done, and alternatively, if they don't, what is the
consequence?



A well, I think --

Q We can't order an infusion of equity, as |
understand it. W can set up sonme conditions, if
that's what we end up doing, but why -- the question
really is what is the notivation of the owners to
conply with the suggestion that you -- or the request
that you suggest that we make on page 16 of your
testi mony?

A Well, I'mnot sure what their notivation
woul d be, other than they'd sort of be cutting off
their nose to spite their face if they let Oynpic
literally go down the tubes. Because as you, Your
Honor, aptly perceived in your questioning yesterday,
they have a very vested interest thenselves in this
pi peline for their own operations, aside fromthe
i ndependent shippers, so they'd be cutting off their
nose to spite their face.

But | think what you can do -- they tal ked
about signals. Gve thema signal that this is an
intolerable, insufferable, outrageous situation that
they refuse to put a dine of equity capital into this
conpany, and tell themto go away and prove a case in
the general rate case and give them absolutely zero
because -- now, in energency relief, because,
frankly, if they got every penny they asked for right



now, they couldn't attract flies in the capita
markets. Wth a hundred percent debt ratio right
now, if you gave them every penny they asked for in
emergency relief now, they couldn't attract any
capital in the marketplace. That's a joke.

The noney needs to conme in the form of
equity capital, they need it badly, they need a | ot
of it, and it should conme fromthe owners. G ve them
the signal. Can you force then? No. But you
shoul dn't be bl ackmail ed, either

CHAl RAOMAN SHOWALTER:  Thank you.

EXAMI NATI ON
BY COWM SSI ONER HEMSTAD:

Q On page three of your testinony, at line
five, beginning Iine four, you state that, Moreover,
OPL has, just from January 2000 to October 2001, paid
to BP alnost $22 million, including the 3.8 mllion
in transition costs and managenent fees. O what is
the $22 mllion conposed?

A. Well, I could -- Your Honor, | couldn't
give you the details of that. [It's presumably
whatever has to do with this transition. | nean, as
far as all the nitty-gritty breakdown, 1've seen

nothing that gives that. \Whether it's available,



don't know, but certainly it's a |ot of noney going
out, but no equity noney com ng in.

And as you, Your Honor, also aptly
percei ved yesterday in your -- fromyour questions,
$51.6 mllion in dividends have gone out to these
parents that have refused to put any noney in. So
it's all going out, nothing going in, and they cone
here and say, Cee, we can't raise any capital. Big
surprise. Wth a hundred percent debt, no equity,
who could raise capital on a situation like that?
The only way they can is the owners have to cough up
They have to be responsi bl e owners.

COWM SSI ONER HEMSTAD:  The Chai rwoman
really explored the areas that | was going to pursue.
Thank you.

EXAMI NATI ON
BY CHAI RAMOVAN SHOWALTER:

Q You know, | have one nore question. | was
caught a little off guard, | didn't know you were
going to be here this norning, so | wasn't as
prepared as | should be.

A | didn't know it either, Your Honor.

MR. MARSHALL: Nor did I
Q Rem nd ne -- you have a Schedule One, |I'm



trying to skimit, but before you turnto it, ny
guestion is do you conmpare the capital structures or
the capital structure of Oynpic Pipe Line to other
pi pel i ne conpani es?

A. | do, yes, and what's typical is in a
range. | say about 50 percent on average over tinme
is about where it ought to be. Could it be sonmewhere
in the range of 45 to 55 percent? Sure. | suggest
50 percent. | don't suggest that that's an absol ute,
you know, etched-in-stone lock, but | think that's a
reasonabl e target that they ought to have.

Q Ckay. But is your conparison based on the
actual capital structures of those other conpanies?
Yes, it is, Your Honor
Okay. Can you point me to your exhibit?
Surely.

Is it Schedule One?

Yes, it is.

| had turned to that, but I'mjust trying
to see where the conpanies are

A. Ckay. If you would look to what 1'I1 cal
the center section, it's just a tad bel ow the exact
center of the page on pages one and two, it says
Proxy Group of Five O Pipeline Conpanies.

Q Okay. And it's your note, note nunber one,

Q>0 >0 >



t hat expl ai ns what those conpanies are; is that
right?

A. Right, their identities are there, and
they're also nentioned in the testinony itself. And
you can see on a yearly basis the capital structure
rati os, how they've ranged, and |'ve taken those from
page two, the far right-hand colum, beginning with
1990, and working to your |left across page two, the
yearly averages up through 1995, and then on -- back
flipping forward to page one, beginning with 1996 at
the right, nmoving to the left across to and including
the year 2000.

Q Al right. And what was your source for
finding these capital structures? Were did you go
to l ook for thenf

A We got this information directly fromthe
St andard and Poor's Conpustat Services, the PC Pl us
dat abase.

Q Okay. Thank you.

A You' re wel come.

EXAMI NATI ON
BY COWM SSI ONER HEMSTAD:
Q I have a further question along that |ine.
Do you know the ownership structure of those five



proxy compani es? |In other words, are the
shar ehol ders of those conpani es anal ogous to O ynpic
Pi pe Li ne owned by upstream petrol eum conpani es?

A No, because their comopn stocks are
actively traded, so that they are not -- so they're
really, truly -- they nmeet the nmarketplace test, if
you will, as opposed to this situation, where it

could be whatever the owners want it to be, and
obvi ously they choose for it to be all debt.

Q | think M. Batch testified yesterday, in
response to a question fromne, that there are other
situations conparable to Aynpic, with upstream

owners, like their situation. Do you know that for a
fact, or is Aynpic unique?
A | do not know it for a fact. 1'd be rea

curious as to who they are and |'d be even nore
curious as to what the regulators, if they did, in
fact, do exist, think about it when they cone in
asking for relief, such as in this case, crying
energency when they're a hundred percent debt. |

know of no such instance. 1In fact, | guess in ny
30-year career as a consultant and expert witness, in
my own personal experience, |'ve never encountered,

even as Your Honor, you apparently have one here, and
I think it was one that | picked up in searching your



orders and nentioned it in my testinony as a guide,
but other than those, | don't know of any regul ated
utility conpany of any type, energy conpany, water
conpany, tel ephone conpany at all that operates with
a hundred percent debt.

Q Well, so | take it fromthat that the fact
of this upstream ownership here would not, in your
opi nion, create any different circunmstance that
woul d, froma regulator's perspective, meke this
arrangenent acceptabl e?

A ["mnot sure, Your Honor, | understand the
i nport of your question, so if I'"moff-base in ny
response, please, please stop nme. So | want to
preface it by saying that. But clearly |I believe
that they have the right to finance the conpany any
way they want, but regulators -- | think it's a
sinple situation that they can do what they want.
Maybe you can't order them but that's the whole
noti on of hypothetical capital structures.

Their actual capital structure's a hundred
percent debt, they want to conme in and suggest that
there's, on the one hand, when you get into the main
case or the general rate case, suggest that the
conpany is financed with approxi nately 83 percent
equity when they're running a hundred percent debt.



Well, that's a situation where | say | don't think
t he hypot hetical capital structure works at al

unless they're willing to instantly achieve it.

How coul d that instantly be achieved, |ike
in the AWRI order. |f they choose to, they could do
it quickly. You said in that order -- and when
tal k about these things, I'"'mgoing to make it very
clear fromfor the record, it's froma financia
expert. | have no | egal background. The orders and
your intent and interpretations of themw ||l be what
they are. "Il put that right up front.

But ny inpression, froma financia
expert's standpoint, is that if they can do sonething
and it's in their power to do it, you consider a
hypot heti cal capital structure ratio if they're
willing to do something where it can be acconplished
qui ckly. They could acconplish that quickly by
forgiving large portions of that debt that's payable
to the owner conpanies. It could be done just like
that, just like they could raise noney just |ike that
by guaranteeing, if they choose.

But if they choose to continue to keep it a
hundred percent debt, what you can choose to do is
say, Go away, don't bother ne for energency relief.
Bring your case, try and nake your case with us in



the general rate case, and if you can't do that,
wel |, tough, the burden is on you. And if they stil
want to go a hundred percent debt and don't want to
cough up the equity noney, fine. Look at it as a
hundred percent debt. |If they say their debt cost
rate i s seven percent, that's what they get, seven
percent on the debt that finances the rate base, not
all of it.

JUDGE WALLIS: Anything further? M.
Br ena.

REDI RECT EXAMI NATI ON
BY MR. BRENA:
Q I have a few areas. You were asked a
seri es of questions about M. Schink and whether or
not you've reviewed his testinony, whether you agree
or disagree with his conclusions. Do you recall that
line of questions?
A Yes, sir.
Q VWhy don't you agree with thenf
MR, MARSHALL: Actually, that wasn't the
question. | asked whether this witness had revi ewed
it and then whether M. Schink had addressed the sane
i ssues, not whether he agreed or disagreed. He went
on to volunteer information about whether he agreed



or disagreed, but | think it's beyond cross for his
redirect. | was very careful in the phrasing of the
question. The answer wasn't quite as careful

MR, BRENA: First, ny redirect goes to the
scope of the answers. He didn't raise the issue that
this witness exceeded the scope of his question.
Secondly, he went into the whol e question about his
expert witness over ny objection, and so he's raised
the issue, it was within the scope of the answer. |
want to know why he di sagrees.

JUDGE WALLIS: Very well. Does the witness
have the question in mnd?

THE WTNESS: | do, Your Honor. Well, |
di sagree in this instance on -- especially on the

i nterest coverage point of view, which is why |
didn't nention it. Frankly, it's preposterous to
consi der interest coverage, especially 2.6 tines,
because those standards are for conpanies that have
reasonabl e proportions of equity in their capita
structure, debt equity ratios. To assune a 2.6 tines
| evel of interest coverage, the medi an single-year
actual results that -- fromwhich M. Schink cites
from Standard and Poor's related to conpani es that
have a BBB bond rating and that have about 57.5
percent as the nedian total debt ratio, which neans



t hat those conpani es have, on average, nedian, 42.5
percent equity in their capital structure.

So to tal k about 2.6 tines coverage for a
conpany that's with a hundred percent debt is just
totally off the mark. That's the reason | don't even
di scuss it. Nobody gives standards for coverage with
a hundred percent debt ratio. Even indenture
coverage tests, such as 1.5 tines, are not tests of
attraction; they're tests of protection, which is why
they're put in indentures and bond agreenents.

And usually it's been my experience,
because | have raised capital, and | have privately
pl aced capital over the years on behalf of very small
wat er conpani es, but the principles apply. And | can
tell you this, that usually those tests, in addition
to being tests of protection for existing bond
hol ders or debt holders, also kick in and say if your
equity ratio gets below a certain point or if your
debt ratio is going to get above a certain point, and
that m ght be 60 percent or 66 percent or whatever
that's arbitrary in there, then you cannot issue
additi onal debt. But nobody addresses this issue of
a hundred percent debt, and certainly not the rating
agenci es, such as Standard & Poor's.

Q The entire issue of rating, are you aware
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1 of any rating agency anywhere that will rate a

2 conpany based on unaudited books?

3 A No.
4 Q So we have a situation where they're

5 appl ying standards in which there's no equity, but
6 which there's not audited books, and they're using
7 the ratios that would apply to conpanies that have a
8 signi ficant percentage of capital and have audited
9 books.
10 MR. MARSHALL: This goes beyond the cross
11 entirely. These questions were not asked of the
12 witness. He's just |everaging on top of the prior

13 answer, to which | objected. | don't think this is
14 proper redirect at all

15 MR, BRENA: He is correct that |I'm asking
16 himto fully explain his |ast answer.

17 JUDGE WALLI'S: The witness may respond.
18 THE WTNESS: Well, that is unheard of,

19 frankly, and what is even nore unheard of, again, in
20 ny career, and | think I've been personally involved

21 in sonmething getting close to 300 rate cases, utility
22 rate cases in nmy career, | don't know of a single
23 i nstance where a conpany is financed with a hundred

24 percent debt, and not whether the regul ators all owed,
25 but even had the audacity to suggest in a genera



rate case that the capital structure has 83 percent
equity in it, when, in fact, the owners don't have a
dime of their own equity noney invested. |It's
totally out of inport.

It's true those owner conpani es have very
high credit ratings, and one can see why. The
| argest conpanies in the world, AA bond ratings,
billions of dollars in cash and receivabl es, audited
financials, so with this kind of a contrast, | know
of absolutely no situation like that, where anybody
woul d I end nmoney to a conpany with a hundred percent
debt, no audited books, and owners who are unwilling
to commt capital, either in the formof they won't
guarantee or they won't put equity directly into the
subsi di ary.

Q You nentioned, in response to M.
Marshal | 's questions, as well as in your |ast
response, that you' ve been involved in 300 rate cases
in which you've given expert testinony with regard to
capital structure and rate of return. Do you al ways
represent ratepayers?

A. No. As a matter of fact, npbst of ny
testi nmony over the years, probably 95 percent of it,
| represent investor-owned utilities. | have, on a
few occasions, such as for Tesoro and now, in this



i nstance, Tesoro and Tosco, and in a few instances
have acted in the capacity, on an ad hoc basis, as
staff for Conm ssions such as Del aware and Ari zona,
but al nost overwhelnmngly, nmy practice, ny work, nost
of the people that call ne and say will you work for
me are investor-owned utilities.

Q Chai rwonman Showal t er expl ai ned what woul d
be the owner's incentive in order to invest capita
in this conpany. | would Iike -- do you think that
operating -- their commtnment to operate this conpany
safely would require an infusion of capital?

A. Well, | say that yes in two capacities.

One --

MR. MARSHALL: Well, Your Honor, I'd
obj ect, because the issue of safety, this w tness has
no credentials in the area of safety, and this is
beyond cross-exam nation. It also begins to be
| eadi ng questions. | understand M. Brena's desire
to get into these areas, but it's going to get us
into a whol e bunch of areas where this witness has no
experti se.

MR. BRENA: The issue of what woul d be
their incentive was clearly raised. This question is
clearly within that scope. This witness is an expert
with regard to financial risk and capital structure



in the way that inpacts the ability of a conpany to
operate safely within the context of its financia
risk. We have a conpany with the owners who are
potentially threatening not to capitalize a conpany,
and what | intend to explore with himis what is the
financial risk to this conpany of doing that.

What if What com Creek happened today?

Where woul d the nmoney conme fromto respond? There is
huge financial risks with this conpany associ ated

wi th not having any equity in this conpany, and it's

perfectly within the scope of this incentive question
and this witness' expertise to address that financia

risk.

JUDGE WALLIS: The witness may address the
financial situation, but the issue of safety, as
such, is outside his stated area of expertise, and he
may not address that.

THE W TNESS: | understand, Your Honor, the
direction, although | will use the word safety in ny
reply. | think it's necessary. Only in this sense
will | useit. That if the owners are indeed so
concerned about safety -- and that's the only way
"1l use it, because | don't know what it takes, and
"Il say that frankly, to nmake sonething safe or nore
safe. That is beyond ny expertise. But if there is



this commtted desire for safety, even above, as |

heard, sone -- perhaps sone notches above the norm or
the industry standards, that's fine, that's

adm rable. And I, like anybody el se, would be al

for it.

But if they're going to show that kind of a
commitnment, it seens to ne, not only froma financia
expert standpoint, but just froma common sense
st andpoi nt, there needs to be the enbracenent of the
responsibility and commitnment as owners to put in
some equity capital to make sure that that happens in
the nost efficient way, and there's absolutely no
evidence to this very nonent that there is that such
conmitnent, and there shoul d be.

Q M. Hanley, if there was a financia
energency that arose for this conpany today that
required 25 or $30 million of funds to respond, does

their decision not to fund this with equity inpact
the way that they can nanage that risk, and if so,
how?

A. Well, they would -- under such
ci rcunstances, they woul d have no recourse. They
woul d be totally unable to do so wi thout the
financial commtnent fromthe owners, because, by
keeping it financed with a hundred percent debt, they



could not attract any capital, which is certainly
true enough, but it's of their own naking, their own
decision, their own choice to do so and to keep it
t hat way.

Well, that's fine, but when the nonent of
truth cones and the capital is needed, they nust do
it, they need to do it, it's their obligation to do

it. They talk -- | heard tal k about signals
yesterday. Well, what signal? |If they got -- and
"Il say it once again. In ny opinion, if they got

every penny that they asked for in this energency
proceedi ng, they couldn't attract any capital out in
the market pl ace, not without a guarantee fromthe
parent or not wi thout the owner conpani es coughi ng up
t he noney thensel ves.

So if they want to keep it a hundred
percent debt, they need to cough up the noney. If
they want to put equity in to do it right, as
responsi bl e owners, then cough in sone equity
capital, don't call themnotes that are payable in 45
or 90 days. That's preposterous, when the clear
inability to pay isn't there

Q Why does that financial risk exist today?

MR, MARSHALL: Your Honor, this is beyond

the scope of direct. And | can understand why M.



Brena wants to go in and redo what he's done on
direct for his other wi tnesses, but this is wel
beyond, and the wi tness' answers are becom ng
repetitive, as even the witness acknow edges.

MR, BRENA: Well, with regard to the
Wi tness' answers, it's typically that a repetitive
answer would be after the answer is given. | am
exploring with this witness their incentives as they
run this conmpany like a shell conmpany and now it's
time to put in some noney, because sone of the
financial risks they they' ve assuned because they've
bled it dry have been realized. And I'm exploring
whose financial risk, how that financial risk was
created, and who should be responsible for it when it
is realized.

| think that it goes right to the heart of
Chai rwonman Showal ter's questions about what kind of
i ncentives these people should have and how t hey
shoul d act responsibly.

JUDGE WALLIS: M. Brena, would you restate
t he question?

MR, BRENA: | will try. How was this
financial risk created?

JUDGE WALLIS: That appears to be beyond
the proper scope of questioning at this point, M.
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Br ena.

MR. BRENA: Ckay. Thank you, Your Honor

Q M. Hanley, is one potential incentive for

this conmpany to put equity in commitnents that
they've made to the Ofice of Pipeline Safety to nake
t hese i nprovenents?

MR, MARSHALL: Your Honor, |'d object.
This is leading now, and it's al so beyond the scope
of cross.

MR. BRENA: ['Il restate the question.
agree that it was | eading.

JUDGE WALLI S: I'mal so concerned about the
scope and not sure what --

MR. BRENA: 1'I|l address that, then, if |

may.

JUDGE WALLIS: Very well

MR. BRENA: These conpani es, BP Pipelines
has stepped up and nade representations to the Ofice
of Pipeline Safety that they're going to do what's
necessary to bring this pipeline up to speed and run
it safely. And yet, Oynpic Pipe Line is here before
this Comm ssion saying they need $2 mllion or they
can't have their owners put any equity in to fund
necessary i nprovenents.

Now, | think that BP Pipelines has an



incentive to honor and stand behind this conpany and
their representations to the world that they're going
to make these inprovenents and they're going to cone
into conpliance with the conpliance order for OPS and
not to cone before this Comm ssion and give a
conpletely contradi ctory signal that, yeah, QO ynpic
will do it, but Oynpic needs to go get -- have it
funded by their shippers. Those are two entirely
different things, and I think go to the heart of
what's the owner's incentive to put sonme nmoney in, so

JUDGE WALLIS: Well, I"mnot sure at this
juncture whether that kind of incentive is directly
enough related to this proceeding that we should
entertain that line of questioning, at least for this
Wi t ness.

MR. BRENA: Thank you, Your Honor. | have
not hi ng further.

