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PROCEEDI NGS

JUDGE WALLIS: Good norning. Let's be on
the record for our Tuesday June 25, 2002 session in
the matter of Commi ssion Docket TO 011472.

By way of prelimnary matters this norning,
parties indicated as follows: The Staff intends to
present some exhibits on cross exam nation based on
the depositions that occurred.

Tesoro intends to offer the depositions
that occurred on Mnday, yesterday, into the record.
And Staff has di scovered some minor errors inits
exhibit, and, if necessary, will provide an errata
sheet that indicates those as to each of the
af fected exhibits.

Is there anything else of a prelininary
nat ur e?

(No response.)

JUDGE WALLIS: Let the record show there's
no response.

By arrangement, we begin today with the
testi nony of Larry Peck on behalf of O ynpic.

M. Peck, would you please stand and raise

your right hand.
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1

2 LAVRENCE PECK,

3 produced as a witness in behalf of O ynpic Pipeline,
4 havi ng been first duly sworn, was exani ned and testified
5 as follows:

6

7 JUDGE WALLIS: In conjunction with

8 M. Peck's appearance there has previously been

9 marked his rebuttal testinmony LP1-T as Exhibit 501-T
10 in this proceeding.

11 CHAI RWOVAN SHOWALTER: Can you wait just
12 one second.

13 (Brief recess.)

14

15 DI RECT EXAM NATI ON

16

17 BY MR BEAVER:

18 Q Dr. Peck, could you please state your full
19 name?

20 A MW full name is Lawence B. Peck.

21 Q And do you have a doctorate?

22 A Yeah, | have a Ph.D., yeah.

23 Q What is that in?

24 A In chem cal engineering.

25 Q Do you prefer "M." or "Dr."?
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1 A Everyone calls me "M ." except ny

2 not her -i n-1 aw.

3 Q M. Peck, do you have in front of you

4 Exhi bit 501-T?

5 A | do.

6 Q That is your prefiled rebuttal testinony?
7 A Yes, it is.

8 Q And you have reviewed that?

9 A | have reviewed it again, yes.

10 Q If the questions in Exhibit 501-T were

11 asked you today, would the answers as set forth in
12 that exhibit be your answers today?

13 A Yes, they woul d.

14 Q Do you have any changes you would like to
15 make to Exhibit 501-T?

16 A No, no changes.

17 Q Do you adopt the testinobny set forth in
18 Exhi bit 501-T as your testinony?

19 A Yes.

20 MR. BEAVER Your Honor, we offer Exhibit
21 501-T.

22 JUDGE WALLI S: I's there objection?

23 (No response.)

24 JUDGE WALLI S: Let the record reflect

25 there is no objection, and 501-T is admitted.
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(EXHI BI' T ADM TTED)
MR. BEAVER: Thank you. Your Honor

M. Peck is now avail able for cross exani nation

CRCSS EXAM NATI ON

BY MR. TROTTER:

Q ©ood norning, M. Peck.

A Good norning.

Q At page 1 of Exhibit 501-T you indicate you
are the general manager of the products business
line for BP Pipelines, as well as chairman of the
board of directors of O ynpic Pipeline Company; is
that correct?

A That's correct.

Q Do you have input into any decision that BP
ARCO woul d make to either |oan additional noney, or
infuse equity into Oynpic so that it might carry
out its obligations as a public service conpany?

A I woul d have input, yes.

Q Wuld that be in your role as the general
manager of the product business |ine?

A Correct.

Q Do you have input into the decision that

O ynpic woul d make to ask BP ARCO for additional
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nmoney by way of |oan or equity infusion so it may
carry out its obligations as a public service
conpany?

A Yes. That request would have to come from
A ynpic via vote of the board of directors, so |
woul d have one of five votes.

Q How many votes do you have with respect to
t he decision by BP ARCO to | oan additional noney, or
provi de equity capital to O ympic?

A | don't get any votes in that decision. |
only get to recomend.

Q And who do you recomend to?

A The recommendati on woul d be to various
| evel s in the managenent of BP, depending on the
size of the noney involved. So up to 10 million
dollars it's local within the United States
management. Above that, it goes to London

Wth the size of noney being tal ked about

here, it woul d obviously be a decision nade in
London.

Q Has London -- and by London, | take it you
means that's the | ocation of BP ARCO s headquarters?

A That is our headquarters, yes.

Q So we can call that London?

A Yeah, that's what | call it.
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Q Has London given you any witten criteria
under which it will loan additional noney to O ynpic
or infuse equity into Aynpic?

A  No. And that's really not the way it
works. It is a request that would cone fromus for
approval by them so --

Q Has the request been made?

A For additional funds?

Q Yes.

A No, not as yet.

Q Please turn to page 3 of your testinony,
line 23. You state, quote, "BP ARCO has, as a
shar ehol der has nade |l oans to O ynpic in good faith,
with safety as our first priority," unquote. Do you
see that?

A Yes.

Q By the word "our" are you referring to both
BP ARCO and d ynpic?

A Yes, that's both.

Q So are you testifying here for both BP ARCO
and O ynpic?

A  Wll, | amtestifying here, | suppose, on
behal f of both, depending on sone questions asked,

because | have both roles in nmy position

Q To the extent BP ARCO nmde | oans to O ynpic
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and the noney was used by O ynpic for capita

i mprovenents, those capital inprovements would be
recorded on the conpany's books as assets necessary
to provide service for the public; is that correct?

A Let nme make sure | understand the question
They are recorded on Aynpic's books as assets, yes.
It's a separate entity.

Q | meant -- when | said the conpany's books,
I neant O ynpic's books.

A  Ckay.

Q At the bottom of page 3 and over to page 4
you say, quote, "Utimtely we nust also answer to
shar ehol ders for the returns they necessarily expect
to receive on their investnents," unquote. Do you
see that?

A Yes, | do.

Q And by the word "we" are you referring to
A ynpi ¢ and BP ARCO bot h?

A  No. This really -- this sentence here is
speaking to the BP ARCO vi ew of a further investnent
via loans to OQynmpic. | nean, Oynpic would have
the sanme questions and make sure they were
delivering returns to their sharehol ders of which
there are only two, but in ny testinony here, | was

really thinking of it more froma BP ARCO
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per specti ve.

Q So the "we" here refers to BP ARCO?

A Right. So that's maybe a little confusing
versus the other.

Q \Wen you tal k about they necessarily expect
to receive on their investnents, those would be --

A Sharehol ders and BP

Q And by return on their investnents, or
returns on BP ARCO s investnents, are you referring
to a return on the 150 mllion in debt O ynpic has
on its books, or only the debt issues by Qynpic to
BP Conpany?

A BP' s sharehol ders certainly expect a return
on their noney invested in BP. Qdynpic's
shar ehol ders, | suppose, mght like to have a return
on their investnents.

Q So --

A But at this time, it's relatively unlikely.

Q So for purposes of your testinony here, are
you only referring to the loans that BP itself nmde
to A ynpic?

A As opposed to what else? |'mnot sure
under st and.

Q As opposed to the rest of the | oans that

make up the 150 million in debt currently
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out st andi ng.

A Well, each of those |oans are nade hy
sonmebody who expects a return. But | would speak on
behal f of BP.

Q | will represent to you on page 726 in the
hearing in this case, M. Batch, the president of
A ynpic Pipeline stated, quote, "The sharehol ders
are looking at Oynpic as a stand-al one corporate
entity that needs to make a profit on its own
standi ng," unquote. Do you agree with that
testi mony?

A Yes. The sharehol ders being BP and Shel |
That would be their view | amsure -- | nean, |
can't speak for Shell, but | expect that woul d be
their view

Q You nentioned Shell. Has Shell taken over
Equi | on Cor poration?

A Yes.

Q Wien did that occur?

A Wthin the past six nonths.

Q You recomend this Conm ssion should | ook
at Aynpic as a stand-al one conpany in this case?

A Yes, | believe Oynpic needs to be viewed
as a stand-al one conpany.

Q On page 4 of your testinony, line 10 --



2781

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A Ckay.

Q You are referring to a potential refund
liability of approximately 17 mllion dollars by
Septenber of this year. Do you see that?

A | do.

Q Are you advocating that as a reason for
this Commission to grant Qynpic's 62 percent rate
i ncrease so there would be no refund liability?

A Well, | guess | amcertainly advocating a

substantial tariff increase as necessary for O ynpic

to continue to do what it needs to do. | would say
my expectation is that we will not achieve a 62
percent increase, so we will have to deal with sone

type of refund issue. These nunmbers would be if
there was no increase or a half percent increase.

Q But | take it you would agree that the
Conmi ssion needs to address the issues of cost of
service on the merits, and not be gui ded by whet her
or not refunds will result from whatever order they
i ssue. Would you agree with that?

A Well, | think the Conmi ssion needs to
consider all the ramifications of the decision they
will make as they |look at the tariff that AQynpic is
allowed to charge. And so if that decision includes

the requirenment of a refund, then that refund is



2782

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

part of the cash needs that the conpany will have.
So | would think that would need to be considered.

Q Isn't it correct that O ynpic asked that
the interimrate that it requested before this
Commi ssi on be granted subject to refund?

A  Well, I think -- at least it was ny
understandi ng that that was all that was avail abl e,
the sane as at the FERC, is an interimrate that is
ref undabl e.

Q So it's not your understanding that every
other interimrate relief grant, except for Qynpic
and one other case, were not subject to refund? You

did not have that understanding?

A | did not know that, if that's true.
Q In your testinony you indicate that of the
17 million, three mllion is related to this

jurisdiction?

A Right. And you know, those nunbers | have
to take from someone else. | believe those to be
the right nunbers.

Q Online 17 of page four of your testinony
you indicate that O ynpic has not paid dividends
since 1997; is that correct?

A To the best of ny know edge, that's

correct. | have only been on the board since 2000
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1 and BP, of course, was not an owner until 2000. But
2 | believe that's correct.

3 Q | want to be precise. Qynpic, in fact,

4 pai d dividends in 1997, but not thereafter?

5 A Not thereafter. | think that's right.

6 Q And that was before the Whatcom Creek

7 expl osion, right?

8 A  Sonetine before that, yeah

9 Q And shortly before the What com expl osi on
10 O ynpic was making maj or investments in both the

11 Bayvi ew term nal and the Cross Cascades project,

12 correct?

13 A That's correct.

14 Q And 1996 and '97, A ynpic spent of 27

15 mllion on construction, and it was planning to

16 spend over 25 million in 1998 primarily for those
17 projects, correct?

18 A Maybe | amnot the best person to ask about
19 hi story, but those nunbers sound about right.
20 Q At the top of page 3 of your testinony you
21 indicate -- that actually starts on page 2, quote,
22 The real rate of return expected by |arge oi
23 conpanies like Aynpic's owner and nost of its
24 shippers is in excess of 15 percent, far above the

25 nodest 7 percent which BP ARCO and Shell are
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charging for their loans, interest that, up-to-date,
is not being paid, unquote. Do you see that?

A Yes.

Q Do Aynpic's owners expect to recover
through rates interest rates attributable to past
peri ods that have been deferred and accunul ated by
A ynpi c?

A I woul d say, yes.

Q Does Oynpic expect to recover costs, the
recovery of which would constitute retroactive
maki ng?

A  Well, | amnot sure | know how to answer
t hat .

Q Now, the approximte seven percent interest
rate BP ARCO and Shell are charging for loans to
O ynpic is the cost of that debt, is it not?

A It would be an approxi mation of the debt --
it's the cost of the debt to Aynpic, for sure, and
it's an approxi mation of the cost of the debt to the
bi g conmpany that |oans it noney.

Q |If BP ARCOrequired a 15 percent return,
why did it |loan nmoney at 7 percent?

A Well, the noney | oaned so far was | oaned to
acconplish a nunber of things really ainmed at

i mproving the safe operation of the pipeline and
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allowing us to restart the north end of the pipeline
t hat had been shut down. And that restart of the
north end created a return beyond 7 percent for BP
as a whole, and so it was worth it to BP at that
time to invest the noney that was required to get to
where we are today.

Q And that's because O ynpic would invest in
pl ant and services, and through the rate making
process it would a return on that investnent. |Is
that what you have in mnd regarding the greater
return |ater?

A Oynpic hasn't really earned nuch of a
return as yet. It's still running in the red. But
BP, through the restart of the north end of the line
that was shut down, was able to earn nore than it
ot herwi se woul d have had the line stayed down. So
that gives BP a return beyond the 7 percent that it
hopes to get on the loan to make up the difference.

Q So what you are saying is that by
restarting the line up to 80 percent pressure, BP
ARCO has benefited a shipper through substantially
reduced transportation costs?

A That's correct.

Q And they were substantially reduced

conpared to water-borne alternatives; is that
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correct?

A That's correct.

Q And do you know how nuch they were
substantially reduced?

A No, not right offhand. Sonmeone at ARCO
woul d be better qualified to answer that question,
but water-borne is typically a | ot nore expensive.

Q Soit's not a cost effective alternative
for BP ARCO, is it?

A  Well, it is a cost effective alternative,
and we use it even when the pipeline is running.

Q Well, let ne ask it this way. |[If pipeline
capacity is avail able, water-borne transportation is
not an effective alternative?

A That's not your first line; you would
rat her use the pipeline.

Q That's because it is substantially cheaper?

A Correct.

Q So when you refer to the 15 percent return,
are you referring to -- | take it you are not
referring to return on rate base established through
the rate setting process; is that correct?

A That's correct. It would be the return
that BP would see on its investnent.

Q And that would include the benefits BP gets



2787

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

as a shipper?

A Correct.

Q Intheinterimrate relief phase of this
case, we discussed the note Aynpic issued to
Prudential. Are you famliar with that note?

A | have sone famliarity.

Q W can ask M. Batch, so if you wish to

defer to him feel free to do so. But | will start

with you.
A  Ckay.
Q That note is still outstanding, is it not?
A It is.

Q Are you aware that there's a condition that
precludes A ynpic fromincurring any debt from
either external or internal sources?

A | am aware that there is a condition in the
note to that effect. | don't know the details.

Q Do you know whether that condition has been
wai ved or not?

A | know it has been waived for the npst
recent borrowing that Aynpic did from BP

Q And was that the June 22nd, 2001 ARCO note
setting up the credit line?

A Right, yes.

Q And that June 22nd, 2001 ARCO note was a
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revolving credit line, and the remaining credit
bal ance available to Aynpic is around 20 nmillion

dollars; is that correct?

A The note was witten, | believe, for 30
mllion dollars, and BP has so far | oaned 10. But
the note isn't -- it's not a revolver the way you

tal ked about it in the sense that O ynpic has no
demand on the rest of the noney.

Q Right. But -- and you were focusing on ny
use of the word "avail abl e"?

A Right. 1In other words, it's BP' s choice
whet her or not to loan the rest of that 30 million

Q Let's be precise. The |Ioan was a nmaxi num
anmount of 30 mllion, and 10 million has been
rel eased to A ynpic?

A Correct. Correct.

Q Sothere's 20 mllion dollars sitting
there, and it's up to BP to deterni ne whether or not
Oynpic will get it. |Is that a fair statement?
It's BP's choice?

A It would be BP's choice whether to | oan any
additional funds or not under that particular note.

Q So other than that 20 mllion dollars, as
you understand the condition of that Prudentia

note, there could be no other loans to O ynpic,
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1 either externally or internally, correct?

2 A | believe that was the condition in the

3 note, yes.

4 Q Are you aware of any conditions in witing
5 i ssued by ARCO under which it will permt OQynpic to
6 access the remaining 20 mllion dollars on the June
7 22nd, 2001 ARCO not e?

8 A | don't believe there's any other

9 conditions in witing other than the note itself.

10 Q And the note itself gives BP ARCO

11 di scretion on whether to | oan that additional noney?
12 A Yes.

13 Q And are you aware of anything ARCO has put
14 in witing as to how it will exercise that

15 di scretion, or what specifically Oynpic needs to do
16 to get that noney?

17 A No, there's nothing I am aware of.

18 MR. TROTTER: Thank you, M. Peck. That's
19 all | have.

20 JUDGE WALLI S: M . Brena.

21

22 CROSS EXAM NATI ON

23

24 BY MR BRENA:

25 Q ©&ood norning, M. Peck. | apologize, but
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1 am curious. What does your nother-in-law call you?
2 A She calls me Dr. Peck

3 Q Do you believe this Conm ssion should set
4 hi gher rates in this proceeding to help O ynpic pay
5 for the 66 mllion dollars in future capita

6 i mprovenents that you describe in your testinony?

7 A | believe that the rates need to reflect

8 that need for capital, let ne answer the question

9 t hat way.

10 Q So the rates that are set in this proceeding
11 shoul d be sufficient in order to nmeet those future
12 capital inprovenment needs, cash needs?

13 A To the extent that the rates are set high
14 enough to both cover sone of Aynpic's cash flow

15 deficit it would have without a rate increase, and
16 al so to encourage BP to continue to | oan noney, if
17 that is necessary, then, yes, that's what the rates
18 need to reflect.

19 Q You said to incent BP to | oan noney.
20 Do you believe this Comr ssion should set rates
21 based on regul atory principles, or based on the
22 anount that is necessary to get BP to | oan noney if
23 they are different?
24 A  Well, | think the Conmi ssion has to take --

25 as | said before, the Commi ssion has to take into
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account all of the circunmstances affecting O ynpic.
And to nme, it is a very unique situation, and then
use their judgnment to put the O ynpic Pipeline
Conpany in the position it needs to be in. |

don't know if | answered your question very well

Q Well, let me returnto it. Let's say
there's a gap between the two. Let's say regul atory
principles woul d say rates should be set at $1, but
that in order for BP to | oan noney, BP says
that rates should be set at $2. What should this
Conmi ssi on do?

A Well, | think the Conmi ssion needs to | ook
at nore than sinply theoretical calcul ationa
nmet hods of determ ning what a rate would be, |
guess, would be nmy answer. So | think they would
need to | ook at both of those pieces of information
to make a good deci sion.

Q So to the degree that it is necessary, the
Conmmi ssi on shoul d abandon regul atory principles and
take into consideration an incentive programto get
t he owner to invest?

A  Well, | would assume, in general, the
regul atory principles are designed to encourage
owners to invest in facilities in the state. So to

me, | don't think that is an either/or.
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1 Q Then you woul d encourage this Comnr ssion to
2 apply those regulatory principles in setting the

3 rates, whatever they nmay be, and not to deviate from
4 them as though this situation were an exception

5 rather than the rule?

6 A I am not sure | am understandi ng your

7 guestion. Again, you are saying as if it's a sinple
8 mat h problem and all we have to do is solve the

9 mat h, and come up with the answer. And | don't

10 view it as anything like that sinple.

11 Q Well, should this Conmm ssion, or should it
12 not, set rates based on standard regul atory

13 principles in this case?

14 A I would assune they should set rates based
15 on good standard regulatory principles in all cases,
16 but | think each case is going to be different on

17 its own merits. So | amnot, by any stretch, a

18 regul atory or rate-nmaking expert, so --

19 Q But you are not, by your testinony,

20 i ntending to encourage this Conmm ssion to abandon

21 regul atory principles? You are nerely asking them
22 to take into consideration the circunstances in

23 appl yi ng those regulatory principles; is that

24 correct?

25 A Yes, | think that's fair
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Q Is BP Pipelines currently operating A ynpic
safely?

A | believe BP Pipelines is operating O ynpic
very safely, yes, or it wouldn't be operating.

Q \Wen you say very safely, in your judgnment
does BP Pipelines operate a pipeline above, bel ow,
or average to the industry standards?

A First, it's an average industry standard.
| believe BP Pipelines, both here and everywhere
el se we operate, operate well above the average of
the industry.

Q Sois it fair to characterize that it's
your judgnment that BP's current operation of O ynpic
Pi peline is well above the industry standard?

A  That would be my judgnent.

Q Is it your intention that BP woul d continue
to operate the A ynpic pipeline to those sane
standards, regardless of the outconme of this

proceedi ng?

A Well, | amnot sure of the answer to that,
because if we don't have the noney as O ynpic -- and
let me talk about A ynpic will have to | ook at
this -- if AOynpic doesn't have the noney to pay for

the kind of operation that BP, as a pipeline

operator would expect to do, it's going to put
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Oynpic in areally tough place. And it's going to
put BP Pipelines in a tough place, because | think
there's a standard bel ow whi ch BP Pi pelines won't
operate. And if that costs nore than the noney
A ynpic has, then we're in a bad place and | can't
tell you what woul d happen.

Q Well, that's my question.

A It wouldn't be good.

Q \What bad place are we in?

A Well, at sone point, | suppose, if we were
unable to attract further funding from our London
of fice, which is certainly conceivable, and O ynpic
doesn't have the funds to pay BP' s operating
standard, | think probably what woul d have to happen
is BP would have to resign as the operator and
A ynpic woul d have to | ook for sonmeone el se. And we
could find soneone else -- AOynpic could find
sonmeone el se to operate at a | ower standard

Q In your judgnent, was the prior operator
operating at a | ower standard?

A In my judgnent, yes.

Q Now, | nean, it's fair to say either as the
operator or the owner of a pipeline -- | nean, you
are here as chairman of the board of Aynpic, as

wel |l as other positions -- there's a huge risk in
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cost associated with unsafe operation, isn't there?

A There is.

