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Q. Please state your name, business addr ess and present position with PacifiCorp
(the Company).
A. My nameis John F. Fryer. | am the Group Director — Insurance for PacifiCorp based

at 825 NE Multnomah, Suite 1800, Portland, Oregon 97232.

Quialifications
Q. Briefly describe your education and business experience
A. | graduated from Manhattan College in 1975 with a degree in Business Adminigtration.

In 1978, | graduated from Oregon State University with an MBA.. | previoudy directed
al aspects of PacifiCorp’s corporate credit function and provided counsel on al mgor
credit issues to senior management. | have had a variety of risk and treasury related
roles during my 14 years with the Company.

Q. Please describe your current duties.

A. | am responsible for implementing and managing dl aspects of PacifiCorp’s insurance-
related risk management strategy. | have aso recently assumed Dawn Cartwright's
insurance risk management responsbilities. Ms. Cartwright had previoudy submitted
tesimony to the Commission regarding the Company’ s insurance cods.

Purpose of Testimony

Q. What isthe purpose of your rebuttal testimony?

A. | will respond to certain adjustments to the Company’ s uninsured loss accrua proposed

by WUTC witness Mr. Schooley.
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Uninsured L osses

Q.

What adjustmentsdid PacifiCorp maketo the test year provison for uninsured
| osses?

Initsfiling, PacifiCorp proposed that the historic level of uninsured loss reserves be
increased by approximately $6.3 million. In support of this request, the Company cited
its historical pattern of losses compared to current levels of coverage, the impact of loss
aggregate protections on some policies, the loss of transmission and distribution system
coverage and higher deductibles.

What adjustments have been proposed by Mr. Schooley to the Company’stest
year provison for salf-insured losses?

Mr. Schooley claims that recent experience does not support the Company’ s proposd,
and has proposed amore limited adjustment that would disdlow $953,000 of the
Company’ s additiona uninsured loss accrud from Washington revenue requirement.
Do you agreewith Mr. Schooley that the Company’s proposed increasein its
uninsured loss accrual is over stated?

No. | believe that the additiond uninsured loss accrua proposed in the Company’s
filing is reasonable and conservetive.

What additional evidence can you offer to support therequested increasein
uninsured lossreserves?

It is necessary to start with areview of afew basic concepts. In addition to insurance
premiums, PacifiCorp incurs costs in respect of 1oss events that are not covered by an

insurance policy. These are classfied as “uninsured loss exposures,” and for these
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exposures PecifiCorp has established and maintained reserves. Higtoricaly PacifiCorp
has established, with the consent of regulators, aleve of reserves that was based upon
areview of loss history in conjunction with areview of our insurance coverage and
deductibles. Inthe 1990s, insurance costs, scope of coverage and deductibles
remained relatively unchanged for most insureds. Thiswas true for PacifiCorp aswell.
However, given the events of September 11, 2001 and other critica changesin the
insurance market, a shift in the digtribution pattern for these costs has occurred. For
example, where once PacifiCorp had a property deductible of $1 to $2 million per
event, this deductible now stands at $7.5 million per event. This means that there has
been a dgnificant change in the magnitude of exposure for PecifiCorp.

What ar e the consequences of the shift to higher deductibles?

There are two main consequences of this shift. The average annud cost of these events
will increase and the volatility of actuad outcomes around this average will increese. The
uncertainty of these events meansthat it is difficult to accurately predict the value of the
change. Exhibit No._ (DTC-3) to Ms. Cartwright’ s direct testimony attemptsto
quantify the potentid additiona exposure to PacifiCorp.

Do you have additional data that would help to quantify theincreased
exposure?

Yes. Thefollowing information is provided to help illugtrate afew key areas of
increased exposure and actua experience that judtifies the requested increasein
uninsured losses. The chart below indicates that the level of Property uninsured losses

for the period 1999 through March 2003 has averaged $6.3 million per year. While

Rebuttd Testimony of John F. Fryer Exhibit No.___ (JFF-1T)

Page 3



10

11

Page 4

thisinformation represents actua 1osses, it isimportant to remember that typicaly such

information would be trended for inflationto reflect the present day vaue for current

and future reserving purposes and such inflation-trended information is aso shown

below.