MR. TROTTER:  Your Honor, | had one
gquestion, and |'m happy to go after M. Marshall, but
if he wants to hear mnmy question before he goes, I'm

happy.
MR. MARSHALL: Go ahead, M. Trotter

JUDGE WALLIS: M. Trotter.
MR, TROTTER: | just have one area.
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CROSS- EXAMI NATI ON
BY MR. TROTTER
Q M. Hanl ey, in one of your responses to a
question | believe fromyour Counsel, you referred to
a 1.5 interest coverage ratio. Do you recall that?
A Yes.
Q Are you aware that M. Elgin used a 1.5

factor in his analysis?
A Yes.
Q Did you understand that he used that as an

i ndenture protection neasure and not as a Standard &
Poor's coverage rati o neasure?

A | do. | believe | referred to that test,
of such 1.5, as being typically a test of protection,
yes.

MR. TROTTER: That's all | have. Thank
you.

CHAI RMOVAN SHOWALTER: May | ask sone
clarifying questions?

MR. MARSHALL: Yes, absolutely.

EXAMI NATI ON
BY CHAI RWOVAN SHOWALTER:
Q And | am not as adept as the witness is on
these issues, obviously, so | don't actually



under stand your answer to M. Brena and nowto M.
Trotter. In a question of M. Brena's, you said that
the 2.6 interest or coverage ratio would be

prepost erous because it assunes a bal anced capita
structure. You're just going to have to connect the
dots for ne. Wiy might a 2.5 coverage ratio be
appropriate with a, quote, balanced structure, and
not be appropriate in a debt-financed structure?

A Sure. Well, the rating agencies, and
particularly Standard & Poor's, they establish what
they call financial target ratios for given bond
rati ngs and perceived business risk. Wthin each
bond rating category, they have ten degrees, if you
will, of risk, with one being the least risky and ten
being the nost risky. So that a conpany that has,
for exanple, bonds that are rated BBB, and that would
be three capital Bs in the S&P way of doing it, just
capital B three tines, they wouldn't all be
necessarily created equal. BBB with a one risk
profile would be the least risky within that category
and ten woul d be the nost risky.

And having said that, just taking an
average of all conpanies that have BBB rating, what
M. Schink referred to was the 2.6 tinmes coverage
that was actually experienced by conpanies that had



BBB rating during the 12 nonths ended June 30, 1999.

Well, that's not even necessarily a target.
That's what they achieve. That woul d happen to fal
within the range of what they think is appropriate.
Okay. Well, why is that okay for those conpani es?
Well, those conpani es only have -- the nedi an was
57.5 percent debt. Well, clearly, as you have nore
debt and you get up to a hundred percent debt, they
woul dn't be BBB any | onger and those standards woul d
no | onger apply.

In fact, when you got to a hundred percent
debt, they would be, frankly, if they had been
previously rated, they'd be downgraded to junk bonds.
They woul d be kind of a bond equival ent of Enron
common stock right now, is about where -- if you were
to make an anal ogy between a bond and a stock. M ght
have been worth sonmething up here, but when they got
to the hundred percent debt |evel, that would be
worth nothing, and you'd have a hard-pressed --
anybody payi ng any kind of value for that bond. So
that standard could no | onger apply.

Why shoul d you be able to have 2.6 tines
coverage, which is a test of protection for
creditors? Creditors also want protection in the
formof equity, because they know -- just like -- |



forget who, but sonebody yesterday during hearing
tal ked about the home, when you're hone, would you
have any -- can you go out and buy a home a hundred
percent wi thout putting any noney down or apply for a
home equity | oan on a house if you have no equity in
it. O course you're not going to do it.

You need to have that cushion, because
| enders, senior debt |enders know that when it cones
down, push cones to shove, if bankruptcy happens to
happen, it's the common owner, comon stockhol ders
are the last in line in claimon assets and earni ngs
of the conmpany. And so creditors want that
protection, they want that cushion underlying it.
That explains two things, why the 2.6 is not correct,
why there needs to be a reasonabl e proportion of
equity in the capital structure for that protection
and to provide the ability to attract externa
capital, because they want that cushion under it.
That's why they can't attract any. It's not
surprising. But it also should not be to be able to
cone in and say, okay, well, see, 2.6 is right, and
therefore, that justifies a certain |level of increase
for enmergency purposes.

Well, they wouldn't be BBB, and they don't
have 57 percent debt. They've got a hundred percent
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debt, and they would be junk bonds, not BBB. And yet
they presune out there in the case in chief yet to
cone that, oh, we're just like a AArated. W're
just like BP. W've got 83 percent equity. No, they
don't.

MR, BRENA: May | suggest, Chairwonman
Showal ter, that perhaps Exhibits 64 and 66 illustrate
this risk of these ratios exactly.

CHAl RAOMAN SHOWALTER:  All right. 1"l
take a | ook at them

Q The other question | -- well, |I'm now
confused by your answer to M. Trotter, in that I
don't understand the difference between a factor and
a coverage ratio, so can you explain what that
di fference is?

A Well, in effect, they may call it a factor
in some docunents, but in effect, what it really is
is a coverage test. And existing creditors, because
they don't want to be in a situation or to find
themsel ves in a situation where there is no
reasonabl e equity cushion under them after they' ve
al ready commtted their capital to the conpany, they
want to be sure that down the road, as the -- which
is sort of another matter, | don't want to sidetrack
it, but as conpanies invest and comrit capital and



then -- I'd |ike the record to show ny enphasis on
the then -- and then go out and raise the noney for
-- to fund it. They want to nmake sure that that
equity cushion doesn't disappear. One way to do that
is they say, Well, how can we do that. They put a
restriction on the conpany to say you cannot issue
nore debt, even if you've gone out and built property
or done whatever you have if you're going to pull two
things. There's usually two kinds of tests, and they
usual Iy work hand in hand. One is a capitalization
test that we won't allow you to pull your equity down
below, and |'ve seen -- they do vary all over the
place. Could be as little as 25 percent, ny
experience, to 35 percent, or sonetines even nore
equity. They don't want to go the absolute floor

And al so, we want to nake sure you have a
| evel of earnings before interest and incone taxes
that is at least, bare mininmum 1.5 tinmes before you
can issue this debt. So they have to neet a couple
of tests.

Q All right. 1Is a 1.5 factor the sane or
different froma 1.5 tinmes coverage ratio?
A In essence, it's the same. The difference

being is that 1.5, as M. Trotter pointed out, and as
| acknow edge in ny original response, and then al so
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in response to his clarification, it is a test of
protection, not attraction.
CHAl RWOMAN SHOWALTER: | see. Thank you.
JUDGE WALLIS: M. Marshall.
MR, MARSHALL: Thank you.

CROSS- EXAMI NATI ON

BY MR. MARSHALL:
Q M. Hanl ey, you nmentioned how big oil
conpani es were who had sharehol der interest in
O ynpic. Renenber that testinmony? Very colorful.
MR, BRENA: (bj ection.
Q Do you have that in mnd?

MR, BRENA: | would appreciate it if he
woul d properly characterize this witness' -- and not
of fer colloquy on it.

Q Do you renenber that testinony?

JUDGE WALLIS: | will ask both Counsel to

avoi d characterizations.

Q. Do you renmenber that testinony?

A | do. Yes, sir.

Q Okay. Now, you're representing Tosco and
o} Tosco i s now owned by what conpani es?

A | believe that would be Chevron and Texaco.
Q Al right. Aren't you incorrect? 1lIsn't
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Tosco owned by Conoco, and they now have a nerger
with Phillips?

A. You're right. [I'msorry, | did m sspeak.
Tenporary nental block. | apologize to the client.

Q Go ahead and correct it.

A Yes.

Q Correct what you now understand to be the

ownership of Tosco?
A No, not what | understand; it's what |
m sspoke.
Okay. And how big is that conpany now in
t he Un|ted States and worldwide in terms of its
ranki ng as an oil conpany?

A Well, I would respond --
MR, BRENA: (Obj ection.
THE WTNESS: | have to respond -- oh
sorry.
MR. BRENA: Relevance. | can see that the
peopl e who need to put the equity in, how big they
are has sonmething to do with this case. | can't see

that the shippers' size has anything to do with this
case.

JUDGE WALLIS: M. Marshall, |'mnot sure
that | see any rel evance either

MR, MARSHALL: 1'm going to connect that



up, Your Honor, in just a nmonent, if you bear with
nme.
MR. BRENA: My objection --
JUDGE WALLIS: Very briefly.
Q What size is Phillips Worldwi de in the
United States, do you know?
A Not off the top of the head, but not nearly

as large as BP and Shell, | can assure you of that.
Q Isn'"t Phillips the sixth largest in the
world, third largest in the United States?
A Perhaps. | don't know. But froma
ratepayer's viewpoint, the size -- if I mde a
mllion dollars a year or $20 nmillion a year and |I'm

a ratepayer of a utility --

Q That's not --

A -- and I'"'ma residential customer, it
shoul dn't make any difference whether | make $20
mllion a year or sonebody that makes $50, 000 a year

Q That's not where |'m heading, M. Hanley.
"1l get there in just a nmoment. You said, in answer
to a question by Chai rwoman Showal ter, when she said,
We can't order themto make an infusion of equity,
what incentives do these owners have to do that. And
your response is, They won't cut off their nose to
spite their face. |If they let Aynpic go down the
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tubes, it's they who will be punished, words to that
effect. Do you renenber that general statenent, they
will cut off their nose to spite their face?

A. Generally, generally, yes.

Q But BP/ ARCO, one of the sharehol ders of
O ynpic, owns a refinery here in Washington State;
correct?

A Yes.

Q And that's what you meant by that
statement, that they would want to keep that refinery
goi ng and have access to the pipeline, so they would
not let Aynpic, quote, go down the tubes; is that
what you neant ?

A Yes.

Q Now, there are three other refineries in
Washi ngton State, too, are there not?

A. Yes.

Q Shoul d they let Oynmpic go down the tubes
to spite their face?

A Shoul d the other refineries -- well, only
to the extent that the owners -- | think you get to
the situation where you shouldn't have ratepayers
funding capital of a conmpany. Only owners shoul d.

Q Okay. M question was don't they have the
same interest, identical interest that BP/ ARCO has in
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1 not wanting O ynpic to go down the tubes?

2 A Well, clearly they have an interest, but

3 they don't have the responsibility, and that's where
4 you're getting the disconnect, just |like you've got a
5 di sconnect between this energency case and the

6 general rate case. There's a constant disconnect

7 about who should pay for what, and it's a situation

8 of here you've got a situation, the question is how
9

do you resolve it. Is it the responsibility of
10 shi ppers, the independent shippers, to fund capita
11 i mprovenents and so forth when the owners refuse to
12 do so. And | don't think so, and I don't think
13 have to say that as a financial expert. | think
14 that's common sense.
15 Q Now, let's talk about infusion of equity.

16 Did you understand or do you understand that there
17 was anot her owner of O ynpic, GATX, who owned 25
18 percent of the shares of O ynpic up until the year
19 2000?

20 A Yes.

21 Q You' ve read that in M. Batch's testinony,
22 haven't you?

23 A Are you suggesting that's the only reason

24 know t hat ?
25 Q No, do you have --
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A | don't understand the inmport of the
guesti on.

Q Wherever you read it, you agree that that's
correct?

A. | agree that that's correct.

Q And wherever you found it, do you
understand that BP/ ARCO paid $7 million for that 25
percent share of GATX? Do you understand that?

A | don't renmenmber the exact nunber, but if
that's what you represent, that it was seven nmillion
"1l accept that.

Q Does that sound about right?

A Yes.

Q I nmean, you're famliar with that
transaction in general terns, maybe not specifically;
correct?

MR, BRENA: bj ection.

THE WTNESS: |'m aware --

MR. BRENA: | don't see -- | think we're
into when a portion of the pipeline was purchased
five years ago. I'msorry, | just don't renmenber any

gquestion relating to that transacti on what soever.

MR, MARSHALL: M next question will get to
that, Your Honor, if he answers this one.

JUDGE WALLIS: Very well



THE W TNESS: Well, your question, as |

recall it, suggested intimacy of the transaction. |

will say I'maware that that transfer occurred. Wth

regard to intinmacy of details of the transaction, no.
Q If Tosco and Tesoro had the sane refinery

interest, sanme interest in not letting Aynpic go
down t he tubes, was there any reason what soever that
ei ther Tosco or Tesoro or both could not have
pur chased the GATX shares?

MR. BRENA: (Objection, relevance, and

beyond the scope. | -- what are we tal ki ng about
this for?

JUDGE WALLIS: I'mfinding it difficult,
M. Marshall, to see what rel evance this has to the

pur pose of this proceeding.

MR. MARSHALL: This includes the
wi | lingness of two other refineries, the ones that
are protesting here, to also invest equity and | oans
and other things to keep this O ynpic Pipe Line --
they're trying to insist that there be one refinery
t hat ought to keep this going for everybody, even
though it's a common carrier, even though there can't
be no discrimnation. Wat we're trying to do here
is to showthat the ultimate -- it's an issue here of
fundamental fairness in trying to figure out how you



keep sonmething that benefits all four refineries
equal |y when they've accused BP/ ARCO of being
unwilling to put in equity, nore equity, they want
BP/ ARCO to forgive debt, but they've absolutely given
no indication as to why they won't buy shares, why
they won't nmeke | oans, why they won't step up to the
plate to share fairly the cost of trying to address
the series of problens that haven't been created by
A ynpic, but are also before us.

MR. BRENA: | would like to address that
briefly, if I may.

JUDGE WALLIS: M. Marshall -- excuse ne,
M. Brena, it may foreclose the need for your
comments. | believe that we are constrained by the

public service laws as we | ook at this situation, and
I'"'mnot sure that the area you want to inquire into
is within the bounds of the public service |aws that
govern this proceedi ng, so consequently, | don't
think this is an area that we should pursue any
further.

MR, BRENA: May | nmeke just one conment
with regard to it? And | certainly agree with the
ruling, but | just want to nmake the point, Tesoro and
Tosco are not owners. They didn't distribute any
di vidends for the | ast decade to us. W --



JUDGE WALLIS: M. Brena, | believe that
that's a coment that has been earlier nmade, and |I'm
not sure, also, that that adds to the record at this
point. So I'mgoing to ask Counsel to confine your
process at this point to the matters that this
Conmi ssi on does have the authority to address.

Q Now, M. Hanley, you said you testified in
about 300 cases, rate cases. Wat percentage of
t hose involve oil pipelines, approximtely?

A Just a handful .

Q So what percentage, approxi mately, of the
300? Less than one percent?

A. Maybe two percent.
Q You're saying that --

A One or two percent. You know, |'ve been
i nvol ved four or five tinmes.

Q For Tosco and Tesoro or for any other
conpany except Tosco and Tesoro?

A Just for -- well, 1've already said that

t hese instances right nowis the first time for
Tosco. The rest are for Tesoro.

Q Okay. So you haven't done any oil pipeline
wor k except for Tosco and Tesoro; is that correct?

A That's correct.

Q Are you famliar at all with Continenta



Ol -- excuse nme, Colonial Pipeline and Explorer
Pipeline? Are you famliar with those conpani es?

A. No, I've not done any specific studies
i nvol ving them

Q Isn'"t Colonial Pipelines one of the |argest
pipelines in the United States, going from Texas to
New Jersey?

MR, BRENA: bj ection.

Q Thirty-si x-inch pipeline?

MR. BRENA: Cbj ection, scope.

JUDGE WALLIS: M. Marshall, | think the
wi t ness has already indicated he hasn't any
famliarity with that firm

Q So if | represented to you that Col onial
Pi pel i nes and Explorer Pipelines are funded with one
hundred percent debt, you wouldn't be able to say one
way or the other whether that's correct; is that
true?

A That's true. | wouldn't know whet her
you're correct in your representation.

MR, MARSHALL: Okay. No further questions.

JUDGE WALLIS: Are there further questions
fromthe Conmission at this point? M. Brena.

REDI RECT EXAMI NATI ON



BY MR. BRENA:

Q M. Hanley, is there any substantive
difference with regard to oil pipeline or gas oi
pipeline or a water pipeline or electric utility or
any regulated utility with regard to capita
structure, rate of return constructs?

A No, the principles are the same regardl ess
of the type of industry.

Q Wth regard to M. Mrshall's
representation as to Col onial and Expl orer Pipeline

-- well, first --
JUDGE WALLIS: M. Brena, |'mnot sure --
MR, BRENA: |'Il withdraw the question
JUDGE WALLIS: ~-- that its representation

-- it's not evidence in the proceeding. W
instructed the witness not to respond to that, so
woul d suggest we not get into that area.

Q You were asked whet her or not a ratepayer
and an owner had an identical interest in funding
capital to O ynpic.

MR, MARSHALL: That was not the question.
| object to the assunption. That's not a fact in
evi dence. That wasn't the question.

MR, BRENA: That's an exact quote. M.
Marshall said that isn't -- don't they have an



i dentical interest in being sure that these

i mprovenents get done, and explored for sone tine
with this the difference between an owner's position
and a ratepayer's position and the whol e four
refiners in Washi ngton and why aren't they sharing
equally in capital inprovenents, and I'd like to
redirect on it.

JUDGE WALLIS: We also, in terns of that
line of questioning, pointed out the limts of the
public service |laws and the Commission's ability to
address sonme of those matters. You may inquire into
it, but not to the point that you exceed the
Conmi ssion's authority.

MR, BRENA: Thank you, Your Honor

Q Do you consider an owner and a ratepayer to
have an identical interest in capital contributions,
and if so, why, and if not, why not?

A No, | think, frankly, the notion is
preposterous. Owners are owners and ratepayers are
rat epayers. Every time you had a little water
conpany or sonething, for instance, and they ran into
trouble, what's the solution? To have ratepayers
kick in and become owners? |It's nonsense.

The owners need to take the responsibility
and do what it is that responsible owners do. Not



try and foist it off on ratepayers, whether you call
them John and Suzy Smith or shippers such as Tesoro
and Tosco, who are not owners. They're still
rat epayers.

MR, BRENA: |If | may just have a minute off
the record, Your Honor.

JUDGE WALLIS: Yes, M. Brena. M. Brena.

Q You were expl aining to Chai rwoman Showal t er

the different rating and risk adjustnments. Are there
exhibits? Does Exhibit 64 illustrate that?

A Yes, sir, it does.
Q Do you have a copy of Exhibit 647
A. | believe | do, yes, sir.

Q And does Exhibit Number 66 also illustrate
the points that you were making?

A Yes, it does.

Q And do you have a copy of 66 with you?

A | do.
Q Woul d you pl ease explain how Exhibits 64
and 66 illustrate your answer to the Chairwoman?

A. Wth regard to Exhibit 64, if we | ook at
the | ower section that's entitled Total Debt to Total
Capitalization, we see here the target ratios for
utilities within the given bond ratings, as | was
tal ki ng about before. Now, these are the ratios that



St andard and Poor's would like to see.

If you |l ook down vertically, you'll see the
ten business risk profile categories within each bond
rating. And so, for exanple, if we |ooked in the BBB
colum, if we just | ooked within the average, if we
just said, There's sone conpany that's considered of
average risk profile, which would be a category five
or six, we can see that we're tal king about 50 to 51
percent is the total level of debt they like to see,
whi ch neans that the conplenent, therefore, 49 to 50
percent, is what they really should have in ternms of
equity.

And if you nobve across to the |eft under
the AA colum, offhand, | don't know the business
risk profile of the parents, such as BP and so on,
but if we assunme that they're relatively, you know,
average risk, that would inply somewhere -- you see
the total debt of 36 to 39 percent, which would nean
that they ought to have 61 to 64 percent. Now, |'m
saying that's not that they should have, as opposed
to what they do have, because | don't know their
exact category. |I'mjust neaning that illustratively
for the nonent, not definitively. So that gives an
idea of within the target rati os.