Q So when BP, the big conpany, was
consi dering whether or not to advance funds, is it
fair to say they wouldn't only |look at the return on
those funds, they would also |ook at the likely
consequences of not investing those funds, would
t hey not?

A We do on all the pipelines that we own and
operate, yes.

Q Wuld it be your testinony that ARCO woul d
have its oil flow ng through an unsafely operated
line after BP resigned as the operator, and that
that would be a cost effective solution for BP and
the famly of conpanies?

A  Well, it would be not unusual for BP or
ARCO to be a shipper in a pipeline that is operated
to a standard not as high as BP Pipelines operates.
There are many, nmany pipelines in this country. W
don't operate anything like all of them W ship in
many that we don't operate. And sone of those are
not operated to our standard. All of those things
are true.

Q Do you shipin any line in which you are a

maj ority owner in which you are not the operator?
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A No.

Q So every pipeline in the United States and
in the world that BP is the majority owner in, it is
t he pi peline operator of?

A | can't speak for the world.

Q Every pipeline that you are aware of.

A In the United States those pipelines where
we are a majority owner, we are al so the operator

Q \Wien you become a majority owner, do you
al so becone the operator when you take over |ines?

A It isn't necessarily the identical thing.

Q Has it ever happened that you have acquired
a mpjority interest in a pipeline and you have not
becone the operator?

A No. Typically it goes the other way.

Q Now, | amgoing to ask you sonme questions.
| amgoing to try and persuade you that investing in
O ynpic safety is a good investnment for BP the
famly. Okay?

A You bet.

Q Do you understand that there is no party in
this proceedi ng that has opposed a single penny of
capital inprovenents relating to safety?

A No, | don't understand that.

Q Do you understand that Tesoro is saying
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that O ynpic should not recover a single penny of

the capital expenditures it has put into safety so

far?

A It's hard for nme to understand what the
notivation of the Interveners is. | don't know what
their point is onthat. | can't answer that.

Q And | amjust focused on, you are talKking
about 66 million in future inprovenents and whet her
you will get it back, right?

A Right.

Q So let's talk about that. |Is it your
under standi ng that any party in this proceedi ng has
opposed, has suggested taking out of rate base a
singl e penny of capital inprovenents that were for
safety?

A  Well, | amnot sure | know the answer to
that. Again, what | have seen is requests for rates
that don't support the level of investment that we
believe is required for safe operation. So is that
the sane thing?

Q Well, I don't think so.

A Okay.

Q Wat | amfocused on, if you go put 10
mllion dollars into unit A that increases the

safety of the line, are you aware of the fact that
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no party in this proceedi ng has said you shoul dn't
be able to add that 10 mllion dollars to your rate
base and get the 10 million dollars back, plus a
return, plus a tax allowance, plus a return of an on
i nvestment? Are you aware of that?

A  Well, | think that's -- if that is the
case, that is a good start.

Q So with regard to BP' s decision whether to
i nvest nmoney, would it matter to that decision that
if it were true that this Comm ssion, and none of
the parties -- and | amjust, this is a
hypot hetical -- would say that if you put capita
i nprovenents into safety, we will give you an
opportunity to get those back. W wll give you an
opportunity to get your investnent back, plus a
return on your investnent, plus an inconme tax
al l omance on the equity portion of the investnent,
woul d that matter to you?

A If you are asking would BP view this on a
stand-al one basis so a sinple return on just safety
rel ated investnments, | do not believe we would view
it that way.

Q Let ne say, all capital expenditures. Are
you aware of any capital expenditure that Tesoro has

suggested that this Conm ssion disallow, safety or
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not safety?

A | guess | amnot aware either way. | don't
know.

Q One way or the other?

A I don't know.

Q Now, if it's true that this Conm ssion can
guarantee you that you will get your capital

i mprovenments back under traditional rate making
related to safety under traditional rate making
principles, would you put the nopney in?

A | don't think it's that sinple, because
this Comm ssion can't guarantee BP it's going to get
its money back. | nean, there are over a half
billion dollars of outstanding clainms against
A ynpic, not counting the debt that's already on its
books. And there is just no way -- that is a very,
very high risk situation for anybody to be thinking
about investing in.

Q In ny question | didn't nean to say
guarantee. | said an opportunity to recover. Does
that change the answer, or is it essentially the
sane?

A | certainly didn't expect a guarantee of
return. That's not how busi ness works. But we will

view it in the context of the entire situation of
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the pipeline, not sinply a small increnental
i nvestment and a small increnmental return.

Q Now, with regard to the liabilities that
A ynpic has, would you agree that a | ot of those
liabilities are associated with the unfortunate
Bel | i ngham What com Creek incident?

A Wll, many of them are certainly associated
with that, or its afternmath, yes.

Q Wth regard to those, the costs that BP has
incurred and will incur related to those, would you
agree that those costs should not be borne by
A ynpic's rate payers?

A | believe we're not asking for those costs
to be borne by A ynpic's rate payers.

Q Then | amtrying to nake the full circle.
You said in determ ning whether to invest you would
take into consideration the high risk environnent
created by all of those |osses, which | believe you
agreed should not be borne by the rate payers.

Is It sonehow your testinony that the rates
in this proceeding need to be high enough so that BP
will get a total return, taking into consideration
all of those risks that were realized in \Watcom
Creek or not?

A No. W're not looking for a return to
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conpensate us for the noney that was spent because
of the accident. | think what | was trying to
explain was O ynpic, the conmpany, has outstanding
clains against it that are nore than sufficient to
bankrupt the conmpany. And thus you have to take
that into context when you think about naking an
investnment in a conpany in ternms of trying to
under stand whether it can pay back a return on that
i nvest ment .

Q That is why BP has now required security

for any loans that it's making?

A In the last nost recent |oan, we worked
with Prudential -- | assune that is what you are
referring to -- to add our loan to the sanme type of

security relating to shipper guarantees that
Prudential has. |It's essentially pretty nmuch
a parent guarantee, so the people |oaning the noney
are naking the guarantee.

Q Wiy would BP require that to advance any
additional suns they would require a security
i nterest?

A It was nore to put those loans in a nore
formal and business-like format, which we thought
was appropriate in dealing with what are separate

| egal entities.
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Q Didit occur to you that as secured
creditors, in the event of bankruptcy, you would be
in a preferred position relative to this huge anmount
of outstandi ng unsecured clains that are out there?

A I don't know enough about bankruptcy to
know that for sure. | know sharehol ders go | ast.

Q Do you know that sharehol ders go | ast, and
unsecured creditors go next, and secured creditors
go first?

A  No, | didn't know.

Q Everything I know about bankruptcy lawis
the banks win. 1s that your understanding?

A Yes.

Q Has BP put itself in the position of being
the bank by securing its interest?

A | think it probably tried to nake itself
| ook nore |ike a bank than it did before. | don't
know how successful that would be.

Q \What was BP, the entire conpany's rate of
return, as a result of the opening of the north end
of the pipeline?

A | don't think I know that answer for sure.
I would say it probably net our 15 percent return
type target, but it wasn't a -- it wasn't like a new

oil well. It wasn't a huge winner. It was an
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appropriate return.

Q Your best nenory is it's above the 15
percent hurdle rate?

A | amsure it met our hurdle rate, or we
woul d not have made the investnment. And the
pi pel i ne opening occurred on the schedul e we
forecast, so we should have nmet our planned return.
So it was probably less than 20 and nore than 15,
and that's where nost investnents we neke have to
be.

Q Now, would you agree or not that generally
an investnent in a regulated entity is a |ower risk
i nvestment than a non-regul ated entity, all other
t hi ngs being equal ?

A Generally that is true, yes.

Q Wien you talk about -- is it your belief
that this Conmmi ssion should set rates based on the
owner's internal hurdle rates, or based on what is
an appropriate rate for the risks of the pipeline on
a stand-al one basis?

A I woul d expect, in general, that the
Conmmi ssion woul d set rates that are designed to
attract capital to the kind of investnments that are
required. So in general, in a utility type

i nvestment, the return would be | ower.
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Q
A

Q

Did you file this testinmony with the FERC?
Well, | personally didn't, no.

Was your testimony filed at the FERC as

well as this Conm ssion?

A

> O » O » O » O

| don't know the answer to that.
Did you draft your testinony?

| did.

Okay.

And | edited it.

Who owns O ynpic Pipeline?

Who are the sharehol ders?

Yes.

BP Pi pelines North America, Inc., and an

entity of Shell, but I can't tell you which.

Q

If | were to tell you that BP Pipelines,

Inc. does not own O ynpic Pipeline, and ask you

agai n who owns O ynpic Pipeline, would you care

to --

A

No. | would guess | would have to say |

must be m staken, and | don't know the answer.

Q

on you.

And | amnot trying to play hide-the-ball

Let me show you Exhibit 641-C, which was an

exhi bit we prepared for M. Batch. And | will show

you a page of 641-C that is called A ynpic Pipeline

Conpany Stock Certificates.
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A (Readi ng docunent.) Okay.

Q Okay. Based on your review of that
docunent, would you care to --

A That docunent appears to show that the
shares are owned by ARCO M dcon, LLC, which in turn
is a subsidiary of BP Pipelines North Anerica, Inc.

Q Are you famliar with ARCO M dcon LLC?

A | have sonme familiarity init.

Q | notice the shares were transferred into
it on 1/01/02, so January 1 of this year. Wre you
aware of that transaction?

A Obviously not that specific one, because |
answered the question wong. W made a nunber of
corporate entity organi zati onal changes at the start
of this year as a part of cleaning up all of the
entities that exist within BP, because of all the
mergers and acquisitions that it's gone through. So
a nunber of changes |ike that were made right at the
start of this year.

Q \Wuld you tell me what other assets ARCO
M dcon -- well, first, do you know if ARCO M dcon,
LLC is a new LLC?

A ARCO M dcon, LLC was created at the tine of
the ARCO acquisition, in part to deal with the sale

of a portion of ARCO s pipeline assets required by
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the Federal Trade Comm ssi on.

Q Do you know what assets ARCO M dcon, LLC

has?

A Well, obviously not, since | didn't know it
had A ynpic. So, no, | don't know the answer.

Q Do you know if it has any assets other than
A ynpi c?

A  No, | don't know. | could look it up.

Q@ How would -- okay. Wiy won't -- well, |et
me ask about Shell. 1Is it your understanding that
Shell is willing or not willing to advance equity

i nvestment into O ynpic?

A We gave Shell -- and at the tine it was
Equilon -- the opportunity to participate the | ast
time we went out for borrow ng under the same terns
that BP nmade the npbst recent |oan. And they
declined to participate. So | would take that to
mean they are not interested.

Q And by the terns, you nean the ARCO 30
mllion dollar revolving credit line that is secured
in a second position under the through-put and
defici ency agreenent?

A Correct.

Q Have you asked Equilon to put equity in?

A We have -- there is a finance subcommttee
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at dynpic, and they have discussed -- and this is
made up of people that work in BP Pipelines and
Shel | Pipelines now with financial backgrounds. And
we certainly have discussed equity investment or
even equity conversion of sonme of the existing

| oans.

But as it stands today, they have, to ny
know edge, not expressed any w llingness to nake any
further investnent in O ynpic.

Q | want to be sure | understood what it is
t hat has been di scussed between the sharehol ders.
You have di scussed both putting in additional equity
as well as converting sone of the debt to equity?

A And additional loans. So all three of
those things, additional |oans from sharehol ders,
equity investnment, increnental new equity
i nvest ment .

Q Not the conversion?

A  And the conversion of the existing
shar ehol der debt to equity. All three of those have
been di scussed.

Q And those discussions were between -- you
were you a participant in those?

A | actually was not. They were actua

di scussi ons between financial representatives at the
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shar ehol ders --

Q Would these discussions have taken pl ace
within the finance conmittee neetings?

A Typically it's a phone call, but yes.

Q Are there minutes fromthe finance
conmi ttee neetings?

A  No, | don't believe so. It's nore
di scussi onal

Q So far as you are aware, to date, Shell has
been unwilling to do any of the above?

A That's ny understandi ng, yes.

Q Wre they willing to do any of the above
bef ore BP Pi pelines took over the operation of this
line?

A Equilon was supporting -- Equilon was
supporting the cash needs of O ynpic during the tine
before BP becane first an owner, and then the
operator.

Q So by that, we're tal king about the 45
mllion dollars that is in litigation between the
shar ehol ders that Equilon contributed to fund the
cash needs of O ympic before What com Creek?

A Before and after.

Q And the before, you are tal king about the

addi tional funding of the Cross Cascades project
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after ARCO declined to participate further?

A At least that.

Q Does BP, the parent, have any intention or
plan to put O ynpic into bankruptcy?

MR, BEAVER: | amgoing to object to the
extent that it may require the discussion of
privileged information.

THE W TNESS: There's probably privil ege,
suppose, around A ynpic. BP certainly has no plan
to put Qynpic into bankruptcy. And of course, a
shar ehol der can't put a conpany into bankruptcy.
That's not how it works.

Q BY MR BRENA: Is it fair to say that the
exposure arising from Watcom Creek reaches beyond
O ynpic alone, to also its sharehol ders and owners?

A It certainly has that potential

Q Soif Aynpic were to go through
bankruptcy, it mght solve Oynpic's problenms with
regard to these contingent liabilities, but it would
not solve the owners' problens with regard to these
contingent liabilities arising from Watcom Creek.
I's that fair?

A I am not probably an expert enough in those
ki nds of things to give a confident answer, but |

thi nk sone problens would remain, would certainly be
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fair.

Q Now, in your rebuttal case you indicated
that your existing authority was exhausted?

A Yes.

Q Can London approve the 30 mllion dollar
revolving credit |ine?

A The approval we have is for a larger tota
than that, and that 30 mllion actually would cover
exi sting approval, and not-yet-approved anobunts. So
BP has | oaned nore than 50 mllion dollars already,
of which only 10 is covered in the | atest note.

Q Okay. | need to sort through I oans and
| oans, so bear with me for a mnute. | amwondering
about when ARCO put in place the 30 mllion dollar
revolving credit and secured it under the
t hrough- put and deficiency agreenent, was that
aut hori zed by London or not?

A Specifically, it did not have to be.

Q Wiy not?

A Because the first 10 of it was already
i ncluded in the authorization we had.

Q So you had authorization up to and
i ncluding the first 107

A Yes.

Q But the authorization expired?
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A It just has been exhausted. Wen we get
authority to spend, it is for a total amunt of
noney. And we have now spent that total anount of
noney. So the last little bit of which came through
t hat note.

Q Okay. So when ARCO put in place the 30
mllion dollar line of credit, it put it in place,
but it only had approval to |oan under it, 10
mllion?

A Correct. That's correct.

Q Has London been contacted about an increase
in the authorization?

A No.

Q There hasn't been an e-mail or there hasn't
been any formal request for increasing the existing
aut horization for O ynpic?

A No, there has not. Not as yet.

Q What would that process be?

A W wite what is known as a finance
menorandum that is signed off by a nunber of parties
as reconmenders, and ultimately by soneone as an
approver.

Q Have you had conversations with London
concerning increasing that?

A W certainly have had general conversations
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with our managenent, including those in London,
around the financial situation at Oynpic and its
continuing cash needs, and the difficulty we face in
trying to raise that cash. So they are aware
that --

Q That there's a cash problenf?

A Yes, that there's a cash problem Yes.

Q You understand, don't you, that Oynpic is
proposi ng rates based on their current |evel of
t hr ough- put ?

A Yes. | nmean, that is how the rates have
been proposed, yes.

Q Wuld you agree that there is the potentia
for a windfall to OQynpic if its rates are set on
its current through-put levels, and it returns to

normal operating through-put |evels?

A  Wll, | suppose -- | don't knowif | cal
it a windfall, but obviously as the through-put goes
up at a given tariff, the revenue goes up. | nean,

A ynpic has an awful | ot of debt that needs to be
pai d down.

Q If this Comr ssion sets a just and
reasonabl e rate based on current through-put, would
you agree with ne that that would need to be

revisited when the through-put increased, and it
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returned to normal operations?

A Absolutely. And | would expect that -- |
mean, | would expect that if we achieve the rate we
need to achieve with the through-put we have today
at 80 percent, when we get through all of the work
that has to be done to get the through-put higher to
100 percent, | nean, we absolutely woul d expect to
come back and revisit what the rate should be
at that higher through-put as opposed to just
keeping all of the extra noney.

Q So if a condition for this Conm ssion's
approval for a rate were that you conme back in and
refile based on that change of through-put, you
woul d not oppose such a condition?

A Not at all. As soon as we're back to a
hi gher through-put, 100 percent rate, we would be
happy to cone back and revisit the tariff. That
seenms only appropriate.

Q Do you agree, or not, that a lot of the
prior | oans have funded what are essentially |osses,
prior | osses?

A Well, in sonme sense, | suppose you could
characterize it that way. | nmean, O ynpic has run
at a deficit since 1999. And part of the cash

shortfall was for capital spending, and part of the
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cash shortfall was for operations. So if you would
like to call the operations part of that a deficit,
t hen, yes.

Q Well, M. Trotter asked you a | ega
question with regard to retroactive rate maki ng, and
you responded that you didn't know exactly what that
meant .

But do you think that future rates in any
way shoul d be set based on prior |osses?

A Well, again, | nean, | would have to cone
back to my sane old answer. To ne, the future rates
need to be based on the condition of the conpany,
and/ or what it needs to do the work it has to do.
You are asking about technical things around rate
maki ng, and | amlooking at it in kind of a
di fferent way, | think.

Q If I were to represent to you that that
woul d be retroactive rate naking, that if the
Conmi ssion established future rates based on a
peri od based on historic | osses, rather than the
i keli hood of future costs of service, then if that
is true would you agree -- well, let me rephrase the
question, please.

Are you asking this Commission to set a

hi gher rate in the future because of |osses prior to
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now?

A | don't think that's what we're asking,
unl ess | am confused about the question. But what
we're asking is for the rates to cover the cash
needs that we have going forward, including, | nean,
probably continued borrow ng.

But | don't have the expectation that the
rate outcome as good as | hoped they could be will
be sufficient in thenselves to cover Qynpic's
future cash needs. So there will probably stil
have to be further borrowing for at |east a year or
two. The spend level is still very, very high to
conplete all of the integrity work that has to be
done.

Q Now, let nme pose this as a hypothetical
Let me say that an owner of a conpany takes 50
mllion dollars out of the company in cash
di vi dends, and they invest another 50 million
dollars in projects that don't go anywhere. So they
waste 100 million dollars. But their cash needs
are, going into the future, that they need 50
mllion dollars for capital inprovenents.

Do you think that it's fair for this
Conmi ssion to take into consideration the 50 mllion

dollars in dividends that they had taken out and the
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50 million dollars in bad projects that they had
invested in in trying to determi ne how to solve
their cash problens into the future?

A I nean, certainly it would be fair. And if
you could punish the guy that did that bad thing, it
woul d certainly be sonething that | would think was
within the real mof fairness.

In this case, whoever did those is |ong
gone, and BP is the one who is here. And so for us
it's -- | mean, looking at BP in terns of our cash
investment, it's really kind of a forward-based
| ook.

Q So nowwho is it that distributed those
di vidends? Well, in the hypothetical, it would be
the regul ated conpany that distributed the
di vi dends, correct?

A  Correct.

Q The regul ated conpany is still here, isn't

A Yes, it is.

Q Who nmade those investnents? |t would be
the regul ated conpany that made those investnents,
isn't it?

A Yes.

Q They are still here, aren't they?
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A Aynpic, the entity, does still exist, you
bet .

Q So with regard to ny exanple of a wasted
100 mllion dollars, the public service conpany that

made those decisions, as you called it, the bad

actor -- and I wouldn't call it bad or good.
I would just say they wasted 100 nmillion dollars --
that bad actor is still here in this room asking for

a rate increase fromits rate payers?
A Well, it's asking for a rate increase from

the current and future shippers, yes.
MR. BRENA: | have nothing further. Thank

you.

CROSS EXAM NATI ON

BY MR. FI NKLEA:

Q ©ood norning, M. Peck. | am Ed Finklea on
behal f of Tosco. M first question goes to what has
been marked for identification as 501-T, your
rebuttal testinmony. And | amat line 22. You have
t he observation, "Wthout new tariff revenues and
wi t hout new | oans, O ynpic will not be able to
initiate many new capital projects, including the

remai ning capital projects in the 2002 capita
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proj ect budget."

And then you go on to say, "Over the next
three years, O ynpic needs about 66 mllion for
capital projects, and I know of no way to fund that
anount if Staff's and Interveners' recomrendati ons
are accepted."

Is it the case that O ynpic needs the
revenue |level that is put forward by M. Collins of
approximately 56 and a half million dollars to
pursue these capital projects over the next three
years, or does O ynpic need a revenue level that is
in excess of its operating expenses so it has a
positive cash flow?

A Well, | nean, obviously the best thing for
O ynpic would be to have a positive cash flow |
mean, to have a survivable entity, that's really
what you need to have over tine is sonething that
generates a positive cash flow, because a negative
cash flow entity over tine goes away.

But | think that we have some belief that
the spend | evel that we have been experiencing over
the past couple of years, and we expect to continue
into the next couple of years, will eventually
decline, and we will have done an awful |ot of the

work that is |less frequent that needs to be done.
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And so | think there's a case where there's
a solution where the tariffs recover -- or the
tariffs cover part of those needs, and | oans from
one or ideally both sharehol ders cover part of those
needs over the short term And then in the end, the
cash flow, when it goes positive, can pay down the
debt, of which there is a |lot.

