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BEFORE THE WASHI NGTON UTI LI TI ES AND TRANSPORTATI ON

COWM SSI ON
WASHI NGTON UTI LI TI ES AND )
TRANSPORTATI ON COVM SSI ON, )
)
Conpl ai nant, )
)
VS. ) DOCKET NO. TO- 011472
) Vol ume XXVI | |
OLYMPI C PI PE LI NE COVPANY, ) Pages 3167 - 3285
I NC. , )
)
Respondent . )

A hearing in the above matter was held on
June 26, 2002, at 3:15 p.m, at 1300 South Evergreen
Park Drive Southwest, O ynpia, Washington, before
Admi ni strative Law Judge C. ROBERT WALLIS, Chairwonman
MARI LYN SHOWALTER, Conmi ssioners W LLI AM HEMSTAD and
PATRI CK OSHI E.

The parties were present as follows:

WASHI NGTON UTI LI TI ES AND TRANSPORTATI ON
COWM SSI ON, by DONALD T. TROTTER and LI SA WATSON,
Assi stant Attorneys General, 1400 South Evergreen Park
Drive Sout hwest, Post O fice Box 40128, O ynpi a,
Washi ngton 98504; tel ephone (360) 664-1189.

OLYMPI C PI PE LI NE COVMPANY, |INC., by STEVEN C.
MARSHALL, Attorney at Law, Perkins Coie, 411 108th
Avenue Northeast, Suite 1800, Bell evue, Washi ngton
98004; tel ephone (425) 453-7314.

TESORO REFI NI NG AND MARKETI NG COMPANY, by
ROBIN O. BRENA, Attorney at Law, Brena, Bell &
Clarkson, 310 K Street, Suite 601, Anchorage, Al aska
99501; tel ephone (907) 258-2000.

Kathryn T. W/l son, CCR
Court Reporter
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CHAD M STCKES, Attorneys at Law, Energy Advocates,

2 LLP, 526 Northwest 18th Avenue, Portland, Oregon
97209; tel ephone (503) 721-9118.
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1
2 PROCEEDI NGS
3 JUDGE WALLIS: Let's be back on the record

4 after an afternoon recess. M. Brena?

7 CROSS- EXAM NATI ON

8 BY MR BRENA

9 Q Good afternoon, M. Collins.

10 JUDGE WALLIS: | believe when we broke, you
11 had noved Exhibit 725 and what we are now calling 728
12 consi sting of work papers, exhibits related to the

13 deposition of M. Collins that is Exhibit 725. W' ve
14 nunbered pages in 728 from1l, which is the title page,
15 to 22. Wth those marks, you are, | believe, noving

16 t hese docunents for admi ssion; is that correct?

17 MR. BRENA: That's correct, Your Honor
18 JUDGE WALLIS: Is there an objection?
19 MR, MARSHALL: Typically in a deposition, you
20 object only to the formof the question. |'ve not been
21 able to review this docunent for that purpose. | don't

22 anticipate there would be any, but | would like to
23 reserve objections other than to the formto these
24 guestions and answers.

25 JUDGE WALLIS: We will reserve ruling when
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you are prepared to offer your objections.

MR. MARSHALL: | will take a |look at this
toni ght and offer any objections |I mght have except as
to formin the norning.

MR BRENA: | don't agree with that. 1've
sat through these depositions, and there have been al
ki nds of objections, and they aren't all related to
form M. Mrshall isn't even the attorney who
def ended the deposition, so if what he did was got a
chance to take this home and review it and come in with
a handful of objections that weren't made at the tineg,
that's not the way | think it should work. They had an
opportunity at the time of the deposition to make their
objections. | had an opportunity to respond on the
record, so | would ask that the objections in the
record stand.

MR. MARSHALL: CQur practice in Washington
State is not to object except as to the formof the
guestion in depositions. Every other objection is
reserved for the tine that the testinony might be
introduced in the main case. That's all |'m asking
for. As | say, | don't know if there would be any, but
I would like the opportunity to review it because that
is the practice.

MR, BRENA: That isn't the practice that |'ve



3172

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

sat through in taking these depositions.

JUDGE WALLIS: Let ne ask other counsel that
have been to these depositions. M. Trotter or
Ms. Watson and M. Finklea?

MR TROTTER. Now is the time to object to
the transcript going into evidence, and when it's
of fered, that's when objections would have to be
debated, and | think that's how we generally work it.
He said he hasn't had a chance to read it. | think you
have discretion to allow themtime or not, but at the
time it's offered is the tine to make the standard
objection to any portion of it.

CHAl RMOVAN SHOWALTER: M. Trotter, is it the
practice to raise substantive objections at the tinme of
i ntroduction and not during the deposition itself?

MR, TROTTER: Yes. | don't think you need to
rai se an objection other than as to format the tinme of
the question to preserve it, and then you can raise it
when it's offered. You can also object, obviously, in
the transcript itself.

MR, FINKLEA: | can't disagree with
M. Trotter, and there are times in the transcript that
show t hat soneone rai sed an objection, and then the
attorney defending the witness would rai se an objection

and then direct the witness to answer the question, so
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there are those nonents in this transcript, as |
recal | .
JUDGE WALLIS: We will reserve a ruling unti
t onor r ow nor ni ng
Q (By M. Brena) M. Collins, one of the
things M. Marshall nentioned was you have a degree in

petrol eum engi neering; is that correct?

A. Yes.

Q Are you a CPA?

A No, I'm not.

Q Have you ever taken an accounting course?
A No, | have not taken an accounting course.
Q Is this the first time you' ve ever been on

t he stand?

A Yes, this is the first tine |I've been on the
st and.
Q Is this the first time you' ve sponsored

testinony directly?

A Yes. This and in the matter of the FERC are
the first tinmes.

Q You have assisted with the preparation of
ot her people's testinony in other proceedi ngs, have you
not ?

A Yes, | have.

Q And in one of the proceedings that you
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assisted in the preparation of the testinony was the
Womni ng case in which the i ssue was whether to adapt
t he FERC met hodol ogy or the DOC met hodol ogy, wasn't it?

A | had participated in the Woni ng case. |
don't know if | would say that was the issue. | think
that may have been an issue in that case.

Q That was an issue that you worked on on
behal f of providing staff support for the sponsoring
witness; isn't that true?

A That is correct.

Q And the Wom ng Commi ssion ultinately
rej ected the FERC net hodol ogy and adopted the DOC; is
that correct?

A. I wasn't at the hearings. M understanding
is they eventually adopted the DOC cost-of-service
nmet hodol ogy.

Q I would Iike to ask you some questions just
so the record is perfectly clear. Are you intending to
support the rates through Case 1 of the direct case?

A I think in our direct testinony, we discuss
the reasons why we prepared Case 1 and then in the
direct case talk about Case 2 and the reasons why we
felt that was appropriate and believe we nmade clear in
nmy testinony that was the case that we were using as

the basis for supporting the rate increase when the
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1 direct testinmony was filed in Decenber.

2 Q And that was Case 2 in the direct case
3 A Yes, that was referred to as Case 2.
4 Q Is Case 2 the case that you are currently

5 supporting as the basis for your recomendati ons?

6 A. No. The terminology "Case 1" and "Case 2"

7 related to the direct case, and in our rebuttal case,

8 we had gone through and rmade updates. First we nade

9 updates to certain corrections to ny cal cul ati ons and
10 then secondly had updated data as described in ny

11 testinmony and | think in Ms. Hamer's testinony, and as
12 we discussed earlier today, the case that we are

13 putting forward in the rebuttal is 703, or it was,

14 t hi nk, BAC-8C.