Then, if we would turn to Exhibit Number



66, if we look at the, again, the | ower section under
Key Utility Financial Ratios, again, beginning with
the BBB col umm, we can see that the -- and the EBIT
on the top set of figures stands for earnings before
interest and inconme taxes, which is what we're

tal king about for this interest coverage.

You can see the 2.6 tines there. Well
that's what the BBB electric utility during the 12
nmont hs ended June 30, 1999, actually earned, but if
we | ook down about the middle of those line itens
there, there's a line that says Tota
Debt/ Capitalization, in other words, the ratio of
total debt to total capitalization, and these are al
medi ans, which neans there's an equal nunber above
and an equal nunber below. This was 57.5 percent,
whi ch one then could inply that there's roughly 42.5
percent equity at the nedian | evel.

Now, those nunbers don't exactly add up
when you | ook at the preferred and the comopn stock
capitalization, and so | want to anticipate if the
Commi ssi oners perhaps wonder why those three ratios
don't add to a hundred. And | think the sinple
answer is is they necessarily -- all of themdon't
necessarily have preferred stock, for exanple. And
SO0 you're going to have different nedian |evels for
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each different type of capital

But we can generally say that there's a
substantial amount of percentage of equity to
generate that kind of interest coverage. And that's
why it would be not appropriate to make such an
assunption with regard to a conpany that has a
hundred percent debt.

Q M. Hanl ey, Chai rwonan Showal ter al so asked
you a series of questions to explain the difference
between different types of ratios and what they mean.
Does Exhibit Nunber 65 help illustrate your answer to
her, and if so, how?

A. Well, yes, it does. As | was indicating
previously that the information, for exanple, under
those key utility financial ratios on Exhibit 66 were
medi ans for one particular year, and while they are
of interest, to be sure, you can see on -- if you
woul d | ook on Exhibit Nunber 65, in the right-hand
colum, the first conpl ete paragraph that begins,
Ratio medians -- | won't read it, | think it speaks
for itself, but the inport of it is is that they
basically say while this is of interest, it's not to
be indicative of what they really require of expected
future perfornmance.

Those kinds of criteria would be as set



forth in the -- for exanple, the total debt to
capitalization items shown on Exhibit Nunber 64
within the bond rating categories. So another
confirmation, over and above studying those five oi
pi pel i ne conpanies and conmng to the conclusion that
nore or | ess of 50 percent equity ratio would be
appropriate, these financial targets, if you will, of
expected future performance by Standard & Poor's for
an average utility, average risk profile and a BBB
bond rating, which is the average bond rating of
those oil pipelines that have stocks that are
actively traded, would be in the area of about 50
percent.

Q You nentioned the word benchmarks, and do
the last two paragraphs -- would you address if those
go to illustrate your response to the Chairwonman, as
wel | ?

A Well, they're -- yeah, the benchmarks
really are -- they are guidelines, they're not neant
to be precise, and the information on Exhibit Nunber
65 points that out. But they're intended to convey,
I think, the obvious, that while they're not etched
in stone, and these things can vary fromtinme to
time, you know, they will accept that a ratio m ght
slip dowmm. If the target is, for exanple, 50



percent, they'll recognize that at tinmes maybe they
have to have a little nore debt tenporarily unti

they can bring the capitalization back into |ine.
It's not a static thing that it always has to be
this, but it's on average over tine, and that's why |
| ooked why the historical performance has

consi derabl e rel evance here to nake sone
deternminations as to a possible proper solution in
this instance, that that's not been the case at al
for this company goi ng back as far as 1990.

And that's why, when you have a serious
consequence, a financial problem causes the sudden
expenditure of many mllions of dollars if you don't
have a proper level of capital or equity capital in
the capitalization, you find yourself in a situation
like this, and that's why it would have been prudent
to, over the years, to maintain capitalization ratios
that are more in line with the industry and what's

expect ed.

Q M. Hanley, in the circunstances of
A ynpic, do you believe that the application of these
rati os can be used to illustrate whether or not

interimrate relief should be granted?
JUDGE WALLIS: M. Hanley, I'mgoing to ask
you to confine your answer to yes or no, and then



we're going to go off the record for just a nonent.

THE WTNESS: | don't like to do this to ny
own counsel, but may | hear the question one nore
time, please?

Q | said in this circunstance, do you think
this type of ratio analysis can be used by Oynpic to
illustrate their need for emergency financial relief?

A No.

JUDGE WALLIS: Very well. Let's be off the
record.

(Recess taken.)

JUDGE WALLIS: Let's be back on the record,
pl ease.

MR. BRENA: That conpletes nmy exam nation
Your Honor.

JUDGE WALLIS: Very well, there is a
clarifying question from Chai rwoman Showal t er

EXAMI NATI ON
BY CHAI RAMOVAN SHOWALTER:
Q Yes, there is. Can you turn to Exhibit 667
A | have it.
Q If you look at the top section, |abeled
Adj usted Key Industrial Financial Ratios, there is a
-- the first rowis |abeled Interest Coverage Tines,



and runs along froma AAAto a CCC, and if you | ook
at the colum under BBB, it says 3.7. 1Is that the
sane figure as the BBB colum in the bottom section
which says 2.6, just for a different period of tine,
or is this conparing sonething different?

A It's conparing sonmething different, but |et
me explain, because | want to take away your
confusion totally. The top -- in the title in the
top portion, the key word there is industrial

Q Okay.

A Okay. They're not utility conpanies. And
even nore inportantly than that, there are no -- the

kinds of target ratios that are set forth for
utilities on Exhibit Nunber 64, such targets do not
exi st for industrials.

Q Al right. So for what we are | ooking at,
what caught my attention on this is that it actually
went down to a CCC.

A Yeah.
Q VWereas the Exhibit 64 only went to a B?
A. Yeah, because they assune that utilities,

with being regulated, and that the regulators would
make sure that, unlike unregul ated industria
conpani es, for the nost part, would nmake sure that
there's a proper level of capitalization and not



assunme that they're going to beconme junk bond status,
which is what you've got when you get down into those
far right-hand extensions with regard to the

i ndustrial s.

CHAl RAOMAN SHOWALTER:  All right. Thank
you for clarifying that. |'ve been educated enough.
Thank you.

JUDGE WALLIS: |Is there anything further of
the wi tness?

MR, MARSHALL: No, Your Honor

JUDGE WALLIS: It appears that there is
not. | thank you, M. Hanley, for appearing today.
You're excused fromthe stand at this tine.

THE W TNESS: Thank you, Your Honor

JUDGE WALLIS: We will take a 15-mnute
recess.

(Recess taken.)

JUDGE WALLIS: Let's be back on the record,
pl ease, followi ng the norning recess. The
applicant's witness, M. Fox, is being presented at
this time. M. Fox, would you please stand and raise
your right hand?

MR. FOX: Sure.

Wher eupon,
HOMRD B. FOX,
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havi ng been first duly sworn, was called as a wi tness
herein, and was exam ned and testified as foll ows:
JUDGE WALLIS: M. Marshall

DI RECT EXAMI NATI ON
BY MR. MARSHALL:

Q M. Fox, do you have before you your
testimony, 81-T, and the exhibits, 82, 83, and your
suppl enental rebuttal testinony, 84-T?

A Yes, | do.

Q Okay. Do you have any further additions or
corrections to make to bring your testinony
up-to-date?

A Yes, | do have a couple of changes. The --
on page ten of ny rebuttal testinony, towards the
end, on lines 14 and 15, the original -- these aren't

huge changes, but there was sone slight changes in
the interimannual increase of $9,410,559, should be
$9, 323,900, and the percentage change from 67. 39
percent to 66.77 percent.

MR, BRENA: May | suggest that they just
submt an errata, to the degree they're
nonsubst anti ve changes?

JUDGE WALLIS: There may be sone question
as to whether a change is substantive or not, but if
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1 the change is relatively mnor in scope, we would be
2 very confortable with an errata sheet.

3 Q So with that in mnd, do you have sone

4 further changes?

5 A No, | do not.

6 Q Okay. If | were to ask you the sane

7 questions that were included in your testinony, with
8 that one correction and the others in the errata

9 sheet, with those corrections, would you give the

10 same answers today under oath?

11 A Yes, | woul d.

12 MR, MARSHALL: W offer his testinony and
13 exhibits into evidence and allow himto be

14 cross-exam ned.

15 JUDGE WALLIS: Very well. |Is there

16 objection? Let the record show that there is none,
17 and 81-T, 82, 83, and 84-T are received. Let's begin
18 t he exam nation with M. Brena.

20 CROSS- EXAMI NATI ON
21 BY MR. BRENA:

22 Q Good norning, M. Fox.
23 A Good nor ni ng.
24 Q I"'mgoing to refer to exhibits. If you

25 need -- Exhibit 18 is a copy of the audited
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financials, on page five of 15 is the auditor's
letter.

A Yes.

Q I'"m going to ask you general questions. Do
you know -- would you explain the difference between
an unqualified and a qualified auditor's letter?

A Sure. On an unqualified auditor's letter,

it represents, from an independent certified public
accounting firm that the financials that they
audited conformed to all of the accounting

principles. A -- was your question qualified versus
unqual i fied?

Q Yes.

A. Qualified would nean that there are certain

i nstances where auditors would want to nake known
anyt hing that was perhaps needing to be a caution for
i nvestors.
Q Now, is it fair for me to sumrarize this

di fference by saying whether the books that the
conmpany mai ntains represents the financial position
of the conpany according to GAAP?

JUDGE WALLI'S: Excuse me, M. Brena,
according to what?

MR. BRENA: GAAP

THE W TNESS: GAAP, generally accepted
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accounting principles.
JUDGE WALLIS: Thank you.
THE W TNESS: For this tinme period, yes.
Q Okay. Wien is the last tine that Qynpic
received an unqualified audit opinion?
A To the best of ny know edge, 1998.
Q Is this it?
A. | suppose so. | -- BP took over as
operator in July of 2000, as you know, and | was not
around in 1998.

Q Do you consi der having an independent audit
an inportant thing for investors to review?

A. In general, the answer woul d be yes.

Q Why do peopl e have audits?

A Well, there's several types of audits.

There are internal audits, external audits.

Q An audit of the type that's presented here
by Arthur Andersen, a full audit of their books and
records?

A There can be several reasons. | think the
primary reason here is it was required for the
conpany, but | don't know for sure

Q Requi red by whom and under what
ci rcunst ance?

A I'"'mnot aware of that. | haven't read the
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1 -- all of the docunents associated with what O ympic
2 is required to do.

3 Q Is it common for a lender to require

4 audi ted financial statenments?

5 A I n nost cases, yes.

6 Q Okay. How many pipelines that BP nanages
7 that are regul ated have their books audited?

8 A | wouldn't know the exact nunber. There

9 are several that |I'm aware of.

10 Q As a matter of practice, does BP Pipelines
11 have the books and records of the regul ated conmon
12 carriers audited?

13 A. W t hout going into a big discussion about
14 audits between whol | y-owned assets and joint venture
15 assets, it really depends on the covenants of

16 what ever agreenents are in effect for the conpanies
17 that BP has an interest in.

18 Q And -- |'m sorry.

19 A So | nean, to answer your question

20 specifically, I don't know the whole audit schedul e
21 and how many are audited and how often. If a joint
22 venture has a covenant that requires an audit, it

23 woul d be audited, and if it's a wholly-owned one,

24 it's probably covered by nore of an unbrella audit by
25 our accounting firm



Q Is Aynpic in a joint venture?

A Oynmpic is a joint venture, yes.

Q Is there a requirenent that the books and
records of O ynpic be audited?

A. That's kind of a vague question, as
associated with what? |'m not sure what your
guestion is.

Q I was asking you the circunstances under

whi ch BP Pipelines perforned third-party audits of
books and records, and you indicated joint ventures,
if it's a condition of the joint venture. |Is it your
understandi ng that there is a condition of the joint
venture which requires A ynpic's books and records to
be subject to an independent audit?

A | don't know the answer to that. And
think you stated that BP conducts an audit, and that
woul d be incorrect.

Q Oh, yes. That BP authorizes that an audit
be done.

A Ri ght, yeah, that --

Q Ckay. Who within Oynpic is responsible to
be sure that A ynpic's books and records are audited
by a third party?

A | believe that's the board of directors,
but | don't know for sure.
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Q Has the board of directors directed that
A ynpic's books and records be audited?

A Yes, it has.
Q Its full books and records?
A. I don't know if that was the specificity of

it, but | assune so.

Q Did the board direct the Watcom Creek
expenses to be subject to audit or did the board
direct that all of A ynpic's books and records be
subject to audit?

A | believe it was the latter, that it was --
it included several of the accounts, if you will, not
j ust WWhat com Creek.

Q Okay. What is the status of that audit?

A That audit is still in progress and has not
concl uded.

Q For what period is that audit?

A For what period? | don't recall exactly,
but I -- 1 don't recall exactly.

Q Do you know whether or not it's since the
| ast -- since the last time the books and records
were audited?

A | believe it was even prior to that, and
what | don't recall is if we agreed to start it at

the end of when the | ast unqualified opinion
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occurred.

Q So at least in the period fromthen, and
perhaps before. Did | correctly characterize your
testi nmony?

A. Coul d you restate that, please?

Q At | east fromwhen the |ast audit occurred,
and perhaps before that point?

A. Yes.

Q And when is it expected that this audit
woul d be conpl et ed?

A I don't have an opinion on that.

Q Who was initially engaged to performthis
audi t ?

A Pri ceWat er houseCoopers.

Q Has there been a change of auditors since
the initial engagenent?
A Yes, there was.

Q And why did O ynpic change auditors in the
m ddl e of an audit?

A ["mnot the appropriate person to address
this question to, primarily because -- | don't
remenber, but | doubt that | was involved in the
di scussions specifically that changed the auditors.

Q Let me guess. Wuld M. Batch be the
appropriate person?



A Yes. Could | defer to hinf

Q | don't see why not. |I'msorry, | forgot.
VWho was the initial auditor and who is the auditor
now?

A You never asked the one.
Pri ceWat er houseCoopers was the initial auditor, and
that was switched to Ernst and Young.

Q Do you know why Arthur Andersen, the entity
that had been auditing it for years, wasn't engaged?

A I don't recall specifically, but |I know
that -- if | had to guess, and actually, | probably
shoul dn't guess. | don't know specifically.

Q Was Art hur Andersen contacted with regard
to updating its audit at all subsequent to 19987

A In what tine period are you asking the
question for?

Q Well, they did a conplete audit in 1998;
correct?

A Correct.

Q Have there been -- have they been asked or
approached to do any other work for this conpany
since that audit?

A If you don't mind, may | nake a clarifying
statement --

Q Certainly.



A -- to respond to that?
Q MM hmm
A. It should be pointed out that the

guestions, and |I'mnot sure you prefaced it by asking
it this way, but the audit by PWC that changed to
Ernst and Young was not a -- what | would call a
financial audit. Andersen was the audit firmthat
did the financial audit when Equilon was the operator
each year. The audit that was undertaken by PWC and
then by Ernst and Young was more of an interna
audi t.

Q So A ynpic Pipe Line has not yet engaged

any accounting firmto do a -- to provide an audit
which would result in a unqualified audit letter?

A To answer that question, |'mnot sure if
you're asking me should we try to audit another year
because, | nean, the primary focus is to get an
unqual ified report for 1998. | mean, excuse ne,

1999.

Q Okay. So |I'm confused by your

clarification, then. 1n 1998, you had an unqualified

opi nion on the financial books and records of
A ynpic; correct?
A Correct.
Q In 1999, I'mtrying to clarify what efforts
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t he conpany has gone through to try to get an
unqual i fied opinion with regard to the financia
books and records, specifically whether Arthur
Ander sen was approached --

A Yes.

Q -- Pricewaterhouse or Ernst and Young?

A Okay. Again, PriceWaterhouse, Ernst and
Young were handling an internal audit, which is a
separate activity. Andersen was approached on many
occasions, starting with Equilon and then with BP
when they took over as operator, to attenpt to get
those finalized.

Q Okay. So let nme state this as | understand
it. I'mjust trying to understand. The conpany
contacted PriceWaterhouse and now Ernst and Young for
the purpose of doing internal audits, which then it

intended to turn over to Arthur Andersen to -- okay.
A. No.
Q Okay.

A They're unrelated. They're completely
unr el at ed.

Q Okay. 1Is an internal audit -- when | think
about an internal audit, what | think about is
sonmet hi ng from managenent deci sion-nmaking. | don't

t hi nk about sonething for representation to the



00843

i nvestor community. What type of audit -- is it

internal or is it -- what type of audit is ongoing?
A. An internal audit. And | need to clarify

what | said when | said unrelated. It is -- there is

a connection between that audit and the 1999
financial statenents, but they're not the sane thing.
| just wanted to clarify that you didn't think they
were the sane thing.

Q Okay, thank you. Now, clarify my
m sunderstanding. |If | think about an interna
audit, | think about an audit that does not cone with
an auditor's letter that's qualified or unqualified.
When | think about an audit that conmes with a
auditor's letter that's unqualified, | think about an
audit that is not for internal purposes, but is
i ntended to be used for external purposes for the

i nvestment conmunity. Okay. |Is my understanding
correct?

A In general, yes.

Q Okay. The type of audit that's ongoing, is
it the type of audit that will result in an
unqualified letter -- that's intended to result in an

unqualified letter for representation to the
i nvest ment conmunity?
A No.



Q Why did you change auditors in the niddle
of an internal audit?

A. I think you asked ne that question
previously, and | said | wasn't the right one to
respond to that.

Q Okay. Do you have any reason to believe
that one reason nay be what the initial auditors
initially deternmined with regard to the books and
records of O ynpic?

MR. MARSHALL: [If the witness could confer
with M. Batch, we could answer that directly, and
probably cut sonme of the potential confusion.

MR. BRENA: |f M. Batch is the witness --

MR, MARSHALL: I'msorry, M. Beaver.

MR. BRENA: M. Beaver. |f M. Beaver
would like to be the witness, |'d |like to do that.

MR. BEAVER: | can be the witness, that's

fine.

MR. MARSHALL: On that issue, he could, if
you wanted. But | think that, you know, again, if
the real question is are we after a fact here, we
could cut through it and give a real fast, quick
answer on this.

MR, BRENA: A fast, quick answer as to why
they changed auditors in md audit?
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MR. MARSHALL: Well, no, it wasn't md
audi t.

MR. BEAVER: No, there wasn't an audit --

JUDGE WALLIS: Okay. Let's be off the
record for just a nonent, please.

(Di scussion off the record.)

JUDGE WALLIS: Let's be back on the record.
Is the witness prepared to answer the question now?

THE WTNESS: Could you restate the
qguestion, just because it's been about two m nutes,
and I've lost it.

Q I was trying to understand why there was a
-- | asked initially who was initially engaged, and
you indicated PriceWaterhouse, and that there was a
change to Ernst and Young, and ny inquiry was why was
there a change?

A Okay. And | think there was al so an
inmplication that it was md audit that the -- as |
recall, PWC had been on the audit for just a few
weeks, maybe not even a nonth, and there was a
concern from PWC, since | believe they also were the
audit firmfor one of the shareholders, so there was
a conflict purely fromthat standpoint.

Q Equi | on?

A | believe so.



Q So they undertook the engagenent, worked on
it for about a nonth, and then brought forward a
conflict with Equilon and then, as a result of that,
there was a change?

A. Al though | was indirectly involved in the
di scussions, fromwhat | understand, it had to do
with one office, being Chicago, not being in touch
with their Houston office.