Q Is it your testinobny that if the Comr ssion
accepts either the Staff's case, or Tosco's case, or
Tesoro's case as the proper |level for setting rates,
that Oynpic will operate at a negative cash fl ow?

A  Wll, Oynpic, this year, with about 50
mllion of forecast revenue, was forecast to operate
at a negative 30 million cash flow And we covered
that by the sale of the Sea-Tac term nal, which
think the Conmission is famliar with, and with the
hope of further borrow ng.

Q Now, when you say you operated in a
negati ve cash flow, you are not discussing covering
service fromthe current operations. You are saying
the conpany is in a negative cash fl ow because of
these investnents in new capital projects; isn't
that correct?

A  Wll, if we were naking no capita

investnment, it would then be, | think, alnpst cash
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neutral. It would be slightly negative still. |
think our capital inmprovenent investnent is about 25
mllion dollars for 2002.

Q So when you tal k about operating at a
negati ve cash flow, your focus is how do you cover,
t hrough current rates, or current rates and a
conmbi nation of that and borrow ng, the capita
i mprovenents that your conpany wants or needs to
make. You are not talking about a situation
where -- and this Conm ssion has faced recently
situations where utilities are literally operating
at a negative cash flow on current operations.

Do you understand the difference?

A I mean, to me, cash flowis a thing that is
one thing. So whether the cash that is being spent
is being accounted for as a capital investnent, or
whet her it's being accounted for as an expense is an
accounting thing. But either way, it's cash.

In answer to your question, | think things
woul d be even worse at A ynpic than they are today
if we couldn't cover our current operating expense.

I think that the tariff we have coming in now -- and
of course, we have right now a ot of tariff revenue
on the FERC interstate tariff side, which al nost

certainly some of which will have to be refunded --



2821

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

we are pretty much able to cover the operating
needs, but it doesn't cover the capital investnent
needs. |If that's was the question you were asking.

Q That's where | amfocusing in on. | want
to explore this a little nore.

There's a statenent by M. Talley in his
FERC testinmony and | want to read it to you, and
t hen have you react.

M. Talley states that O ynpic needs a
heal t hy positive cash flow from operations to
provide it with a financial ability to pursue these
very inportant capital inprovenent and nmai ntenance
proj ects.

And ny question is, how do you, in your
m nd, square that with the notion that you need the
56 million dollars to pursue capital projects? Help
me understand here, if you are whol esaling the sane
thing, or is there a difference?

A  Well, | believe we're saying the sane
thing. And that is, if you talk about operating
cash flow, to ne that is the cash that is generated
as the difference between revenue, or in this case,
tariff inconme and operating expense. Wich, if you
are going to invest capital, has to be a positive

nunber. You have to have noney created through your



2822

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

operations, and that would be operating cash flow.
And you can then, in turn, invest that.

I nean, it's what BP does. BP is a huge
corporation. It runs a |lot of businesses. Those
busi nesses generate revenue. And after expense it
has a profit, and it reinvests, then, a portion of
that profit, and the rest of it is paid as
di vi dends, plus or mnus debt.

So that's all there is. So, you know, in
O ynpic's case, of course, dividends are out of the
question. Jdynpic will not pay dividends for
decades is ny sense. So the sharehol ders are
essentially already hol di ng worthl ess shares.

The debt itself will probably, nmy sense is,
probably still continue to rise for another year or
two. And then assum ng we have the nmgjority of
capital inprovenments behind us, if we're allowed to
continue to make a small positive operating cash
flowthat's larger than the capital investnent
needed, we can pay down the debt and get O ynpic
back to a nore reasonable capital structure that is
not so heavily burdened with debt.

Q M. Peck, are you famliar with the notion
that in -- particularly in utilities, we often refer

to investnments as being lunmpy in the sense that this



2823

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

year you have to make a very large investnent, and
then over tine that investnment pays off? And ny
question for you is when a utility is in this |unpy
i nvestment stage, is it your company's position that
it is the obligation of the regulatory systemto see
to it that rates provide enough cash to fund the
[ unpy i nvestnent through current cash flow?

A No, | would not expect that to be the case.
And you can take, as an exanple, if we had to build
a loop, in other words build a parallel line on
anot her piece of line, that would be a very high
expense. And it did that sonetinme in its past
bet ween -- because there's two |ines between
Ferndal e and Renton. And that noney woul d have to
be invested in sone fashion up front, and a return
earned over tinme.

So presumably, O ynpic either borrowed it
or the shareholders at the tinme invested equity to
make that happen. That would be pretty typical

Real |y, the sane thing has happened here.
BP has put in 50 plus mllion dollars in |Ioans, nuch
of which has gone for what you were calling | umpy
investnment. But | think what | would also tell you,
based on what | am seeing right now, that investnent

need is going to continue for certainly |onger than



2824

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

| originally thought it would. There's a |ot of
work to do to get the line to where people in the
state of Washington want it to be.

Q ©oing back to your exanple of when you
| ooped your line, when you | ooped your I|ine
presumably you nmade an investnment in year one, and
it may have taken two or three years to conplete the
| oopi ng project.

As you made those investments, as you
understand how rate making works, isn't it the case
that the utility nmakes the investnent, and once the
project is what we call used and useful, then the
utility files for an increase in rates to recoup
that investment?

A Sure. | nean that would nake sense, the
same way that non-utilities do things; invest the
nmoney, and then you make a return

Q In our parlance, we sometines refer to that
as regulatory lag. Does that nmke sense?

A The term doesn't nean anything to ne, but |
can understand why you m ght use it.

Q There's a |lag between the investment and
the time the regulatory process sees that the rates
gi ve you back your noney?

A Right.
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Q And in many respects, that's what we are
wrestling with, isn't it?

A Wll, | think maybe beyond a lag is nore
t he question around whether it will ever be
returned, is really the crux of the issue here. So,
I nmean, if we |ook at a conpany that is already
generating annual cash deficits of 20 to 30 mllion
dollars with, fromwhat | can see, no clear end in
sight -- it's out there sonmewhere, but it's years
out given the workload -- with that situation, plus
the very | arge nunber of outstanding clains, the
situation of the conpany itself is just very dire.

And so, again, | think what we're | ooking

for is sone sense that not all the cash fl ow needs

are going to be covered by tariff -- because | think
that's unrealistic. | don't think that's going to
happen -- but that enough of the cash flow needs are

going to be covered by tariff, that rather than
seeing this nountain of debt increase by 30 mllion
a year, if there's sone sense that it's going to

sl ow down and renain below a | evel -- at sonme point,
of course, when the debt gets so high, there's no
chance to ever pay it back, and the conpany is
forced to be insolvent and bankrupt.

Ri ght now, our view, Oynpic's view is that
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there is still a chance to have this entity survive,
and that really is best for everybody if it does.
There's lots of creditors, there's lots of things
that O ynpic owes that it needs to take care of.

And a | ot of those things will never be
paid if it goes through bankruptcy. And that's
certainly not what we would prefer. What we would
like to see is to get this thing into a position
that | ooks like an entity that will survive over the
long term but it can only do that if the debt stops
growing so fast. And for that to happen, the tariff
has to be sufficient that the increnmental cash needs
are substantially less than they are today. Did
that make sense?

Q | don't testify in this these proceedings.

A  Ckay.

CHAl RMOMAN SHOWALTER: M. Fi nkl ea,
could you not click your pen?

Q BY MR FINKLEA: | amlooking in particular
at the 56 nmillion, or 56 and a half that seens to be
the recomendation of your conpany in the rebutta
testi nony.

Am | not correct that of that 56 and a half
mllion, that there's approximately 12 million of it

that is return on equity, so that isn't equity -- or
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cash need. That's a return on your current

i nvestment. And then depreciation expenses of
nearly 3 mllion. And depreciation, while it occurs
on the books, again, isn't really a cash need. And
then another alnost million that is an anortization
of deferred earnings. So those three figures al one,
if my math is right, are approaching 15 nmillion
dol l ars, al nost 16.

Isn't -- under the rebuttal case there's at
| east that much. And all of the Interveners have
certainly put forward a case that is above a
negati ve cash flow on an operating basis.

So isn't the real decision here for the
Commi ssion, and the debate in this proceeding, is
where do you fall in this range well above anything
that would nmeke the utility actually be in the red,
but obviously less than you would |like, if you are
trying to fund nost of your capital inprovenents
with capital cash? 1Isn't that really the focus
here?

A That was a really | ong question.

Q | understand.

A So let me try -- | mean, you have a table
of nunbers there that | don't have, but let nme try

to do alittle bit of the math in nmy head that you
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just tal ked about.

If what you have said is, gosh, | can go
through this whole thing, and | can find 15 mllion
of what you are using to justify your rate base cost
nunbers that isn't really noney that is being spent,
that is where the noney will conme fromto fund the
capi tal

So if you take revenue, you subtract off
t he actual cash spent, there's nmoney left. And when
you do accounting of P&Ls, you have depreciation and
such. But in the cash accounting all that gets
added back to get cash, but then your capita
i nvestment gets taken out of that.

So if the capital needs of the conpany
continue at 25 mllion a year, and we're collecting
enough noney that there's 15 left after we actually
pay all the cash expenses, then | amonly 10 mllion
short.

And that 10 mllion m ght be a reasonable
anount to be covered by |oans. Because | think
at that scale, with another year or two of only 10
mllion of |oans, we have a reasonabl e chance of
this entity surviving and surviving and ultimtely
payi ng down its debt.

Now, | may have lost the thread of the
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question, but at |least that was ny try to answer the
first part.

Q Wll, then, let's -- if you will accept ny
noti on that we have got at least 15 nmillion that
will be -- at the conmpany's case, that you will be
above your cash flow needs, and there's legitinmte
regul atory debate about whether Staff's way of
calculating the return on equity or the conmpany's
way of calculating the return on equity, other
i ssues |like capital structure, there's specific
regul atory issues, as you understand, that are in
t he proceedi ng, correct?

A Well, | understand there's a |ot of
regul atory issues, yes.

Q And is it your testinobny that certainly
unl ess the Conmi ssion sides with the conpany on
every one of these issues, you don't get to a nunber
that wi nds up with enough cash for you to ever
recommend that the owners | end nore noney?

A  Well, | think at an increase of half a
percent, which was the last | saw the reconmendati on
fromthe Staff, yeah, it doesn't get close to what
we woul d need to see.

Q But there's a lot of mllions of dollars

between a hal f percent and 60 percent, right?
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A Yeah. And | think we clearly are not
expecting to receive 60 percent.

Q And you discussed earlier in your colloquy
with M. Trotter and M. Brena about essentially the
hal f billion dollar problemthat exists fromthe
conditions that -- the outstanding |lawsuits, and the
i ssues surroundi ng the accident at Whatcom Creek.
That's a problemthat is just there. That's not a
probl em you are asking this Comm ssion to sol ve,
correct?

A That's correct. | nean, that's a problem
we're trying to solve, but we certainly are not
asking for the Conmission for any help in solving
t hose.

Q And that's a problemthat existed when BP
acquired A ynpic, correct? The accident had already
happened?

A BP had acquired our ownership in O ynpic,
when BP, the | arge conpany, acquired ARCO the |arge
conpany. So that was all present at the tine that
that very |arge nerger was done.

MR. FINKLEA: | have no further questions.
JUDGE WALLI S: Let's take a recess unti
11: 15, please.

(Brief recess.)
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1 JUDGE WALLI S: Let's be back on the

2 record, please.

3 Questions fromthe Comm ssion.

4

5 EXAM NATI ON

6

7 BY CHAl RWOMAN SHOWALTER:

8 Q ©ood norning, M. Peck.

9 A Good norning.

10 Q | amtrying to separate in ny nind

11 analytically what | will call the ghosts of the

12 past, and ghosts of the future, and ghosts of the
13 present, and how we m ght look at it for regulatory
14 pur poses, and how the conpany mni ght | ook at those
15 sanme things fromthe conpany's point of view. And I
16 suppose, in part, | nean, O ynpic Pipeline Conpany,
17 and maybe in part | nean the owners. So | wll try
18 to distinguish what | nean, or you can distinguish
19 in your answers.

20 A Sure. Sure.

21 Q MWhat | amhearing so far is that while the
22 Conmi ssion nmay nmake whatever decision it thinks is
23 reasonabl e, when all is said and done, that is, when
24 that is said and done, BP will make a judgnent of

25 its own on what to do about O ynpic Pipeline. And
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it will look at the conpany and its revenue fromits
own point of view, its own business point of view,
not our regulatory point of view. |s that nore or

| ess what you were sayi ng?

A That's very succinct and accurate.

Q And when it is |looking at A ynpic Pipeline
fromits point of view, am| correct that one of its
maj or concerns is cash flow?

A Absolutely. That is one major concern.

Q Wien it's looking at that, is it correct to

say that sonme of the mmjor contributors to the cash

flow problemare -- and |l et me nane -- sone of the
potential liability from Watcom Creek woul d be one?

A Well, yes and no. And let nme see if | can
be clear. | nean, | think we view the potentia

liabilities out there that are directly Watcom
Creek related, like fines and penalties, and those
sorts of things.

And they are, for sure, a cash flow issue.
But in sonme senses that we have kind of cashed that
out and set that aside and said, there's no way that
current shippers are going to pay for that. | nean,
that is what it is, and that's why the value of our
shares is zero

But what we're | ooking at in cash for needs
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for the future froma revenue standpoint are really
excluding those large fines and penalties and such

Q And | amnot trying to inply anything one
way or the other that you are or aren't asking for
that. | amjust saying fromBP s point of view,
when they ook at AQynpic, don't they |ook at that
big liability sitting there, as well as sone of the
ot her issues we have tal ked about?

A  Yes, absolutely. BP has to. VWhen it |ooks
at Aynpic itself, and whether or not to invest nore
init, it has to nake its judgnent on the whol e of
O ynpic, and will it survive to pay back its
i nvestment or not. And that equation has in it al
of the uncertainties around the very, very large
out st andi ng cl ai ns.

Q And if we renpve fromthat equation the
liabilities, fromBP s point of view, would BP need
to see less in the way of revenue? Let's say a
fairy godnother cones al ong and w pes out all of
the liabilities due to Whatcom Creek. It's off the
table. It's taken care of. [It's just not there.

Woul d you say, under those circunstances,
again, fromBP s point of view, a |ower anount of
revenue coming in to AOynpic Pipeline would suffice

for BP to say, yes, we will continue to invest in
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this company?

A I think the answer is yes. |n other words,
if we were |ooking at a different pipeline conpany
that had cash needs, but didn't have all of these
very |l arge and unknowable liabilities, we would view
that as a less risky type of investnent.

And thus, if you are |ooking for cash flow
coverage on | oans when you try to deci de whether to
| oan noney or not, you will put up with | ess cash
fl ow because there's less risk that big disruptions

of that cash flow would cause it not to pay back

Q Now, | want to continue down nmy own |ist of
contributors to cash flow problenms. Isn't another
one reduced revenue -- | ost revenue due to reduced

through-put in the last two years?

A Yes. | nean, the lack of through-put, or
the failure to raise the tariff, that |owered
t hrough- put, has caused a part of the existing debt
to be there. | nean, the existing cash deficit.

Q And by failure to raise the tariff, at
least in ny question | amreferring now, |ooking
backwards, not forward. So the tariff has -- prior
to our interimincrease, the tariff was what it was,
t hrough- put was reduced --

A  Substantially.
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Q -- and that neant | ower revenues?

A Yes.

Q And that is a part of the cash flow
picture, isn't it, that BP | ooks at when it | ooks at
Adynpic Pipeline?

A It's a part of how we got where we are
today. And so that, | nmean, the cash flow picture
that we woul d | ook at before investing new noney is
really forward | ooking. The noney we have put in is
the noney we have put in. And | think what we will
| ook for is the chances of the entity surviving and
being able to repay any future | oans.

Q And | guess what | amtrying to get at is
what starting point BP has in its eyes when it is
| ooking forward; that is, is it a starting point
that doesn't see the Whatcomliability or | ost
revenues, or is it a starting point that does see
t hose things?

A I would say it's a starting point that
includes all of that in its view

Q And then continuing on the list of things
that it my see that are sonewhat past related, is
it the case that it also |ooks at what it put into,
I will use that term neaning |oaned for projects

that are now either suspended or del ayed or called
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1 of f?

2 A Well, of course, now BP cane after any of
3 that, if you are tal king about Cross Cascades. W
4 arrived on the scene long after that was over.

5 And so | don't think we would view --

6 mean, what we will start with is the conpany's

7 current position with all of the good and bad, and
8 whatever it is, and then trajectory forward from

9 there. So those projects, whatever they are, are a
10 part of its current position. So that's part of

11 what we will [ook at.

12 Q Yes. And | think ny question was not wel
13 put .

14 When BP | ooks at O ynmpic's current

15 position, does BP see debt owed on those projects?
16 A W see debt owed, and we see those

17 projects, or what is left of Cross Cascades on the
18 books. | mean, specifically to Cross Cascades, it's
19 likely to be nostly witten off this year

20 Q And | suppose one thing that Bonneville --
21 BP. | amused to BPA being Bonneville -- that BP
22 doesn't see, because it's not there, is dividends
23 that may have been paid out in the past. And had
24 those not been paid out in the past and were sonehow

25 ot herwi se used within the conpany, the picture m ght
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|l ook different to BP today; is that correct?

A  Well, | amnot sure it would | ook
different. | mean, you would have to try to
understand, during the tinme O ynpic was paying
dividends -- | assunme the way nost pipelines work it
pays divi dends because it doesn't have need of the
cash for further investnent. So it's generating
nore cash than it requires in ternms of capital

And the difference in these little
conpanies, it's typically paid back to the owners.
And t hen conversely, as we tal ked about earlier
when | arge capital needs cone up, these little
conpani es go back to the owners to borrow the noney.
So it's an independent corporate entity, but it's
very kind of reliant on the parents. So the extra
noney goes to the parent, or if there's nobney
needed, it cones fromthe parents.

Q But in ternms of when noney is needed versus
di vi dends being paid out, that's a judgnent, isn't
it, of, inthe first instance, the conpany itself,
A ynpi ¢ Pipeline?

A Correct.

Q But isn't it also a judgnment and deci sion
that's heavily influenced by the owners,

shar ehol ders in O ynpic Pipeline?
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A Yes.

Q And as an aside, while we're on the topic
of dividends, in my lay way of thinking, | would
have thought that dividends would be sonething
generally that would be paid on, or would assune the
equity had been put into the conpany in the first
place. | understand legally that woul dn't
necessarily have to be. But isn't the idea of a
di vidend a return on your investnment, meaning
sonmet hi ng has been invested?

A That would be my understanding of it, yes.

Q And -- okay.

A And certainly the people who built the
pi peline originally put a |ot of noney in.

Q Now, back to these contributing factors, to
the starting point or the current position of the
conpany. |If the rate that we approve includes
enough for, let nme say A, B, C, D, E and F. \Were A
through D are operating expenses, future things,
basically not the past, but that it is not enough
for E and F, E and F being the ampbunts necessary to
make up for some of those past problens, is what |
hear you saying is that maybe from a regul atory
poi nt of view, or sonebody's regulatory point of

view, it's sufficient to have a rate that covers A
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through D. But, again, BP is going to look at is it
enough to cover E and F when nmking their decision
to invest or not invest?

A | believe what you said is exactly right.
In other words, you can use, | suppose, a variety of
regul atory theories or nethods to determ ne what an
appropriate rate ought to be, and that will result
in the revenue stream

But | think BP, as a -- in thinking about
| oaning further noney will be |ooking well beyond
regul atory theories of rate nmaking, and really wll
be | ooking nore at the actual condition of the
conpany, and its likelihood of survival, and the
i kelihood that they will get a return.

Q | wuld like to go back to one of those
contributing factors, and that is | ost revenue. The
revenue began to be lost, aml right, on June 10 or
11 -- June 10, 19997

A Correct.

Q And when did BP becone the operator of
A ynpi c?

A  BP becane the operator on July 1 of 2000.

Q And when did BP becone the majority owner
of Aynpic?

A It was in the fall of 2000, Septenber or



2840

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Oct ober, | believe.

Q And how | ong have you been on the board of
A ynpi c?

A I cane on the board in April of 2000.

Q So you cane on the board as president of
t he board?

A No. | cane on the board -- | was the first
person fromBP to come on the board after BP bought
ARCO, and | came on as a board nenber.

Q | amsorry. Gve ne the nonth and year
agai n.

A That was in April of 2000. That was when
t he acquisition of ARCO by BP was closed. And at
t hat point, BP becanme the owner of the shares that
ARCO had owned. And at that point | became a nenber
of the board of directors of O ynpic.

Q Al right. I think I amgetting m xed up
on ny years.

A If that was --

Q In terms of chronology of the three dates |

just asked you --

A Yes.

Q -- was your comng on the board the first
thing --

A First.
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-- in April of 2000?
Ri ght .

And then July of 2000 BP becane operator?

> O » O

Correct.

Q And then Septenber of 2000 BP becane a
maj ority owner?

A Correct.

Q And then in April of 2001, you becane the
chai rman of the board?

A Yes.

Q Fromthe tinme that you were on the board,
anyway, April of 2000, to May, and then really
| ater, October of 2001, Aynpic did not ask this
Commi ssion for any rate increase due to | ost
revenues. Am| correct on that?

A You are correct.