Y ear Property Uninsured Property Uninsured L osses
L osses (Inflation Adjusted)

1999 Caendar $ 4,837,843 $ 5,321,627

FY 2000 (3mos) | $ 1,029,084 $ 1,101,119

FY 2001 $ 4,612,371 $ 4,796,865

FY 2002 $ 6,297,603 $ 6,423,555

FY 2003 $ 8,356,756 $ 8,356,756

Totd $ 25,133,657 $ 25,999,922

4 year average $ 6,284,414 $ 6,499,980

PacifiCorp has requested only $6 million in Property loss reservesin this case. The

remainder of thisincreased exposureis reflected in the $6.3 million additional uninsured

loss category described in Exhibit No.__ (DTC-3). Itisgpparent that the $6 million

requested with respect to Property uninsured losses aone will not be sufficient to meet

even the average of the actud experience in the past few years, let done keep up with

the trend of the increasing uninsured losses. Because of the volatility in uninsured losses

both on the Property and Liability Sde, it is preferable not to categorize dl of the
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increased exposure as ether Property or Lighbility to maintain some flexibility asto how
reserves are used, based on any given year’' s|oss pattern.

What isyour responseto Mr. Schooley’s claim that PacifiCorp’srecent claims
experience does not support the proposed increase in the Company’s self-
insurance accrual?

The data presented above clearly show that uninsured property losses have seadily
increased since Fiscal Year 2001. The most recent claims experience fully supportsthe
need for aggnificant increase in the saf-insurance accrud, especidly when the future
risk of multiple large losses is considered.

What additional evidence do you have to support thisrequest?

Asdated in Ms.Cartwright’s direct testimony, the “other” category in Exhibit

No._ (DTC-3) ismeant to capture the overall increased exposure PecifiCorp has for
the various changes in our coverage and risks that cannot be tied to past loss events and
exposures. Thereisthe potentid for any of these issuesto have asgnificant impact on
PacifiCorp’s uninsured losses. The $2.5 million induded in the other category in this
case is an attempt to recognize thisincreased exposure and to try to reduce the impact
of any of theselosses. In redity, however, these losses could be much higher than the
annua figure we have submitted. The“other” category includes items such asthe
possibility of severd largeloss eventsin ashort period of time where larger-than-ever
per event deductibles would have to be met. In addition, there is potentid for future
clamsto be more frequent in both the Property and Liability coverage, due to awide

range of factors indluding:

Rebuttd Testimony of John F. Fryer Exhibit No.___ (JFF-1T)

Page 5



Page 6
?  Theimpact of globd dimate change on westher related losses,
?  Agng plart,
? Moreintensve plant usage due to increasing loads,
?  Exposure to loss from newly constructed assets not included in historic risk
profiles, and
? Theincreasein the litigious nature of society generdly.
Q. Have there been restrictionsin insurance cover age?
A. Yes. Redriction of insurance coverage in a number of key areas has resulted in

increased exposure to certain risks. These areasinclude :

10

11

12

13

14

15

16

17

18

19

20

21

22

? Exdugon for asbegtos liahilitiesin the Generd Liahility policy from April 2003,

Many organizations, including utilities, have an exposure to litigation in respect
of asbestos liabilities, which may result in large settlements and legal fees being
incurred. There has been a generd increase in asbestos clamsin recent years
and many of the origind manufacturers and their insurers are no longer solvent.
Excluson of defense costs coverage for some categories of Electro Magnetic
Fidd (EMF) ligbility dlams.

Redtriction of Pollution coverage in upper layers of liability cover.

Redtriction of Property cover for certain technologies. For some of
PecifiCorp’s new generation assets, coverage is not provided for parts
damaged due to defective materids, workmanship or design. These restrictions
will be removed only when insurers become comfortable with these

technologies.
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Have you seen a shift in insurers approach toward claims?

Yes. There has been agenera shift in insurers approach towards clams. Insurers are
now taking a much more prescriptive approach to clamsthat they accepted previoudy,
due to sgnificant losses incurred worldwide in the insurance industry. Examples of this
include:

? A fa dricter gpproach to clams and policy wording than was previoudy
required. In addition, the insured bears more responsbility to disclose dl
relevant facts in underwriting information, and increased risk of clams being
rejected or restricted.

?  Insurers questioning the basis of indemnity for key assets being questioned by
insurers. The insurance indudtry is increasngly unwilling to meet dams a full
replacement cost for older assets, and may seek to adjust a claim based on the
expected useful life of the assat. Thisisof particular concern with some of our
older cod generating plants.

Please summarize your responseto the proposal by theMr. Schooley to reduce
the Company’s additional accrual for uninsured losses.

| believe that the Company’ s adjustment to increase the accrud for uninsured lossesisa
reasonable and measured response to the issues | have outlined above.

Does this conclude your rebuttal testimony?

Yes.
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