Q What is the purpose for the internal audit?

A I"d have to characterize that as two
things. One, to just do a due diligence process on
t he books and the records upon BP taking over
operatorshi p of the pipeline.

Q Okay.

A The second was to ensure the integrity of
all of the accounts.

Q Has there been any efforts nmade to get an

unqualified letter on Aynpic's books and records
since BP has been an operator?

A Yes, there has.

Q What was the effort?

A. | have personally -- | can only speak for
nysel f -- spoken to the Andersen audit partner

manager to try to ensure that we could get this
expedi ted.



Q When was that conversation?

A | said there were several

Q When did they begin?

A. Shortly after BP took over as operator.

Q Is Andersen currently engaged to do that?
A I'"'mnot sure | understand your question.

Engaged to do what?

Q Have they been hired to do an audit
necessary to result in an unqualified letter on the
fi nanci al books and records of O ympic?

A No, not to ny know edge.

Q So they haven't been hired, they haven't
begun wor k?

A I'"'ma little confused as to your question
because Andersen, | nean, technically, is still under
hire to final the 1999 audit, so they're stil
working on that audit. |It's as though you asked ne
were they hired for another activity, and that's what
| answered no to.

Q They' ve been working on the 1999 audit for
three years?

A. It depends on how you define the term
wor ki ng.
Q Well, I"mjust trying to know -- please

define it as you wi sh and answer the question



A The activity level | would characterize as
being very low on it, to the extent that the audit,
the internal audit, has not been finalized.

Q Have they given any indication at any tine,
under any circunstances, that they nmmy have
difficulty giving Oynpic an unqualified letter?

A They have indicated that certain events or
actions woul d have to take place before they would
gi ve an unqualified opinion.

Q What are those?

A | really can't recall all of them but the
-- there actually were -- as | recall, there were
three in total, and one or two of them were waived,
and | can't recall exactly what those were, but |
believe the primary one was the bal ances on the
bal ance sheet and in a particul ar partner agreenent
on those. O excuse nme, a sharehol der agreenent on
t hose.

Q VWhat was the difficulty that they had with
t he bal ances on the bal ance sheet?

A. BP, after taking over operatorship of the
pi peline, wanted to ensure that all of the spending,
as any owner would do, would want to ensure that al
of the bal ances were true and correct in all materia
respects, and it's really part of a due diligence



exercise. And to the extent that there were
guestions on those bal ances, | believe was the
primary reason they haven't offered that opinion
t he unqualified opinion.

Q My questions was what questions did they
have with regard to those bal ances?

A They bei ng Andersen?

Q Yes.
A Well, | didn't say they had a problemwith
t he bal ances; | said they had a problemw th the

partners not in a total agreement in the bal ances or
potentially not being in agreenent on that.

Q What bal ances are the partners not in
agreenent on?

A | believe the exact title was payables to
affiliates.

Q Do you have any | oan conditions on your

exi sting conventional debt that require you to have
audi ted financial s?

A Yes, we do.

Q Are you in default of those?

A. I'"'mnot an attorney, so | couldn't give you
a legal answer, but -- | don't know if you want to

ask ne as a non-attorney.
Q Is the Prudential |oan -- the Prudentia



loan is currently in default?

A If one read the agreenent and | ooked at the
covenants, particularly the affirmati ve covenants,
one would surm se that we are in default.

Q Okay. Has Prudential taken the position
that you are in default?

A The di scussions with Prudential have not
been pl easant, and they started getting bad | ast year
and they've progressively gotten worse, so they may
not say default specifically. They -- we have every
reason to believe that they want out of this
situation.

Q Has Prudential sent any letter -- has
Prudential sent any letter of default or notice of
default to AOynpic?

A | don't believe so.

Q Is AQynpic currently in conpliance with al
of the paynent terms of the Prudential debt?

A I would say today, the answer is probably

no.

Q Was it different yesterday?

A Well, it would have been different six
nont hs ago, and as you probably read in ny testinony,
the rating fromthe National Association of |nsurance
Commi ssi oners has gone fromthe best rating to the



wor st rating, and we know that Prudential wants
approxi mately $1,200 a day to keep them whol e on
t hat .

Q If | can isolate the rating issue, have you
made all your other paynents under the Prudentia
debt ?

A | believe so.

Q Is the reason that the rating skipped was
because you don't have audited financial -- an
unqual i fi ed opini on?

A | believe the answer to that is yes.

Q Is that the only event of -- the specific

event of default that Prudential has brought forward,
is that you don't have audited financial books and
records and an unqualified opinion?

A No, it is not.

Q Are the others related to your failure to
pay this fee as a result of not having thenf?

A Coul d you repeat the question, please?

Q What ot her indications of specific default
-- well, let me phrase it the way that | did the
first tine. | asked if not having audited books and

records was the only default that Prudential has set
forward to you. You said no; is that correct?
A I"mnot sure | said that, but if | did --
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no, | think what you asked was -- that was in
reference -- | answered that in reference to
basically are we current, are we paying everything.

Q Okay.

A. And | said, No, there's this 1,200 a day.
| didn't say -- because that has nothing to -- that
is unrelated to the default, as far as | know

Q So let nme summarize what | understand. The

Prudential note was current and not in default six
nont hs ago, Prudential has taken the position that
t he books and records need to be audited and they
need an unqualified opinion, and the | ack of having
that has resulted in a rerating, and they have
i mposed additional fines, which have not been paid.
Does that fairly sunmarize the situation?

A No.

Q Okay. Please summarize the situation

A And given the tine constraints that | know
we're under, I'Il try to clarify it as succinctly as
I can, but it is my understanding that if you just
read the -- and again, I"mnot a |lawer, but if you
read the contract specifically, one could say that we
were in default 60 days after the end of 1999, so
when you said six nonths ago, |'d have to argue with
that, so I'd certainly clarify with that.



Q Okay. How you were in default in 1999 was
because of the failure to have an unqualified opinion
on your books and records; correct?

A Correct.

Q Has Prudential sent you any piece of paper
i ndicating that the Prudential debt is in default?

A Does that include e-mails?

Q Well, no, for the purposes of this answer.

A | don't know the answer to that, because

know sone | ess-than-anicable mail traded hands as we
tried to get a waiver |ast year to put the ARCO | oan
in effect, so |l don't know -- | don't recall whether
there was anything either overtly or |ess discussed

in that exchange.

Q Have you ever seen anything in which
Prudenti al has asserted -- a piece of paper in which
Prudential has asserted that its debt is in default?

A I have not seen anything |ike that.

Q Are you familiar with the notification of
default provisions in the underlying debt?

A. Is that -- what section is that? 1Is that
Seven?

Q Well, | don't know.

A | am aware of that. Again, | amnot an

attorney, but |'maware of that section, yes.
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Q Does that section require witten
notification?

A. I don't recall

Q Okay. You think it's Section Seven of the
note, of the --

A I think it's under the section where it
t al ks about accel erati on.
Q Okay. Have you seen a piece of paper in

whi ch Prudential has asserted that you have to pay
the $1,200 and are not?

A Agai n, excluding e-mils?
Q Yes.
A. I have not seen a hard copy note on that,

no.
Q Okay. They sent you an e-nmil telling you
that you need to pay the $1,200, or that you may have
to pay the 1,200 if you don't go get your books
audi t ed?
A Starting in Septenber, it was, W have a

problem we need to work on this, and I -- in
Decenmber, as | recall, calcul ations were even sent to
me. So if you're talking about witten only, that's
what | can describe. |If you want to tal k about ora

di scussions, that's another subject.
Q Well, | understand that you're working with



Prudential to try to resolve the issue associ ated
wi t h havi ng unaudi ted books. M question is have
they formally notified you of default, or have they
formally notified you that this $1,200 is due, or
have they suggested that that will be due if you guys
don't get your books and records audited?

A Not to be argunentative, but | deal with a
ot of third parties, and | don't need anything in
writing to know when a conpany wants out of a
situation, and that's how | would characterize it as.
In the |last several discussions, particularly the
| ast discussion with Prudential, they -- this is one
of their least favorite |oans, so there's no question
that they -- it has been a painful |oan for them and
frankly, it's been a painful |oan for us.

Q If you have $20 million invested in soneone
that can't get an audit done in three years, can you
under st and why that would be kind of frustrating for
t hent?

MR. MARSHALL: Object as argumentative.
MR, BRENA: | withdraw the question.

Q Okay. Does A ynpic have any other third
party debt?

A Yes, it does.

Q And what debt is that? Well, excuse ne.
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How much do you owe Prudential ?

A | believe -- | believe it's 14,500, 000
subject to checking on it.

Q Okay. And when's the next --

A | believe it's fourteen-five.

Q When's the next paynent due under the
normal terns of the note?

A I don't know the exact day, but | believe
it's in February.

Q How much?

A Principal or interest?

Q Ei t her

A. Yeah, there's a principal and interest
paynment due in February and another half a year on
the interest in -- | believe in August.

Q Okay. Before we go to the next debt, |
want to just go back a minute to the problemwth the

bal ance sheet on payables to affiliates. 1s the
di spute -- excuse ne, is the shareholder's
unwi | I i ngness to agree on that category based in the

$43 mllion that Equilon had contributed into O ynpic
that's characterized as debt in this case?

A That is -- yes, | believe the answer is
yes.

Q And is there a dispute between the



sharehol ders over the ampunt of debt that is owed
Equi | on?

A Well, to the extent that the balance is
under audit would signify that there's sonme concern
about the ultimte nunber. However, |'d point out
that, and I'm not sure this has been docunented, but
I would guess that we're tal king, you know, five
percent variance to -- on the total anmount, and not
sonmething |i ke, you know, half of it or whatever.
It's nore of a what's the ultimte anount, rather
than is there a big chunk that should have been
excluded, et cetera, if that's what you' re getting
at .

Q The $43 million, which is characterized as
Equil on debt, is currently under audit?

Yes, it is.
Internal audit?
Yes.

By whont?

Ernst and Young.
Ckay. When will their audit be conpl eted?
I think you asked nme that question before.
. Oh, that's the sane internal audit we were
di scussi ng before?

A Yes.

O>O0>0>0>»



Q Are they auditing things other than the
shar ehol der di spute?

A Yes, as | nentioned before, the audit is
under -- was checking the bal ances that were turned
over from Equilon to BP.

Q Does the audit extend beyond that scope at
all?

A Not to ny know edge.

Q Okay. Now, do you know -- you specul at ed
on the five percent. Do you know how nuch,
quantitatively, is in dispute between the
shar ehol ders?

A. Specifically?

Q Yes.

A No, | don't know the exact anount.

Q And you won't until the audit's conplete;
is that correct?

A. That's correct.

Q Okay. Have the sharehol ders agreed with
what ever Ernst and Young comes up with, that that
will be the anmpbunt used?

A. Again, | wasn't in the board neeting, which
I''mnot even sure what neeting that was di scussed,
but it may have been even a separate session in the
meeting. | didn't -- | wasn't around when that was
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1 di scussed.

2 Q Okay. Now, | want to go to the other third
3 party debt.

4 A. Okay.

5 Q What is it?

6 A It's a resolving note with Chase.

7 Q Is it in default?

8 A No, it is not.

9 Q How much is it?

10 A Thirty mllion dollars.

11 Q VWhat's the interest termof it?

12 A The interest tern? 1 don't know the exact

13 anount, but it was just rolled over in Decenber. |
14 don't know the exact nunber.

15 Q Was it rolled over -- were the parent

16 conpanies required to guarantee it in order to get
17 Chase to roll it over?

18 A I can't answer that, because | don't know.
19 If you -- the termrequired concerns nme a bit.

20 Q Did they?

21 A. They did roll it over with parent

22 guar ant ees, yes.

23 Q And when did that happen?

24 A It was Decenber -- | don't know the exact

25 date. | want to say 11th or 12th.



Q Okay. Are there any other disputes with
regard to Equilon's affiliated debt, other than what
we' ve di scussed?

A. Not to ny know edge.

Q What debt, other than -- other than
Equilon's $43 nmillion affiliated -- |I'm sorry.
Sonetinmes the faster you go, the slower you get. |Is
the entire Equilon debt subject to litigation now
bet ween t he sharehol ders?

A I"'mnot involved in -- ask the question
again, if you don't mnd

Q Is the entire anount of the Equil on debt
the substance of ongoing litigation currently?

A | just -- | don't -- | don't know
specifically that that's the case. |I'mnot -- |I'm
one, not an attorney, and two, not involved in that
litigation.

Q That's what I"'mtrying to explore, whether
there is litigation. Didn't Equilon sue for its 43
mllion back?

A. I don't have direct know edge of that. |
do have a feeling that that's true, but | don't know
specifically. Again, I'mnot heavily involved -- |I'm
not involved at all in that litigation

Q What litigation?



A The litigation that you -- | think you said
-- you were the one that said litigation

Q Is there litigation concerning the $43
mllion debt? Do you know that or not?

A | don't know for sure

Q Pl ease describe the other affiliated debt,
ot her than the Equil on debt.

A It's approximately 52 million to ARCO

Q Had there been discussions -- and what were
the ter that that was |ent under?

A Are you asking interest rate?

Q Interest rate, termof repaynent?

A. Seven percent. | don't renenber the

repaynent date. They had varying repaynent dates, as
| recall.

Q Do you renenber the range of the repaynent?

A Well, there probably ought to be a
distinction in the 52 million. There's -- | believe
42 million are promi ssory notes and 10 million is in
a different facility, but on the 42 mllion, | don't
know if it's 60 days or 75 days or 90 days. |It's
somewhere in that area.

Q Have you received any notification from
ARCO, any written piece of paper, have you seen a
written piece of paper that's indicated that O ynpic
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is in default under the $42 mllion notes?

A | don't recall seeing anything like that.

Q Have there been any |l egal actions by ARCO
to collect that debt, that you're aware of ?

A Not that |'m aware of.

Q Are you aware the term provision under the
note, that if there is a default, it steps up the
interest rate from seven percent to 12 percent?

A. I don't recall that provision.

Q Do you know whet her or not Oynpic is
accruing the seven percent or the 12 percent on its
books?

A. To the best of ny know edge, they are
accruing it on their books.

Q At a rate of seven percent?
A | believe it's seven percent.
Q Has there -- have you seen anything in a

pi ece of paper that indicated that any rate
adj ust ment due to default provision of any of those
not es has been triggered?

A. Coul d you pl ease restate the question?

Q Have you seen any piece of paper that's
i ndicated that the rate adjustnent provision of the
note, due to default, has been triggered?

A Well, if | wasn't aware of it, obviously I
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woul dn' t

Q>0

questi ons.

o >

have seen that.

So the answer is no?

The answer woul d be no.

Thank you. | don't nean to ask silly
Sonetines | can't help nyself.

Just do them quick

I f somebody owed you $42 million and they

were in default, would you do sonething about it?

>

I don't know that |I'mup here to answer a

question |like that, to be honest with you.

Q
part of
revol vi ng

A

Q
facility?

A

Q

A

Q
facility?

A

Q
mllion?

A

You nentioned the other $10 mllion was
different credit facility. That's the ARCO
credit facility?

That's correct.

And what is the total ampunt of that

Thirty mllion dollars.

And so far A ynpic has drawn down 107
That's correct.

So there is 20 remaining on that credit

That's correct.
Has O ynpic asked for any of that $20

Yes, they have.



Q When?

A I would -- | don't have specific
recoll ection of the dates, but there's been several
occasions in the past nonth when bank bal ances have
gotten precariously | ow

Q Since the request for interimrelief was
filed, the requests began?

A I'mnot aware of that date, so if you could
tell me that date, | could answer your question

Q Well, all of the requests for funds under

that facility occurred in the |ast nonth.

| believe so.

And who requested the funds?

The financial analyst for O ynpic.

A person, please?

Ci ndy Hammer.

And she requested them from whont?

CHAl R\NOVAN SHOWALTER:  Who's the then? |'m
| ost here, the train of your questions.

Q My understanding is that Cynthia Hanmer
requested a drawdown on the ARCO revol ving credit
facility within the last nmonth, and |I'm exploring who
she requested it from

A The answer is ne.

Q The answer is you?

O>0>0>



A You asked who she requested it from

Q You have authority to grant $20 million to
d ynpic?

A. No. She requested it of me in terns of
starting the process to get ARCO to deternine whether
they were willing to | end the noney.

Q Okay. So in the last nonth, Cynthia Hamrer
has approached you and said we need sone nore cash,
woul d you start the process?

A Correct.

Q VWhat is the process that you go through to
draw down on that credit facility?

A. W t hout, again, being argunentative, there
is not a real fornmal process for doing that. A |lot
of what we've done involving Oynpic has been
frankly, what |'d probably characterize as dealing
with issues as quickly as we can so there is no
formal policy, is the way |I'd probably answer that.
It would involve working with managenent to eval uate
the request and to determ ne the appropriateness of
of fering those funds.

Q Wor ki ng with the managenent of ARCO?

A Yes.

Q Is that what you neant by nmnagenent?

A Yes.



Q Now, O ynpic drew down $10 million on this
credit facility; correct?

A Correct.

Q What was the process that O ynpic went

through to draw down the $10 million?

A In terns of a request fromdynpic to ne,
where | took the request to the ARCO nanagenent; is
that -- | nean, that's essentially it. That was it.

Q Okay. So the request cane to you in your
capacity as assistant treasurer for O ynpic?

A I"d probably have to -- 1'mgoing to have
to think about that question, because | wear a couple
of, at least, hats, so l'mnot -- | really have to

think it through, rather than answer it quickly.

Q Well, tell me all your hats.

A The -- | mean, in terns of being an
assistant treasurer for Aynpic, that probably is the
hat that would be worn at that tinme, but of course, |
al so work for BP Pipelines.

Q Wth what hat?

A Supervi se the planning group.

Q And is Oynpic Pipe Lines under the
pl anni ng group?

A No, it is not.

Q Okay. Do you have any ot her hats?



A None that are notable.

Q Wiy would you be in -- | resenble that
remark. Then why woul d you be confused about what
hat you're wearing when the requests conme to you?

A. It was a nonentary | apse in thought.

Q Okay, all right. So the request cane for
the $10 mllion. How did it get to you? Was it
Cynt hi a Hamer agai n?

A. | believe so.

Q Okay. Do you renenber specifically, or are
we guessing?

A. I'"d be surprised if it was something el se,

so nore than likely, that was it.

Q Okay. She canme to you, and what did she
give you? Did she give you an analysis of financia
need? \What did she give you that said, Go borrow $10
mllion for us?

A Wel |, when your bank account bal ance is
down to, you know, a very small amunt of funds and
you' ve got a |lot of operating cost, it doesn't take a
| ot of anal ysis.

Q What information did she provide?

A She gave ne the bank bal ance.

Q Okay. And then you contacted whon?

A | contacted, as | recall, Larry Peck



Q How many ti mes?

A I don't recall

Q Was there any correspondence, or did you
just phone himup and say, Larry, our bank bal ance is
short, send us $10 million?

A | don't recall. | really don't.

Q Did you fill out any sort of |oan

application?
A. No, | did not.

Q Did you provide any financial information
to Larry?

A. I would say that tal king about the bank
bal ance is financial information, yeah

Q Is it fair to say, according to your best

recol l ection, that you phoned Larry up, conveyed to
himthe i nformati on on bank bal ance, and then he
authorized it?

A I wouldn't characterize it that way at all
Q Okay. \What happened?
A Again, | don't have specific nenory of how

it took place, but I know there were di scussions
about funding of Aynpic and, you know, concerns
about how rmuch noney O ynpic needed and, you know,
the need for additional analysis to deternine | eve
of funding, et cetera.