Q And why? In other words, if a significant
el ement of this dynam cs that we have described is
| ost revenues due to reduced through-put, isn't it
the responsibility of the conpany to cone and ask
for that increased revenue, or eat the costs and not
consider it when it's nmaking any other decision? In
other words -- let nme stop with that question

A If you ask me in hindsight, the day | cane

on the board, should | have started pushing to get a
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tariff increase, probably.

So | think at the tine there was just a | ot
goi ng on, and our focus was -- | nmean, certainly
when BP cane on our focus was al nost entirely on
saf e pi peline operations, and what to do about the
fact that the north end of the pipeline was out of
servi ce.

And so it probably was just not -- you
know, the financial structure of the entity and how
we were going to get where we needed to go

financially was probably not as clear then as it is

now. But, | nean, it would have been a good thing
to do.

Q Well, but you have put us in the position,
I think, of saying, well, even though we, QO ynpic

Pipeline, didn't ask for this rate increase unti
October, nevertheless it's a big contributing factor
to the pickle we're in. And if you don't give us
enough noney to give BP an incentive to give O ynpic
a |l oan, which perspective includes the |oss of that
revenue, then BP may just shut down QO ynpic.

And where is BP's or Qynpic Pipeline -- |
am not sure which -- where is their responsibility
to stand up to that decision not to ask for a rate

i ncrease?
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A  Well, | don't know. | don't know. The
fact -- | nean, BP's viewed its responsibility as
coming intotry to do the right thing as a pipeline
operator, and in a sense, to make up the cash needs
to A ynpic.

And | amnot a person who's real famliar
with rate nmaking, and certainly things are quite
different in the state of Washington than sonme of
the other states where we operate. So | think, in
our mnd, it probably was not a bad thing to have BP
| oani ng the noney early on while we sorted things
out with the idea that we could collect it over
time, sort of |ike other people have tal ked about.
You have to put the noney in up front, and coll ect
it later. No different than any other type of
i nvestment that was required to deliver service.

Q Your coments, and then sonme of M. Batch,
enphasi ze that O ynpic's first concern was safety,
and that was where their priority was with the
i mplication, or nmaybe express statement, that
O ynpic didn't pay so very nmuch attention to its
finances.

I mean, the inplication of the statenent is
we could not both pay attention to safety and to

fiscal responsibility, and | don't know why there
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shoul d be a conflict between those. It seems to ne,
actually, the two go hand-in-hand; fisca
responsibility and safety are necessary to one

anot her, both directions.

A Sure. Well, | think without a fiscally
sound entity over tinme you can't do what you need to
do to operate safely. So | nean, your statenent is
correct in that sense. Again, | think what we were
probably | ooking at at the tinme was we're naking
t hese investnents, and over tine these investnents
will be paid back. And the actual form of how that
was all done, and did we do it right with the
correct perm ssions, and all, and obviously we just
m ssed sone of that.

Q We have had other utilities that are in
distress, and they are right in here, as soon as
they think they are in distress, and filing a
deferred accounting petition. W want to start
counting the dollars later, but they want to be sure
that we know they nay conme and ask us for these
anmount s.

| take it O ynpic either was focused on
ot her things, or was unaware of the practice to do
t hat ?

A Yeah, | think maybe it would be hel pful to
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clarify. 1 mean, Oynpic is an oil pipeline. And
am assuni ng nost of the other public utilities that
come here looking for rate increases and such are
like electric utilities, and gas utilities, and
such.

And oil pipelines are, in ny understanding
anyway, just really different. | nmean, our
custoners are other big conpanies. They are not the
public. And the way our econom cs are regulated in
general, nost places is the sanme, and it's the
FERC s net hods.

So that was the m ndset we had arriving
here, from not being a pipeline operator in
Washi ngt on before, thinking about it with that hat
on, thinking okay, FERC nethodol ogy and oil pipeline
ki nd of rules.

So nmaybe we were not very clever or maybe
we didn't get as much advice as we needed, but
really we just weren't thinking about the state
regulatory function in that first year or so.

Q | wanted to ask you a little bit about your
statenments about BP's investnment in the conpany.
And | guess you are | ooking at BP's | oans as
i nvestments in the conpany?

A Yes.
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Q The basic question is, why didn't BP invest
equity into the conpany? What went into the
decision, either of Oynpic to elect a |oan versus
equity, or in BP to give a loan instead of equity?

A It would have -- as you look at A ynpic as
an entity and do the accounting around it, it would
have been, | think, extraordinarily difficult for
QO ynpic to come up with a case where an equity
i nvestment in Oynpic would pay a 15 plus percent
return. \Wiich to get an equity investnent in a
corporate entity, that's what we have to take in
ternms of our approval process.

We have to conpete for equity with people
drilling oil wells in deep water Gulf of Mexico, and
peopl e building gas stations. The conpetitionis
anong all the businesses that BPis in. And that
conpetition requires you to show you can generate a
15 plus percent return to have access to capital for
equity investnent.

What we did instead was we parsed it into
Il ooking at it in a couple of pieces, one of which
was a nore nom nal return on the |oan nmade to
A ynpic, and at the sanme tinme, then, the return that
flows through the refinery and its inproved

performance. So that once you have earned a return
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fromthe refinery piece, then there's just a smal
piece left to be paid back by O ynpic, which we
t hought there was a reasonabl e chance coul d happen

Q So if you look at page 3 of your testinony,
when you are tal king about the nodest 7 percent on
the loan, you were saying that if it's a | oan that
has a 7 percent return -- that you may or may not
receive -- neverthel ess, as a shipper, you are going
to meet your hurdle of 15 percent?

A As a shipper and refinery owner.

Q If that same anmpbunt were not a | oan but
equity, and you were meking this same trade-off
between the equity this tinme and the value to you as
a shipper, what would be different, equity versus
| oan?

A | amnot sure it would be terribly
different. And like we have tal ked about earlier
we | ooked at conversion of these |oans to equity,
and really it doesn't nmake a whole |l ot of difference
in terms of our view of the situation.

| mean, | think we would view our |oans to
O ynpic as being pretty close to the sanme risk | eve
as an equity investnment. | think in any sort of
proceedi ng where you are sorting out who the top

creditors are, and that sort of thing, then
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1 sharehol der | oans, no matter their form are

2 probably suspect, and likely they |ook nore |ike

3 equity.

4 Q But would you agree that conpared to

5 unsecured third-party creditors, the secured loan is
6 probably better than equity?

7 A  The one secured | oan m ght be, yeah. It

8 m ght be. But, again, | amnot an expert on those
9 ki nds of things. And that's only 10 million

10 dol I ars.

11 Q On page 2 of your testinony, line 22 --

12 A Ckay.

13 Q You are taking Staff to task, and you say
14 their solution is to expect investors to place

15 additional equity at risk. And | just circled the
16 word "additional." |s there any equity that has

17 been put at risk, or were you neaning really to say
18 | oans?

19 A Well, certainly the sharehol ders at one

20 time put their equity at risk. And as it turns out,
21 they lost it.

22 Q \Wien was that? Do you know when the | ast
23 time is that any of the sharehol ders put in equity?
24 A No. | amsorry. | don't.

25 Q Do you think as an end state, an O ynpic
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Pi peline that has equity in the conpany versus only
| oans fromits shareholders is a preferable
condition for Oynmpic? And let's just say the
five-year plan.

A Yeah. | amnot sure you get there in five
years, but it absolutely is the preferable state, is
to pay down the debt and then have an entity that
has in it nmore equity, obviously, than it does
t oday.

So that is where we would |ike to get it
to. That's where Oynpic would |ike to go, and
think that's probably where both sharehol ders woul d
like to see it go.

Q But given the anobunt of current debt,
wouldn't it virtually be necessary to wite sone of
it off, or disregard it? And by disregard, | nean
both the conpany and the owner to say there were
some bad investments, or bad decisions or
unfortunate acci dents, whatever the cause, and the
owner, either as an owner or as a company -- you
sinmply cannot carry this burden well into the future
if we're ever going to get this end state?

A Well, what you say is true in the sense
that it's a serious concern. The high |evel of debt

is a problemfor the conpany. And that's one reason
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that if you are looking in fromthe outside thinking
about neking up nmore | oans, | nean, significantly
nore | oans are going to put the conpany at a pl ace
where it may not be able to pay those | oans back

I think as it sits today, depending on the
outcome of our tariff cases, there is a chance that
it can turn the corner and be able to pay the debt
back down, and get into a kind of nore nornal
strong financial position.

As far as the shareholders go, there's no
real reason why the sharehol ders should feel like

the noney that they | oaned to O ynpic shouldn't be

pai d back.

Q Wll, but let me -- | would like to inquire
about that, because Bonneville -- | amsorry, BP
took over ARCO, am | right -- no?

A | nean, you could just say BP

Q But BP took on Aynpic when it nerged

with --

A Wen we purchased ARCO

Q -- when you purchased ARCO. And you took
on whatever ARCO s assets, liabilities, et cetera

were. And one of themwas O ynpic Pipeline. And
you take it as you find it.

So | amnot sure that BP is in a position
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to proclaimclaimits innocence. It may be

i nnocent. And yet, it nmade a decision -- its own
deci sion to purchase ARCO with what ever ARCO had,
whi ch includes Oynpic Pipeline. And if you | ook at
what O ynpic Pipeline was when BP acquired it, it
was this entity that had been managed in a certain
way, had bad luck in a certain way.

Why isn't it correct for BP to say, well
this is the conpany as it stands. We better wite
of f sone of this debt. W cannot expect the rate
payers of the future to fund this debt. And we're
starting at a bad starting point, but we can't
really expect that bad starting point to be made up
out of future revenues.

A  Well, | guess the only way | could answer
it is to say BP will namke whatever decision it can
make at the time it can make it. So when BP bought
ARCO we bought what we bought, and O ynpic was what
it was.

During the tine between then and now, BP
really kind of early on made the decision that has
gotten us to where we are today. So there was an
approval process we went through, and it included
becom ng the operator and buying the majority

shares, and naking the loans up until where we are
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1 today. All of that was approved back in 2000. And
2 now we are where we are.

3 So while, yeah, you could say, gosh, BP you
4 ought to wite off some of this investnent and take
5 your medicine, at the sane time, | think, when we go
6 off to London, they are going to say if you are

7 asking for nore noney, | want to understand what

8 happened to the previous noney, and what are the

9 chances that this next round is going to be just as
10 bad?

11 Q And wouldn't one answer be to them well
12 you know, of the many assets we got when we got

13 ARCO, we got a dog?

14 A  Yeah, probably nore than one.

15 But, again, the reality is what we got at
16 the tinme we got it is over and done. And the

17 decision will be made | ooking at the condition of
18 the conpany, its cash needs going forward, and the
19 i kelihood that those cash needs can get covered,
20 and that they can recover their noney.
21 Now, | think it is likely, even though it
22 m ght seemunfair, that BP will consider what
23 happened to the | ast noney that it put in before it
24 puts in nore. So if what you are saying is, well

25 | ook that 50 million you put in so far, bad | uck
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1 guys. That was just part of what you bought with

2 ARCO. That would be -- | can't say you can't | ook

3 at it that way, but | think BP may |l ook at it

4 differently.

5 Q One last question, and that is about Shel

6 and BP's relationship with Shell. Do the

7 shar ehol ders have no ability to affect each other in
8 terms of the investnents, either equity or |oans

9 t hat they nake?

10 A Absolutely no ability to affect each other
11 ot her than discussion. | nmean BP and Shell are

12 di fferent conpanies. There is nothing, | nmean, any
13 nmore than all the sharehol ders at Enron. Nobody

14 came to them asking them for noney to clean up

15 Enron's mess. Your sharehol der is an independent

16 body, and can nmeke its own judgnent.

17 Sorme of these small pipeline conpanies |ike
18 A ynpi ¢ have sharehol der agreenents that bind the

19 shar ehol ders to a way of behaving toward each other
20 A ynpic actually had one of those at one tine, but
21 it's long expired.
22 Q Is a nenber of Shell on the board of
23 A ynpic, or expected to be on the board?
24 A Oynpic has five board nenbers: three from

25 BP, and two from Shell
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CHAl RMOVAN SHOWALTER:  Thank you

EXAM NATI ON

BY COMM SSI ONER HEMSTAD:

Q | was interested in your question and
answer with M. Brena, and |ooking at my notes |
believe you indicated that BP Pipeline would have to
resign as the operator if the rates set are not high
enough. We have this issue about what shoul d be
included in rates, and | take it the conpany's
position is that there should be included in rates
anounts sufficient to pay for future safety, capita
i mprovenents.

Assum ng, for the purpose of this question,
that rates are not set at a |level to address future
capital inprovenents. Wuld it be your
recommendati on then that O ynpic Pipeline, or

ultimately British Petroleum resigned as the

operator?
A It certainly wouldn't be the first choice
or first thing we would |ook at. In sone sense it

woul d be the last resort. But at sone point if
Aynpic, as an entity, can't attract nore noney from
BP, and you know, just take that for what it's

worth. For whatever reason we go through a process
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to solicit further funding fromBP and it's turned
down. Then O ynpic is in a tough spot, because it
has kind of cash needs that are higher than its cash
flow, and it just has to make some choi ces about
what to do about that.

The first set of things that woul d be done,
| expect, is we would conme back to the WUTC, and the
Depart ment of Ecol ogy, DOE, and the O fice of
Pi peline Safety on the Federal |evel, and show t hem
all of the work that we have sort of promi sed to do,
and talk about if there's any of that work that we
can not do, and/or defer. And that affects the
capital spend. And that would be the first way to
try to close the gap.

But if you get to where there's genera
agreenent about what all the work that needs to be
done, and it costs nmore than the cash generated by
t he conpany, then you have to kind of |ook for other
alternatives. So O ynpic would have to | ook to
other alternatives.

| amcertain that we could find an operator
that is a cheaper than BP. BP is a good operator
and we're not terribly expensive as a pipeline
operator, but there's probably some things we do

that other operators wouldn't feel they needed to do



2856

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

while still being the operator. So that would be a
way to help close that gap

And O ynpic, of course -- this is not
necessarily a thing that BP would |ike. And
obviously BP will have to think about that as they
t hi nk about what to do about | oani ng nore noney.
But at the end of the day, if the pipeline is
runni ng here in Washington State, BP has what it
needs as a large entity. So if it's operated by
Ki nder Morgan, or if it's operated by -- pick sone
pi peline nanes out of a hat -- as long as it is
runni ng, that's what BP needs.

Q Well, I was going to ask one nore question
about you resigning as an operator, and the new
operator would face the sane issues. And you are
suggesting they nmight be able to be sonewhat nore
efficient, or operate at somewhat of a | ower cost,
but it would still have the sane problens that BP
as the operator, faces. | nean, the problens at
| east as you perceive them wouldn't go away?

A | don't think they would go away. It would
just be one of the things we would have to | ook at
to try to close the gap of cash for O ynpic.

Q Al right. Now, another option would be

either to attenpt to sell the conpany, QO ynpic
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Pi peline, or to sell the underlying assets --

A Right.

Q ~-- of the conpany?

A And those woul d probably be | ooked at, too.

Q And if Aynpic Pipeline is not generating
the kind of return that BP feels it needs to have as
alternative investnents, that's a typical response,
isn't it, fromany conpany with multiple functions.
It will sell the [osers?

A Right. And so, yeah, | nean, what you
suggest is another thing that for sure would be
| ooked at. Along with a change of operator there
may actually be an outright sale.

Q But with the current capital structure of
the conpany, and the liabilities and such, would you
receive any positive dollar amount fromthat sale?

A Well, | certainly cannot inmagi ne anybody
payi ng us money for our shares today. So that type
of a sale, | think, would be unlikely. There nmay be
a case where A ynpic, the conpany, could sell sone
of its assets, like AQynpic's Sea-Tac termnal. |If
you had O ynpic, the conpany, sell the whole of the
pi pel i ne asset and keep the liabilities, | nean,
that starts to look Iike a bankruptcy proceeding.

So | don't know exactly what it |ooks |ike, but
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that's anong the things that would have to be | ooked
at .

Q But were that to occur, in effect, the
liabilities of the conpany would be taken into
account, and the asset values would be, in effect,
witten down?

A Right, by the outstanding liabilities, yes.
And, of course, the value of the asset, not counting
the rest, is really determ ned by the anmount of
noney it makes. And that, in turn, for the asset
woul d be determned by the tariff. So at |east --

Q A couple of other brief questions. Is it
your view that the pipeline operating at 80 percent
of capacity, would you consider that to now be a

nor mal operation?

A It's certainly not normal. It's
acceptable. In other words, it's safe and it's
filling a good part of the need of the
transportation that is necessary here. | think al

of the shippers and the owner would like to see it
back at 100 percent, because the demand for that
capacity exists.

Q And it would be your expectation that at
some point, properly run and funded, it could

operate at 100 percent?
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1 A That would certainly be our intent if the

2 noney is there to make the return, yes.

3 Q What kind of operational risk do you give

4 to Oynpic Pipeline? 1 amnot talking about

5 regul atory risk, but operational risk. Do you

6 consider it below normal, or bel ow average, or above
7 average, or average?

8 A | guess | have to try to understand what --
9 in what context you want to put that. We believe in
10 its current condition that AQynpic Pipeline is a

11 very safe pipeline.

12 There's a lot of work still to do to get
13 all of the assets into the condition they need to be
14 to operate at 100 percent pressure, and there's a

15 reasonabl e amount of work left to do to neet sone of
16 t he standards we have been asked to nmeet here around
17 secondary | eak containnent, and things that aren't
18 necessarily dangerous to life and |inb, but are one
19 extra step to help protect the environnment, types of
20 spend.

21 So there's a level where Aynpic still has
22 to go that's even higher than it is today. But to
23 me, the steel is basically in very good condition

24 the operations are safe, the people are wel

25 trained. So | nean, in that sense, | think it's a
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pi peline -- a safe pipeline.

It is in an area of the country that is
nore difficult, because you have seismic activity
among other things. | nean, a pipeline through the
nm ddl e of West Texas where there's not any people
and there's not any seismc activity is -- all else
bei ng equal, the seriousness side of the risk
equation is obviously smaller

Q How about market risk?

A Market risk, | amnot sure | understand
what you nean.

Q Conpetitive risk

A Oynpic here, its major conpetitors are
bargi ng and trucks. So nobst pipelines conpete wel
agai nst barges and trucks. | think there's little
chance of another pipeline being built to serve the
function that A ynpic is serving, unlike Colonia
and Pl antation that conpete head to head. O ympic
has probably less risk than that.

The bigger risk to Aynpic, to ne, is
really around its future uncertainties financially,
and to sone extent, | suppose, what el se goes on
here and the econony of Washi ngton state.

COW SSI ONER HEMSTAD: Thank you. That's

all | have.
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EXAM NATI ON

BY COW SSI ONER OSHI E:

Q | really have only one question, and that
is, if the shippers, through their rates,
essentially cover the cost of your capital budget,
does that nmke the shippers an owner of the conpany,
at least to those capital assets that are funded by
the cost recovered through rates?

A  Wll, | don't think it exactly does,
anynore than a renter who is paying rent to cover
renovati ons of the building becones an owner of a
buil ding. They are still a renter

Q Wiat if the renter is actually covering the
costs for the owner?

A | think, typically, they do over time. And
I think, you know, nmake it clear, we're not
expecting that the entire capital need of Aynpic is
going to get paid out of pocket in current year by
t he shi ppers.

I think what we're expecting is that sone
of the difference will be paid by the shippers, such
that the on-going cash demands are snmller, and the

chances of O ynpic being able to pay that back are
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hi gher.
COW SSI ONER CSHI E: Thank you.
JUDGE WALLI S: I would like to ask a quick

followup to one of your statenents.

EXAM NATI ON

BY JUDGE WALLI S:

Q If I recall correctly, did you say that the
i nvestment in the Cross Cascade Pipeline nmay be
witten off?

A | believe nost of that will be witten off
in this business year

Q Who would actually take the action to wite
it off?

A It probably would involve an action by the
board of directors. But really we're right now, as
you are probably aware, we're working really hard to
get audited books for year 2001 with Ernst and
Young. And ny expectation is that the auditors wll
make us wite it down at the end of 2001 to really
reflect its true value at that tinme.

Q So action by AQynpic's board; is that
correct?

A Yes.
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Q Wuld that have any result on any
out standi ng debt that the conpany has that was
associated with that project?
A Not in and of itself. And, you know, as
you are probably aware, there's a bit of a
di sagreenent between O ynpic and Equilon as to the
exact nature of their notes and how nuch of that
money is really owed. But that's a separate issue.
It won't be involved by the witedown of Cross
Cascades.
Q Oher than that disagreenent, are there any
effects on | oan obligations?
A | don't believe so.
JUDGE WALLI S: Very well. Let's take our
noon recess at this point, and reassune at 1:30,
pl ease.
(Lunch recess taken.)
JUDGE WALLIS: Let's be back on the record
foll owi ng our noon recess.
In terns of adnministrative matters,
M. Marshall, (sic) you used a docunent that had
previ ously been marked for identification, 641, in
conjunction with M. Batch's appearance. Do you
wi sh to nove that at this time?

MR, BRENA: | believe you referred to
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M. Marshall, but, yes. This is M. Brena, and | do
wi sh to nove 641-C into the record. And | would ask
that the confidentiality of it be waived.