15 Q So from your perspective, at |east, what we
16 are here to talk about, the cost-of-service study that
17 you are currently sponsoring to support your rate

18 filing is contained within Exhibit 703.

19 A Yes.

20 Q There is Case 1 and Case 2 you are no |onger
21 relying upon for the purposes of supporting this

22 particul ar recomrendati on

23 A Case 1 and Case 2 were filed in Decenmber. W
24 replaced that with the Case 703 in rebuttal, and we

25 believe that to be the appropriate case, and that's the
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case we've sponsored.

Q So do or die on 703, if we sit here and talk
the rest of the day about 703, at least |'mtalking
about the case you are intending to support your rates
Wit h.

MR, MARSHALL: Object to the formof the
question. | think the witness has made it clear that
Case 1 and 2 are background to 703, so | think I don't
understand the form of the question "do or die," and
woul d object to that.

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

Q (By M. Brena) |If we talk about Case 703,
that's the only case we need to tal k about here today
with regard to this rate filing?

MR, MARSHALL: Again, | would object to that
because the ot her cases provide background information
and they provide a basis for which adjustnents are
bei ng made, so |I think the question is inproper because
it goes too far.

MR, BRENA: Your Honor, |'m having a problem
with the tal king objections and suggesting the answers
to the witness. This is a witness. He has a
met hodol ogy. It's supposed to support the rate filing.
I"'mtrying to find out which one. | didn't hear an

objection. | heard an explanation from cocounse
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suggesting what his witness's answer should be. |I'm
trying to figure out, this is the witness that
sponsored these testinonies. Wich horse is he riding
her e?

JUDGE WALLIS: | think the question is
proper, and the wi tness may respond, and again, 1'Il
ask M. Marshall to please as you do phrase objections,
do so in a way that doesn't suggest a potential answer
to your witness.

THE WTNESS: As | thought | already stated,
703 is the case that's based on what's di scussed in our
rebuttal testinony. That's the case we are putting

forward. That's the case that |'m using.

Q (By M. Brena) 1Is that the only case you are
usi ng?

A We conputed other cases. That's the case we
feel is appropriate. | think we've discussed about --
we think it's appropriate. | think there are

alternative cases that we discuss in ny rebutta

testi mony, which | assune peopl e have read, we provided
alternative cases, but if soneone were not to agree
with that case, but that is the case, as my answer
before, that's the case we feel is appropriate for
evaluating O ynpic's rate case in 703.

Q ' m asking these questions so | can
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understand what | need to ask you questions on. Please
understand where |I'mconing from

Are you saying that 703 is the case that you
relied upon to support the rates that are at issue, or
are you saying that 703 is the |l ead case, but in the
event that 703 doesn't fly, then we are going to sone
ot her case, and if so, what other case?

MR, MARSHALL: Objection, asked and answered.
He's expl ai ned how he derived this case and he's
expl ained alternatives. | would object as asked and
answer ed.

MR. BRENA: | agree it's been asked. |
di sagree it's been answered.

JUDGE WALLIS: The question is, | believe,
perm ssi ble, and the witness may respond.

THE WTNESS: In ny rebuttal testinony in
703, we provide what we believe to be the appropriate
basis for setting rates, which is using the FERC 154,
the approach, and it uses a total Conpany
cost-of-service analysis. W think that's the
appropriate case. |If soneone felt it was not
appropriate to do a total Conpany case, we have done a
jurisdictional separation if soneone felt it would be a
nore appropriate basis for setting rates and provi ded

that and additionally have perforned fully allocated
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cost calculations to conpare to the proposed rates.

We also, if it were determined that the FERC
nmet hodol ogy were not appropriate, we also provided a
depreci ated original cost presentation as an
alternative if that was determ ned not to be
appropriate and consistent with the jurisdictiona
separation fully allocated cost cal cul ati ons and
performed those under DOC as well, and this is
basically the same thing that was provided in the
di rect case.

W felt that Case 2 was appropriate, but if
someone felt there was sone reason that wasn't
appropriate, we provided -- one, we had an alternative
Case 1, and then secondly, for Case 2, which at that
time we felt was the appropriate case, we had done a
jurisdictional separation and a fully allocated cost
calculation. So I think it's really just updated and
provi ded the sane alternative case as if soneone felt
that the case we put forward wasn't correct.

Q ' m beconing nmore confused rather than nore
enl i ghtened, and my confusion is caused by your
suggestion that -- let nme phrase ny question this way.
What case are you advocating that this Comm ssion
consi der to support your rate filing?

MR, MARSHALL: Objection, asked and answered,
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and | would also object to the preanbl e about whet her

M. Brena is confused or not. The answer to the

previ ous question was very clear in that he set forth

what his recomrended approach woul d be, but there are

alternatives if others disagree, and he wal ked t hrough
it. It's very clear.

JUDGE WALLIS: M. Brena?

MR. BRENA: It's not clear to ne. |
understand he's set two alternative cases. That's
obvious fromthe review of this case. What | don't
understand is if he's intending to rely on those to
support his case.

| can't tell by his answer if 703 is the |ead
case and then we go to the alternative cases. |If they
do, | don't understand in what order. |f we exhaust
all the rebuttal cases, then do we switch over to the
direct case, and if we switch over to the direct case,
then is it Case 2 or Case 1?7 I'mtrying to figure out
how he's supporting his rates, so perhaps |I could ask a
few nore questions and maybe get to that.

JUDGE WALLI'S: You may.

Q (By M. Brena) What case are you
reconmmendi ng this Commi ssion consider to support your
rate filing?

MR, MARSHALL: Objection, asked and answered.
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He did answer that, and he set forth what the
alternatives were. It was very clear
JUDGE WALLIS: Let's give lead to M. Brena
to ask the question and take it in steps and let the
W tness respond in steps.
THE W TNESS: Case 703.
Q (By M. Brena) Are you reconmending that the

Commi ssi on consi der another case other than 703 as

wel | ?
MR. MARSHALL: Asked and answered.
JUDGE WALLI'S: The witness may respond.
THE W TNESS: Yes.
Q VWi ch case shoul d the Commi ssion consi der

next after 703?

A Well, | can't answer as to which case would
be considered next. | don't know that there is a
sequential order. As | tried to explain, we had
proposed valuing the rate based on a total Conpany
cost-of-service presentation. Now, what we had al so
done is if sonmeone -- if it was determ ned by the
Conmmi ssion that that was an appropriate way to eval uate
rates, we would also do a jurisdictional separation to
separate inter and intrastate costs and revenues, and
we had al so done an evaluation of a fully allocated

cost, which takes that cost and assigns those costs to
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the individual rates to evaluate individual rates
t hemsel ves, and this was consistent with what we did in
the direct case.
We al so had, to the extent that the

nmet hodol ogy | woul d characterize as one of the things
that is probably something to be determ ned we put
forward and thought that was the appropriate
net hodol ogy. We had al so done a depreciated origi na
cost net hodol ogy, and consistent with the sane
jurisdictional separation and fully allocated costs,
had done those cal cul ations as well, and that's
consi stent with what we had done in Decenmber as well by
taking the total Conpany approach and doi ng
jurisdictional separation and a fully allocated costs.
So | think that's about all | can say about the cases
that we've included.

Q Let me summarize what | heard, and that is
t he Conmi ssion should first consider 703, and then
based on this deternination may sel ect anong the other
alternatives, the other cost-of-service cal cul ations
set forward in your rebuttal case. |s that what you
just said?

MR, MARSHALL: bjection, asked and answered.

He's asking the witness if that is the question he

asked and the answer that he gave, so that objection is
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1 appropriate.