Q Let's see. Could | refer you to Exhibit
46? |s this the ARCO revol ving note?

A Yes.

Q Under paragraph six, the line of credit,
there is no requirenent that the request even be in
writing, is there? It can be oral

A "Il say, once again, |I'mnot an attorney
to interpret the legal context of contracts, but --
Q Well, I'"mjust -- advances under this note

may be required orally by borrower or as provided in
this paragraph. Lender may, but need not require
that all oral requests be confirnmed in witing.

A. Okay.
Q Did ARCO ask you to confirmin witing your
request ?

A Not with regard to the borrowi ng of the
funds, but certainly there would have to be the
appropriate signature on the request for a wire
transfer or whatever. | nean, there would have to be
a signature on that.

Q Ckay. And if you'd take a | ook at page
four of that exhibit.

A Okay.

Q The bank account that this cane out of is
t he ARCO nmi scel | aneous bank account. That's in the
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m ddl e of the page.
| don't see it.
Page four of four?
I''mon page four.
. It says, Please send out Monday, June 25th,
2001, from ARCO m scel | aneous bank account?
Okay. |'mthere.
So where this nmoney cones fromis the ARCO
m scel | aneous bank account?
| assune that's the -- that's an account
name, rather than a characterization of the account,
if that's what you're getting at.
Q Okay.

JUDGE WALLIS: M. Brena, | hate to risk
sl owi ng things down by telling you that we are
pushi ng the envel ope, but | want to give you that
war ni ng.

O >0 >

>_0>

MR. BRENA: Thank you for the warning.
JUDGE WALLIS: The tinme envel ope.
MR. BRENA: Yes.

Q Could | refer you to Exhibit Number 267
Well, et me ask a few nore questions with regard to
the ARCO one before we go to this draft resol ution.
| apol ogi ze for the confusion.

Wth regard to where you're at now for



additional funds, Ms. Hammer has approached you to
say that it would be appropriate for you to request
addi tional sunms under this revolving credit anount;
correct?

A. If you don't mind redoing that question
because it sounded not |ike sonmething I'd agree to,
so ask it again, if you don't mind.

Q Okay. |1'mjust trying to understand, aside
fromthe $10 mllion, which we've just explored --

A Ri ght .

Q -- how that happened --

A. Ri ght .

Q -- subsequent to that, within the | ast

nonth, M's. Hammer has approached you suggesting that
you draw down additional suns under that |ine of
credit?

A I wouldn't characterize it that way. 1|'d
probably use the verb asking, rather than suggesting.
I think it's nore of a we're getting very cl ose and

we need help, rather than -- | nmean, and that may not
mean anything, but | just want to characterize it
t hat way.

Q Have you phoned M. Peck and asked hi m for
noney?

A | have.



Q And what did you -- how nmuch did you ask
him for?

A. Which time are you referring to? W' ve
done quite a few of these. Are you still under the
revol ving note or --

Q Yes, | am

A Okay. Because there are loans prior to

that. We've had di scussions where | was the --
basically, the tenor of the discussion was |'m not
really inclined to do it.

Q Okay. Have you asked M. Peck specifically
for a sumcertain under the ARCO revol ving note?

A. | don't recall if it was a specific anount.
It was certainly a protracted discussion about
they're going to need funds and they're going to need
it very soon, what are we going to do.

Q Okay. And you said he was inclined. D d
he refuse?

A He was what? Excuse ne?
Q | said did he refuse a specific request for
a sumcertain drawdown on the remaining $20 mllion

avail abl e under this credit facility?

A Specifically, no.

Q Okay. 1'd like to draw your attention to
Exhibit 26. Now, in the interest of tine, allow nme



to characterize this exhibit. It appears to be a
draft resolution and a revolving note for $30 mllion
in June of this year that would be funded by BP

Pi pelines, rather than ARCO. Are you famliar with
this draft resolution and note?

A I am

Q Is this an additional $30 nmillion line of
credit?

A. No, it is not.

Q Is this -- what is it?

A The two BP Pipelines.

Q Yes, | mean, there's a draft note here,
revol ving note for $30 mllion for BP Pipeline?

A Qbvi ously, that should be ARCO

Q When was the ARCO revolving note put in
ef fect?

A | believe it was June 30th, but I'mnot for
certain.

Q Okay. June 22nd. So what you're saying is
is that, initially conceived, that it was going to be

BP Pi pelines that was going to fund a $30 mllion
credit facility, but then they substituted ARCO?
A Once again, | amnot a |lawer, so | don't

know | egal | y what happened, but | know that they're
one and the sane. They're corporate entities, if you



will, that are the sane.
Q And by corporate entities, are you
referring to ARCO and BP Pipelines?

A. Yes, but, again, | -- to tell you I'd know
the legal structure would be a stretch.
Q But your testinony is those weren't two

revolving lines of credits; those are just various
drafts of one revolving line of credit?

A That's my under st andi ng.

Q Okay. Has there been any other
conversations about any other lines of credit with
anybody?

Since the beginning of tinme or --

In the last year?

Not to ny know edge.

Okay.

Can | add to that?

Yeah, please.

I would -- |I'd probably offer that --
that's not to say that we haven't had a | ot of
anal ysis and di scussion of what to do froma

fi nanci ng standpoint.

Q Woul d you pl ease refer to Exhibit 49? |Is
it your understanding that, to incur debt, that
A ynpic has to ask this Conmi ssion for a public

>O>O0 >0 >
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1 interest finding prior to incurring the debt?

2 A | hate to be repetitive, but, again, I'm
3 not a lawer, so | don't know specifically the codes
4 and statutes and the requirenents for the state of

5 Washi ngton, but I amaware -- vaguely aware of this
6

7

8

9

statute.

Q Okay. And just for the purposes of our
conversation, | don't intend to ask you any | ega
opi ni on what soever. |'mjust asking for your

10 under st andi ng.
11 A Okay.
12 Q So I'"lIl just accept as a qualification on

13 every question that you're not offering | egal advice.
14 A Okay.

15 Q Okay. Did Oynpic cone before this

16 Conmmi ssi on and request approval of any affiliated

17 debt ?

18 MR. MARSHALL: That assunes an understandi ng
19 of the law that | don't believe is correct. | think

20 the | aw has been changed from seeki ng approval to

21 notification. And there's some doubt about what

22 notification is now for this particular tine, so |

23 think the question is confusing and it's, as put, is

24 probably argunentative.

25 MR, BRENA: |'I|l rephrase the question



JUDGE WALLI'S: M. Brena.

Q Wth regard to the affiliated debt that's
been accumul ated within O ynpic over the last two
years -- and how nuch is that, in total ?

A. Coul d you restate the question, please,
because | --

Q How much affiliated debt has QO ynpic
acquired in the last two years? Wuld it be the 42,
plus the 10, or $52 million?

A No.

Q It's nore than that?

A It's 97.

Q Ni nety-seven mllion dollars. So as far as

you're aware, did Oynpic notify or contact this
Commi ssion in any way prior to incurring that debt?

A Bear in mind that probably -- |I'm guessing
hal f was incurred prior to BP taking over as
operator, so | can't comment on the period before
that. |1 amnot aware of anything after that date.

JUDGE WALLIS: M. Brena, just another

couple of mnutes. What 1'd like to do, then, is
take a very brief recess for an unrel ated purpose,
then ask M. Trotter if he has any questions of the
Wi tness that are very significant to the Staff case,
and then nove to Comm ssioner questions.
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MR. BRENA: Ckay. Thank you, Your Honor
Is that five mnutes? | nean, you said a few
m nut es.
JUDGE WALLIS: 1'd like to aimfor a
quarter to, by the clock on the wall
MR, BRENA: Okay. Thank you, sir
Q Are Aynpic's $30 mllion in receivables
available to Oynpic to pay for capital inprovenents?
A Absol utely not.
Q Wy not ?

A Because they're just receivables. That's
not cash in the conmpany. |s that what you're asking?
Q The definition of -- the definition of
recei vabl es are current assets, correct, income?

A That's correct.
Q Okay. And current assets are assets

expected to be realized within the next 12-nonth
peri od under the FERC accounting; is that correct?

A Under the what accounting rul es?
Q Under any accounting rul es?
A. I thought you said FERC, but maybe |

m sinterpreted what you said. Generally, that's
true.

Q Okay. As these funds are realized, as
t hese receivables are realized within the 12 nonths,
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is that cash flow avail able for capital expenditures

to A ynpic?

A. Wel |, but, unfortunately, the presunption
is that that balance will ever be realized in terns
of cash, and | think that's a very, very big stretch.

Q Are you suggesting that the accounts
recei vabl e on the bal ance statenent is m sstated?

A I, to the best of my know edge, there has

been an ongoing reconciliation. Bear in mnd, this
is a very, very conplex set of accounts, accounting,
conpounded by the fact that a prior accounting system
handl ed all of the accounts and was turned over to
anot her conpany. That has all been under
reconciliation, but | think the heart of the question
is how nmuch of that 30 mllion do you ever think
you're going to get back.

Q Okay. Who is Aynmpic selling the Sea-Tac
termnal to?

A | amnot directly involved in the
negoti ations, so | could specul ate.

Q Is it an affiliate?

A | don't believe so. | don't know. |

thought it was sonebody el se, actually.
Q Okay. Do you know when -- M. Batch
i ndicated that he expected a closing shortly. |Is
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t hat your expectation?

A You know, my nmain function is to get funds
for Aynpic, and 1'Il do this quickly.
MR. BRENA: Excuse me, Your Honor. | asked
a yes or no question. | have about one mnute.

woul d appreciate a yes or no answer.

THE W TNESS: M expectation is no.

MR, BRENA: Okay. That's as far as | --

JUDGE WALLIS: Very well

MR. BRENA: Not that |'m done

JUDGE WALLI'S: Yes, we understand that.
Let's be off the record for a nonment.

(Recess taken.)

JUDGE WALLIS: Let's be back on the record,
pl ease, and turn to M. Trotter

MR, TROTTER: Thank you, and I'll try to be
conci se

CROSS- EXAMI NATI ON
BY MR. TROTTER
Q M. Fox, it appears there's no dispute that
the Prudential note prohibits any additional externa
financing; is that right?
A That's correct.
Q Does it prevent any additional interna
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financing, any additional notes fromthe owners -- or
fromQynpic to the owners?

A. | believe it does prevent that.

Q Okay. So other than the ARCO revol ving
credit line, the 20 mllion, that's the only capita
out there that A ynpic could get and be consi stent
with the Prudential note?

A That's my under st andi ng.

Q Okay. Has O ynpic asked Prudential to have
t hat condition waived?

A Now, I'mgoing to try to be concise. There
was a consi derabl e amount of effort to get Prudentia
to allow the waiver to put the ARCO note in place in,
| believe, May of last year, so to ask themto waive
it again just doesn't nmake a | ot of sense. It would
be sort of |ike, you know, boy, we really had to
fight to get this in. ©h, by the way, can we have a

wai ver to that waiver. | mean, it just doesn't -- it
woul dn't -- they'd | augh at us.

Q Okay. So you initially needed a waiver and
got one to issue the 30 mllion credit line, but

haven't asked for a waiver to pernmt any additiona
financing internally, correct, because of the reason
you state?

A Ri ght, there's just no -- it's |udicrous.
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Q A question was deferred to you regarding
t he Equilon note that was issued in June of 2000, due
i n August 2000. Are you familiar with that note?

A Yes, | am

Q Is it correct that at no tinme in June,
July, or August of 2000, that O ynpic had an ability
to pay off that note?

A | believe the answer is no. O yes, it did
not have the ability.

Q You were referred sone questions on
cross-subsidy. Let ne see if | can ask you a
multi-part question to get to it. Do you agree that
none of the follow ng events constitute a
cross-subsidy in Oynpic's view. Nunber one, an
i nfusion of capital by its owners, a dividend from
O ynpic to its owners --

JUDGE WALLIS: Do you want to take the
answers itemby-itenf

THE W TNESS: Actually, frankly, | could
attenpt to answer that, but | think M. Schink -- and
I don't want to start a litany of deferrals, but I
think it's probably best for himto tal k about
cross-subsi di zati on.

Q "Il do that.

A If you don't mnd. Thanks.



Q Turn to your rebuttal testinony, Exhibit --
JUDGE WALLIS: 81-T.

Q -- 81-T, page three, line ten.

A. Okay.

Q

. Here you referred to this Comm ssion
consistently holding that rates nust be set at a

| evel sufficient to allow a regul ated conpany to
attract sufficient capital and reasonable terns. Do
you see that?

A Yes, | do.

Q And in researching the Conmm ssion's
consi stent holdings, did you find any case in which
the Commi ssion pernitted the conpany to recover cost
of capital in an anpunt that exceeded the anpunt that
the conpany had invested in net assets?

A No, | did not.

Q Did you find any order in which the
Commi ssion had provided rate relief based on
liabilities that represented past |osses?

A In responding to that question, can
clarify the previous question? | also didn't do any
research back into, you know, individual cases. M
primary concern, as | told M. Brena, was to secure
funds for AQynpic, so the -- | didn't do that
research, just to clarify.
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Q Well, just to clarify your testinony about
consi stent hol dings, did you read prior orders to
find out what those hol dings were?

A. | read a couple, but | don't want to give
the inpression that | went through, you know,
hundreds of them

Q What ever review you did for support of your
testi mony, you found none that provided recovery
related to liabilities that represented past |osses;
correct?

A | don't recall seeing any of --

Q Turn to page four, line eight to nine. You
refer to none of the parties, in your view, seriously
di sputing any of the itens in Oynpic's proposed
capital budget for 2002. Do you see that?

A Yes, | do.

Q Is that a general rate case issue, in your
opi ni on?

A | really don't have a feeling one way or
another. | nean, | think it's just -- it stands on
its own nmerit, just --

Q Well, in other respects, you criticize

parties for raising issues that are, in your belief,
nore properly rate case issues. Do you recall that?
A Yes.



Q Is this nore properly a rate case issue?
It is, isn't it?
A. Pr obabl y.

Q Turn to page seven of your sane exhibit,
lines 18 to 21. You refer to the risk of O ynpic,
and then the last phrase is -- and you refer to

hi gher risk, as recent events have shown. Do you see
t hat ?

A VWi ch Iine was that, the last?

Q Starts on line 18. The recent events have
shown is on |line 21

A. Ch, okay.

Q Do you see that?

A Yes.

Q By recent events, are you referring to the
What com Creek expl osi on?

A | think it probably would cover a wi de

range of things, including Whatcom Creek, but it
woul d al so include operating environment in the state
of Washington. Not many states where we have an
interest in pipelines have earthquakes, | andsli des,

estuaries. But | think risk -- risk is a relative
term | mean --
Q And | andsl i des and earthquakes affect other

regulated utilities in this state, do they not?



A I"mnot aware of that.

Q You didn't consider that when you were
relating it to other regul ated conpani es?

A. I think what | was addressing was risk, in
terms of just risk isn't just -- | think, as the
Conmi ssion stated, the fact that the |line was
pro-rated, that there's no risk on getting, you know,

the pipeline filled up. | think there's risk in
terms of what it costs to operate the pipeline.
Q In any event, Oynpic is proposing to

exclude the effect and inpact of the Whatcom Creek
accident inits case, is it not?

A | believe that is the case.

Q Turn to page seven of your testinony, on
line nine. You refer, on line nine through 11, you
oppose Staff's 1.5 interest coverage ratio and say it
shoul d be nodified to adjust for federal income tax,
and you get to a 2.3 tinmes ratio. Do you see that?

A Yes, | do.

Q And you cal cul ated that by sinply dividing
1.5 by one mnus the federal inconme tax rate?

A Correct.

Q Federal inconme tax is a function of net
i ncome; correct?

A No, probably not correct. It's a function



of taxable incone, which is different than financia
book net incone. It's nore of a cash flow tax,
rather than -- or it's on cash flow, rather than
financial book net inconme. |If you're talking about
actual taxes paid.

Q If a conpany has taxabl e revenue equal to
t axabl e expense, it has no federal incone tax
liability; correct?

A That is correct, as long as you take
depreci ati on out of the equation, because financia
book depreciation and tax book depreciation are very,
very seldomthe sane.

Q A conpany that -- are you saying that a
conpany that has interest expense that has taxable --
let me start over. A conpany that has taxable
expenses that equal its taxable revenues, does it pay
t hose taxabl e expenses out of pre-tax or after-tax
dol | ars?

A ' m not sure what your question is, but I
think the answer is after-tax dollars.
Q Even though it has no federal incone tax,

because its taxabl e expenses and taxable revenues are
t he sane?

A It -- | nean, it depends on the taxing
structure and --



Q Well, you refer to federal income tax, so
let's tal k about that taxing structure. |'m asking
you to assume a conpany has taxable inconme and
t axabl e revenue -- excuse nme, taxable expenses and
taxabl e revenue that are the sane, and |I'm asking you
to admit that that neans that their federal incone
tax is zero.

A And in that specific exanple, again, 1'd
preface that on saying that depreciation is very,
very seldom the same on financial book income as it
is on taxable incone, but yeah, if you're talking
about tax book depreciation in that expense |ine,
"Il agree with you.

JUDGE WALLIS: M. Trotter, just a couple
nore questi ons.

Q Turn to page eight. You show -- |ine 12,
you tal k about the conpany's salary expense, and the
7.38 mllion figure you showin line 14 is AQynpic's
budget figure; is that correct?

A | believe so, but I'd have to check that.
Q Accept it subject to check?
A Yes.

Q And M. Col bo acknowl edged that that was
the budget figure; he didn't acknow edge that it was
the correct level, did he?



' mnot sure.

Accept that, subject to your check?

Sure.

. On the government and public affairs issue,
starting on |line 22, Aynpic has not renoved al

| obbyi ng and i nage buil di ng expenses fromits
expenses, whether related to Whatcom Creek or not,
has it?

Q>0 >

A Coul d you pl ease repeat the question?

Q O ynpi c has not renoved fromits operating
expenses all | obbying and i mage buil di ng expenses,
whet her related to Whatcom Creek or not, has it?

A | don't know the answer to that, but | know
that a lot of it is in the Watcom Creek charges.

Q Two ot her questions. On page nine, you
refer to your power -- the power expense adjustnment,

and on line 17, you indicate that your adjustnent
reflects intended rate increases filed by Puget Sound
Energy; is that correct?

A Yes, it is.

Q And those are subject to approval by this
Conmi ssion, are they not?
A I woul d expect so.

Q And then, finally, regarding the sale of
assets at Sea-Tac, the conpany is selling those at



wel | above book val ue; correct?

A ["msorry, is that -- oh, is that on the
suppl enment al ?

Q This would be the suppl emental rebuttal

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

specifically.

Q Are you aware of the policy of this
Commi ssi on that gains on sale of depreciable assets
bel ong to the ratepayers, not the sharehol ders?

A Coul d you pl ease repeat that?

Q Are you aware of the policy of this
Commi ssi on that gains on sale of depreciable assets
bel ong to ratepayers, not sharehol ders?

A No, | was not aware of that.
MR, TROTTER: Nothing further. Thank you.
JUDGE WALLIS: Very well. Let's turn to

qguestions fromthe Comm ssioners.

EXAMI NATI ON
BY CHAI RAMOVAN SHOWALTER:

Q In your testinony, you say you were the
assistant treasurer of Oynpic Pipe Line. W was
the treasurer?

A Loui s Storino.

Q I'"m going to ask you a couple of questions
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that were deferred, and if, in the interest of tinme,
if sonmeone else can address themlater, just let ne
know.