MR. BEAVER: Your Honor, we are trying to
figure out where this docunent came from There are
even references to me as being a source of
i nformati on concerning the ownership history of
AQynpic. And unless | can clarify it, | think
we woul d obj ect.

MR, BRENA: Well, it was produced in
di scovery to us fromthem and it is ny
under st andi ng - -

JUDGE WALLIS: The tinme for making
objection to -- well, of course, these docunents
were not available at the time of the prehearing, so
| guess it is tinmely.

Let's defer that, and get into the
questions and answers and we can take this up on a
break, or at our next adm nistrative conference.

MR, BRENA: And if | could just point out,
they are out of the audit papers. Ernst and Young
has Bates stanp EY 00686 stanp in the | ower
ri ght-hand corner. That indicates they are part of
the audit packages that were produced to us.

JUDGE WALLIS: Very well. Let's return to
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the questioning. W had another question fromthe

bench.

EXAM NATI ON

BY CHAI RWOVAN SHOWALTER

Q | wanted to follow up on nmy own questions,
and al so Conmi ssioner Henstad's in terns of how BP
deci des what to do fromhere. W discussed the past
costs or the starting point. 1Isn't it the case that
those are sunk costs at this point? It's sinply a
matter of what the Conmi ssion does on a forward
goi ng basis. Nothing is going to change whatever
the existing obligations are, right?

A Well, that's correct. Nothing would change
the current state that the Comri ssion will do going
forward. And in general, | would agree with your
statenment that said BP will basically be | ooking
point forward, and you can | ook at what has been put
into this point as a sunk cost in the economc
anal ysis you do around a future investnment. And
that woul d be pretty typical

But | do think normally we | ook at previous
i nvestments in the sane business, or the sane entity

as indicative of what m ght be expected. So, |
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mean, | think we would have to roll into our

thi nki ng the uncertainty created by our
difficulties, if we have difficulties, in achieving
tariff results in our thinking about the return on
any future investnents. So in that sense only woul d
it be invol ved.

Q Al right. But a couple of nonths from now
you wi Il know what your starting point is from your
poi nt of view. You will know what rates the
Conmi ssi on has approved, and with those two big
pi eces of information, aren't your options, A, Kkeep
goi ng under those circunstances, B, sell, and C
bankruptcy? Are those --

A Ri ght and --

Q And | recognize BP doesn't declare
bankruptcy, but BP night be able to cause
bankr upt cy.

A In some sense, yeah, for Aynpic its
options are really what it can do to close the gap
in costs versus revenue.

For BP, its choices are to put nore nobney
into Aynpic or not. Pretty much as sinple as that.
And there are al so choices BP can make around its
position as the operator

Q But have | covered the options: keep
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goi ng, sell, or bankruptcy? Are those the basic
options?

A Right. W spoke alittle bit earlier
whet her BP woul d continue as the operator. And
clearly if we were to sell, we would no | onger be
the operator.

Q As between sal e and bankruptcy, fromBP's
poi nt of view, is there nuch difference? Wen you
wer e answering Comr ssioner Henstad's questions,
took you to say since there is so nuch debt, you
probably woul dn't get any real price for the sale.
And it was unclear to me whether, between those two
options, there would be nuch difference to BP?

A Yeah, | think I would answer that best by
sayi ng we woul d have to do sone work to understand
what our best options were, because we have not done
a lot of work | ooking at sale or bankruptcy or
anything like that.

We have been kind of working on that
assunption path forward that this would survive, and
we woul d stay. That certainly has been our approach
up to now, so very limted work

I think the sale of the shares, | think,
woul d be unlikely, because there's not going to be a

buyer. The chances of the shares having a val ue any
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time soon is very small. So it's really nore
around, is there a way out where you are selling
assets. And | amnot sure that is even possible
Wi t hout sonme sort of reorganization. So | think --
Q Al right.
A So | think, to answer your question,
t hi nk you have covered the options.

Q And sale and bankruptcy nay be close in
terms of their consequences to BP. | don't know.
But in any event, wouldn't BP be | ooking in the end
whether it's better to keep going with whatever we
gi ve the conpany, versus not? And it may not be an
easy equation, but that's essentially what you wll
be doi ng.

A That's exactly what we will have to do.
And those are the two choices.

Q Soif BPis better off, as a conpany,
keepi ng goi ng, under the circunstances it likely
will. And by company, | neant the overall view of
t he conpany, including the conpany as shipper -- BP
as a conpany, as shipper?

A Yes. That would certainly enter the
equation to sone extent.

Q Versus ending O ynpic, or your relationship

to Aynpic in sone manner, and still |ooking at your
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position as a shipper, and then as a seller or
shar ehol der ?
A Right. | nmean, in any case, as long as the
pi peline continues to run, which is probably a
descent assunption, BP is likely to still be a
shi pper, no matter who the operator is or who the
owner is because we will still have the refinery at
the north end.
Q Al right.
CHAl RWOVAN SHOWALTER: | have no further
guestions. Thank you.
JUDGE WALLIS: M. Trotter.

MR. TROTTER: Thank you, Your Honor

RECROSS EXAM NATI ON

BY MR. TROTTER

Q M. Peck, there was sone discussion about
the 15 percent hurdle rate. M question is, does BP
require all investnment opportunities to produce the
same rate of return, regardless of the rate of risk
of the investment?

A The short answer is not quite. But BP as a
corporation is less discrimnating that way than

Anmoco where | worked before Anpbco becane a part of
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BP. Wthin BP, typically all of the investnents are
held to a high hurdle standard, even if there is an
argunment that can be nmade that the investnent is
nmore likely to return than some other one. So it is
| ess vol atile.

Q So a less risky investnent than one that
woul d produce a 15 percent return would have a hard
time conmpeting for capital at BP; is that correct?

A If there was a lower risk investnent that
woul d produce, say, a 10 percent, | think the BP
group viewis that's not the type of investnent that
BP shar ehol ders expect us to meke.

Q You nentioned that some |oans fromBP to

A ynpic were quote, "suspect," unquote. And | think
this goes into the questions about the nature of

| oans versus debt versus equity. Do you renenber
that testinony?

A No. You have to find it for me to know
what | was tal king about.

Q Then | will ask it nore directly. Isn't it
correct that all of the 150 million in | oans that
are currently outstanding for Oynpic are reported
in Aynmpic's FERC form 6 as debt?

A I have not reviewed FERC form 6 for

AQynpic, so | can't -- don't know the answer to
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t hat .

Q Can you accept that subject to check?

A Sur e.

Q Can you accept, subject to check, that they
are not reported as equity in your FERC form 6?

A Yeah, | believe that's true.

Q Are you aware of any note to any fi nanci al
statement ever issued by Aynmpic that has ever
characterized any of its debt as suspect?

A No, | wouldn't know of anything |like that.

Q You nentioned FERC, and other regulatory
agencies in your testinony. And let nme ask you
this: as far as you know, has FERC or any ot her
state -- start over.

Has FERC or any state regul atory agency
ever approved a rate that permitted a pipeline to
recover a past loss through a future rate?

A  Well, | amnot aware that there are or
aren't. | amnot a historian of that.

Q So you weren't relying on any such
precedent in the past?

A No, I think we were relying on general FERC
styl e rate nmaking, because that's what we were used
to. And as | understand, that's what was used here.

But beyond that --
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1 Q And is it your understanding that the FERC
2 trended original cost nethodol ogy permts you to

3 recover a past loss in a future rate?

4 A | couldn't answer that. | amnot a rate

5 speci al i st.

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

7 you.

8 JUDGE WALLIS: M. Brena.

9

10 RECROSS EXAM NATI ON

11

12 BY MR. BRENA

13 Q Oiginally Comm ssioner Henstad asked a

14 series of questions about A ynpic's choices, and

15 Chai rwonan Showal ter just followed up on that, and
16 was quite specific about the choices.

17 In your response to Chai rwoman Showal t er
18 you said it was a decent assunption that O ynpic

19 woul d continue to operate. Wuld you explain why?
20 A Well, because | think the econonic effects
21 on the state of Washington if the pipeline was not
22 operating woul d be devastating. So | don't think it
23 woul d last very long if it wasn't operating.
24 Sonet hi ng woul d have to give.

25 Q Is one of the reasons that it would be a
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saf e assunption to say it would continue to operate
is because of ARCO s trenendous investnent in Cherry
Poi nt Refinery and the econom c incentive it would
have to continue to transport product to the market
at the | owest possible price?

A Al the refiners would have sone incentive
to get the problem sol ved.

Q Looking just at ARCO s incentive, or BP's
i ncentive --

A  They woul d have sone.

Q Can you quantify that amunt?

A Not easily sitting here, no. It would be
significant.

Q It's a substantial incentive to have
O ynpic continue to operate, isn't it?

A Certainly for all the shippers there's a
| arge incentive for it to continue to operate, and
for the state. So that's why | say it will, in one
way or another, continue to operate.

Q Now, the other options that there are --
and | think we were discussing three -- continue to
operate, sale, or bankruptcy. |In either of the sale
or bankruptcy, all of the affiliated debt would be
cl eaned off of A ynpic, correct?

A Well, in sone fashion everything would be,
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if you go through a bankruptcy proceeding,
addressed, and creditors either paid or told they
won't be paid.

Q So the only possibility for the recovery of
the affiliated debt that is burdening O ynpic today
is to keep going as it is?

A Well, | mean sonme of that affiliated debt
could be paid back if the asset value is higher than
the liabilities. 1Isn't that how it works?

Q You nean in a bankruptcy?

A Uh- huh.

Q Well, okay. You are asking -- | guess they

have a | arge secured creditor that would probably

take control of the pipeline, | would imgine.
Woul d you?
A To be honest, | wouldn't venture a guess as

to how it would proceed, because we haven't really
| ooked into it very hard.

Q Earlier Chairwoman Showalter initiated a
line of questioning with regard to why you didn't
cone in for a rate increase earlier. And | don't
mean to mischaracterize what you said, but in part |
understood you to say we wi sh we would have had a
little greater sophistication than we had at the

time?
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A In terns of our understandi ng of how things
work in the state of Washi ngton, we, BP Pipelines,
who are trying to take care of this, just didn't
know, perhaps, certainly as nmuch as we know now.

Q ay.

A Now, we started the process a reasonabl e
anount of time before we actually have shown up here

now, trying to get the increase.

Q If --
A It's been |ong.
Q If I were to show you a board of directors

m nutes, which |I understand confidentiality has been
wai ved on the page that | am about to quote from --
MR, BRENA: Can | confirmthat, please, on

the record?

MR. BEAVER  Tell ne the exhibit nunber, if
it's the one you showed ne.

MR. BRENA: Exhibit 626, page C. And
I will quote frompages 3 and 5 of the Exhibit 3,
just to reference the board of directors m nutes.

MR. BEAVER  This one?

MR, BRENA: Yes.

MR. BEAVER: Yes.

JUDGE WALLIS: Does that waiver apply to

the entire docunent, or just those pages?
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MR. BEAVER: Those are the only pages |
read, because that is all | was asked about.

JUDGE WALLIS: Very well

MR. BRENA: That is sufficient for the
pur poses of my cross exani nation

Q BY MR BRENA: If | were to read to you --

and | will showit to you if you like -- fromthe
June 5, 2000 board of directors neeting --

MR. BEAVER: Can | hand the exhibit to the
Wit ness?

JUDGE WALLI'S: Pl ease do.

MR, BRENA: And 630 as well, if you woul d.

Q BY MR BRENA: 1|In part it says, on page

A Page 5?

Q Yes. And by page 5, | amreferring to the
exhi bit page number in the upper right-hand corner
of the docunent.

A Oay. | amwth you.

Q Okay. And it says, "M. Peck suggests that
the finance conmittee explore non-debt solutions to
the financing issue.” Do you see that |anguage?

A Yes.

Q And what did M. Peck nean by non-debt

solutions to the financing issue?
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1 A Well, it really is the sort of thing that
2 have already tal ked about where the finance

3 committee met to tal k about further equity

4 investnment, or in sone sense, sale of assets as

5 anot her non-debt solution to closing the financia

6 gap.

7 Q Is raising rate payers' rates, is that a

8 non-debt solution that was intended by this

9 | anguage?

10 A You know, | don't think so. | don't

11 believe that was in our thinking at this tinme, but |
12 can't promn se you.

13 Q And then I will just direct your attention
14 to page 1. This is June 5, 2000, correct?

15 A Yes.

16 MR, BRENA: Could the witness have a copy
17 of Exhibit 630-C, please?

18 MR. BEAVER: It's already up there.

19 Q BY MR BRENA: Now, when BP becane an

20 operator, it submtted a fixed bid to the board of
21 directors; is that correct?

22 A Yes, for a portion of the fees.

23 Q Right. And this package that | have handed
24 you, the fixed bid and financial review, that was

25 part of BP's presentation to the board in beconi ng
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1 an operator; is that correct?

2 A Let ne look at it for a minute and | wll

3 be sure.

4 Q Sure.

5 A (Readi ng docunent.) And what was the

6 guestion agai n?

7 Q Is this part of the packet that BP

8 presented to the board when it was beconing the

9 operator?

10 A I am not absolutely sure if this was

11 sonmet hing that was presented in advance of being

12 chosen as the operator, or if this is a review of

13 the situation shortly after being chosen as the

14 operator. It looks like the latter, but I don't

15 remenber .

16 Q But you do recognize it as a docunent

17 created by BP Pipeline and presented to the board of
18 directors for Oympic?

19 A Yes.
20 Q | would like to draw your attention to page
21 6 of that exhibit, the financial review under vol ume
22 assunpti ons.
23 A Ckay.
24 Q Andinit, in part, it has when you expect

25 your return to normal operations; is that correct?



2879

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

It does, but --
When you see --

-- let nme back up.
Okay.

It has what the assunptions were.

o » O » O >

At the time?

A At the time. More an assunption than an
expectation.

Q | understand. And | wasn't trying to
suggest that you were suggesting sonething
different. | was looking at this point in tine what
was being assunmed by the parties. W both
under stand your case before the Conmi ssion is
different than these assunptions.

Do you see what is scratched out on the
page?

MR. BEAVER: | am going to object. |
believe this is beyond the scope, at |east on
anything | heard fromthe Conm ssioners.

MR, BRENA: | will tie it directly back to
the line of questioning that | indicated | was
pursuing, which is why didn't they pursue a tariff
rate increase. In the |language that is scratched
out here, says, "No tariff changes projected during

this time frame." It shows a specific consideration
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of whether or not to file a tariff increase, and the
rejection of that option. It's directly on point.
JUDGE WALLI S: The objection is overrul ed.

Q BY MR BRENA: Do you see that scratched
out language that | just quoted, and can you read it
to say it is what | said it is?

A Gven you told ne what you think it says,
it does appear to say that. | would agree.

Q | would like to draw your attention to page
9 of that exhibit.

A  Ckay.

Q Well, excuse nme, page 7 next. And you
don't know of any reason that that could have been
scratched out, do you, the no tariff change?

A Not offhand, although if we go further into
this docunment it m ght make sense.

Q Okay. Page 7. Page 7 there's an
assunption. The first assunption for the financia
revi ew when BP becane operator was assuned a tariff
i ncrease of 10 percent in the year 2002. Do you see
t hat assunption?

A Yes.

Q \When BP becane an operator, it specifically
had in its financial plan at the tinme that there

woul d be a 10 percent tariff increase in 2002; isn't
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that correct?

A Well, apparently in this particular review
t hat assunption was nade, yes.

Q And if I could draw your attention to page
9, which is a financial forecast and statenment of
income. And if | could draw you to the bottom
colum, it says Fiscal Year 2000, it says cash flow
at the very bottonf?

A Yes.

Q So at the tine BP becane the operator, and
was projecting a 10 percent increase in 2002, it was
al so projecting a negative cash flow of 34.4 mllion
dollars fromOynpic; is that correct?

A In 2000, yes.

Q And then 2001, at the tine it was
projecting a 10 percent increase in 2002, it was
projecting for 2001 a negative cash flow of 35.4
mllion; isn't that correct?

A Yes.

Q And in 2002, then, this would -- so let ne
ask you this way: | nmean, as | understood it, |
mean, there's 70 million bucks that you guys knew
you were going to lose in cash flow before you
pl anned to even cone in and file a 10 percent rate

i ncrease.
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Now, are you asking this Commission to
somehow al | ow you now to recover that 70 mllion
bucks that you knew you were going to | eave behi nd?

A  Well, | don't know that | would agree with
the word "lose.” | think what we knew was, let's
t hi nk about when this was, for one thing. This was
i n around about June of 2000. W had, prior to
April of 2000, been precluded froml earning anything
about O ynpic, because of the nerger prohibitions
about discussing things with people who are
conpetitors before you buy them

So we had fromthe end of April until the
first of June to conme up with financial projections.
My expectation of the way we did that was to use the
financial projections of the people who had been
there before. So | don't think there's any
i mplication that we went out and did a thorough

study to find out what these nunbers were going to

be --

Q | amsorry. | don't nean to cut off your
answer.

A And we --

MR, BEAVER: If it's possible, if the
wi tness could just finish answering the question.

MR. BRENA: And that's fine. And | don't
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mean to interrupt the wtness.

There's feedback com ng through the system
Is there sonme steps we could take to correct that,
pl ease?

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

(Di scussion off the record.)

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

Q BY MR BRENA: Do you have ny question in
m nd?

A I want to finish addressing your use of the
words "lose 70 million dollars.” | think there was
some recognition that the conmpany was in a cash flow
negati ve position, and thus there was recognition
that short termwe would have to find a way to cover
t hat cash fl ow.

But there certainly was no -- any
assunption that that method would involve | arge
| osses of this size by BP, or anyone el se.

Q On the line above for capital expenditures
it shows that from 2000 through 2002 that there
woul d be the necessity to fund 61 mllion dollars in
those three years in capital expenditures. Do you
see that?

A | do.
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Q And this is sonmething that BP was fully
aware of shortly after or in md 2000, correct?

A That's correct.

Q Now, | amtrying to understand your answer
to me earlier having to do with blocks by the
merger. |Is it your testinony that you didn't do due
diligence on Aynpic prior to the acquisition of
ARCO?

A W did not.

Q So you just took ARCOw th all its warts?

A  There was due diligence done on ARCO by the
BP acquisition team but it did not include O ynpic.

Q Now, Conmi ssioner Oshie asked you sone
questions, and | believe the anal ogy went to renters
and landlord. And | was just trying to -- and
believe you were saying that you believe capita
i mprovenmrents woul d be made fromthe income stream
that the renters produced. Do you recall that Iine
of questioning?

A Yes. | am not sure those were ny exact
words. | renmenber the questioning.

Q And in that line of questioning I think
that you tried to clarify that you weren't | ooking
to the shippers to pay the entire cash need for the

current year to do the capital inprovenents. D d
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1 under stand your answer to himcorrectly?

2 A Yes.

3 Q How rmuch cash does QO ynpic have now, today?
4 A In the bank?

5 Q Yeah.

6 A As best -- well, let ne say the last | knew
7 it was about 9 million dollars.

8 Q And what are its current accounts

9 receivable that it expects to receive within the

10 next 12 nonths?

11 A There would be the normal nmonthly accounts
12 recei vabl e fromthe shi ppers who have been bill ed.
13 | don't know what that is.

14 Q If I were to say there were roughly 34

15 mllion dollars in receivables, many of them having
16 to do with insurance receivabl es expected to conme in
17 over the next 12 months, would that change your

18 answer ?

19 A Half of what you said is right. There's 34
20 mllion dollars that we have no expectation that any
21 of that will be paid.

22 Q Is it your testinony today that the

23 accounts receivabl e have been inproperly booked by
24 A ynpi ¢ under current receivabl es?

25 A It is ny expectation that, again, like the
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Cross Cascades work in progress project, the

i nsurance receivables will be largely witten off as
a result of conpleting the audit. Mbst of that

recei vabl e was on the books when we took over as
operator.

Q Now, are you saying that you don't expect
to have any insurance receivabl es under the clains
associ ated with Whatcom Creek?

A I amnot sure | would go that far. W are
certainly pursuing insurance coverages from various
avenues, but | don't think we have anything |like the
certainty that would be required to record it as a
bal ance sheet item

Q Well, you understand it is recorded?

A Yes, | think that's probably incorrect.

Q And you understand that your case is built
on the assunption that 60 percent of your insurance
claims will be paid by insurance? Do you understand
t hat ?

A Yes, right. | suppose -- well, let ne back
up and say | don't know.

MR. BEAVER: Excuse nme. | amgoing to
object. That m scharacterizes AQynpic's claim |
don't believe that is an accurate statenent at all

JUDGE WALLI S: M. Brena.
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MR, BRENA: Well, the witness is certainly
capabl e of responding if | ask a question that
contains a msrepresentation.

THE WTNESS: Well, why don't you try
agai n.

MR, BRENA: | woul d be happy to rephrase.

JUDGE WALLI'S: Thank you.

Q BY MR BRENA: If | could just have a
noment .

M. Peck, you were at the board of
directors neeting at which your insurance consultant
came in and indicated that he expected you to have a
60 percent recovery, were you not?

A I remenber the neeting with our insurance
person present, and we tal ked about what we expected
to recover going forward, which was what the
di scussi on was about, as opposed to the past.

Q And it was his representation that that
woul d be 60 percent of the clains?

A Right.

Q ay.

A And probably that's about what it was over
the short period there.

MR. BRENA: | have nothing further

MR. FI NKLEA: No additional questions from
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1 Tosco.