2 JUDGE WALLIS: | think that the questioning
3 is proving hel pful and that M. Brena's question is

4 aimed to clarify the record rather than to repeat it,
5 and the witness nmay respond.

6 THE W TNESS: Repeat the question

7 Q | would be happy to repeat it. |If |

8 under st and what you just said, the Comm ssion, you

9 bel i eve, should first consider Case 703. |If for sone
10 reason it rejects 703, then depending on the basis for
11 its rejection, it should then without any preferentia
12 order alternatively consider every other cost of

13 service in your rebuttal case. |Is that what you sai d?
14 A. No. | think what | said is we had perforned
15 the Case 703 -- naybe to try to keep this sinple. |
16 think there are naybe two types of consideration.

17 There is one related to nmethodol ogy, FERC net hodol ogy
18 or DOC net hodol ogy. | ndependent of that, whichever

19 net hodol ogy is determ ned as appropriate, there is an
20 i ssue i ndependent that should that be based on the

21 total Conpany presentation? Should it separate

22 Washi ngton jurisdictional cost and revenues, and that's
23 the sane issue whether it's the FERC met hodol ogy or

24 DOC, and further, whether it would be appropriate to

25 val ue those rates individually.
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So it's not like there is independent
conbi nations. There is just nethodol ogy, and then
there is nore the issue of jurisdictional separation
and cost allocation.

Q Let nme try to elimnate sonething. You are
not asking the Conmi ssion to consider the specific
cases, the specific cost and service that you set
forward in your direct case?

MR. MARSHALL: Objection, asked and answered,
and | won't explain why, but | do believe that there is
a termnology difference here between "recomend" -- |
think M. Brena is trying to take the answer of the
wi tness and extend it too far, and I won't say nore.
So | object to the premse and to the formof the
questi on.

MR. BRENA: As | understood this witness's
| ast answer, he identified every alternative in his
rebuttal case and didn't refer at all to a case in his
direct case. So what I'mtrying to do first is figure
out if the universe of alternatives that they are
trying to propose to support their rate is in the
rebuttal case or if that universe also includes the
di rect case.

So then what | intend to explore is in what

order does he want these considered by the Conmi ssion?
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I"mreally just trying to figure out what their case
is.

JUDGE WALLIS: The question is permssible
and the w tness may respond.

THE WTNESS: |'msorry; would you repeat?

Q (By M. Brena) As | understood your | ast
series of answers, 703 was here, and then there is
alternatives, methodol ogy, full Conpany consi derations,
i ndi vidual rate; right?

A Correct.

Q Those are all set forward in your rebutta
case; right?

A Those are set forward in the rebuttal case.

Q So we have four alternatives in the rebutta
case of which 703 is the preferred one.

A 703 is the preferred one. | don't know that
there are four, but 703 is the preferred one, and we
have an al ternative nethodol ogy.

Q The DOC?

A Ri ght, and we woul d have juri sdictional
whi ch would be two nore, which would be four, and then
you could ook at fully allocated costs, so the ful
possi bl e range would be six, | think, not four

Q And these are six alternatives within the

rebuttal case
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A Yes.

Q Do we al so have alternatives within the
direct case, or have all the alternatives within the
di rect case now been subsumed within the rebuttal case?

A. Starting with the direct case, the direct
case, we had used as Case 1, which used cal endar year
2004, the 12 nmonths of actual data that this Comm ssion
would call a test period in the case itself. They are
referred to as the base period, which is 12 nonths of
actual data, and we made forward-I|ooking adjustnents to
that as Case 1, and then in the direct case, we
expl ai ned how we thought that using the nore current
12-month period of actual data as the starting point
were nore appropriate, go into reasons why that was
appropriate, and that was what was recomended in the
di rect case.

From that, we had put two alternatives. One
the sane we tal ked about with the rebuttal. W were
using a total Conpany approach to evaluate the rate,
and if it were determned that it were inappropriate,
we had as an alternative done a jurisdictiona
separation, and again, as a third alternative, if it
was deternmined to be appropriate to | ook at individua
rates, we had done a fully allocated cost.

What we did in the rebuttal is take Case 2,
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and we had made updates to that, and there were
generally two updates. One, there were sone ninor
corrections that | think resulted in the cost of
service decreasing from | think it was 61 nmillion
dollars to 60.1 mllion dollars or decrease the cost of
service by $800,000 or a little over one percent.

The second adjustnent that we nmade is we had
in lieu of using test period projections |argely based
on budgeted amounts, as we discussed earlier today,
repl aced for expenses using category of data that we
tal ked about with actual data up through April and had
revised projections for data. So we had taken Case 2
and just nmade sone mnor mathematical corrections and
then updated the data, and that's really the only
di fference between Case 2 and the direct case and 703,

the rebuttal case, but other than that, they are

identical, the same nodel. The cal cul ati ons outsi de of
those m nor exceptions are identical. The periods are
i denti cal

Q Do you have my question in mnd? M question

was, are Case 1 and Case 2, and | understand the
evolution of Case 2 into your rebuttal case, but is
Case 1 and Case 2 still in play in this proceeding, or
are we on Case 2 corrected, which is in the rebuttal

Case 2 revised, which is in the rebuttal, DOC, which is
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in the rebuttal, Case 2 revised based on the
alternative jurisdictional allocations?

A I"'mnot sure "in play." |'ve expl ai ned what
we' ve done, and | think that | just explai ned what
we've done in the rebuttal case, and | think all those
cases are reasonabl e and explain why we've done what
we' ve done, and we think that Case 703 is the
appropriate one.

Q So you intend Case 703 to substitute for Case
2 in the direct case?

MR, MARSHALL: Objection. The w tness has
asked and answered. He said that's the appropriate
case. |If people disagree, then they can go to an
alternative, but it depends upon the nature of the
di sagr eenent.

JUDGE WALLIS: Let's let the witness respond
to the question.

Q (By M. Brena) Do you consider 703 to be a
substitute for Case 2 in the direct case?

A I wouldn't say it's a substitute. | would
say it's an update to Case 2 in the direct case

Q Shoul d t he Comm ssion continue to consider
Case 1 in the direct case?

JUDGE WALLIS: | think Case 1 has been

stricken.
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COW SSI ONER HEMSTAD: | woul d say as a point
of clarification, Case 1 has actually been stricken
fromthe proceeding.

Q I'"'mgo to ask you questions on 703,

M. Collins, on the assunption that's what we are here
about, because | tried.

First, Chairwoman Showal ter brought up the
i ssue of definitions, and | just want to do the best |
can to be sure during this cross-exanm nation that what
I'm saying you are hearing and the record is recorded
and everybody understands it. Was it your intention in
putting together your case to conply in full or in part
with the FERC regul ations for filing?

A. | believe our intention was to conply with
the FERC regul ati ons regardi ng how you devel op a
cost-of-service presentation to put forward a case, so
in full.

Q So to the degree that -- and |I'm not
suggesting that it does or doesn't, but to the degree
that state |law or requirenment may vary from FERC, it
was not your intention to conply with state | aw.

MR, MARSHALL: | would have to object to the
formof the question. Again, the w tness has expl ai ned
what he's done with alternatives if the Conm ssion

di sagrees, so | think the question in the form assunes
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1 a fact contrary to what's already been testified to.

2 MR, BRENA: It's a pretty straightforward

3 question. Did he intend in preparing his case in the

4 event of a divergence to conply with federal or state

5 I aw.

6 JUDGE WALLIS: Subject to the witness's

7 credentials in the area of the practice of |aw, |

8 bel i eve the witness may respond.