A. Thank you.

Q Can you turn to Exhibit 69?

A | could, except mne stops at 66. What is
69? Ckay.
Q I have two questions. One is, under

voluntary projects, it says 46.3 mllion. And the
question is how nuch of this 46.3 million is part of
the projected 2002 budget ?

A | don't know.

Q Maybe anot her witness |ater can answer
that. |If you don't know, that's fine.

A | don't know.

Q Just get to it later.
MR, MARSHALL: Actually, the exhibit was
wi t hdrawn for that reason.
CHAl RAOVAN SHOWALTER:  COh.
MR. MARSHALL: There was sone confusion.
It was going to be Exhibit 4 in M. Batch's initial

testinmony. It was withdrawn because of the issue
about dates and so on.
CHAl R\NOMAN SHOWALTER:  All right. 1I'm

sorry.



MR. MARSHALL: So we followed up with
anot her exhibit that goes through all the projects,
capital projects for 2002, and a detail ed
spreadsheet.

CHAl RMOVAN SHOWALTER: That's fine. Sorry
for the confusion.

JUDGE WALLIS: What exhibit is that?

MR. MARSHALL: It's Exhibit Nunmber 10, and
it's the response to Interrogatory Number Four and
testimony related to that.

JUDGE WALLIS: Thank you.

MR, MARSHALL: So | think the spreadsheet's
on the back end of that exhibit.

JUDGE WALLI'S: Thank you.

Q Okay. On page seven of your testinony, you
state that you believe Aynpic is involved in a
hi gher risk or a riskier activity than nmaybe sone
ot her regul ated companies. |If that's the case,
woul dn't a sound financial structure require nore
equity, rather than less in a risky activity, al
ot her things being equal ?

A | don't know. | mean, | think that's --
peopl e m ght have different perspectives on that. It
depends on -- | nean, just the common difference that

peopl e have on how nuch to put down on a house or a



car. | guess |'d say personally, if it was riskier
["d want to have less of nmy capital tied up init,
but --

Q Well, surely, fromthe owner's point of
view, but in terms of -- | nean, that would go
wi t hout sayi ng.

A Ri ght .

Q But fromwhat is a sound financia

structure, and | suppose you'd have to be saying
really that would be fromthe point of view of either
an abstract financial or a financial adviser or
perhaps a | ender, soneone al ong those lines, wouldn't
you say that if a house was in an earthquake area,
you might want the owner to have nore equity than the
same type of owner in a non-earthquake area?

A | suppose you could say that, but, again, |
think it mght vary.

Q As assistant treasurer, do you think that
the capital structure of Aynmpic, with its absence of
equity, is a sound financial structure for Aynpic to
have?

A. If you're asking nmy personal opinion, and
shoul d probably preface the answer by saying that,
again, we -- we being BP, took over as operator in

July of 2000, so a |lot of what happened really



happened prior to that.

If you' re asking nmy -- you know, is this a
great result that we're at this |evel of debt, for
exanple, 1'd say no, it's not. And I'd also say that
we are doing -- | nmean, we are trying our hardest to

i mprove the financial integrity of this pipeline.
mean, the sale of Sea-Tac, which, after hearing what
M. Trotter said, mght scare ne a little bit, but we
are doi ng whatever we can to bring this pipeline back
to what | probably woul d consider financial health.
Right now, it's really sick, and it's going
to need several things to happen, and we tal ked about
signals yesterday and there was di scussions on
signal s today and, you know, one of the things that's
going to happen is that we need clear and positive

signals that there will be substantial cash flows so
that we can bring it back to financial health.
My real feeling is that this -- there has

not been any dividends since 1997. A |lot has been
tal ked about on the dividends. No dividends have

been paid since 1997. 1've done a |lot of ten-year
forecasts, forecasting on Aynpic, and there won't be
any dividends forever. |[|'ll be |ong gone when a

di vidend coul d possibly be paid. So you know,
nobody's going to get any dividends by a tariff
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increase; it's going to go into the conpany, and
eventually there will be equity in this conpany.

Q Ckay. But if we were to | ook forward, say
two years fromnow, and posit a healthy conpany --
and | don't know and |'m not predicting how we m ght
get fromhere to there, but wouldn't you say that a
heal t hy conmpany of this kind should have nore equity
init than it does today? Isn't that a part of the

pi cture?

A If you had a way to both -- well, | think
the right word is probably entice, and maybe that's
not the right choice of words, but the -- you know,

sonmebody to put equity in there, that would be
phenonenal, but with the growth in cost and the

rel ati ve non-grow h of revenues, it's not a good
investment. | nean, it's not -- would you put your
money in it, is kind of where you've got to cone back
to. Is that sonmething you'd invest in. That's part
of the problem It's a |lot about signals, frankly.

Q Well, you're requesting a signal of a rate
increase. \What if that signal were conbined with a
condition that of X rate increase -- |'m not
predicting what it will be, if anything -- but X rate
i ncrease on condition that there be nore equity in
the conpany. |Is that a -- does that send two



si gnal s?

A It's an interesting question and one that
|"ve thought about a lot. | nmean, and I can't speak
for the conpany, but to me that seens like a
potential outcone, sonething that the conpany shoul d
seriously consider, but that's ne speaking, rather
than the conpany.

Q One last question. |If there are other
simlar utilities that operate on debt only, wouldn't
we expect to see that those owners are backing the

| oans that -- are standing good for |oans? 1n other
wor ds, how - -

A. Ri ght .

Q -- can we have it -- either equity's in the

conpany, so there's a vulnerability of the owners
there, or they are guaranteeing | oans, so there's
sonme kind of vulnerability and --

A Exposure.
Q -- exposure, backup there. How can you
have a conpany that has no equity and no willingness

to back a loan if it becomes an entity that is
relying solely on either the expectation that
sonmebody el se would | oan the npbney or just rates from
t he custoners?

A There's probably a couple things to say to



that. | think it was nentioned earlier about

Col onial Pipeline, whichis, I"'mrelatively sure, the
| argest products pipeline in the United States. |
think it's about ten tinmes as big as Qynpic. And
believe it's about roughly 90 percent debt.

Expl orer Pipeline, another very, very |arge
pipeline in the United States, is 80-plus percent
debt. | think the difference is that in the products
pi peline industry, a lot of sort of the security is
in assuring cash flows through what's known as a
t hr oughput and deficiency agreenment, which | don't
know if you are famliar with that, but it basically
guarantees to a portion of the cash flow by having
shi ppers assure that those cash flows will be
available. So | think that's what m ght be unique
about this versus maybe other industries, and in
addition, it's throughput and deficiency, so
obviously if the shippers make up any differences,
but the real inportant part of that is volume on one
side and obviously tariff on the other, because it's
a revenue stream and that's really what, generally,
in the industry, particularly in the products side,
people look to for kind of security.

And the differences between nost pipelines
and O ynpic is that the streans are pretty steady.



A ynpic's streams, obviously -- of cash flow are
steady. QOynpic's is not.
Q But | can follow your |ine of thinking for

a pipeline that keeps happily operating, but there is
risk in ownership. And if something goes wrong, such
as an explosion or poor nmanagenent or whatever, how
does that throughput and deficiency arrangenent
provi de adequate coverage for the kind of risk that
an owner incurs?

A Yeah, | don't know if that's better
deferred to M. Schink, but it probably is. But

yeah, that's -- it's a good question.

Q | don't want to take any nore of your tine,
because | want to allow other Comnm ssioners to ask
guesti ons.

A Thanks.

EXAMI NATI ON
BY COWM SSI ONER HEMSTAD:

Q | believe you stated that you are not aware
of whether there is a lawsuit that has been brought
by Equilon against Oynpic Pipe Line with respect to
its note. | find that rather surprising, that you
woul d not be aware of that, but apparently that's the
case.



A VWhat | should have said is |I'mnot -- |
hope | said this -- that 1'mnot specifically aware
of it. You know, |'ve read the Seattle newspapers
and |'ve -- you know, actually, that's probably it.

I have not been -- and probably purposely -- involved
init. And |'ve heard that, but | just didn't want
to say that | specifically knew that, because

haven't read the -- | haven't read anything on it in
terms of the |egal docunents.

Q Wel |, okay. Then, as assistant treasurer

are you aware of the underlying dispute between
A ynpi c Pipe Line and Equil on?

A. I'mvery aware of that, yes.

Q Okay. And could you succinctly describe
t hat di spute?

A Now, it depends on what you're talking
about. If you're talking about anything that has to
do with the -- in fact, | feel a little unconfortable
di scussing it, because my involvenent is really on
the finance side of it and not anything else, so

don't really -- | prefer not to get into anything
beyond the dispute over loans to Oynpic. |s that
okay?

Q Okay. But as -- well, as assistant

treasurer, wouldn't you have to have sone sense of



the conpany's exposure on that note?

A Yes. No, | said I'lIl be glad to tal k about
the note. | just -- the other issues that are
i nvolved, |I'm not specifically aware.

Q In your opinion, is the note properly
payabl e?

A Not -- no, not -- | couldn't give an
affirmative response to that till the audit is
conpl et ed

Q And does that issue go back to the nature
of Equilon's performance as nmnager?

A | don"t -- | wouldn't like to offer that.
I couldn't offer an opinion on that. |It's purely --
I nmean, you can get kind of dispassionate about it
and say what do the nunbers show and what were they

for. | nean, it's really kind of an accounting
exercise, rather than an opinion of their managenent.
Q Okay. Well, is it, then, the nature of

whet her dollars are actually advanced from Equilon to
O ynpic Pipe Line, and is it going to whether nobney
was actually delivered?

A. That would -- that's a part of it. | nean,
there would be -- that would be a piece of the audit.
| nmean, certainly.

Q So at sone level, the response is that, oh,
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O ynpic Pipe Line doesn't really owe $43 nillion. |Is
t hat the conpany's position?

A. I think the way | described it earlier was
it's -- it may not be 43. Actually, the nunber's
really 45, but --

Q Sorry.

A I would be very surprised if it varied nore

than $3 mllion, frankly.

Q There was a | ot of back and forth between
you and M. Brena about the ARCO credit line. And
guess I'mtrying to pin down, you wear a coupl e of
hats. You're paid by BP Pipeline, but in your
assistant treasurer role, you're representing O ynpic
Pi pe Li ne, and what goes on. You apparently have,
what, fairly continuous conversations with M. Peck
at BP Pipeline?

A Yes.
Q And who -- what is his position?
A Larry also wears -- he actually wears nmany,

many hats, because he's in charge of quite a few of
our joint ventures, but he is the manager of the
products business line for BP Pipelines, he is also a
board menber for A ynpic Pipe Line, and | believe
he's also -- well, he's a director of A ynpic Pipe
Line and | think he's the chairman -- | could check
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with fol ks here, but | believe he's the chairman of
the O ympi c board.

Q Is he the person --

A Oh, excuse nme, he's also an officer of
ARCO.

Q Al right. But is he the person who has
the authority to say yes, we will give you noney, or
no, we won't?

A He's one of those people, yes.

Q And I'mtrying to pin down, apparently the
conversations are fairly casual, back and forth.
think you testified these conversations over the | ast
nonth, that you weren't very precise as to what was
bei ng asked and answered. And again, | guess | want
totry to pin down, did you ask M. Peck for
addi ti onal noney?

A As | recall, | actually called himat hone
during the Christmas holidays and | said, W're
getting really close, you know. \What -- you know,
are we going to lend themthe noney. And Larry was
like, I"'m-- you know, I'"mnot very inclined to do
it, but we need to | ook at and anal yze the funding.
He was -- and frankly, there was no need to --
actually, | was looking for himto cone in on his day

off to signit, if he was willing to, but we were



noni toring the bank account and it had gotten down to
a few hundred thousand, and the next day or the next

week, it was up to like a mllion-one, or sonething
like that, even though that's still pretty -- for an
operation like Aynpic, that's pretty | ow.

Q What, in your opinion, will happen if your
bank account approaches zero?

A My -- | can't really say. 1'Il put it this

way. Early on, when BP took over, there was no
qguestion that |oans were going to be made and there
wasn't -- it wasn't a very onerous process. It has
increasingly gotten to the point where, you know,
it's like, basically, we need to really seriously
anal yze it

And | think part of the problemor the
condition that's changed is the scrutiny from our
central office in London is nuch greater on it,
whereas earlier it was nore of a, okay, well, you
know, we bought ARCO, ARCO owned an interest in
A ynpic, you know, that was part of the whol e deal.

But as -- | think as the scrutiny has
become greater, the questions are nore nunerous and
nore often, why are we | oaning any nore noney to this
conpany.

Q Okay. Let nme approach it in a somewhat



different way. Should O ynpic Pipe Line reach the
poi nt, the note paynents aside, where it cannot pay
its accounts payable as they fall due, in your

opi nion, would A ynpic Pipe Line commence a
proceedi ng i n bankruptcy?

A Inthe -- I'"'mnot sure if it was the
di scovery docunments or requests for production of
docunents, but I'mon the Aynpic finance commttee
and | know that bankruptcy is sonething we discussed,
and we've | ooked at that as a -- as one potentia
option. Wuld | say there's a high Iikelihood that
woul d occur? | don't think it's a high |ikelihood.

| think it's something that would probably be
consi der ed.

Q And | suppose one of the advantages of that
woul d be a way of mininizing the exposure on the
nunmerous | awsuits that are pendi ng?

A. I have no comment on that. That wasn't one
of the considerations.
COW SSI ONER HEMSTAD: That's all 1 have.
CHAIl RWOMAN SHOWALTER: | have just one

clarifying question.

EXAMI NATI ON
BY CHAl RMOMAN SHOWALTER
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1 Q You said you had a conversation with M.

2 Peck in which your question was, Are we going to |end
3 them the noney, and that was -- when you said we --
4 A Ri ght .

5 Q Did you nmean BP?

6 A That, or ARCO. | nean, that's --

7 Q ARCO?

8 A Yeah.

9 Q Okay. And themis OPL?

10 A Correct.

11 Q So you are identifying yourself wth BP?
12 A. In that context, but if, you know, if the
13 context could have been different, | would have, you
14 know, addressed it as we being OPL, so --

15 CHAI RWOVAN SHOWALTER:  Thank you.

16 JUDGE WALLIS: M. Marshall

17 MR, MARSHALL: Thank you

18

19 REDI RECT EXAMI NATI ON

20 BY MR. MARSHALL

21 Q Part of the consideration in this is what's
22 goi ng to happen --

23 COW SSI ONER HEMSTAD:  |'m sorry. | have

24 one further question | probably should ask himbefore
25 you start.



MR. MARSHALL: Pl ease go ahead.

EXAMI NATI ON
BY COWM SS| ONER HEMSTAD:

Q Is there any likelihood that -- at least a
reason why the parents here would not want to inject
equity into OPL is the fact of the pending | awsuits,
and that would then be avail able for access by those
plaintiffs if they are successful ?

A I can't speak for Equilon, because they're
anot her -- when you say parent, | think you nean
sharehol der. | can't speak for them but | don't --
there's certainly -- BP hasn't discussed that, to ny

-- or ARCO excuse ne, has not discussed that.
haven't heard that as a reason.
COW SSI ONER HEMSTAD: Okay. Thank you.

REDI RECT EXAMI NATI ON
BY MR. MARSHALL:

Q Just to followup on that, on all these
civil cases arising fromWatcomthat are nenti oned
in here, is it your understanding that LIoyds of
London is paying directly for all those defense
bills?

A Yes, |'mnot sure of the exact anopunt, but
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in alot of the cases, they pay directly, and it does
not go through our energency brokerage conpany.

Q Now, are you aware that Tosco and Tesoro
have, earlier this past year, opposed AQynpic's
effort to get interimrate relief fromthe FERC?

MR, BRENA: (Obj ection, scope.
JUDGE WALLI'S: The witness may respond.
THE W TNESS: Yes.

Q And of course, they're opposing interim
rate relief here, as well. But is one of the factors
bei ng considered in making further equity or |oan
i nvestments the likelihood of rate treatnent at the
FERC or the WJTC | evel ?

A I know |'m not supposed to do this to ny
own counsel, but could you repeat that, please?
Q Sure. One of the considerations that has

to be considered is what, on a going-forward basis,
will be the rates set by the FERC and the UTC

A Yes.

Q You nentioned throughput and deficiency
agreenents when tal king to Chai rwoman Showal ter and
you described a throughput agreenment as being
sonmet hing that securitizes, in effect, a future
stream of incone that's produced by throughput tines
the tariff revenue rate; is that correct?



A That's correct.

Q And is that, in your understanding, the
nost conmon way in the products pipeline field to
finance?

A. To the best of ny know edge, that's the
primry way, yeah.

Q And if throughput goes down and rates don'
come up to give that sanme |evel of inconme, does that
have an effect on that financing mechanisn?

A Yes, it does.

Q So the two things that need to be done to
respond to that situation are to increase throughput
and to increase tariff revenues or both?

MR. BRENA: Leadi ng.
JUDGE WALLIS: In light of the tine --

t

THE WTNESS: | actually said that earlier,

so | think it's probably okay. Well, | did.
MR. BRENA: Thank you, M. Fox.

Q Bef ore Whatcom Creek, there was equity in
Oynpic; is that true?

A. That is true.

Q And t he question was asked earlier, if
there were anot her Whatcom Creek, that would create
probl em because the equity has, in |arge part,
because of sone of these issues with reduced

a



t hroughput and so forth, have caused this financia
problem What is the purpose of seeking the interim
relief here, as well as at the FERC?

A. | think the primary purpose is to bring
O ynpic back to financial health to send a signa
that this is a decent place to invest, to lend funds
to. | think it's just primarily to get it to nurse
it back to health and insure that it's a financially,
you know, a reasonably financially attractive entity.

Q If this Conmmi ssion were to give the anmpunt
of rate relief requested for this interimcase, what
woul d be your reconmendation to the people that you
make recommendations to on | oans from ARCO to
A ynpi c?

A Wthout a tariff increase?

Q Assunming the interimrate relief is granted
in this proceeding in full?

A Oh, |I'msorry.

Q In full. Wat would your recommendati on be
with respect to the remaining amunts of the ARCO
revolving credit?

A. I would -- | would reconmmend | oani ng enough
to get -- to get, certainly, the capital program
conplete in 2002.

Q If the Conm ssion Staff's reconmendation of
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a 20 percent rate increase is granted and not hing
nore, what financial inmpact would that have on
d ynpic?

MR, TROTTER: 1'I| object, Your Honor
Beyond the scope.

JUDGE WALLI'S: The witness may respond.

THE W TNESS: The 20 percent barely, as |
recall, barely covers the interest that O ynpic nust
pay, so we're still -- we still, you know, need $24
mllion for 2002, or 23.8.

Further than that, we're really | ooking at
a long-termsolution, at least fromny sort of narrow
perspective. W're concerned -- | nmean, |I'm
concerned, in my position, for what does the |ong
termlook |ike for Oynpic Pipe Line. Wwen | run the
nunbers and when | even use conservative assunptions,
even with a 20 percent increase on both FERC and

Washi ngton State, O ynpic still needs a hundred
mllion dollars of sonmething. It needs a hundred
mllion dollars over the next five to seven years.

No tariff increase, it needs |like 180.

That's not sonething that makes ne really,
really confortable, and that's what | would present
to nmy nmanagenent.

Q Now, if rate requests, both the interimand
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general , are granted, what would be your
recommendation with regard to dividends from d ynpic
to its sharehol ders?

MR, BRENA: Scope with regard to general
We're not here to resolve the general rate case.

JUDGE WALLI'S: The witness may respond.