2 JUDGE WALLI S: For A ynpic?

3 MR. BEAVER: Yes.

4

5 REDI RECT EXAM NATI ON

6

7 BY MR. BEAVER

8 Q M. Peck, just to clarify the last couple
9 of questions with regard to insurance receivables,
10 this 30 sone million dollar receivable that you

11 menti oned, to your know edge, was that for nonies
12 al ready spent by QO ynpic?

13 A Yes.

14 Q Wth regard to the insurance clains that
15 are pending, do you have an understandi ng that those
16 are for contingencies, such as |awsuits agai nst

17 A ynpic stenming fromthe Whatcom Creek matter?
18 A Short answer is yes, we are |ooking for
19 i nsurance coverage froma variety of sources, all of
20 themreally related back to the What com Creek

21 i nci dent .

22 Q For example, the business interruption

23 clains that we have tal ked about?

24 A Right.

25 Q And to your know edge, are all of those
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1 clainms for which AQynpic is trying to obtain

2 i nsurance coverage excluded fromthis tariff

3 proceedi ng by O ynpic?

4 A To ny know edge, all of that is excluded,
5 yes.

6 Q You provided some testinony early on

7 conparing operators. Do you renenber that

8 testinony?

9 A Yes.

10 Q | would like to explore a little bit your
11 ability to, in fact, nmake a conparison. Could you
12 give us a brief synopsis of your career in the

13 pi peline industry?

14 A Well, | have been associated with the

15 pi peline industry since 1995, first with Anpco

16 Pi peline and now with BP Pipelines.

17 And | had a career before that in a variety
18 of other parts of what was Anoco Corporation

19 associated with research and devel opnent, and
20 refining, and the supply function, which is the
21 peopl e who ship inside pipelines.
22 At the pipeline company over the past six
23 years, | have served on several different boards of
24 directors of pipelines operated by other conpanies,

25 as well as spent tinme in a lot of industry groups
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like the American PetroleumlInstitute, and ALPO
Association of O Pipelines, where you have an
opportunity to understand how everybody el se does
t hi ngs.

So | have had really quite a bit of
exposure to a variety of operators, and their
practices.

Q M. Peck, the pipelines that you currently
are on the board of, what are those?

A It's only three. There's this one,

A ynpic, Colonial Pipeline, and Longhorn Pipeline,
which is currently not operating.

Q And BP is not the operator of either of the
ot her two?

A It is not.

Q Could you describe fromyour perspective
BP' s operating phil osophy?

A The real sinple philosophy people have
probably heard a ot is no accidents, no harmto
peopl e, and no danage to environnent. That is
really the high-level statenment agai nst which all of
our operating practices are built. And then into a
| ot of detail, depending on what it is. W have
standard procedures and practices that we follow in

trying to achi eve that goal



2891

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Q Fromyour perspective in being associated
with these different pipelines, has the cost of
doi ng business in the petrol eum pipeline industry
changed at all over the last three years?

A It has changed fairly substantially. And
certainly not just here in Washington state, but
everywhere. For instance, in our overall |arge
pi pel i ne conmpany our capital expenditures have
probably increased by two- to three-fold as a result
of the OPS regul ations as a high consequence area
rules, integrity nanagenent plan rules, operator
qual ification rules.

All of these things ainmed at setting a
standard that all of the industry has to followto
make pi pelines very safe, and not necessarily a bad
thing. But, yes, costs have gone up fairly
dramatical ly.

Q And how many mles of petrol eum pipeline
does BP Pi pelines operate?

A W operate approxi mately sonewhere between
15, 000 and 20,000 mles of pipelines.

Q W had sone di scussi ons about when BP
becane the operator of Oynpic. Was BP the mpjority
owner of Aynpic at that tinme?

A W becane the operator while we were still
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a mnority ower, a 37 and a half percent owner.

Q To your know edge, was there a pending sale
GATX sale to BP at the tinme it becane the operator
of A ynpic?

A No, there was not a pending sale at that
tinme.

Q And | think you testified that BP becane
the operator of Oynpic on July 1, 2000; is that
correct?

A Correct.

Q Do you know when the operating agreenent
with the prior operator expired?

A It was long before that, but | don't know
when.

Q ay.

A There actually was an argunment about
whet her it was expired or not, and whether it was in
effect or not with the previous operator and
O ynpic's board. So we went through the m nutes.
You will find we went through the process that would
be required to term nate the existing operator in
case it proved to be true that they still had a
contract, which wasn't clear.

Q And was it not clear sinply because the

agreenent to operate the pipeline was with Texaco,
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1 and this, of course, was Equil on?

2 A Right. And it wasn't obvious that they had
3 foll owed the very clear procedures in the agreenent
4 to transfer that

5 Q And how many entities bid to operate

6 Oynpic at the time that BP submitted the bid?

7 A Just two.

8 MR. BRENA: (Obj ection; scope.

9 MR. BEAVER: | believe there were quite a
10 few questions relating to when BP becane the

11 operator, including what BP's ownership interest of
12 Oynpic was. So | amsinply follow ng up on those
13 questi ons.

14 MR. BRENA: Well, it doesn't include

15 soliciting whether the process was a conpetitive bid
16 or non-conpetitive bid. There were no questions

17 that went to that.

18 JUDGE WALLIS: | think the question is

19 reasonably within the scope. The witness may

20 respond.

21 THE W TNESS: There were two who bid.

22 Three were invited to bid. The board did not go

23 outside of the three owners to ook for a non

24 owner - operat or, assum ng that there was no chance

25 t hat woul d happen.
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Q BY MR BEAVER. Wiy was it that the
assunption that it would not happen?

A Because there was no way any conpany woul d
want to insert itself in the mddle of all of the
problenms that A ynpic had at that time. It just
wasn't reasonabl e.

Q And what was the other entity that bid to
operate O ynpic?

A Equilon and BP were the two, GATX declined
to bid to operate. And they certainly had a plan to
exit their ownership when they coul d.

Q And do you happen to know why BP's bid was
sel ected?

A No. Because obviously | only have one of
six votes, so | don't know why the other directors
voted the way they did.

Q Could you tell us why you voted the way you
di d?

A For ne it was a fairly clear distinction
between the capability offered by the two operators
in terms of their denonstrated ability to deliver
them The operating nodel we asked for was one that
BP was currently using, and it was one that Equil on
was not currently using. And our confidence -- ny

confidence level, put it that way, we could deliver
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was hi gher for BP than for Equilon. BP was by a
little bit, though, nore expensive.

Q And M. Peck, just to clarify, | think
earlier you indicated that the O ynpic board was
conposed of five individuals; is that correct?

A It is today.

Q And apparently at this tine it was conposed
of six?

A Right. At that time there were three owner
conpani es. Each owner conpany had two directors.
And at the tinme, shortly after BP acquired the
shares from GATX, |ater that year we reduced the
nunber of directors by one down to five.

Q And M. Peck, | believe there was sone
testinony early on this norning where you indicated
that the sharehol ders perceived O ynpic as being a
st and- al one conpany. Do you renenber that
testinony?

A Yes, certainly, as in a Del aware conpany.

Q To your know edge, does O ynpic have the
ability, and has it had the ability, to survive
Wi thout its parent?

A Not since the accident in '99.

Q And can you explain why that is?

A Wel |, because its needs for cash were far
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nore than the noney it had coming in, and there was
nobody besi des the owner who woul d put that noney
in. So it was, in sone sense, conpletely dependent
on the shareholders for its survival. Wthout

shar ehol der | oans, O ynpic woul d have been bankrupt
by the end of '99, probably.

Q Now, M. Peck, what, if any, assunptions
did O ynpic nmake regarding how future tariff rates
woul d be set when it nmade various commtnments to the
communities that are up and down the pipeline
corridor with regard to corridor safety inprovenents
and operations?

A | think, in general, we kind of expected
that O ynpic, |ike everywhere el se we operate, would
foll ow a FERC type of approach in setting tariffs
since that was really all we had seen, or had
experience with. And actually, as | understand it,
that's what O ynpic had used in the past.

Q And are you famliar with how the FERC
deals with capital structure of an entity like
A ynpi c?

A And --

MR. BRENA: Your Honor, this is going so
far afield --

MR, TROTTER: | join the objection --
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VMR, BRENA: -- of cross exam nation

MR, TROTTER: | join the objection. It's
beyond the scope.

MR. BEAVER: Could | respond? | am
actually followi ng up on sonme questions of M. Peck
about what he expected this Conm ssion to do, and
this is a preface for ny question which certainly
gets into that very issue. And that's the only
reason | asked that question.

JUDGE WALLIS: Very well

THE W TNESS:  Answer ?

JUDGE WALLI S: Yes, answer.

THE WTNESS: Do you want to try the
question again so | make sure | get it right?

Q BY MR BEAVER: Are you famliar with how
FERC deals with capital structure of an entity like
A ynpi c?

A The conpany, l|like Oynpic, would | ook to
the capital structure of the parents in ratio to
their ownership in setting the capital structure for
t he conpany.

Q And in followup to a question that you
were asked on cross, what do you understand this
Commi ssion's task is in this proceeding with regard

to selecting a particular rate naki ng schenme or
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met hodol ogy or systenf

A  Well, | mean, | would assume that the
Commi ssi on needs to choose anpbng a nunber of -- or
make a nunber of choi ces about how the rates are
calcul ated and set. And that, in turn, then, wll
result in whatever tariff increase is approved for
A ynpi c.

Q Fromyour perspective, do you see any down
side or harmto O ynpic, and even the comunity it
serves if, in fact, there is a significant change in
t he net hodol ogy used to select rates for Aynpic?

MR. BRENA: Your Honor, | would renew ny
objection. That is, not only this line of
questioning is not only beyond the scope of cross
exam nation, but it's beyond the scope of his
testi nony.

They have not offered this witness as an
expert with regard to FERC net hodol ogy. They have
not offered this witness that there's any reliance
on the FERC net hodol ogy, or nuch |less the way that
FERC determines capital structure. None of that is
in his testinmony, and yet he's sitting here trying
to bol ster up, after the fact, M. Schink's theories
of the case.

And it's beyond his testinony, and beyond
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1 any cross exanination that | have heard today. And
2 at sone point, it's enough

3 MR, TROTTER: I will join the objection.
4 It's sinply beyond his expertise, and beyond his

5 testinonial capacity. And if he's going to be

6 subj ected to cross exam nation on the FERC

7 nmet hodol ogy, then we should proceed to do that.

8 MR. BRENA: Then let's do it.

9 JUDGE WALLI S: M . Beaver.

10 MR, BEAVER: This was in direct response to
11 a question M. Brena asked M. Peck, what he

12 expected the Conmm ssion to do, and whether, in his
13 view, the Commi ssion should follow traditional rate
14 meki ng procedures that this Conm ssion used.

15 And | will -- at the time he asked it, |
16 t hought about objecting, because it was beyond the
17 scope. But | amfollow ng up on that question

18 JUDGE WALLIS: | think M. Peck indicated
19 when he responded that he was tal king on the basis
20 of an assunption, rather than his own know edge.
21 And because the witness has indicated that he does
22 not have know edge of the topic, | will sustain the
23 obj ecti on.
24 Q BY MR BEAVER. M. Peck, you were al so

25 asked sonme questions about why it was if BP had a 15
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percent requirenment as far as return, it would | oan
noney to O ynpic at 7 percent. Do you renenber
t hat ?

A Yes.

Q And then there was sone di scussi on about BP
| ooking at this globally as opposed to vis-a-vis
A ynpic. And could you explain what you nmeant by
that? |In other words, what was the other part of
this conmponent that BP was | ooking at in deciding
whet her or nake this | oan?

A Wat BP was | ooking at, beyond the actua
pipeline itself, was the result that occurred by
shi ppi ng through the pipeline, and restarting the
north end.

So the way BP's refinery -- Cherry Point
was operating at that point -- all of the crude oi
cones in across the docks there at the refinery.

All of the products ship back out at that point
across the docks, because it wasn't connected to the
pipeline, and a little bit goes up by truck

And we tal ked about the fact that the
pipeline is | ess expensive way to ship. So
everybody wants to choose that first, and they did
not have that at as an alternative. So they spent a

| ot nore noney on transportation.
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In addition to that, the refinery itself
was capable of running at a given rate in hundreds
of thousands of barrels per day. And the rate at
whi ch the crude oil could cone in across the docks,
and the rate at which the products could | eave
across the docks added together was too much for the
docks to handle, so the sought refinery had to run
at a reduced rate

And so not unlike Oynpic's case where
A ynpic's revenue was | ess because the through-put
was down, the same thing was going on at the
refinery. |Its through-put was down, and the revenue
was | ess by quite a bit.

So there was a large incentive for BP at
the tine to step in and try to get things going in
the right direction, and get the pipeline restarted.
And that's where that incentive came from

Q And --

A And it doesn't flow to the pipeline,
obviously. It flows to the refinery.

Q And M. Peck, to your know edge is there
the sanme incentive for BP in getting the pipeline up
to 100 percent operating pressure, as opposed to
getting the 16-inch line restarted?

A It would be nmuch, nmuch smaller incentive
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for BP to go from80 to 100. There would be sone
i ncentive, because you save transportation costs.
But nothing like the incentive that existed before.

Q M. Brena asked you questions about the
i ncentive on the part of BP to get the pipeline
restarted, or continue to operate.

To your know edge, woul d Tesoro have any
| ess incentive than BP to have the pipeline continue
to operate?

A | think fromwhere it is today, Tesoro
woul d have the sane incentive on a per-gallon basis
that BP woul d have the line continue to operate.

Q And would the sane be true with regard to
Tosco?

A Yes. Any shipper, really, would have the
same incentive based on their through-put through
the pipeline. So a smaller refinery is
proportionally smaller, percentage w se.

So really all the shippers should have a
hi gh incentive to have the pipeline keep operating.

Q M. Peck, during the nearly two years that
the 16 inch pipeline was either conpletely shut down
or partially shut down, to your know edge was the
rest of the pipeline systemprorated? |n other

words, did it have nore nominations to ship than
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capacity?

A To ny know edge, no. That is to say there
was excess capacity, because two of the four
refineries were not connected. So there was nore
space in the pipeline than users, shippers.

Q So the two that were connected, then, would
have had conpl ete access to the pipeline to ship
their product?

A Absolutely, yeah. They had as much space
as they want ed.

Q Wio were those two shippers?

A Those were Equilon and Tesoro.

CHAl RWOVAN SHOWALTER:  What was the tine
period you were just tal king about?

THE W TNESS: From 1999 when the acci dent
occurred, June 10, 1999, up through the restart of
the north end of the pipeline, which occurred, |
believe, in February of 2001. Not quite two years.

Q BY MR BEAVER: Do you recall that the
entire 16 inch line was not restarted until June 1
of 20017

A The rest of the line, there is a piece of
16-inch line that runs fromup by where the
refineries are down to Ferndale. And then there's a

16-inch and 20-inch line that are parallel that run
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from Ferndal e down to the Seattle area

And the first piece that we restarted was
the piece to the north. So everything still flowed
t hrough the 20-inch Iine once it got to Ferndale.
The 16-inch |line was restarted, the parallel piece,
in the summer. And it took |onger for that piece,
because we did a hydro test.

Q And that was --

A That's sonething that | think people were
gl ad about.

Q And we have actually heard about a hydro
test that was done in Septenmber of 1999 in the
general vicinity of Bellingham The one you are
tal ki ng about was in a different part of the
pi pel i ne?

A Right. It was the part to the south
that runs in parallel with the 20-inch |ine.

Q Anything happen during that hydro test?

A  Yeah, we had a failure of the pipe.

Q \Was that another ERW seam failure?

MR. BRENA: Your Honor, | would object.
They are not even trying to tie this to cross.

JUDGE WALLIS: W are getting quite a bit
afield. | trust the conpany will have wi tnesses who

are addressing this in their testinony. And in
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light of our time pressure, | think it mght be
better to focus this witness on the areas of his
direct and his cross.

Q BY MR BEAVER M. Peck, you were asked by
Commi ssi oner Henstad about operational risks of the
pi peline. Do you renmenber that testinony?

A Yes.

Q And | believe your response related to the
safety of O ynpic Pipeline?

A Right. Unh-huh.

Q If you were asked about financial risks of
an investnent today in O ynpic Pipeline, what woul d
your response be?

A \Well, the financial risk -- | nean, first
of all, we talked a little bit about the, kind
of all the large unknown liabilities out there that
could affect the likelihood of that financial risk
to have a return.

And then we kind of tal ked about setting
those aside, and |ooking at, how about the rest? In
that sense, the financial risk that you face at
Oynmpic is that it's kind of a one-trick pony. It
isn'"t a large portfolio of pipelines |ike BP
Pi peline North Anmerica.

So if it had another serious incident |ike
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the one we had before, it's subject to obviously a
serious interruption of revenues. It has only four
refineries feeding it. So if one of those
refineries has a serious problem then sort of by
definition O ynpic does.

As you look at -- well, if you take -- not
unlike a stock portfolio, if you only have one
pi peline in your company, it's a riskier or higher
uncertainty for return than if you have 10 and
spread the risk across many investnents. So in that
sense it would be a riskier investnent to nake.

Q As far as size goes, how does O ynpic
conpare with Colonial, one of the other pipelines
you said you were on the board of?

A Colonial is the largest single pipeline in
the United States. It is huge. Qdynpic is a very
smal | pipeline.

Q As far as mles go, is there a way to
quantify?

A | believe --

MR. BRENA: Your Honor, if | may object.
Now we' re doing financial risk factors, conparing
pi pelines in size. This should sound very fam liar
to M. Schink's testinmony. Doesn't sound at al

famliar to ne with regard to M. Peck's testinmony,
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1 or the cross of any witness. They just seemto want
2 to be using this witness to go through and bol ster

3 M. Schink and his analysis, and it's beyond the

4 scope of this redirect.

5 MR, BEAVER: Your Honor, there actually

6 were several questions of M. Peck about a risk, one
7 of which was from Conmmi ssi oner Henstad, and | am

8 following up on that. | thought the question was

9 actually a little bit different and intended to be
10 different than the safety response that M. Peck

11 gave. So | amtrying to get into the other risks

12 that | thought the question was pertaining to.

13 MR. BRENA: The questions were not related
14 to financial risk factors. They were related to

15 operational risk.

16 JUDGE WALLI S: I think that if his answer
17 had not addressed the question, there would have

18 been a followup. So | amcontent to let this topic
19 die, if you are.
20 MR, BEAVER: Ckay. That's fine with ne.
21 Q BY MR BEAVER. M. Peck, you had testified
22 about, in your view, the need for Oynpic to get a
23 rate increase to get -- to attract capital. And
24 want to clarify, were you referring to the ability

25 to pay for prior loans, or to attract new | oans?
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1 A Well, Oynpic's capital needs are future
2 needs, not past needs. So certainly this is about
3 new |l oans in the future, or new investnents.

4 Q You were asked sonme questions about an

5 exhibit, which is, | believe, 630. Do you remenber
6 t hose questions?

7 A Those are the questions about the fixed bid
8 proposal ?

9 Q Yes.

10 Q Yes. And one of the questions related to
11 attenpting to read sonething that was apparently
12 scratched out. Do you renmenber that?

13 A | renenber that, yes.

14 Q And | believe -- what is scratched out is
15 "No tariff changes projected during this tine

16 frame." Do you know why this was crossed out?

17 A I have no idea even which copy it was

18 crossed out on.

19 Q Do you knowif it was crossed out at the
20 board neeti ng?

21 A | don't know

22 Q Now, also on the action itens of this

23 exhibit, is there an action itemthat related to
24 tariffs?

25 A (Readi ng docunent.)
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MR, BRENA: Excuse ne. Could you refer to
what page of the exhibit you are referring to.
THE W TNESS: There's a page of the exhibit
entitled Action Items at the top, and it is page 8
of 9 in the top corner
In the list of action itens the third item
says, "Lay ground work for cost productions and
tariff increase."
Q BY MR BEAVER And al so on this docunent,
which is page 9 of 9.
A This is the one with the little print.
Q Is there any indication as to whether there
was an assunption as to through-put?
A Yes, there is a through-put assunption on
here.
Q Could you just indicate -- this is on page
9; is that correct?
A On page 9, yes.
Q \What is the assunption?
A The through-put assunption in 2000 was 64
mllion barrels, or 175,000 barrels a day.
For 2001, it was 88 million barrels, or
242,000 barrels a day.
And for 2002, it is 96 and a half nmillion

barrels, or 264,000 barrels a day.
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Q M. Peck, | just have a couple of nore
guestions. One, | think this was responded to, but
what entity owns ARCO M dcon?

A ARCO M dcon is wholly owned by BP Pipelines
North Anerica.

Q And you were al so asked sone questions
about the security for 10 million dollars of an ARCO
loan. Do you renenber that testinony?

A Yes.

Q There was discussion about this through-put
and deficiency agreenent as being the security; is
that correct?

A That's correct.

Q And do you understand that the ARCO | oan is
secondary in line behind Prudential?

A Yes, that was what Prudential insisted on,
which is no surprise

Q And what is ARCO s obligation under that
t hrough- put and deficiency agreement to pay for any
shortfall in Oynpic's ability to repay the ARCO
not e?

A Well, there's essentially two guarantors,
whi ch are the two owner shippers, ARCO and Equil on.
So under that deficiency agreenent, ARCO woul d be

required to pay its ownership share, or two-thirds
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of the deficiency. So it's a guarantee of itself.
And Equil on woul d have the other one-third.