9 THE WTNESS: It was our intent to file a
10 case that was consistent with the FERC net hodol ogy. |
11 was not intending to not conply or conply with state
12 regul ations. | was conplying with the FERC
13 met hodol ogy, and | think we've tal ked about the
14 term nol ogy differences, but I think the
15 cost-of -service approach with respect to how that's
16 devel oped, you know, are consistent, but | know | was
17 | ooking at filing this consistent with how federa

18 regul ati ons say to develop a cost-of-service filing.

19 Q Did you read the state regul ations?
20 A No, | did not read the state regul ations.
21 Q What's the basis for your saying whether or

22 not the federal and state regul ations are consistent?
23 A. | didn't say that they were or were not
24 consistent. | just said that the intent was to file

25 this to conply with federal regulations, and that's al
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that | said.

Q So when you say "base period" in 703, you
mean what FERC neans? You intend what FERC neans by
"base period."

A. Yes. | think this norning when we started,
that was probably the first thing | wanted to try to
clear up, to not make sure nobody was confused or
appeared to be confused about this, so | tried to
explain how | think at both the FERC and WJTC, | think
it's a general, probably nobst regul atory agenci es.

| nmean, they rely on a 12-nonth period of
actual data and make adjustnments to that to reflect a
perspective or forward-Iooking period when the rates at
i ssue would be in effect, and there was a difference in
terms of primarily how test period is defined, but I
think this norning, that was the first thing
di scussed.

Q My question was just sinply, did you intend
when you used "base period" to nean what FERC neans by
"base period," and the answer is yes?

A Yes.

Q What does FERC nean by "base period"
preci sel y?

A I don't have the regulation in front of ne.

Q But your understandi ng of the regul ations?
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A. My understandi ng of the regulations is that
you are to use a recent 12 nonths of actual experience.

CHAl RMOVAN SHOWALTER: May | interpret with a
clarification? |Is the term "base period" or "base
year," or are both used?

THE WTNESS: | think the regul ations use the
term "base period," but because it relates to an annua
peri od, people sonetines interchange "base year" and
"base period" or "test period' and "test year."
think if you go to Part 346 in the Code of Federa
Regul ati ons, they tal k about "base period" and "test
period."

MR. BRENA: 346.2 (a)(i) is the definition of
"base period,"” and (2) is the definition of "test
period."

Q (By M. Brena) So your understandi ng of base
period is just 12 nonths of actual?

A That's not what | said.

Q What did you add that | didn't capture?

A I think the regul ations state sonmething to
the effect it should be a recent 12 nonths of actua
experi ence.

Q Recent in 12 nonths of actual experience, and
that's your entire understanding of "base period"; is

that correct? |I'mjust trying to summarize what you
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are saying so we can nove on. Is there anything el se?
A Wi ch question would you like me to answer
first?
Q Doesn't matter. No. [|'Il rephrase it. |'l

just nmove on. For the purposes of ny questions,
woul d prefer if you did not have the regulation in
front of you, if that's what you are | ooking for

A I do not have a copy of the regulation

Q VWhat's the definition that FERC neans by
"test period"?

A The FERC definition of "test period" is you
are nmeki ng adjustnments to the base period data for
items that will be known, measurable, and effective
within nine nonths of the end of the base period.
That's my understanding of it. | don't have it
menori zed not having it in front of ne.

Q Do you have an understandi ng of when those
items need to be known and neasurable, the time frane
for when that know edge needs to be there?

A I think the FERC tal ks about wi thin nine
nmont hs the end of the base period. | won't be using
the proper term nology, but | think there are
exceptions in certain situations where there may be
somet hi ng outside of that.

It's not arigidrule that it has to, and
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there could be exceptions to that, but as a genera
standard, they should be within nine nonths of the end
of the base period.

Q Schedul e 21 of 703, Page 49 of 71, and we
will probably spend a little tinme on that. This
schedul e reflects your recomendations with regard to
what the appropriate cost of service should be in this

proceeding; is that correct?

A No, it's not.

Q How i s that not correct?

A Wel |, Schedul e 21 contains operating
expenses. | would say that Schedule 21 would refl ect

the appropriate operating expenses to be used in the
cost-of-service calculations, which it's a conponent of
t he cost-of-service cal cul ation.

Q So with regard to operating expenses, it's
your intention that this is the recomrended | evel of
operating expenses that should be used to set rates.
I"'mon the right schedule, aren't it?

A Yes. Schedule 21 is a summary of the
operati ng expenses.

Q These base period expenses in the col um,

t hese base period expenses are from Cct ober 2000
t hrough Septenber 2001; is that correct?

A Yes, | believe that's correct, and it's
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footnoted. The base period has an asterisk, and it
notes that's what the base period represents at the
bott om

Q By the "test period," and | don't want to
repeat the Qs and A's already asked, so | wll
summari ze, and if | have it wong, if you would correct
me, | would appreciate it, but by the "test period,"
you nean actual from Cctober '01 through April '02 plus
t he budgeted for May and June and those nine nonths,
the total of those nine nonths divided by nine and
mul tiplied by 12.

A | think that mathematically that woul d work.
I would say that you take those nine nonths, and that
woul d be nine nonths, and then to convert that to an
annual |evel of test period expense, you would divide
those ni ne nont hs amobunt by nine and get an average
nmont hl y anount and add three, so that the individua
nont hs woul dn't |ine up necessarily, but the tota
| evel of cost would be the same.

Q W get to the same point, don't we, no matter
how we do the math?

A | believe we do.

Q Now, | had tried to clarify the record with
regard to what the adjustments were to the base period,

and | failed mserably in hindsight, so | would like to
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go through these. You offer 17 total adjustnents, do
you not, to operating expenses?

A Yes. | believe there are 17 adjustnents nade
to the expenses on this schedul e.

Q If I just look, they are all footnoted, so
under "test period adjustment” in the salary and wages
colum, there is a Footnote 1, and then if | go to the
bottom of the schedule, it says "Schedule 21.3, Line
7," correct, so that would be ny way of tracking
t hrough each one of these adjustnents.

A Yes, that's correct.

Q Then 14 of these adjustnments are to
test period adjustnents and then three of them are base
peri od adjustnents; correct? | nean, 3, 10, and 15 are
base period adjustnents, and the renmmi nder of 1 through
17 are test period adjustnments; is that correct?

A That's correct.

Q I would ask you to go to Test Period
Adj ustnent No. 1, which | ooking down here is on
Schedule the 21.3, so if you could just turn to 21.3.

CHAI RWOVAN SHOWALTER:  Whi ch page?
MR. BRENA: Page 52, and Schedule 21 is just
set up so it goes 21, and then 21.1 and 21.2 and so on.

Q (By M. Brena) So Schedule 21.3 on Page 52

is Test Period Adjustnent No. 1 in the anount of
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$783, 482; correct?
A Sorry, | was back on 21.3. Yes, the Test
Period Adjustment 1 is $783, 482.

MR. MARSHALL: For the record, that's a
decr ease.

MR, BRENA: | would like to be able to ask ny
questions uninterrupted. Counsel for O ynpic has an
opportunity for redirect.

MR. MARSHALL: Just so we didn't have to go
back to this one, | think this is an inportant point.

If it's going to be terned as an adjustnment, it would
be good to define which direction while we are on that.

MR. BRENA: | don't choose to do that.

JUDGE WALLIS: The nature of the adjustnent,
| believe, is apparent fromthe face of the docunent,
is it not?

MR, MARSHALL: | would hope so, but just so
there is no misunderstanding in the record l[ater on
It does appear on the face of this, but it won't appear
on the face of the record unless it's indicated.

JUDGE WALLIS: The record will consist of the
transcript plus the exhibits, so we appreciate your
concern, M. Marshall, but | think we may, unless there
is a reason for an objection, proceed nost efficiently

and nost properly by letting M. Brena ask his
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gquesti ons.