THE W TNESS: Again, wi thout discussing
this with other finance people, ny persona
recommendati on woul d be to not pay dividends until a
ot of the financial difficulties are overcone, which
is very long from now.

MR, MARSHALL: | have no further questions.

MR, BRENA: | have just a few, Your Honor

JUDGE WALLIS: The witness really needs to
head for that airplane. Wat |'mgoing to suggest is
t hat perhaps one of the O ynpic entourage m ght
rescue his sandwi ch fromthe back and the sandw ch of
anybody el se who's going to be in the car, and while
they're doing that, we have time for another couple
questions, M. Brena.

RECROSS- EXAMI NATI ON
BY MR BRENA:
Q Wth regard to the throughput and
deficiency financing mechanism isn't that typically
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somet hi ng done by a shi pper/owner?

A Yes.

Q Are you fam liar with throughput and
deficiency agreenents that are done by just shippers
and not shi pper/owners?

A No.

Q Wth regard to -- he asked you a series of
guestions about your recommendation. Do you nake a
recomendati on to BP, to ARCO, about whether or not
it advances funds or do you request thenf

A Advances funds or | oans?

Q Yeah, he asked what your recommendati on
woul d be. That assunmes that it's your role to
recomend to ARCO whet her to | end or whether not to
| end?

A Yeah, | understand your question.

Q Is that your role?

A You know, |'ve got a pretty fluid set of
roles, and |I'm not sure there's one on a piece of
paper, but | am an opinionated person, so | wll
provi de my opi ni on when asked.

Q Okay. But you do not recommend; you
provi de your opinion?

A I'"'malso on the Aynpic finance commttee.
Well, in terms of ARCO?



Q Yes.
A Yes, | recomrend.

) You were asked a question with regard to
the level of equity prior to Watcom Creek. If |
were to represent that total sharehol der equity in
this line in 1997 was $6 nillion, do you have any
reason to disagree with that?

A Subj ect to check. Well, | don't know. |
-- no, | don't know specifically.

Q Okay. And if you'd like to check, Exhibit
Number 17, page two of four of columm 1997, it has
it?

A. Page what, I'msorry? OCh, | don't have 17.

Q Ni net een.

JUDGE WALLIS: W're really pressed for
tinme.
MR. BRENA: One nore question.

Q Do | understand you correctly that the
person you asked for the | oan, who has authority to
approve it, is the chairman of the board for O ynpic?

A. | said I"mnot positive what his role is.
| don't knowif that's his -- | nean, the title or
his role. | think -- | said | thought that's what

his role was.
MR, BRENA: Thank you. Nothing further



JUDGE WALLIS: Very wel |

MR. FI NKLEA:  Your Honor, one question was
sparked by his | ast answer.

JUDGE WALLIS: M. Finklea.

CROSS- EXAMI NATI ON
BY MR. FI NKLEA:

Q M. Fox, are you currently recomendi ng
t hat ARCO not | end nobney to O ynpic Pipe Line?

A | believe that a nunber of things need to
occur to get AOynpic healthy financially. | think
that we're doi ng whatever we can -- frankly, | nean,
it's -- we're trying really hard to do sone sort of
nonconventional things. | think the sale of Sea-Tac
is one thing. | was able to get a five, | think,
poi nt seven mllion dollar refund fromthe IRS on

taxes paid in previous years. W're not paying
di vidends. W're doing a lot. And it's taken a |ot
of , you know, frankly, a lot of pain to do it and to
turn over stones and | ook for ways to inprove the
financials, but I think also there has to be sone
assurance to BP that there's going to be a stream of
revenue out there that allows us to adequately cover
our cost.

I nean, just -- so to answer your question



specifically, I"msort of -- you know, on the O ympic
side, I'mkind of going, you know, Aynpic really
needs funds, but on the BP side, |I'mkind of going,

you know what, this isn't such a great investnent.
So if you had to say which way do | sort of tend on
this subject, it's alittle nore to the no, don't,
don't loan funds. Does that answer your question?
MR. FI NKLEA: Yes, it does.
JUDGE WALLIS: Al right. Wth that, we're
going to excuse M. Fox --
THE W TNESS: Thank you.

JUDGE WALLIS: -- fromthe stand at this
timte. And let's be off the record.
MR, MARSHALL: | do have one quick

clarification.

REDI RECT EXAMI NATI ON

BY MR. MARSHALL:

Q Do you know if there's a Tosco throughput
and deficiency agreenent?

A I'"'m not aware of one on the initial
buil ding of O ynpic, but | believe there was one
associ ated with Cross Cascades.

MR, MARSHALL: Thank you. | just wanted to

clarify the one question M. Brena had asked him
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JUDGE WALLIS: Very well. W're off the
record now.

(Recess taken.)

JUDGE WALLIS: Let's be back on the record,
pl ease. The next witness today is going to be M.
Kenneth El gin, of the Comm ssion Staff. M. Elgin,
woul d you pl ease rise?

Wher eupon,

KENNETH ELG N,

havi ng been first duly sworn, was called as a wi tness
herein and was exam ned and testified as follows:
JUDGE WALLIS: Please be seated. M.

MR, TROTTER: Thank you.

DI RECT EXAMI NATI ON
BY MR. TROTTER

1
2
3
4
5
6
7
8
9
10
11
12
13 Trotter.
14
15
16
17
18 Q Woul d you pl ease state your nanme for the
19
20

record?
A Kenneth L. Elgin, E-l-g-i-n.
21 Q You're a witness for Conm ssion Staff in
22 this case?
23 A Yes.
24 Q Have you caused to prepare testinony and

25 exhibits in this proceedi ng?



Yes.
. Turning your attention to your Exhibit
131-T, is that your direct testinony?
Yes.
. If | asked you the questions shown there,
woul d you give the answers shown there?
A Yes.
Q In the course of that testinony, you refer
to Exhibits 132, 133, and 134, which you sponsor?
A Yes.
Q Were Exhibits 132 and 134 prepared by you
and are they true and correct?

o >

o >

A Yes.

Q Exhibit 133 is an excerpt froma conpany
docunent. Is that a correct excerpt, to your
under st andi ng?

A Yes.

MR. TROTTER: | nove for the adm ssion of

Exhi bit 131-T and 132 through 134.

JUDGE WALLIS: Is there objection?

MR, MARSHALL: No objection.

JUDGE WALLIS: Let the record show that
there is no objection and those docunents are
recei ved.

MR. TROTTER: The witness is available for



JUDGE WALLIS: M. Marshall.
MR, MARSHALL: Thank you.

CROSS- EXAMI NATI ON
BY MR. MARSHALL:
Q M. Elgin, the Conm ssion has a Pipeline
Safety Division now, correct?

A. Yes.

Q Does it have any simlar safety division
with regard to electric, gas, tel econf

A No.

Q And when the Conmmi ssion was regul ating

trucking, did it have anything relating to the safety
regul ation of trucks in Washington State?

A Yes.

Q Okay. And that has been transferred over
now to what, the state patrol, or sonething |ike
t hat ?

A Yes.

Q Now, there was a technical conference on
Decenber 4th in this matter. Do you renenber that?

A Yes.

Q And you attended that, along with M. Col bo
and M. Trotter and several other -- M. Twitchell, |
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bel i eve, and maybe there's some others. |'m hoping
["mnot | eaving anybody out.
A From Staff?

Q Yes.
A Yes.
Q And at that tinme, questions were asked

about a nunber of issues, including the capita
budget going forward for Oynpic in 2002, and a | ot
about notes and financial issues, but do you recal
some of the questions asked particularly of M.
Cummi ngs and ot hers about capital budget and ot her
i ssues?

A. Well, the questions were asked about the
figures and what was to be provided by the conpany in
terms of the numbers we wanted, but | think that was
the extent of the conversation.

Q On 2002 capital budget?

A Actual ly, the 2001, because at that tinme

there was still some question about what was actually
to be expended in 2001 and for 2002.
Q Ri ght. Now, at that technical conference,

did you feel that the conpany was responsive to the
gquestions, to the best of its ability then, and then
followed up with data requests that the UTC required
of the conpany?



A Well, I -- you know, ny -- | guess the
question is to the best of its ability. | -- that's
for the conpany to say. | nean, the Staff did obtain

some data at that technical conference, which, at the
time, we were trying to basically get clarification
of the existing data responses that we had
outstanding. So that was our primary purpose, was to
under st and what those figures were in response to
interrogatories and al so get a better understanding
of the notes that were identified in M. Batch's
suppl enental testinony in the interim case.

Q Referring specifically to safety issues,
since BP Pipelines has taken over as operator of
QO ynpic in the summer of 2000, are you aware of any
conpl ai nts about whether O ynpic is not investing the
anounts that it needs to with safety-rel ated neasures
i n Washi ngton State?

A I''m not aware of any, but | wouldn't have
occasion to be privileged to that kind of
i nformati on, so | have no way of know ng.

Q You haven't seen anything in witing from
anybody associated with a Pipeline Safety Division
that, since BP took over operations, it has not
i nvested what it should in safety; correct?

MR. BRENA: Objection. Perhaps he could
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direct ne to the portion of this w tness
cross-exam nation that he is cross-exam ning on
MR. MARSHALL: It relates to whether the
i nvestments are essential and necessary, so forth, in
the 2002 budget.
MR, BRENA: The objection's withdrawn.

Q Do you have the question in mnd? Maybe
could repeat it. The question is whether you
received anything in witing fromthe Pipeline Safety
Di vi sion here or any other neans. You say you don't
have access, but have you seen anything in witing
i ndi cating that since BP Pipelines took over in the
summrer of 2000, that it hasn't invested what it needs
to in capital safety inprovenments for the pipeline?

A | have not been provided any information,
and | don't know necessarily that even if the
Pi peline Safety Staff would receive that kind of
information, as well.

Q Have you asked the Pipeline Safety Staff
for that information?

A No, | have not.

Q Have you asked themto do a review of the
2002 capital budget for Aynpic?

A No, | have not.

Q Okay. 1'mgoing to flip over a chart here,



if I my, noving to a different topic. Get the
m crophone here. If you turn to page 3-T of M.
Batch's testinony at page 16, | don't know if you
have that handy or not?

A No, | don't.

Q But assume for ne, subject to check, that
at page 16 of Batch 3-T, the inpact over the next six
nonths of a full allowance of a rate -- interimrates

by the Commi ssion would result, based on the vol unes
that Tosco and Tesoro have been sendi ng down the

pi peline recently, would result in a payment by
Tesoro of $633,000 for that period, and by Tosco of
$527,000. Do you recall that, basically, from M.
Batch's testinony?

MR, BRENA: Your Honor, |'m going to object
to this. This has nothing to do with whether the
2002 capital budget is essential or not essential

MR. MARSHALL: No, actually --

MR. BRENA: Excuse ne. I|'d like to
continue nmy objection. This goes to the financia
i npact on Tesoro of the interimrate relief, which
don't find relevant even when it's properly asked of
the proper witness. But when it's inproperly asked
of the inproper witness, it's conpletely
i nappropri ate.



JUDGE WALLIS: | would repeat ny adnonition
to Counsel that you avoid characterizations. | don't
think it's necessary, | think it can get in our way.
M. Marshall, can you tell us what relevance this

guestion has, again, to the areas that the Conm ssion
has jurisdiction over and to the questions that it
nmust answer legally, in responding to the request for
rates?

MR, MARSHALL: Yes, I'mtrying to point out
t hat the Commi ssion Staff reconmendation, and ||
get to that question in a mnute, of approximtely 20
percent interimrate case, produces these |evels of
i ncome from Tosco and Tesoro over this next six-nonth
peri od.

All I"'mtrying to do is just show the
relative inpact of what's requested versus what woul d
be produced by the Staff's recommendation. 1've
nmoved away from the capital budget, I'mfinished with

that, because M. Elgin doesn't have any safety
information related to that from Pipeline Safety
Di vi si on.

JUDGE WALLIS: My understanding is that the
| evel of rates and the dollar inpact is clear, and
can't see the value to the record of identifying the
i ndi vi dual shippers' resulting obligations. Unless



you can cone up with sonething that denonstrates its
rel evance, I'd prefer that we nove on.

MR, MARSHALL: Okay. Well, the rel evance
will be denpnstrated in just a nonent, when we talk
about the next item which is the issue of
refundability, and | just wanted to set the stage for
how much woul d be refundable from each of the two
protesters, since no one else has protested.

MR. BRENA: And just to make ny nature of
my objection clear, it's posed on rel evancy, and
don't see that this witness' exam-- testinmony goes
to this issue at all

MR, TROTTER: Your Honor, | would just add
that, on the issue of refundability, the fact that a
custoner has not intervened would not preclude them
fromgetting a refund as a matter of | aw

JUDGE WALLIS: And again, | still don't see
how breaki ng that down into individual custoner terns
has any rel evance. Perhaps the total anmount of any
rate increase and the refundability of that anmount
may be a proper subject of inquiry.

On review, we've determ ned that the area
may be inquired into. And does the witness have the
question in mnd?

THE W TNESS: Pl ease repeat it.



Q Okay. The question in mind is, assun ng
that M. Batch's testinony is correct, if the full
rates were permtted at the rate that you reconmended
be awarded for interimrates, which is approxi nately
31.7 percent of the 62.9 percent, would you agree,
subj ect to check, that Tesoro, over the next six
nmont hs, woul d pay $200, 000, approxi mately, and that
Tosco woul d pay $167, 000, approximatel y?

A "Il accept that, subject to check.

Q Now, you've mentioned in your testinony, at
page 23, lines 10 through 12, regarding the Avista
Uilities case and their Sixth Supplenental Order,

that you -- that was made subject to refund?

A That's correct.

Q And you nake that recommendati on here, as
wel | ?

A Yes.

Q Okay. So if we proceed with this matter in

the general case, and in August, August 1st, it's
determ ned that the rates are proper that O ynpic

asked for in full, there would be no refund?
A. Yes, under that hypothetical.
Q Under that hypothetical. |f we assune that

-- if we go fromhere to now in August, there is sone
anount that's refunded, the nmaxi num woul d be either



of these two, assumi ng that the full amount or the 20
percent anount were awarded for interimrates; is
that fair?

A The maxi mum anmount woul d be the 633, 000,
assum ng that the Comm ssion would find that existing
rates were fair, just and reasonabl e.

Q Correct. And under both of those
conditions, the rates are fair, just and reasonabl e,
because either it's been found to be fair, just and
reasonabl e all along, or else it gets refunded back
is that correct?

A And there is the issue as to whether or not
existing rates are fair, just and reasonabl e.

Q That may wel | be.

A Yes.

Q But apart fromthat. And then there's
al ways the possibility that no interimrate is
granted or a very reduced rate is granted, and at the
end of the period in August, we find that the conpany
has shown that it has proven its full rate request.
That's the third possibility; right?

A That's correct.

Q And that would result in the denial of this
period of tinme of rates, if we had set themtoday in
a general rate case, wouldn't be there, wouldn't have



been granted?

A Well, I don't know that | would agree with
the word a denial. It just would nmean that during
the pendency of the rate case and under the statutory
provi sions that the Comm ssion has to process your
case, there's a seven-nonth statutory suspension
period, so we would -- as a matter of law, that's the
amount of tinme the Comm ssion has to determn ne what
is a fair rate.

Q Now, conparing this situation to Avista
Avista, if it's ordered to nake a refund, would have
to make a refund to several hundred thousand
customers; is that correct?

A Yes.

Q And here we're tal king about 20, 30, 40
shi ppers?

A My understanding is 70 shippers or -- is
t he nunber.

Q And we saw the rel ative percentages here
the other day in terms of who woul d have the nost,
and the throughput records are fairly clear?

A. Yes, |'ve heard those figures from
yesterday's testinony.

Q So is it fair to say that it would be
admi nistratively much easier to give a rate subject



to refund in this situation, with an oil pipeline
with a relatively few nunmber of shippers, than
conpared with the Avista case?

A. I don't know what you mean by relative
ease. | nmean, there would be refunds to have to be
gi ven, and there would be sone sort of process to do
that. Considering the kind of technology that's

avail able today in the billing systens, | think, one
way or the other, they're both relatively easy to do.
Q Now, you're aware, of course, of the fact

that the FERC has granted interimrate relief
begi nni ng of Septenber?
MR, BRENA: Well, objection. That
m scharacterizes what the FERC has done.
JUDGE WALLIS: You want to rephrase the
question?

Q Yeah. What's your understandi ng of what
the FERC did on Septenber 1st of this past year with
respect to a request for rates to go into effect
i medi atel y?

A. Wel |, the FERC operates under a different
statutory standard. They put in rates subject to
refund. They have a nini num suspensi on period and
then the rates go into effect subject to refund and
then they decide the case. So it's not a question of



interimor permanent rates; it's under the statutes
that provide for oil pipelines to nake rates. It's
my understanding that the rates go into effect and
t he Commi ssion determ nes what is a fair rate and

t hen processes refunds.

Q Ri ght. That just happens automatically.
There's no such thing like this interim proceeding
that we're having here with regard to oil pipelines
before the FERC; true?

A Yes, it's a different statutory schene.

Q Right. | mean, I'mnot trying to argue
whet her one is right or wong; |'mjust saying that
there is a difference between the two?

A That's correct.

Q And starting in Septenber, under interstate
rates for this very sanme pipeline, additional amunts
of noney have been coming to O ynpic?

A. Yes.

Q Those are subject to refund?

A Yes.

Q And do you know whet her Tosco and Tesoro

are going to be asking for all or nobst of that back
in their general case? |If you don't know, just say,
| don't know

A | don't know



Q Okay. Now, in the Avista situation, where
Avi sta has been awarded rates subject to refund, can
they, either in an audited or unaudited fashion, book
those rates, accrue the revenues fromthe interim
rates, or are those rates too contingent to allow
them wunder generally accepted accounting principles,
to put theminto financial statenments, or do you
know?

A There is sonme -- the issue is nore, as |
understand it, related to how they book the expenses
that gave rise to the interimrates. And there was a

mat eri al question about what the Commi ssion -- what
t hey asked the Commi ssion to do.
So ny understanding -- and | have not

| ooked at their books since, so |I'mnot exactly sure
what kind of financial statenments they're publishing
ri ght now.

Q If the rates Avista has been given in an
interimbasis are subject to refund and if the
conditions aren't certain enough, are you aware of
the generally accepted accounting principle that
requires themnot to be able to book that?

A Well, as | nentioned, M. Marshall, that
was a serious issue in the Avista case, was how woul d
t he conpany book the revenue under a subject to



refund condition, because there was the substantia

i ssue about the amount that was deferred and, if they
got this increase, could they begin to anortize that
deferral and could they recogni ze those anpunts that
they coll ected subject to refund as revenues. And as
| previously testified, | have not seen their books
and | don't know how they are recording their
revenues and accounting for that at this tine.

Q Are you famliar, in general, with those
accounting principals that allow you to book under
some conditions and not book under other conditions?

A. I"'m-- this is getting beyond ny confort
I evel, and I would prefer that you would ask M.

Col bo that question.

Q Sure, |I'd be happy to. Wth regard to the
FERC rates that are subject to refund, do you have
any know edge about whether that can be booked under
accounting principals, or should | ask M. Col bo that
one, too?

A Pl ease do

MR, MARSHALL: Okay, will do. | don't have
any further questions.

JUDGE WALLIS: M. Finklea.

MR. FI NKLEA: Thank you, Your Honor



CROSS- EXAMI NATI ON
BY MR. FI NKLEA:

Q Good afternoon, M. Elgin.

A Good afternoon, M. Finklea.