MR. BEAVER  That's all | have

JUDGE WALLIS: Any other questions?

(No response.)

JUDGE WALLIS: Let the record show there's
no response.

M. Peck, thank you for your tinme today.
You are excused fromthe stand at this tine.

Let's be off the record for a few nonents
while M. Batch steps forward.

(Brief recess.)

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

O ynpic has called to the stand at this
tinme its witness, Robert Batch

M. Batch, would you please raise your
ri ght hand.

M. Batch, have you appeared previously in
this proceedi ng?

THE W TNESS: Yes, | have.

JUDGE WALLI S: I will note that you are
under oath on a continui ng basis.

Let ne note that the exhibits have been

prenunbered for this witness at the adnmi nistrative
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preheari ng conference that was held on June 13,
2002, and the record contains the exhibit numbers
601-T through 623.

In addition, | would [ike to note that
Tesoro has presented additional exhibits for this
wi t ness, which are nunbers 624 through today's
addition 667. And | will ask the reporter to copy
into the record at this point the information that
appears on the Conmi ssion's Exhibit List for those
nunbers as the description for the record.

(Exhibit 624, BCB - Aynpic's response to
Tesoro's interrogatory No. 28 re: paynents to BP as
operator, with AP, Payroll, Transition Costs,
Managenent Fees, (2 pages Tesoro); Exhibit No.
625HC, BCB - A ynpic's response to Tosco's DR No. 18
re: salaries, benefits and payroll taxes for OPL
enpl oyees - F11779-83 and F117886-94 (14 pages)
Hi ghly Confidential (Tesoro); Exhibit 626HC, BCB -
M nutes of Meetings fo Board of Directors, May 11
2000, June 5, 2000, and June 16, 2000, F7462, 72
(0OPC3237-47 (11 pages) Highly Confidential (Tesoro);
Exhi bit 627, BCB - A ynpic's response to Tosco's DR
Nos. 68 & 69 re: managenent fee and noving contro
center - F1211, 12, 13 & 15 (4 pages) (Tesoro);

Exhi bit 628HC, BCB - Affiliated Paynents (BCB)
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Amounts Paid to BP w expl anati on F9465-74
(0OP12269-76 and OPQ2447 &48) (10 pages) Highly
Confidential (Tesoro); Exhibit 629, BCB - (1)
Management Agreement, Texaco & Oynpic 7/1/91 (13
pages), (2) Menp to increase service charge on
Agreenent 8/6/96 (2 pages) (Tesoro) (No dates stanps
on Agreenent) (Menmp OPL 1132358-359) (15 pages
total) (Tesoro); Exhibit 630C, BCB - Oynpic

Pi peline - Fixed Bid and Financial Review (no date
stanps) (9 pages) Confidential (Tesoro); Exhibit
631, BCB - Aynpic's response to WJTC Staff's DR No.
51 re: potential to expand system - F14361 (1 page)
(Tesoro); Exhibit 632C, BCB - Board of Directors
Meeting of Mnutes of 5/11/00 re: "Term nation of
the Operating Arrangenent with Equilon" and "Annua
Property Insurance Prem uns" (2 pages) Highly
Confidential (Tesoro); Exhibit 633C, BCB - Board of
Directors Meeting M nutes of 6/16/00 re: "Acceptance
of BP Anpco's Bid to becone A ynpic's Operator and
its Costs (5 pages) Highly Confidential (Tesoro);
Exhi bit 634C, BCB - OPL Response to WJUTC DR 306 re:
the "Fixed Bid Itens" on the 2002 Proposed | ncone
Budget (8 pages) Confidential (Tesoro); Exhibit
635C, BCB - OPL Response to WJUTC DR 365 re: "when

A ynpi c expects to have Audited Financials for 1999,
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2000, and 2001" (2 pages) Confidential (Tesoro);
Exhi bit 636C, BCB - OPL Response to WJUTC DR 369 re:
"2001 actual and 2002 projected | evel of nmanagenent
fees paid to BP Pipelines" (1 page) (Tesoro);

Exhi bit 637, BCB - Aynpic's response to John Brown
supporting docunents WUTC Staff DR No. 2 requesting
a Schematic Di agram of Pipeline System F12245-47
(OP00127 &28 di agrams) (3 pages); Exhibit 638HC,

BCB -- One-Tine Exp. - (BCB) Report by BP - Health,
Safety and Environnental Aspects of O ynpic

Pi pel i ne; assessnent conducted July 10-14, 2000 -
F9442-61 (20 pages) Highly Confidential (Tesoro);
Exhi bit 639, BCB - One-Ti ne Expense - Expl anation of
Integrity Plan (3 pages) (Tesoro); Exhibit 640C, BCB
- OPS Corrective Action Order - Tesoro WJTC DR 158
(3 pages) Confidential (Tesoro); Exhibit 641C, BCB -
Owner shi p Chronol ogy May 1965 - Sept. 2000 and Ii st
of Stock Certificates - EY 000686 & F12255 (2 pages)
Confidential (Tesoro); Exhibit 642, BCB - Dec. 28,
1998, notice to A ynpic shippers and subscribers re:
new tariffs FERC No. 24 and WJTC No. 20 and
transmittal letter to FERC with No. 24 - OPL1111355,
356, 357, 358 (4 pages) (Tesoro); Exhibit 643C, BCB
- Salaries - AOynpic's response to Tosco DR Nos. 55

& 129 re: lists of enployees - F12197, F9270071
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EY013388 (4 pages) |ast page is Confidenti al
(Tesoro); Exhibit 644C, BCB - Aynpic's response to
WJTC Staff DR No. 328 re: Oynpic's custoner base.
Resp: 70 shippers, etc. (1 page) WI007 Confidenti al
(Tesoro); Exhibit 645C, BCB - Oynpic's response to
WJTC Staff DR No. 326 re: proration of Oynpic's

pi peline capacity (1 page) WI001 Confi denti al
(Tesoro); Exhibit 646, BCB - Oynpic's response to
Tosco's DR No. 6 re: when pipeline will return to
normal operating pressure (3 pages) F10031, F10033,
F10034 (Tesoro); Exhibit 647C, BCb - Pipeline

Aut omat ed Scheduling System (PASS) Confidential -
OP12785, 86, & 87 and April 4 letter fromLarry
Mller to Robin Brena, see page 2, para #1 re: PASS
manual (total of 7 pages) (Tesoro); Exhibit 648, BCB
- Oynpic's response to WUTC Staff DR No. 8 re:
overall capacity utilization from 1995 through 2001
( 1 page) F9512 (Tesoro); Exhibit 649C, BCB -

What com - Corrective action Order, Arendment, Second
Amendnment (OPL 1069204-208) (OPL 1069209-216) (OPL
1069217-224) Confidential (21 pages) (Tesoro);

Exhi bit 650, BCB - Byron Coy's Grand Jury Exhibits
(1) Assessnent of SCADA Conputer System by Byron Coy
(2) Assessnent of Pipeline Control Methodol ogy &

SCADA System by Byron Coy (GIEX0000500-506) and
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(GIEX 0005915-921) (14 pages) (Tesoro); Exhibit 651,
BCB - OPS Docs - Letter dated Jan. 14, 2000, from
A ynpic to the DOT enclosing (1) portion of

O ynpic's revised operations manual, and (2) Summary
identifying prior responses to the CAO (12 pages)
(Tesoro); Exhibit 652, BCB - Letter dated Aug. 19,
1999 from DOT to Equilon requesting a report

contai ning additional scenarios on June 10, 1999
acci dent (2 pages) (Tesoro); Exhibit 653, BCB -
Letter fromDOT to Equilon, My 8, 2000, Notice of
Probabl e Vi ol ati on and Proposed Civil Penalty,
setting out "probably violations of Title 49, CFT,
Part 195." (4 pages) (Tesoro); Exhibit 654, BCB -
Letter fromDOT to Carl Gast of Equil on/d ynpic,
June 2, 2000, NO&tice of Probable Violation and
Proposed Civil Penalty, setting out $3,050,000 in
penal ties w attached "procedures for responding" (16
pages) (Tesoro); Exhibit 655, Letter fromDOT to
Mayor of City of Renton, Nov. 2, 1999, addressing
the Mayor's concerns regardi ng pi peline safety and
di scussing the CAO. FO 10000436-437 (2 pages)
(Tesoro); Exhibit 656, BCB - Letter to Zak Barrett
of OPS from Bel | evue Mayor, Sept. 20, 1999, thanking
himfor hi presentation to Governor Locke's Fuel

Acci dent Prevention Team - FO 10000443 (1 page)
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(Tesoro); Exhibit 657 BCB - Letter from DOT to Mayor
of the City of Bellevue, Oct. 8, 1999, addressing
the Mayor's concerns regardi ng pipeline safety and
di scussing the CAO - FO 10000441-442 (2 pages)
(Tesoro); Exhibit 658, BCB - Response, Equilon

Pi pel i ne Conpany, LLC on behalf of O ynpic Pipeline
Conmpany, Correction Action Order CPR No 595050h, (12
pages) (Tesoro); Exhibit 659, BCB - Letter from

O ynpic to DOT dated Sept. 18, 1999 re: Failure
During Pressure up of Hydro-test Section #2, Sept.
18, 1999 - OPL 1037310 (1 page) (Tesoro); Exhibit
660, BCB - Equilon's response, Equilon Pipeline
Conmpany LLC on behal f of O ynpic Pipeline Conmpany to
Amended Corrective Action Order (8 pages) (Tesoro);
Exhibit 661, BCB - Letter fromDOT to O ynpic dated
Jan. 28, 2000, re: Hydro-testing Lone Star Stee

Pipe with attached pi pe segnent chart - OPK

1121254- 255 (5 pages) (Tesoro); Exhibit 662, BCB -
Letter fromDOT to Bob Talley of O ynpic dated Aug.

25, 2000 re: Safety Managenent Review "system c

A ynpi ¢ Pipeline managenent concerns were identified
by OPS Inspectors ... that appear to have
contributed to the cause and nmagnitude of the

Bel | i ngham acci dent." OPL 1109903-915 (13 pages)

(Tesoro); Exhibit 663, BCB - Letter fromdynpic to
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DOT dated Feb. 29, 2000, re: Hydro-test of Kaiser
| ow frequency ERW pi pe OPK 0021254- 255 (2 pages)
(Tesoro); Exhibit 664, BCB - Fax correspondence re:
16" di scharge switch, 16" control switch - OPL
1000585-587 (3 pages) (Tesoro); Exhibit 665, BCB -1T
Direct Testinony; Exhibit 666, O ynpic Response to
Staff Data Request #17 (Tesoro); Exhibit 667 -
(NA).

(EXH BI T | DENTI FI ED. )

JUDGE WALLIS: So with that, please
proceed.

MR. LEYH: Thank you, Your Honor

JUDGE WALLI S: Excuse me. For the record,
I wonder if we might have counsel introduced.

MR. BEAVER:  Your Honor, with me, and the
attorney who is going to be handling M. Batch's
testimony is TimLeyh fromthe law firm of Dani el son
Harrigan and Tol | ef son.

JUDGE WALLIS: Could we have appearance
i nformati on for you, please? Your office address,
your tel ephone nunber, your fax nunmber, your e-nsil
addr ess?

MR, LEYH  Yes, Your Honor. | gave the
reporter a card, but | can put it on the record.

JUDGE WALLI'S: Pl ease do.
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1 MR. LEYH. 999 Third Avenue, Suite 4400,

2 Seattle, 98104. Tel ephone is (206) 623-1700.

3 JUDGE WALLIS: And what is the spelling of
4 your |ast nanme, please?

5 MR, LEYH. L-e-y-h.

6 COW SSI ONER HEMSTAD: What firm are you

7 with?

8 MR. LEYH: Daniel son Harrigan and

9 Tol | ef son.

10 JUDGE WALLI S: And for purposes of notice,
11 are Aynpic's current counsel to be the counsel for
12 notices?

13 MR. LEYH. Yes, Your Honor.

14 MR. BEAVER: Yes.

15 JUDGE WALLI S: Thank you. Pl ease proceed.
16

17 ROBERT BATCH,

18 produced as a witness in behalf of the O ynpic Pipeline,
19 havi ng been previously duly sworn, was exani ned and
20 testified as foll ows:
21
22 DI RECT EXAM NATI ON
23
24 BY MR LEYH:

25 Q M. Batch, state your full name for the
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1 record, please

2 A Robert Charles Batch.

3 Q What is your business address?

4 A 2201 Linda Avenue, Southwest, Renton

5 Washi ngt on, 98055.

6 Q \What is your current position at QO ynpic,
7 M. Batch?

8 A | amcurrently president of O ynpic

9 Pi pel i ne Conpany.

10 Q And are you testifying here on behal f of
11 A ynpi c?

12 A Yes, | am

13 Q Are you sponsoring Exhibit Nunmbers 601-T,
14 602, and supporting Exhibits 610 through 6237

15 A Yes.

16 Q And you have previously offered witten
17 testimony to the Commi ssion, have you not?

18 A Yes, | have.

19 Q Do you have any corrections to make to that
20 testi mony?
21 A I have two mnor corrections to ny
22 substituted rebuttal testinony.
23 Q Wuld you please read those into the
24 record?

25 A Yes. BCB 32-D on page 6, line 4, replace
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BCB- with a blank with BCB 22-T at 9.

CHAl RWOVAN SHOWALTER:  Qur versions have no
lines. |Is that true of yours?

COW SSI ONER HEMSTAD:  (Nods head.)

CHAl RWOMAN SHOWALTER: Wi ch may prove to
be problematic if you are referring to page and |ine
nunbers. Do we have any copy that does have |ines?

MR. LEYH: Your Honor -- or Conmi ssioner
we have just two corrections. One is at line 4 and
the other is line 1. | wonder if we just read them
into the record, it would be possible just to count
down and get to the right place.

CHAl RWOVAN SHOWALTER:  We can do that, but
what about ot her questions?

MR. BEAVER: W're definitely going to find
out what happened.

CHAIl RMOVAN SHOWALTER: I n ot her words, if
any of the counsel is going to be making references
to page and |ine nunbers, we're not going to be able
to follow So it nmight be better to get a copy with
ine nunbers before we start.

MR. BRENA: We don't have |ine nunbers
either, so we can't make those kinds of references.

MR. FINKLEA: That's true on all of the

counsel
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MR, TROTTER: We will phrase our questions
in ternms of paragraphs and | ocations in the
paragraph. That's the best we can do.

JUDGE WALLI S: And | will ask that while
M. Leyh is examining this witness, that he be the
conpany's attorney for matters involving the
Wi t ness.

MR. LEYH. Very well, Your Honor. We're
trying to determ ne whether we have another set of
those with the lines, and apparently we do not here.
I woul d propose that we can give substituted
testi nmony tonorrow.

CHAl R\WOVAN SHOWALTER: Wl |, actual ly, that
will be nmore confusing. |[If we're stuck with what we
have, you will just have to make reference to the
question and how many |ines under the question it
is.

MR. LEYH. Very well, Your Honor

MR. BEAVER: Unfortunately, neither of us
was involved in getting that testinony to the
Conmmi ssion, so we're still trying to find out what
happened.

JUDGE WALLIS: Let's proceed at this
juncture. It does appear we're stuck with the

unnunbered | i nes.
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MR, LEYH. Ckay.

Q BY MR LEYH M. Batch, would you read
into the record the two corrections you wanted to
make to your testinony?

A On page 6 -- do you have page nunbers? On
page 6, replace BCB- blank with BCB 22-T at 9.

JUDGE WALLIS: Wuld it be possible, M.
Batch, to use the current exhibit nunbers from our
exhibit list? 1 think that would be very helpful to
us if you could.

THE W TNESS: That actually might take nore

tine.

JUDGE WALLIS: Very well.

THE W TNESS: And the second and | ast
change was on page 8, line 1. And it was to replace

nmy Exhibit No. BCB- and blank, with Exhibit No.
BCB- 33.
MR. BRENA: 33 is 602.
JUDGE WALLIS: Are you ready to proceed?
MR LEYH: Yes, Your Honor.
Q BY MR LEYH Wth those two changes,
M. Batch, do you adopt the testinony that you have
subm tted as your own today?
A Yes, | do. | would point out, though, in

nmy exhibit book the rebuttal testinobny that is in
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t he exhi bit book, Exhibit, | believe, 601-T, is
different than the substituted rebuttal testinony
that | am prepared to authorize at this point.

CHAl RWOMAN SHOWALTER: Wl |, we shoul d make
sure our 601-T does say substituted rebuttal, so we
really do want to know that we're all on the sane
page.

THE W TNESS: Ri ght.

MR. BRENA: So does Tesoro, Chairwoman.

MR, LEYH. Is that what you have?

THE W TNESS: No.

MR, LEYH. Ckay. | believe we're ready to
proceed, Your Honor.

JUDGE WALLIS: Very well

MR, LEYH. | apol ogize for the confusion.

Q BY MR LEYH. Wth those changes, do you
adopt the testinony you have provided as your own
t oday?

A Yes, | do.

Q And if you were asked those questions today
on the stand, would your testinony be in your
written testinony?

A Yes, it would.

MR. LEYH. M. Batch is available for cross

exani nati on.
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MR, TROTTER: Thank you, Your Honor

CROSS EXAM NATI ON

BY MR TROTTER
Q Welconme back, M. Batch
A  Thank you.
MR. TROTTER: Your Honor, | would like to
nove into evidence the deposition testinony of
M. Batch of April 22nd, 2002, and the acconpanying
Exhi bits 603 through 609. | note two of those
exhibits, 605 and 606 have been designated by
A ynpic as confidential .
CHAl RWOVAN SHOWALTER: M. Trotter, can |
ask you to speak up. | am having troubl e hearing.
I notice everyone's voices have dropped in the
af t er noon.
JUDGE WALLIS: Is there objection?
MR. LEYH. No objection, Your Honor.
JUDGE WALLI S: And just as a prelimnary
matter, as to those itens which are designated
confidential, is the conpany going to waive
confidentiality?
MR, LEYH. Can you give ne the pages,
agai n, please?

JUDGE WALLI'S: Exhibits 605, 606 and 607-C.
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MR, TROTTER:  Your Honor, it's only 605 and
606 that's confidential, as | understand it.

MR. LEYH: Are there particular parts of
the exhibits that you intend to use, because they
are rather |engthy exhibits?

MR. TROTTER: No, but | covered themin the
deposition, and the testinony is not confidential
And | don't intend to reask the sane questions.

MR, LEYH: We will waive the
confidentiality.

JUDGE WALLI'S: Thank you. So noted in the
record. M. Trotter.

MR. TROTTER: Thank you.

(Exhi bits 601-609 Adnitted)

Q BY MR TROITER. M. Batch, Oynpic
received a 62 percent increase inits interstate
rates effective August 2001; is that correct?

A Are you referring to the FERC rates.

Q Yes?

A | believe we received rates. | believe
that went into effect in Septenmber, but | believe
FERC did issue themin August, yes.

Q And Aynpic received a 24.3 percent
increase in interimrates in this state effective in

February of this year; is that correct?
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A That's correct.

Q |Is Oynpic Pipeline still overnom nated
after those increases were put into effect?

A Could you just elaborate a little bit on
your term nol ogy, "overnom nated"?

Q Are you transporting |less volune than your
shi ppers are asking to you ship?

A To the extent that the shippers, | believe,
would Iike to ship nore than they can, the system
has been prorated for sonme tinme. And those prices
are based on historical volunes. So to the extent
that they are held to their historical volunes based
on capacity issues, yes, that's true.

Q At any tinme since August 2001 has A ynpic
Pi pel i ne not been prorated?

A Not to ny know edge.

Q If the pipeline is restored to 100 percent
pressure, is there any doubt in your mnd that you
wi | | have enough product offered by shippers to
transport at the 100 percent pressure?

A | amsorry. Could you ask that question
agai n, please?

Q If the pipeline is restored to 100 percent
pressure, is there any doubt in your mnd that

pipeline will be actually transporting at its fully
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rated capacity within operational linmts of down
time, and so on?

A It's my understanding that if we can get to
100 percent pressure, we will be able to run nore
product through the Iine.

Q And you are nmking your investnents based
on that assunption, aren't you? |In other words, if
you didn't expect any nore through-put by increasing
pressure to 100 percent, you wouldn't be doing it,
woul d you?

A | think it's inportant to get to 100
percent so that we can increase the through-put on
the line, yes, sir.

Q And increase your revenues accordingly?

A  Absolutely.

Q | would like to ask you to update us on
some of the financial issues that we have studied
with you before, and in your deposition that were
not addressed by M. Peck today.

Has there been any substantial changes in
t he amount of debt O ynpic has outstanding
currently, around the 150 million dollars?

A No substantial changes that | am aware of.

Q So the table that you set forth, if you

recall, in your interimrate case testinony,
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Rebuttal Exhibit 3-T, page 3, that table is stil

essentially correct today?

A It is. W have a principal paynent due to
Prudential, | believe, this week for about one and a
half mllion dollars, and paid out interest in Muy.
But by and large, it is still accurate.

Q And are you going to nmake that paynent this
week?

A Yes, we plan to.

Q Would you accept, subject to check, that at
the end of 2001 the total ampunt of O ynpic's net
carrier property, including Bayview and Cross
Cascades, was about 117.8 million?