MR, BRENA: Can | clarify whether or not this
docunent has been wai ved, the confidentiality has been
wai ved? |'m about to get into a bunch of specific
nunmbers. Case 2 was not designated as confidenti al
This is just an evolution of Case 2. | don't see why
it should be, so | ask that it be waived, or let's just
argue it.

MR. MARSHALL: The earlier presentations that
were made did involve nunbers that were considerably
nore in history. These nunbers, of course, are
considerably nore recent. The farther back the nunbers
go, the less concern we have for confidentiality.

This al so has general salary and wages. It
has base period salaries, those kind of things. |
don't believe we are prepared to waive at this tine.
They are current data and confidential data.

MR. BRENA: [If | may, Case 2 had the sane
base period. The information wasn't dated when Case 2
was fil ed.

JUDGE WALLIS: | think the Comission is
prepared to hear argunent now on your notion,

M. Brena, directed to the confidentiality of this
exhibit. M. Mrshall, in your absence, |'m sure other

counsel have apprised you of the fact that there was a
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request to waive confidentiality and an objection

voi ced towards confidentiality of another exhibit, and
we have reserved ruling on that pending the opportunity
to argue the specifics, so as to this docunent, we are
prepared to hear argunment at this time. M. Brena, you
are voicing the objection, so let's hear your support
for the position that you are advocati ng.

MR, BRENA: First | would just like to say
that this is the cost-of-service study that is the
basis for the recommended rates that a public service
conpany within the state of Washington will be
charging. Absent the full and public disclosure of
this information, there is no way for a shipper to
under stand what the basis for his rates may be.

O ynpic has filed in support of their rates
simlar schedules. They filed it in their rate filing
initially, and they didn't designate it confidential
They filed it in the past with different schedul es.
They haven't designated themconfidential. This is the
first tine that the primary cost-of-service case for
QO ynpic that | know of in its history has been
desi gnat ed confi denti al

| believe there is a strong public interest
in having the public know what the basis for the rates

are that they are being asked to pay, and there is no
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other way to do it, and | also have a strong bias that
t hese proceedi ngs, the specifics of these proceedings,
rat e- maki ng should not be done in private. 1t should
be done in public, and | believe that that's what the
| egislature preferred in passing the |law, and there is
a strong bias in the state of Washington, as there is
t hroughout our denocracy, that these types of routine
regul atory public matters will be public. The
government's busi ness shoul d be conducted in public.

Now, there isn't anything in this docunent
that could possibly inmpact a business interest or
conpetitive interest of Aynpic. You nentioned
specifically salaries and wages. |If they are going to
ask my client to pay it, my client has a right to know
that he's paying it, and that right outweighs their
right to conduct rate hearings in private. So all
can say is that this is a dramatic turnabout in
A ynpic's position, both within this case and within
its history of filing, that it flies directly in the
face of what | think the denpcratic institutions that
we practice within stand for, and | just haven't heard
a sinple reason in the world why it should be.

Let me add the burden is not on ne to
denonstrate that it should be kept confidential. The

burden is on opposing counsel to denmpnstrate that it
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shoul d be maintained as confidential. So those would
be nmy opening coments, and then | would just like to
hear what the best reason is, because none of them seem
apparent to nme, and I would just add, this Conm ssion
sets rates routinely for public service conpanies in
this state. | don't know what your experience is
because | have a |linmted practice before you, but |

just can't inmmgine that you let the primary docunents
whi ch establish rates in the state of WAshi ngton not be
known to the public. That would be ny coments.

JUDGE WALLIS: M. Marshall?

MR, MARSHALL: Thank you, Your Honor. This
current data, again, is nore conpetitively sensitive
t han past data. W have waived that. Just a coupl e of
days ago, M. Brena had the shoe on the other foot when
| asked himto waive the confidentiality with regard
barge rates that ended in Decenber of 2001. M. Brena
refused --

MR, BRENA: Excuse ne. |f you wanted to
obj ect to that designation, you could have done it.

MR. MARSHALL: M. Brena nmade sone cogent
argunents at that tinme about why there should be
conpetitive informati on avail able, even though it was
old information. What we have here is we have two

refineries that frankly are in conpetition with two
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1 other refineries. There is nobody else here that has
2 expressed an interest in this case, no other shippers.
3 Conpetitive information really is inportant.
4 The ampunt of throughput that's avail able does relate
5 to alternatives, such as the barging information that
6 Tesoro did not want to have avail able, market is highly
7 confidential, didn't want anybody to look at it from
8 the point of view --

9 COW SSI ONER HEMSTAD: M. Marshall, I'm

10 having trouble. W are tal king about the pipeline, not
11 the refineries. These are the cost of the pipeline.
12 How i s that conpetitively sensitive information?

13 MR. MARSHALL: Again, the salaries and the
14 alternatives and what we have here do affect what the
15 rates are for O ynpic pipeline.

16 COW SSI ONER HEMSTAD:  Preci sel y.

17 MR, MARSHALL: And the barge rates are al so
18 rel evant.

19 JUDGE WALLIS: M. Marshall, the

20 confidentiality of the barge rates is not really at

21 i ssue right now.

22 MR. MARSHALL: Right, but the sane basic

23 argunents that were made by Tesoro on preserving the
24 confidentiality of barge rates do apply here.

25 CHAI RWOVAN SHOMALTER: The barge rates are
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not subject to the jurisdiction of this Comm ssion and
are not set by this Commission. |It's in the bargers,
if that's the right termor not, a public service
utility.

MR, MARSHALL: You are right; they are not.
They are not regulated, and nothing else in the
delivery of petroleumfromthe well to the punp is
regul at ed expect for this.

Earlier in this case, we had arguments about
the confidentiality of the throughput data, and there
i s throughput data that we tal ked about earlier that
was sensitive throughput data because it disclosed who
was shi pping what, in what quantities, what was
avai | abl e, what was not avail abl e.

CHAl RWOVAN SHOWALTER:  Is that information in
this docunent right here? Al we are focused on right
now i s Exhibit 703, so what in 703 needs to be
protected and for what reason, because the burden is on
you to denponstrate the reason.

MR, MARSHALL: Page 69 of 703, 22.6, contains
t hroughput data nonth by nonth, and then its backed up
and once we waive this docunent, we are concerned about
wai vi ng underlying docunments as well. -- the actua
t hroughput data nonth by nonth through April 2002 and

then the forecast for May and June.
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CHAIl RWOMAN SHOWALTER:  Is this throughput
data broken down by shi pper on Page 69? Isn't this
just the throughput data for O ynpic Pipe Line?

MR. MARSHALL: That's al so conpetitive
information so it's available to others --

CHAI RMOVAN SHOWALTER: Why is the throughput
of A ynpic Pipe Line conpetitively sensitive
i nformati on? Just that, just what's on here on Page
697

MR, MARSHALL: All the parties in the room
deserve to know this. There is no argunment about that.
O hers outside of this room for instance, barge
conpani es and others, don't need to have that. It's
not data that needs to be out for people that n ght
want to disrupt the system It's data that's not
really data that should be out in the public domain.

| agree conpletely that the Comn ssioners,
the two shippers that have protested ought to have that
data. Their attorneys ought to have that data, but
despite the argunents about how nuch conpetition there
is or howlittle conpetition there is with barge rates,
this kind of information is conpetitive information.

CHAl RWOMAN SHOWALTER:  Sticking with Page 69,
the rates that we ultimately establish are going to be

public. The |law requires that.
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MR, MARSHALL: Yes.

CHAI RMOVAN SHOWALTER: So then the question
is, is the additional information of throughput
mul tiplied by those rates or associated with those
rates conpetitively sensitive information and why?