Q My first questions go to approximately the
first seven or eight pages of your testinony. Aml
correct that your understanding of this Comm ssion's
precedent is that what we call the Pacific Northwest
Bell test is what is used to deternmine if interim
rate relief is granted to a utility in this state?

A Yes.

Q And that's the test that you are attenpting
to apply in this case?

A Yes, with some nodifications.

Q And am | correct that one part of that
analysis is a recognition that this is an
extraordinary remedy in Washi ngton?

A. Yes.

Q So unlike at the FERC, this is sonething
that's unusual, rather than the practice?

A Yes.

Q And is part of what we'll call the PNB
test, the Pacific Northwest Bell test, that an actua
emer gency mnust exist?

A Yes, that is -- turn to page -- let nme find



it here in ny testinony -- page eight. And those six
criteria are listed and laid out in that testinony,
M . Finkl ea.

Q And do you agree that, based on the
testinmony in evidence that O ynpic has put forward in
this case, that they have not met the burden of
showi ng that, absent the relief, that it would have
such an effect on the financial demands of the
conpany as to substantially affect the public
i nterest?

A Yes, | have testified to that on page 10,
lines 18 through 20.
Q In your opinion, in an inquiry over interim

rates, is a relevant aspect of determ ning whether

they shoul d be granted to determ ne how the conpany
got into the financial crisis that it is presenting
to the Conmission as the rationale for the interim
relief?

MR, MARSHALL: | would object. This isn't
true cross. | nmean, this is -- M. Elgin has already
testified to this, and he's just trying to basically
repeat nuch of what M. Elgin has said, and the | ast
three questions have been repetitious of direct
testinmony. This one is, as well

MR. FI NKLEA: Well, Your Honor --
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JUDGE WALLIS: M. Finklea, this isn't
approachi ng what we mght call friendly cross, is it?

MR. FI NKLEA: Well, no, Your Honor, because
the witness does recommend an interimrate increase,
and ny clients are opposing the interimrequest.

What |'mtrying to delve into is what standard
ultimately, the witness is using for the basis of his
recomendat i on.

JUDGE WALLIS: And | certainly think that's
an appropriate area for you to inquire into, but
there is probably little need to get the witness to
repeat the testinony that he's provided.

MR, FINKLEA: Well, this question, | do not
t hi nk he has touched on in his direct, as to whether
the circunstances giving rise to the financial crisis
shoul d be taken into consideration.

JUDGE WALLIS: Very well

THE W TNESS: Could you repeat the
question, please?

Q Yeah. In your opinion, is it relevant to
the inquiry whether interimrates should be granted
to determ ne how the conpany got into the financia
crisis that it is presenting to the Conm ssion as the
basis for its request?

A Yes, and that's what ny anal ysis was an
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attenpt to do.

Q Can you explain what you mean by -- can you
el aborate on that answer?

A. Well, what | didis, if you turn to page
ei ght of ny testinony, bullet six says, The
Conmi ssion nmust reach its conclusion with its
statutory charge to regulate in the public interest.
And so what my analysis did is basically |ooked at
their direct case and see if they really net the
standards that were before it, before the Comm ssion
in the U-8111 Washington Natural Gas cause, and ny
concl usion was no, it did not.

But | took it one step further and | said,
Well, what is facing this conpany. And | |ooked at
the testinony of M. Batch and the circunstances,
that the conpany was asserting that it was in default
and that it was planning to spend additional nobney
for its ongoing safety and operati on and mai nt enance
of the facility, and it needed to raise additiona
capital. And so | said, What kind of a natura
analysis could | do to see, within the spirit of the
PNB test, could lead ne to sonme kind of
recommendation for rates to solve this problem
And so that's how | approached it, and that

anal ysis appears later in ny testinony, is where



| ooked at the facilities that could reasonably be
expected to be in service and providing service to
the shippers in 2001, and then provided a | evel of
i nterest paynent coverage that woul d reasonably be
expected under a protection clause under a first
nort gage i ndenture or some kind of preferred equity
covenant, and then calculate a | evel of pre-tax
i nterest coverage that woul d be necessary to have
that minimum | evel of earnings so that the conpany
coul d possibly put together a pro forma incone
statenent and take it to a | ender and borrow
addi ti onal noney. That was my approach

Q So it's fair to characterize that as you
had to nmake sone kind of leap of logic for the
conpany, because if you had stopped at sinply did the
conpany's case neet the PNB test, your answer woul d
have been no; is that correct?

A. Yes.

MR. FI NKLEA: Your Honor, we tendered a
data request based on M. Elgin's testinony, and we
received the answer this norning. | have the proper
nunber of copies, so | need to have narked for
identification the next exhibit in order

MR. MARSHALL: Your Honor, we haven't been
provi ded with any copy of that.



MR. TROTTER: Counsel, | left two copies on
your table this norning.

MR, MARSHALL: Okay. | wasn't aware. My
table is --

JUDGE WALLIS: Let's be off the record for
a nonent.

(Di scussion off the record.)

JUDGE WALLIS: Let's be back on the record,
pl ease. A docunent has been distributed that | am
marking for identification as Exhibit 138-C, and
that's because it has a couple of yell ow pages
attached to it, which indicate potentia
confidentiality. I'mgoing to ask M. Finklea to
tell us about the nmechanics of this and the nature of
the potential confidentiality issue wi thout revealing
any confidential or potentially confidentia
informati on. M. Finklea.

MR. FI NKLEA:  Your Honor, we tendered to
Staff a data request asking how would Staff's
recommended | evel of interimrate relief be adjusted
if the Bayview term nal investnment was taken out of
Staff's calculation. | was provided the answer this
nor ni ng, and what | have marked for identification as
Exhibit 138-C is a single page that has an answer,
and then two pages of financial information that



tracks with the information that is included in
Robert Col bo's testinony and recal cul ates the
recommended level if you take -- if you nmke one
assunption, which is that you take out the Bayview
term nal investment fromthe Staff cal cul ation, nuch
in the sane manner as the Cross Cascade project
i nvest ment was renoved.

And | amoffering this as a
cross-exam nation exhibit to explore -- first, | can
sinmply explore without this exhibit the question
about Bayview, but then, if we're going to assist the
Commi ssion in determ ning what woul d be the inpact of
changi ng the recommended | evel of interimincrease,
we thought it would be hel pful to actually know what
the figure would be.

JUDGE WALLIS: Very well. Now, M.
Marshal |, you have sone problens with this; is that
correct?

MR. MARSHALL: M objection may cone too
late, but | was going to ask that it not be
di stributed or reviewed by anybody until we could
make the objection. The reason is we have no rea
ability to respond to this in this tinme period.
There was no nention of this as being a potentia
exhibit on Friday or on Monday when we gat hered, no



notice to Aynpic that this was going to be brought
forward as an exhibit or used in any way.

There are a |lot of good responses to the
Bayvi ew i ssue and we can go into that detail
including the fact that this Bayview facility was the
subject of a prior rate hearing, but wthout being
able to develop that record and then mark exhibits
and to find the people to testify, including others
who may not even be avail able anynore, | find that
this is going to be very difficult to respond to at
this | ate stage.

It would have been different if we'd been
notified that sonething like this m ght be used, and
then we coul d have been given an estimte of what the
i mpact m ght be and this was going to be inportant.

But this would be a significant issue now
It would reduce Staff's recommendati on by a
signi ficant percentage. So | have objections on just
t he procedural grounds of not being able to
t hor oughly respond.

JUDGE WALLIS: M. Finklea, what's your
response to that?

MR. FI NKLEA:  Your Honor, we served this
data request on all parties when we nade the request.
The answer didn't conme until today. | didn't know



what the answer was going to ook like until | got
the answer. As | understand it from Staff Counsel
it wasn't -- the answer wasn't only distributed to

me; it was distributed to Aynpic's Counsel this
nor ni ng.

The questions about how to treat Bayview
could certainly be done with or without this exhibit.
| think it's a fair area of cross-exam nation. |
woul d think that, in the process of exploring
sonmething like this, that we'd want to try to get to
as accurate an answer as possible in terms of what
effect it would have on the recomended | evel of
interimrate increase, and that was the reason the
guestion was asked.

The fact that the answer has cone today is
why it is only today that we are able to identify
this as a potential exhibit.

JUDGE WALLIS: M. Trotter, do you have any
views to offer on this subject?

MR. TROTTER: Well, let nme say this. The
request does not -- Staff is not changing its
recommendation. This is purely a calculation on the
assunption that's been given to us, so that is what
we did.

The Bayvi ew term nal issue has been



addressed in various testinony, | believe nostly in
the intervenors' direct case, so it's already been
subject to rebuttal opportunity, and it was di scussed
during cross-exam nation, but this is just -- it's
al nost a subject to check, if you renpoved Bayvi ew,
what woul d the nunber change to, and that's how we
took it, that's how we responded to it, so that's
what it is. W're not offering it, so I'd just offer
that for your consideration

MR. MARSHALL: One final point to make is
that this relates -- this was a data request on
testinony that was filed sonme tine ago. This wasn't
rebuttal testinony, but testinony that | believe M.
El gin gave on January 4th, according to the date on
this, so there's no real good reason for why the data
request canme this late in this proceeding as it did.

JUDGE WALLIS: It appears that the docunent
in question nmerely puts sonme numbers on topics that
really have been explored earlier in the
cross-exam nation that are set out as issues in the
prefiled testinony. The conpany has anple
opportunity to cross-exam ne on the origin of the
i nformati on. The issue, because it addresses and
merely puts nunbers on issues that have previously
been a topic is information that could be elicited on



cross-exami nation. It doesn't appear to pose any due
process concerns, and consequently, we will deny the
obj ecti on.

W do want to inquire as to the potentia
confidential nature of the information. |Is it true,
now that you have taken a look at it, that the
information that is in this document is sinmilar in
direction and scope and character to information that
t he conpany has wai ved confidentiality on, or should
we treat it as confidential for purposes of the
di scussi on?

MR, TROTTER:  Your Honor, | woul d just
contribute that the reason that | designated this as
confidential was that, at that time, the Bayview
figure, which is shown on the | ast page, |ine six,
had been provided under a confidentiality
desi gnation, and that has since, as | understand it,
been renoved. The only other adjustnent was an
adj ustnment to cunul ated depreciation, so that's why
it was designated.

MR. MARSHALL: | don't see an issue of
confidentiality here with this exhibit, because it
does reflect the simlar type of exhibit from before
that we had renoved the confidentiality on

JUDGE WALLI'S: Thank you, M. Marshall



M. Finklea, you may proceed. | would like to |et
you know that, because we need to conclude in about
25 mnutes, | will, if you haven't concluded your
exam nation by then, I'mgoing to break in in about
ten m nutes and all ow Conm ssioner Henstad to ask any
qgquestions that he may have of the witness at that
poi nt .

Then, when we get to the appointed hour,
we'll break and we'll resune tonmorrow norning at the
poi nt where we have left off.

MR. FI NKLEA: Thank you, Your Honor. ['Il]|

endeavor to be done that quickly, but we'll just have
to see how it goes.

JUDGE WALLIS: | would urge you to talk
twice as fast, except it is a harrowing tinme for our
court reporter. She's -- M. Finklea, was | clear

that we woul d be able to continue tonorrow norning at
what ever point you stopped?

MR. FI NKLEA: Yes, Your Honor. | will try
to get through this topic in the tine allowed, but I
understand that sonmetines it's |ike when you hit the
accelerator on ice so fast, the slower it gets.

Q M. Elgin, if you could turn to page 17 of

your testinony. In your calculation of what ']
call an alternative way to come up with an interim
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1 rate nunber, you renoved the Cross Cascades project;
2 is that correct?

3 A Yes, it is.

4 Q And why did you renmpve Cross Cascades?

5 A Cross Cascades is classified as

6 construction work in progress, or CWP, and it's not
7 provi ding service to the public, so therefore, it

8 needed to be renoved from ny cal cul ati on of net plant
9 that woul d be reasonably avail able to provide service
10 to the public.

11 Q Now, what is your understanding regarding
12 the status of the Bayview term nal investnent?
13 MR. MARSHALL: | don't think it's been

14 established that this witness has the foundation to
15 know, from personal know edge, the status of the
16 Bayvi ew term nal .

17 JUDGE WALLIS: Well, let's let the witness
18 respond, and see what the answer is.
19 THE WTNESS: M understanding is that the

20 Bayview term nal was a facility that was placed in
21 service previously, so it's in the plant accounts,
22 t he conpany has been taking depreciation on that

23 facility, and subsequent to the incident at \Whatcom
24 Creek for operational purposes, that the facility's
25 been bypassed, and we had testinony yesterday



regardi ng what that nmeans, and so right nowit's --
there are questions as to whether or not that
facility is serving the public or not serving the
public, and we have not made a determ nation yet as
to whether or not -- what's the appropriate treatnent
at that facility, but |I have included it, because it
is in net plan accounts and it has been depreci at ed.

JUDGE WALLIS: M. Marshall, do you need to
voir dire?

MR. MARSHALL: No | believe he indicated
his knowl edge is only fromprior testinony of M.
Bat ch.

JUDGE WALLI'S: Thank you.

Q So M. Elgin, in your expert opinion, is
the Bayvi ew term nal used and useful property that's
serving custonmers of O ynpic today?

MR, MARSHALL: Again, | would have to
obj ect, because | think it has been established that
he only has that know edge fromtestinony of M.
Bat ch.

JUDGE WALLIS: | do think the w tness
al ready answered that question, M. Finklea.

MR. FI NKLEA: Could | have the answer
repeated, because | -- | wasn't certain that | got an
answer to it.



JUDGE WALLIS: M. Elgin?

THE W TNESS: M understanding is that it
was placed in service, it was providing service, but,
after the incident, it was bypassed. And so whet her
that means it's serving the public or not, |I'm not
sure, and Staff has not nade a decision yet about
that, and that's a general rate case issue.

Q So that would be a topic of debate if this
was a general rate case?

A That's correct.
Q Can | ask you to now turn to Exhibit 138-C?
JUDGE WALLIS: | think we've established
that it is not information that the conpany w shes to
protect as confidential, and we can just call it 138.
MR. FI NKLEA: Thank you, Your Honor
Q Am | correct that Tosco asked you the

question of how would Staff's 2.7, approxi mately,
mllion or 19.48 reconmended | evel of interimrate
relief be adjusted if the Bayview term nal investnent
is taken out of the cal cul ation, and what Exhibit 138
is is that question, plus the Staff's answer in an
actual spreadsheet that shows how you derived the
answer ?

A Yes, that's correct.

Q And am | correct that the answer is that if



00946

1 the Bayview term nal investnent is treated the same
2 as you treated Cross Cascades, that the |evel of

3 interimrelief would be 11.97, rather than 19.48?

4 A Correct.

5 Q And are you changi ng your recomendation in
6 this case based on this, or is it your testinony that
7 you sinply haven't concluded how to treat Bayview for
8 t his?

9 A. The latter.

10 MR. MARSHALL: | thought it was M.

11 Trotter's statement that Staff's recomendati on would
12 not be changed with regard to this.

13 MR, TROTTER: That's what he just said.
14 MR. MARSHALL: Ckay.

15 MR. TROTTER: The latter was --

16 MR, MARSHALL: Okay, |'msorry. |

17 apol ogi ze.

18 Q M. Elgin, on the revenue side of your

19 cal culation, how did you treat the revenue that

20 Oynpic is receiving as a result of the

21 subject-to-refund rate increase granted by the

22 Federal Energy Regul atory Conmmi ssion in Septenber?
23 A I'"'mnot providing that treatnent. That
24 question, | would ask you to pursue that with M.
25 Col bo.



Q M. Elgin, would you agree that, in
addition to the Cross Cascades project, that dynpic
has approximately 11 and a half mllion dollars of
construction work in progress that was remaining at
year end 2000 that supported plant additions in 20017

A I'"'mnot aware of that figure. | would ask
that -- M. Colbo would be the one to pursue that, in
terms of the exact plant ampunts and what isn't
construction work in progress, but the only
adjustnment | made to those net of plant accounts is
the investment for Cross Cascade, because of the
nature of those facilities and the investnents that
t he conpany nmade for those projects.

Q Wuld it be consistent with the theory
you're putting forward for the interimrelief to
renove all construction work in progress fromthe
calculation, if it could be deternm ned how nuch that
amount is?

A No, it wouldn't.

Q And why woul d that be?

A. As a general matter, the conpanies who have
construction work in progress need to be able to fund
that, and the theory of my calculation is that, to
the extent that the conpany is maki ng expenditures
and it hasn't been classified to plant accounts stil



doesn't nean that the conpany doesn't need enough
revenue to generate earnings to provide debt service,
and particularly the way that this conpany is
capitalized and the way that | calcul ated the

i nterest coverage test, based on a hundred percent
debt or fully-financed with debt.

So that's nmy theory, that the Cross Cascade
is clearly a project that kind of stands up on its
own, that -- where the conpany made the investnent,
it doesn't look like it's going anywhere, and it's
not going to provide service to custoners, and it
shoul d be renoved.

Q M. Elgin, based on your know edge of
energy utility financing in operations in the state
of Washington, is a one hundred percent debt capita
structure prudent for a utility?

A No.
MR. FI NKLEA:  Your Honor, probably in the
interest of time, | do have probably a few nore

guestions for tonorrow, but | could break at this
poi nt.

JUDGE WALLIS: Very well. Conm ssioner
Henst ad.

MR. FI NKLEA: Your Honor, | do offer
Exhi bit 138.



MR. MARSHALL: We'd renew our objection
but --

JUDGE WALLIS: Very well, and the response
woul d be the sanme, and the exhibit is received.

MR. FI NKLEA: Thank you, Your Honor

COW SSI ONER HEMSTAD: | currently don't
have any questions, so if you want to sinply continue
Wi th your cross.

MR. FI NKLEA: Very good. Thank you.

Q M. Elgin, froma policy perspective, are
you concerned with the precedent of allowing A ynpic
an interimrate increase under these circunstances of
a conpany that is so under-capitalized, both fromthe
perspective of precedent with this conmpany in the
future and precedent with other utilities in the
st ate?

A No, and in fact, ny recomrendati on was
m ndful of what | thought woul d be a reasonable
recommendation for the ultinmate outcome of this case
to recogni ze that at sonme point this conpany needed
to build up its equity and provide, on an ongoing
basis, to balance the interest between howit's
actually financed and at sone point nove the conpany
towards a bal anced capital structure.

So that's what | attenpted to do. And



gi ven the circunstances surrounding this case, |

think this is a very unique case. This is, in ny
estimation, a one-tinme and one-and-only circunstance,
and we' re respondi ng accordingly.

Q M. Elgin, do you think it matters how nmany

custoners a utility has in terns of determning
whether interimrelief is appropriate or
i nappropri ate?

A It's an irrel evant consideration

Q And am | correct that had O ynpic not
wi t hdrawn the case that it filed | ast sumrer, that
t he suspensi on period would al ready have run and
there woul d be final rates by now?

A Yes.

MR. FI NKLEA: That's all | have, Your
Honor .

JUDGE WALLIS: M. Brena, do you want to
start now and then conplete your exam nation in the
nor ni ng, or perhaps concl ude now?

MR. BRENA: | would prefer to -- what are
my choices? |1'd just as soon go honme. |Is that an
option?

MR, MARSHALL: Yes.

MR, BRENA: Bring it back in the norning.

JUDGE WALLI'S: Under some circumnstances.



00951
MR. BRENA: Can we take it up in the

nmor ni ng?

JUDGE WALLIS: | believe that would be
appropriate. Let's be off the record at this
juncture.

(Di scussion off the record.)
(Proceedi ngs adjourned at 2:50 p.m)