A Coul d you repeat the question?

Q Yes. The ampunt of A ynpic's net property
reported on its FERC form 6, which includes Bayvi ew
and Cross Cascades was 117.8 nmillion dollars?

A I would accept that subject to check.

Q And am | correct that Cross Cascades
project is approximately 21.5 mllion?

A | believe that's what | recall

Q So net of Cross Cascades, the anount of
Aynpic's net carrier property would be 96.3
mllion?

A Again, subject to check
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Q Didyou hear M. Peck testify that O ynpic
will be witing off Cross Cascades shortly?

A | did hear himrefer to Cross Cascades in
the context of the audit that is going to be
performed, and the probability that the auditors
will require that to happen

Q That is consistent with your understandi ng?

A Actually, it was new information to me.

Q If we take 150 million in debt, and
subtract 96.3 nmillion in net carrier property, would
you agree with ny arithnetic that that nmeans your
debt exceeds net carrier property by 54.7 mllion?

A Subject to check, doing the arithnetic,

and -- | amnot able to do it in nmy head right
now -- yes, sir.
Q |Is Oynpic seeking in this case to recover

that 54.7 mllion dollars?

A I think what O ynpic is |ooking for are
rates that are fair, just, reasonable, and
sufficient so that we can attract capital under
reasonabl e terms.

Q And in doing so, is Aynpic expecting rate

payers to pay for 54.7 mllion dollars in the
process?
A I amnot sure. | would need to check with
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soneone.

Q Wio would you need to check with?

A  Probably soneone who has been working the
financials of the case. M. Howard Fox m ght be
someone | would |like to check with.

Q So you don't know, today, the answer to
t hat question?

A | amnot sure of the answer to that
guesti on.

Q Jdynpic's current owners have not made any
equity investnment in Oynpic to date, have they?

A well --

MR. LEYH. | object to the form | think
that m scharacterizes the evidence.

MR, TROTTER: W thout specificity, | ask
the witness to respond. |f it mscharacterizes the
evi dence, in his know edge, he can correct it.

THE WTNESS: | am not sure the context of
your question. Are you asking if any equity has
been put into the conpany?

Q BY MR TROTTER  Yes.

A In what time frame?

Q Since BP purchased an interest in O ynpic
Pi pel i ne.

A I am not aware of any.
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Q What about Equilon? Did they provide any
equity capital to A ynpic since their ownership?

A | don't know.

Q WII you accept, subject to check, that the
answer is no, or none? |s that sonething you can
check?

A Yeah, | think that's sonething | can check
Yes.

Q | would ask you to accept that, subject to
check. Turn to page 2 of your Exhibit 601-T.

A (Complies.)

Q Last paragraph, the last two sentences. |
am going to focus on the second to | ast sentence.

It says, "BP ARCO | oaned A ynpic 53 mllion dollars
starting in June of 2000, and that at |east 36
mllion was used for new capital spending." Do you
see that?

A \Wat page, again?

Q Page 2.

A Yes.

Q Does it follow, then, that 17 mllion of
the 53 million was not used for new capita
spendi ng?

A To ny know edge, the rest was used for

maej or mai ntenance projects or safety projects, and



2933

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

ot her regulatory requirenments.

Q Wuld those other itens be operating
expenses?

A  Depends on how you characterize it. Not
bei ng an accountant, | am not sure what bucket it
would go in. But it would include projects |ike
tank painting, corrosion protection, right-of-way
mai nt enance, and those sorts of projects.

Q Was any of it used to deal with the Whatcom
Creek incident, the 17 mllion?

A Not to nmy know edge, no.

Q You then state, quote, "This also allowed
O ynpic to bring all segnents of the systemto ful
operating capability and to inplement the higher
| evel of O&M costs necessitated by new Federa
regul ati ons and requirenents."” Do you see that?

A Yes, | do.

Q By full operating capabilities, you nmean 80
percent pressure?

A Wat | nean is that all of the Iines would
be operating at 80 percent pressure, yes.

Q So would it be correct that the conpany's
2001 results of operations would reflect its
conpliance with Federal regulations that were

applicable at that tinme?
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1 A Yes.

2 Q So unless costs of conpliance with new

3 regul ations are renoved by any party to this

4 proceedi ng, they would remain reflected in Aynmpic's

5 per book results of operating; is that correct?

6 A I am not sure what you are asking.

7 Q Well, | am focusing your testinony.

8 A Yes.

9 Q That the noney BP invested allowed O ynpic
10 to i nplenent the higher I evel of O&M costs necessary
11 to date by new Federal regul ations and ot her
12 requi renents.

13 A Yes.

14 Q So you spent nore noney to conply with new
15 safety regulations? That is the point of this

16 testi mony?

17 A W spent a |lot of noney, including the high
18 consequence area rules, and the operator

19 qualification rules, yes.

20 Q And that nopney was spent during the year

21 2000 and 2001, is that correct, this 53 nmllion?

22 A | am sorry?

23 Q When was the 53 million dollars that were
24 | oaned after June of 2000 -- or beginning in June of

25 20007
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A Yes, it would have been June 2000, and
2001, and perhaps sone in 2002.

Q So to the extent that you incurred higher
and O&M costs necessitated by new Federa
regul ations in the year 2001, your results of
operations will reflect your paynment for those
addi ti onal requirenents, correct?

A Yes.

CHAI RWOVAN SHOWALTER: Are we tal ki ng about

a cal endar year, or a June -- July to July year
ri ght now?
Q BY MR TROITER: When | -- M. Batch, |

i ntended ny reference to 2001 to mean cal endar year
2001. Did you understand it to nean that?

A I wasn't exactly sure what period of tine
you were referring to.

Q Is your answer the sanme, if you understand
that my question relates to your results of
operations for cal endar year 2001, that they would
reflect the additional O&M costs necessitated by new
Federal regulations, and other requirenents?

A To the extent that we had significant
safety requirenents that we had to put into effect,
it would have been -- half would have been done

2000- 2001 and beyond.
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Q And just focusing on cal endar year 2001, to
the extent you had additional and hi gher O&M costs
necessitated by new Federal regul ati ons and ot her
requi renents, those would be reflected in your
results for that year, correct?

A It would be reflected in that year and
subsequent years.

Q And were they substantially higher in the
year 2001 than in prior years; that is, your costs
necessitated by new Federal regul ations and ot her
requi renents?

A Again, | can only speak for after BP took
over operations of Aynpic. And when we cane in
there was certainly a lot of investnment that needed
to be made, both capital investnent as well as
projects relating to naintenance and ot her
regul atory projects that were required.

Q Was dynmpic not conplying with new Federa
regul ati ons and ot her requirements prior to BP
taki ng over as operator?

MR. LEYH: Object, Your Honor. No
f oundati on.

MR TROTTER: | can lay it, if it's
necessary.

JUDGE WALLI'S: The witness may respond.
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THE W TNESS: Again, | can't really speak
to what the prior operator was doing before we got
here.

MR. TROTTER: Those are all ny questions,
M. Batch. Thank you.

MR, FI NKLEA: Just to mx things up
M. Brena and | are going to switch the nunber 2 and

3 slots.

CROSS EXAM NATI ON

BY MR FI NKLEA:

Q Good afternoon, M. Batch. | am Ed Fi nkl ea
on behalf of Tosco. M first questions go to your
prepared direct testinony, which has been narked for
identification as Exhibit 611

CHAl RWOVAN SHOWALTER: M. Finklea, would
you give a little nmore energy to your questions?

Q BY MR FINKLEA: Turning to page 2 of your
testinmony, you identified yourself as the president
of the conpany. Who is your inmediate supervisor?

A M. Peck is my supervisor.

Q And as | understand it, AQynpic has a board
of directors?

A Yes, that's true.
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Q And M. Peck has identified hinself as
bei ng a menber of the board. Wo are the other
menbers of the board?

A There are three BP nmenbers of the board,

and two Shell. The other nenbers of the board are
Don Kinstra with BP -- and unfortunately, | am
drawi ng a bl ank here -- Steve Pankhurst from

BP.

The Shell nenbers the board are Bob
East| ake and Deni se Burch

Q In your professional qualifications you
identify your degrees. | take it fromthis you are
not an econoni st ?

A | am not.

Q And | also take it, then, that you are not
an expert in FERC pipeline rate naki ng met hodol ogy.
Is that fair to assume here?

A Yes, that is correct.

MR. BEAVER | hate to butt in. W now
have nunbered testinony.
JUDGE WALLIS: Let's be off the record for
a mnute, please.
(Di scussion off the record.)
JUDGE WALLI S: Thank you. Let's be back

on the record, please.
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1 MR, FINKLEA: And | will note as | am goi ng
2 through I will do Iike M. Trotter did, and try to

3 lead us to the right part of the page. | think it

4 wor ks fine.

5 Q BY MR FINKLEA: On page 3 when you talk

6 about the history of how BP wound up with O ynpic,

7 who were the other bidders to operate A ynpic in the
8 year 20007

9 A | believe it was Equilon Pipeline

10 Q And was it -- we may be going over ground
11 we covered with M. Peck. |t was the board of

12 directors of AOynpic that nade the selection; is

13 that correct?

14 A That's ny understandi ng, yes.

15 Q If you could turn to page 5 of the sane

16 exhi bit.

17 A | amsorry. Wich exhibit are we on again?
18 Q W' re on what has been marked as Exhibit

19 611. It was your direct testinony which was filed
20 here, as well as filed with the Federal Energy
21 Regul atory Conmission. | think it was originally
22 marked as BCB 9 for identification
23 A Yes.
24 Q | amon page 5 now. Page 5 has |ines.

25 Line 19 is where ny focus is at the nonent. |
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1 believe it's only the rebuttal testinony that

2 doesn't have |ines.

3 Is it your testinmony that O ynpic did not
4 include all of its 1998 new i nvestnent in rate base
5 used in its rate filing at that tine?

6 A That's what the testinobny says, yes.

7 Q How nmuch new i nvest ment was not included?
8 A As | state in the testinony, noreover it's
9 nmy under standi ng that when O ynpic filed for cost
10 based interstate and intra-state rate base increase
11 at the end of 1998 to recoup a substantia

12 i nvestment nmade that year, it did not attenpt to

13 recoup the full anmount of that investment projecting
14 a total cost of service for 1999 of 47.328 mllion
15 and projected operating revenue subsequent to the
16 i ncrease of only 44.508 mllion, approxinately 6

17 percent bel ow A ynpic's cost of service.

18 Q Andis it your position that O ynpic was
19 entitled to recoup the full anmount of its 1998 new
20 i nvestment and its 1999 cost of service?

21 A | would defer that to Brett Collins who

22 will follow nme who is kind of our financial person
23 who is |looking into these cost of service nunbers.
24 Q If you could turn next to page 6 -- or

25 guess we're still on 6, up at |ine 3?
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A (Complies.)

Q There's additional discussion on the next
line about substantial safety related investnents.
A simlar question | want to ask, is it your
position that O ynpic was entitled to include the
safety investnents you are nentioning there inits
rate base at that time?

A Again, | amnot exactly sure at which tine
you are referring.

Q Well, I amfocused on exactly the ones you
are discussing at pages 5 and 6 of your direct
testi mony, and the reference to the 1999 cost of
service study.

A I amnot sure in this testinony that | am
trying to link the two thoughts here.

Q Wwell, first, could you just read for --
reread your sentence that starts at |ine 3.

A Sure. "Oynmpic's profitability plunged
further as a result of the substantial safety
related i nvestnents made after the Bellingham or
What com Creek incident, and significantly reduced
revenue caused by reduced through-put."”

Q Two questions. Was it -- is it your
position that those safety related i nvestnents

bel onged in your rate base in your 1999 cost of
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service?

A I am not neki ng any cl ains one way or the
other. That might, again, be a better question for
Brett Collins.

Q Are those safety related investnents that
were nmade at that time recurring expenses, which
A ynpic would be entitled to include in a cost of
service study today?

A Again, you are tal king about a tine frame
of 1999; is that correct?

Q | amtalking about your reference to 1999
cost of service study, yes.

A Again, | amnot trying to relate safety
i nprovenents that O ynpic has nmade since BP has
become the operator to this 1999 study.

Q So it's your position that if those safety
rel ated i nvestments were made outside of a rate
period, then the conpany has no particul ar
regulatory right to recoup those investnents unti
it files another rate case; is that correct?

A Again, | amnot a regulatory specialist, so
I don't have an opinion on that.

Q Could we turn next to page 11 of this sane
direct testinmony?

JUDGE WALLIS: What exhibit is that,
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Counsel ?

MR. FI NKLEA:  Your Honor, | amstill on
what has been marked for identification as Exhibit
611. When it was originally filed, it was marked
BCB 9, M. Batch's direct testinony in this
proceedi ng, which also is the direct testinony he
has filed with the Federal Energy Regul atory
Commi ssion, as | understand it.

CHAIl RMOVAN SHOWALTER: His direct testinony
here is 610, and then the attachnent which is his
direct testinmony at the FERC is 611

MR. FI NKLEA: You are correct,

Commi ssioner. And the way, at |east, that we have
been reading this is 611 is essentially offered to
be incorporated by reference into this docket. It
has a cover sheet that says, Before the Washi ngton
Uilities and Transportation Comm ssion, and it's

mar ked as Batch O ynpic Pipeline General Rate Case.

But then the first page of it is marked
with a caption, United States of Anerica, Before the
Federal Energy Regul atory Conmi ssion.

CHAl RMOVAN SHOWALTER: Let's call it 611
instead of direct. It would be clearer for the
record.

MR. FINKLEA: That's fine.
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Q BY MR FINKLEA: What we have been
di scussing, M. Batch, is prepared direct testinony
that you have offered at the Federal Energy
Regul at ory Conmi ssion, and offered in this
proceedi ng as an exhibit; is that correct?

A Yes.

Q Soif we could turn again to page 11, and
am |l ooking in particular at a statenent that begins
at line 20.

A (Complies.)

Q If you could just refresh your recollection
by rereading -- you don't have to read it into the
record -- but rereading |line 20 of page 11 through
line 2 of page 12. You discuss there a number of
corrective actions that A ynpic has undertaken

A (Reading docunent.) Yes, | have got it.

Q |Is deformation inspection tools one of the
three state-of-the-art devices used to verify the
integrity and safety of a pipeline systenf?

A Deformation tool is a tool that |ooks for
dents or anomalies within the system yes. That is
one of the -- one of a few different types of
technol ogy smart-pick devices that are used.

Q And how frequently are these inspection

tools used, the defornati on one?
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1 A At Oynpic, | think we have nmade a

2 commitnent to run the defornmation tool every year

3 since we becane the operator for at |least three

4 years, because of the significant problems we have
5 seen with third-party damage, and top side dents

6 from excavators that choose not to use the One-Cal
7 System So we nmade a recognition of up front that
8 this was a risk and exposure to this pipeline that
9 requi red sone extensive inspection and possible

10 repair.

11 Q Now, the next one you nention is the

12 magnetic flux tool, and that's another -- as | take
13 it, another state-of-the-art inspection device; is
14 that correct?

15 A Yes.

16 Q And then you al so nention the transverse
17 flux inspection tool?

18 A Yes.

19 Q And regarding the magnetic flux, how often
20 is that used?
21 A W have a periodic tine table. | believe
22 we are running those nowin two to three year -- two
23 to three year increnments, every two to three years.
24 Q And how about transverse flux?

25 A That is the inspection tool that | ooks at
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the | ongitudi nal seans of the pipe, significantly

i mportant with regard to ERW pi pe seans. That's
being run for the first tinme end of |ast year. And
| believe we conpleted our final run | ast week of
this year.

Q ©Did 1l take it that's not sonething you
woul d do annually the way you -- is it "deformation"
or "defamation" tool?

A Def ormati on t ool

Q AmI correct that the magnetic flux and
transverse flux are not sonmething that have to be
done annual | y?

A W made a commtment to look at Aympic's
pi peline with all the technology that's available to
us. Again, because of the exposure to third-party
hits, we felt defornmation tool was necessary to run
every year.

Historically, | think the industry is
nowhere near that |evel of frequency in running
i nspection tools. Wth regard to the TFl tool, that
is still arelatively new piece of technology that |
think Oynpic, and a few other conpani es, have run
And we're just pretty nmuch trying to understand the
val ue and the benefit of the TFl tool, what it's

goi ng to show us.



2947

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Q Do you know -- this would call for you to
have in front of you what has been nmarked for
identification as Exhibit 819. It's Ms. Hamer's
original cost of service study, | think also
referred to as OPL 31. And ny questions go both to
that, and then to the rebuttal case.

Is the cost of inspection, using first the
magnetic flux tool, included in the total operating
expenses that Aynmpic is now requesting rate
treatment now on for the test period?

A | am not conpletely sure whether the
i nspection tools are categorized as capital or

expense, and how we're claimng that wthin our

case.

JUDGE WALLIS: M. Finklea -- excuse ne,
M. Batch -- could we have a repeat citation to
Exhi bit 819.

MR. FINKLEA: Yes. The citation to 819, as
| understand it, it was originally marked as OPL 31
And | was looking in particular at schedule 12 of
that exhibit. It has been marked for identification
at this tinme as Exhibit 819. It was al so known as
CAH- 4, cost of service case 2.

MR. LEYH: Your Honor, | don't believe the

wi tness has a copy of that, and | don't believe it
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was listed in the cross exhibits for Tosco.

MR, FINKLEA: Well, | amnot offering it as
an exhibit. The conmpany is already offering it as
an exhibit.

JUDGE WALLIS: Well, we expect the conpany
to offer it. And our convention is an exhibit that
has been marked for identification by the conpany
may be inquired into.

MR. LEYH: | wonder if we could give the
wi tness a copy of that exhibit.

JUDGE WALLIS: May we do that, please

Q BY MR FINKLEA: Do you have that now in
front of you, M. Batch?

A I have the exhibit, yes.

Q Is the cost of inspection using the
magnetic flux tool included in the total operating
expenses for the base period -- or the test period
in OPL -- first of all in OPL 31, or what has been
marked for identification as Exhibit 819? And | am
on schedul e 12 of that exhibit.

A This is a level of detail that | am not
sure | can properly speak to.

Q wll --

A Certainly inspection costs need to be

recovered. | nean, it's part of the safety efforts
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for this pipeline. But as far as the |evel of
detail that you are asking, | don't really think
have the answers for you. | think | would defer
that to Ms. Hammrer, since this is one of her

exhi bits.

Q Well, let's talk about this in general
then. 1Is it the conpany's position that the
magnetic flux inspection, as you said, only occurs
every two or three years? |Is that, in your opinion,
sonmet hing that should be included as an operating
expense for purposes of setting rates here, or
should it be capitalized, or should it be anortized
over a nunber of years? What is your company's
position on that?

A Again, | amnot a rate specialist or an
accountant, and | would, frankly, prefer to defer
those questions to the right people who can answer
t hat questi on.

Q And that would be Ms. Hanmer or
M. Collins, or both?

A Perhaps both.

Q And Il will -- I assune the answers woul d be
the sanme if | am asking about the transverse flux
i nspections?

A Yes.
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Q But you do agree that both the magnetic
flux and the transverse flux is not sonething that
i s done annual | y?

A Yes, that's correct.

Q Again, on page 12 of the sane exhibit, 611,
there's a statenent regarding visual inspections on
lines -- starting at line 5 in the mddle. Does
your conpany's visual inspection program cover the
entire pipeline systen?

A Yes, it does.

Q And has a visual inspection program been
conpleted for the entire systenf?

A Visual inspections have been done with
the -- in conjunction with the repair program And
the process -- and | mght just lay out the process
alittle bit. W plan to run an internal inspection
tool. W run the internal inspection tool. W have
some time that we need to spend to analyze the
results of the internal inspection tool

That tool correlates various findings,
features, and anomalies that it picks up inside of
the pipe, and correlates that externally to the rea
world to where that pipe actually is.

At that point, once we have those

correl ations made, we then have to get proper



2951

1 permits for fill and grade to be able to physically
2 dig the pipeline -- because prinmarily npost of the

3 pi peline is underground -- to that feature or

4 finding that the tool is indicated and visually

5 i nspect what the tool was seeing.

6 So in that context, yes. For every anonaly
7 that we need to inspect, we have to dig it up and

8 visually inspect it before the repair

9 Q And has the visual inspection program been
10 conpleted for the entire systemat this tinme?

11 A No. | nmean, that's an ongoi ng process.

12 Certainly the first several rounds of interna

13 i nspection and visual information and repair are

14 conplete, but we're just conpleting now the TFI

15 i nspection runs, and in the process of analyzing the
16 data that the TFl tools have found.

17 And once we anal yze the data, again, we

18 will need to make correlations to the pieces of the
19 pi peline that it has found something. And we will
20 have to go and start digging those areas to visually
21 i nspect those | ocations.
22 Q In your opinion, have all the appropriate
23 repairs fromthose inspections been conpl eted?
24 A Wiich inspections?

25 Q Fromthe visual inspections?
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A If we have gone through the effort and
expense of digging it up, permtting it and digging
it up and identifying what the anonmaly is, yes, | am
confident that we have made the proper repairs.

JUDGE WALLI S: M. Finklea, may | ask how
we' re doing on your cross?

MR, FINKLEA: | am about 40 percent of the
way there.

JUDGE WALLI S: Let's take a 15-mnute
break, then, please.

END OF AFTERNOON SESSI ON AT 3:30 P. M