MR, MARSHALL: Current throughput information
would. | submit that if we had know edge here today
t hat throughput were going to be cut in half, for
exanpl e, that would influence the price that the barges
woul d charge

CHAl RMOVAN SHOWALTER:  We haven't closed the
heari ng yet, and we've heard several tinmes that
capacity is at 80 percent, and there was an associ at ed
figure of, 1 think, 89 percent revenue associated with
that, sonething like that, so the only thing possibly
-- well, actually, | believe the nunber of gall ons
associ ated with 80 percent has al so been publicly
stated sonmetinmes, so the question is, what else is in
her e?

MR. BRENA: Could | address the narrow i ssue
of throughput?

MR. MARSHALL: May | respond to the
Commi ssion? The total nunber of throughput for a year
annualized is a figure we've tal ked about, and | have

no trouble with that nunber being public. Were you
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get to data that's current for the |last few nonths, |
think that kind of data, as we tal ked about | ast
Novenber and Decenber, is the kind of conpetitive data

that we woul dn't want to have discl osed.

COW SSI ONER HEMSTAD: | feel | nust break in
here. | thought we were focusing on Schedule 21, Page
49, categories there. | don't think we need to address

the question of throughput until that page and that
issue is in front of us. The protective order, which
woul d acknowl edge | think in the terns of the

ef ficiency and expedi ency of getting out of these
hearings, is what | would call carefully foll owed.

The party claimng confidentiality has
responsibility to state each page and whether that page
contains confidential information, so | think what we
need to do right nowis focus on Schedule 21 and what
i nformati on on Schedul e 21 neets the requirenents of
the protective order, which it seens to ne is limted
to the issue of whether it conprom ses the ability of
the pipeline, not the refinery, the pipeline to conpete
fairly, or that otherw se inpose a business risk if
di ssem nat ed.

I will make the general statement that we do
a lot of rate cases here, and | don't recall any rate

case at which |'ve been a participate for this kind of
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schedul e setting out salaries and wages, materials and
supplies, rentals, etcetera, has ever been clained to
be of a confidential nature. So what on this page,
rises to the level of conpetitive information or would
provi de a business risk to the pipeline?

MR, MARSHALL: | nay have m sunderstood
M. Brena's notion. | thought he was noving to take
the confidentiality designation off the entire docunent
rather than just one page, and | stand corrected on
this one page and I'Il focus on that. The only part of
this page that we are concerned about woul d be wages
and sal aries because we don't want to waive the
drilling down. Just like at the state |evel, wages and
sal aries of individuals are protected by state |aw --

COW SSI ONER HEMSTAD: \WAges and sal ari es of
every state enployee is a natter of public record.

CHAIl RMOMAN SHOWALTER: That's true, but why
anyway, if we are tal king about this page, why does it
presune any drilling dowmn? W are just talking about
the figures on this page at this nonent.

MR. MARSHALL: |f that's the case on this
particul ar case, preserving any drilling down into
i ndi vidual sal aries for individual people, then I would
not have any trouble with this page being open

CHAI RWOVAN SHOWALTER: | too thought
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M. Brena was asking the whole exhibit to be nmade
publi c.

JUDGE WALLIS: M. Brena, could you clarify?

MR. BRENA: | was. | was asking that the
confidentiality with regard to the whol e exhibit be
wai ved now because there is nothing in that exhibit
that should be confidential, and | wanted to argue it
once rather than argue it ten tines a page at a tine,
and | would like an opportunity to address throughput.

They post throughput on their Web Site. They
report throughput in FERC Form 6. They report al
these operating expenses in these categories under FERC
Form 6 each year to the FERC and to this Commi ssion and
that are available in public records requests. There
is absolutely no basis for the confidentiality of this
i nformation.

CHAI RWOVAN SHOWALTER: Posting of the Wb
Site, how recent is the information? 1Is it just once a
year, or is it kept sonmewhat current?

MR, BRENA: | just asked that question to ny
expert, and he didn't renenber the updating sequencing
of it, but it is filed annually.

MR, MARSHALL: It's once a year

MR, BRENA: They file their FERC Form 6 in

Septenber, and they file their FERC Form 6 with this
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Commi ssi on every February, and it includes information
t hrough Decenber, and so all of the information that we
are dealing with here is older than that.

MR. MARSHALL: On throughput, we have the
very recent nonths, and that's all | was trying to say.
W are willing to do and have wai ved historical data
when you go back and have an annualized nunber that's
di fferent than the nost recent nonth.

I do think that that's highly conpetitive
information if there are problens with throughput
that's going to have an effect on people outside of
this hearing room and that's the only part that |
woul d want to nmention, because frankly, a regul ated
conpany, we are not going to be able to raise our rates
in response to sonething. It's going to be the
conpetitors that will raise rates and do other things
in response to if there is a decline in throughput, for
exanpl e.

JUDGE WALLIS: How would that hurt O ynpic?

MR, MARSHALL: It may not hurt QO ynpic
directly, but because what their charges are, their
charges are going to be. | don't think it helps the
public interest, and | also think it raises concerns
about why this information, which would affect

conpetitors, people who could take advantage of the
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situation, why that should be made public.

JUDGE WALLIS: | didn't hear you say that it
woul d put A ynpic at any conpetitive di sadvantage by
the release of the information.

MR. MARSHALL: | have been informed that nost
recent throughput data is the kind of data that O ynpic
does not want to have rel eased from being confidenti al
and it relates to the idea that this information out
there can be m sused by people who coul d take advant age
of that situation, whether it be conpetitors, people
who have other interest in knowi ng exactly how this
product is being noved, what kinds of product, who is
shi ppi ng, who isn't shipping.

CHAIl RWOMAN SHOWALTER:  Who is shi ppi ng and
who isn't shipping, | don't see it in here. You've
menti oned sal aries and you' ve nentioned the gross
t hroughput data. |s there anything else in Exhibit 703
that you consider to be conpetitively sensitive or you
want to assert confidentiality?

MR, MARSHALL: Those are the only two things
we were focusing on at the nonent, and what | thought
we had done early on is raise the issue -- if you had a
particul ar schedule or a particular itemin mnd, raise
it, and we woul d be nobre than happy to take a | ook at

that then in that context rather than have to go
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1 through all of it.

2 Again, on this issue of throughput, we stil
3 believe that that's confidential, and because of the
4 nost recent data, we are willing to waive ol der data.
5 On the wages and salaries, if that doesn't waive our
6 right to prevent the drilling down, then that

7 particul ar schedule is fine.

8 CHAl RMOMAN SHOWALTER:  You may have a ri ght
9 to argue the drilling down, not to prevent the drilling
10 down and the making it public.
11 MR, BRENA: |f | could just coment on
12 throughput. |f there was specific shippers named in
13 vol unes, then | would agree that that may raise

14 conpetitive interest as anong those shippers. There

15 isn't in this schedule. There has been discovery Ilike
16 t hat .

17 When | first raised this issue with Judge

18 Wallis, | said that we intended to challenge the

19 confidentiality of all information other than

20 t hroughput that is specific by shipper. | think what's

21 bei ng made ambi guous i s throughput information for
22 O ynpic versus its individual shippers. There is no
23 i ndi vi dual shipper information in this. It is gross
24 t hroughput information. |It's information that's

25 publicly available. A couple of nonths, it's filed



3212

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

every year.

I have not yet heard a single reason.

A ynpi ¢ has been overnom nated for over a decade
despite publicly filing its throughput information
every year for the | ast decade. There is no
conpetitive harmto A ynpic arising through it's gross
t hroughput i nfornmation being made avail abl e.

It is a different argunment if it had nanmed
shi ppers and had specific volunes, because recent
information with regard to who is shipping what, when,
where, that is sonething different. That is not
contained in their case, and | would be arguing
differently if it were.

MR, MARSHALL: There actually is data on
what's being shi pped and how nuch from point to point
in these schedules. | would just nake one | ast
observation and | will close on this. It used to be
that posting on the Web routes where the pipelines go
and ot her public service, essential service lines and
i nformati on go was considered to be appropriate for
anybody in the public to know.

After Septenber 11th, that's no | onger the
case, and | think the kinds of concerns about how nuch
is being shipped froma particular point to another

poi nt, what kind of routes and all, is sonething that
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we' ve beconme a lot nore sensitive to in the |ast few
nonths. There is really no need to have this kind of

i nformati on beyond this particular group here, the
Conmi ssioners and the two shippers that are protesting
and the Staff. It didn't nmake any sense to have that
out there in the public donain.

A ynpic did and has consistently raised the
problemw th recent data on throughput from point to
poi nt by shipper. It doesn't care about old data or
aggregate data, but on this issue about throughput, and
you can | ook at some of the point-to-point infornmation
surroundi ng -- beginning at 64, 65, 66, 67 and so on
there is actual volumes from Anacortes to Bayview, from
Cherry Point to Bayview, from Ferndale to Aynpic, from
Cherry Point to Portland. All of that type of
i nformati on on how nuch is flowi ng at what tinme and
fromwhat point to point, | don't think it belongs in
the public domain.

MR, BRENA: W th regard to that specific
Schedul e 22, Schedule 22.1 and 22.2, 4 and 5, and
think in 6, we are in power cost and are out of
t hroughput information all together

MR, MARSHALL: But the power cost goes by
station, by Cherry Point, Anacortes, Bayview, Allen

CHAl RWOMAN SHOMALTER: M. Brena, | didn't
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hear. You said with regard to 22., etcetera, and then
you had another clause, and | didn't hear what it was.

MR. BRENA: | was going to try to suggest a
conprom se that took out the point-by-point specific
i nformati on, but then we got into power information and
saying that power is by station, so | think | just want
it decided. There is no reason for any of this
information. It doesn't identify shipper. 1It's not
particularly current.

The information that they relied on for this
was 10 nmonths through April, July through April, so
it's already a couple of nonths dated, the npbst recent
informati on. Everything else is just estinmates and
projections. So | guess under the circunstances,
woul d just ask the Commission to just waive it all and
let's nmove on.

CHAIl RMOMAN SHOWALTER: |s there anything in
here that's projected into the future fromtoday?

MR, MARSHALL: No, there would not be, except
on an annual i zed basis. That | wouldn't consider to be
a projection but just kind of a way to get an
annual i zed numnber.

JUDGE WALLIS: M. Marshall, you've asked for
an exenption from di scl osure of nbst recent throughput.

Can you quantify that, this weeks, this nonths, |ast
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nont hs?

MR, MARSHALL: | would say the |ast three
nont hs of that data, which would be consistent with
what we've said here in the past.

CHAIl RWOMAN SHOWALTER:  For exanpl e on Page

69, you nean April, My, and June of 20027

MR, MARSHALL: | was thinking back to March
and April, and then May and June are just forecast.
Those are based on -- we are | ooking at power on Page
69? | see down below -- | would include March and

April on the sane theory that a lot of lag tine and a
ot of reporting of data is allowed by state and not
federal regul ators because, again, nost current data is
capabl e of being m sused.

MR. BRENA: |In order to be conpetitively
sensitive information, you would have to identify it by
i ndi vi dual shipper and by product, and these are gross
nmovenments. | nmagine you are a conpetitor and you are
going to be looking at this chart. You can't get
anything in the world out of this. You don't know if
the volune is jet or gas or diesel. There isn't any
useful information on here for conpetitors.

If it were broken out by individual shipper
by product, by novenent, point to point, and it was

very, very current, that nmay be conpetitively sensitive
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information for a marketer type, but that's not what's
here.

JUDGE WALLIS: Do the other parties wish to
coment ?

MR, FI NKLEA: Your Honor, | do have a couple
of conmments, because in ny appearances before this
Conmmi ssion for many years upon behal f of Industrial Gas
Users, | do think |I have some observations that would
be hel pful .

In nmy experience in the many cases | have
done involving natural gas conpanies, sales to
i ndi vi dual custonmers have been treated confidentially,
but we have never in ny experience treated sales
figures, throughput figures, confidentially. | have
even seen that | can recall situations where individua
proj ections or individual actual figures to industria
custoners of gas utilities have been put in the record,
and what has been excised fromthe record is the nane
of the individual custoner, and the concern has al ways
been, as M. Brena is pointing out, the focus on the
conpetitive sensitivity to the individual custoner.

If I'm paper conpany "A" and | know what
paper conpany "B" used in natural gas last nonth, | can
back into their production figure, and it's for those

reasons that those kinds of figures have been kept out
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of the public domain, not because the gas conpany woul d
be concerned, but if the oil conpany that it could
potentially conpete with would know what its throughput
was.

So in any experience before this Comm ssion,
what M. Brena is suggesting is consistent in that we
protect the conpetitive informati on because of the
i ndi vi dual custonmer's concern, not because of the
conpetitive situation of a public utility. The nost
sensitive thing the public utility has is its rates,
and because those rates are publicly available, if I'm
a conpetitor of a public utility, whether the public
utility likes it or not, | always know that utility's
prices.

JUDGE WALLIS: M. Finklea, because of the
shi ppi ng patterns, would point-to-point shipnment
i nformati on, throughput information, be sensitive in
this particular situation?

MR, FINKLEA: Not froma conpetitive
standpoint. | do have to agree with M. Marshall that
in the Post 9/11 world, we all have different concerns
froma security standpoint, but | don't feel qualified
to say whether there are any security concerns with
whet her there is 100 barrels or a thousand barrels

flowi ng through a particul ar piece of pipe.
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JUDGE WALLI'S: Commi ssion staff?

MS. WATSON: Case 2 was relatively recent
when it was filed, that's true, and nost of Case 2 was
not designated as confidential. However, the
t hroughput information in that exhibit, and |I believe
that was Exhibit 819, the throughput information was
designated as confidential, and | guess | also just
want to note that the throughput nunbers were di scussed
earlier today wi thout objection. | guess it's in your
hands.

MR, MARSHALL: M. Batch just handed nme a
note to say on point-to-point in your inquiry of
M. Finklea, fromCherry Point to Allen, for exanple,
there can only be one shipper. FromFerndale to Allen
for exanple, there can only be one shi pper

JUDGE WALLIS: O at |east one source of
product .

MR. MARSHALL: Correct, so this data does
lend itself to shipper-specific information in addition
to the other concerns we've di scussed.

MR. BRENA: Therein lies in your observation
why it's not conpetitively sensitive. There is 70
shi ppers. There isn't just one shipper. There may be
one refinery source in certain situations, and again,

these are gross volunes. They don't even identify the
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product. It just doesn't do you any good to know this
i nformati on.

And | would like to observe that the two
refiners whose interests are inpacted by this are
arguing for its disclosure. The pipeline conpany, who
has no interest in the world, is arguing that it's
conpetitively sensitive. |I'msitting next to ny
conpetitor. We are |ooking at the information. W are
telling you it's not conpetitively sensitive to us.

Pl ease disclose it.

Now, if we are telling you that, then what is
QO ynpic Pipe Line trying to assert a confidentiality of
the information as anong its shippers? M. Marshall is
trying to protect nme, and I'mtelling you it's not
conpetitively sensitive. QOynpic is not a stakehol der
in the argunent that it's advancing to maintain
confidentiality with regard to throughput. Tesoro is a
st akehol der. Tosco is a stakeholder. Staff is not.
We've got two stakehol ders, and they are both saying
it's not conpetitively sensitive. That ought to weigh
significantly here.

CHAIl RMOMVAN SHOWALTER: It woul d seem like the
only thing you can tell fromthis information is that
the pipeline is as full as it can be. That is, it's

operating at 80 percent capacity, or each pipeline is
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carrying about as nmuch as it can of sonething. Wy is
that even security information? The fundamental
security issue would be where is this pipeline, but we
al ready know it's public fromthis proceeding that it's
as nom nated or as occupied as it can be.

MR, MARSHALL: Actually, | wish it were that
sinmple. Because of the different configuration of
pipes, it's like if you have a nunber of pipes feeding
into one, some of them cannot be at 80 percent, and
there can still be a restriction. It depends on the
sequencing. |t depends on which of the pipes are being
used. So while | would agree if you had a single pipe
and you knew it was 80 percent, if you have multiple
|aterals leading into nultiple pipes, and the
restriction always cones fromthe one point at 80
percent where everything has to cone together, so it's
not quite correct.

CHAI RMOVAN SHOWALTER: On the security issue
how can it be a security issue to find out what was?

MR, MARSHALL: | would agree if it's in the
past .

CHAl RMOVAN SHOWALTER: Everything here is in
t he past.

MR, MARSHALL: In the nore di stant past.

Here you do have point-to-point information, and you do
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have because of that identification with shippers, and
we did tal k about this |ast Novenber, Decenber, and
don't have it with nme, but there is a federal |aw
restricting pipeline conpanies from disclosing
i nformati on about shipper patterns.

This is the very reason why we had the
hi ghly confidential restrictions with regard to
i ndi vi dual shippers and point-to-point and why we had
to make that very clear, because we had an overal
duty. This may be why O ynpic is nore sensitive to
this than it nmakes sense fromits own conpetitive
position woul d be.

CHAI RAMOVAN SHOWALTER: We reserve this
argunent. We didn't have to but we did because we felt
that the counsel present at the tinme were not prepared
to argue it. W alerted the counsel that this would be
taken up, and we asked specifically at that tinme what
is your authority for arguing that this is
confidential ?

| acknow edged at that tine that we not only
have our own state framework, but there nay be other
i ssues, but we can't and will not find sonething
confidential based on an oral reference to sonething
federal. |If there is a reason, we've got to have it in

front of us.
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MR. MARSHALL: We did, and we did cross that
bri dge back in Decenber when we added t he designation
of that shipper-related destination related infornmation
to be confidential. W had a ruling back then, but
t hat should not be --

CHAl RWOVAN SHOMWALTER: Now we are tal king
about this information in Exhibit 703. Again, what is
the authority we should ook to in order to deternine
in your view, that that is confidential?

MR, BRENA: | would like to acknow edge there
is a federal law, that we have cited it to the
Conmmi ssion, but it goes to the specific shipper
i nformation, and the context of the conversation that
M. Marshall was raising this was in the context where
we asked to see Oynpic's affiliated throughput
i nformati on specifically by shipper, and if the
Conmmi ssion recalls, the participants, what we
ultimately got through discovery as a result of that
exercise was the affiliated shippers to Oynpic and
Tosco and Tesoro, specific information by individua
shi pper, specific products. It was very, very specific
i nformati on.

That isn't what's here, so that federal |aw
doesn't apply to this type of information. He pointed

out Anacortes to Bayview. That could be any one of 70
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shi ppers. There is not shipper-specific information in
this docunment or | wouldn't have requested its rel ease,
and it's not conpetitively sensitive because you can't
tell which product they are shipping. So the federa

| aw doesn't apply to the situation.

Peopl e have nentioned their experience. 1've
done a few pipeline cases. Never had gross throughput
informati on held as confidential, never nmade it. They
never made it there in the outcone of things. Shipper
specific information yes, gross throughput information
on the line, no, and that's where the comi ssions have
drawn the line in nmy experience.

MR. MARSHALL: The citation that we stated
last tinme was Section 15, Subpart 13 of the Interstate
Commerce Act, and it doesn't matter whether you have it
desi gnated by product or not. |If you can figure out
what the shippers are, that's the concern

JUDGE WALLIS: Very wel |

COW SSI ONER HEMSTAD: | have one questi on.
Wth the evolution of this argunent, do | take it from
O ynpic that you no | onger are asserting
confidentiality for anything in this exhibit other than
t he t hroughput ?

MR, MARSHALL: The throughput is what we

focused on, and |'ve been trying to look through this
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as we've gone along just to speed things up, and

think you are correct. | have not |ocated other parts
of this that we would consider to be recent data that
we woul d have objection to. That's not to say that |
woul d wai ve any of the underlying material behind this,
but you are correct about that.

COW SSI ONER HEMSTAD: W are only talking
about 703.

MR. MARSHALL: Right. So apart fromthis
shi pper information and the throughput information that
is of a recent vintage, we would not assert
confidentiality as the rest of 706.

CHAl RMOVAN SHOWALTER: One question for
M. Brena dependi ng on what we decide. O that
poi nt-to-point information, do you need to use that
today, for exanple?

MR. BRENA: | don't need to use that for any
reason in this proceedi ng whatsoever that | can think
of. 1've requested waiver for the reasons that |
st at ed.

CHAl RMOVAN SHOWALTER:  But if we didn't make
a ruling on that particular section imrediately, it
woul d not hold you up?

MR. BRENA: That's correct.

JUDGE WALLIS: M. Marshall, when the
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question first came up at the administrative
conference, M. Brena noved for a ruling on all itens,
and we've heard that on the basis of the past practice
of the Conpany to waive confidentiality and on the
econony in having specific items in mnd rather than
just a broad general ruling, but I think M. Brena has
put us on notice that he may well be meking these
requests, and | would ask that you either be prepared
at the tine you offer your exhibits to argue
confidentiality or be prepared to waive
confidentiality.

MR, MARSHALL: As | say, | mmy have
m sunderstood the direction here in this exhibit when
we started down the one schedule, but | agree.

JUDGE WALLIS: We will be in recess briefly
whil e the Conmi ssioners deliberate.

(Recess.)

JUDGE WALLIS: Let's be back on the record
after a deliberative recess. The Commi ssion has
determ ned that the throughput information that the
Conpany seeks to protect, that is, the total throughput
information, is not properly classified as
confidential. The Commission is reserving ruling on
the schedul es that display point-to-point information

subject to M. Marshal's providing at the begi nning of
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the session tonorrow specific information as to why
that throughput point-to-point information is protected
by federal law and is not lawfully nmade public.

We understand that Page 52, | believe, the
confidentiality assertion, has been waived and that
M. Marshall was going to review the balance of the
docunent to determ ne whether there is any other
information within it as to which the Conpany woul d
continue the assertion of confidentiality. 1s that
correct, M. Marshall?

MR, MARSHALL: Yes. Except for the point, as
| indicated, where we had not found other areas where
we woul d assert confidentiality.

JUDGE WALLIS: Are you prepared to waive
confidentiality on the entire docunment other than the
Schedul e 22 information?

MR, MARSHALL: I'mnot sure if all the
t hroughput is in Schedule 22, but if that's correct and
with the associated punping information --

JUDGE WALLIS: The point-to-point
i nformati on.

MR, MARSHALL: The information about points,
correct.

JUDGE WALLIS: Now, under terms of our

protective order, the Conpany has the right to seek a
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ruling from Superior Court, and pending the exercise of
that right, the information remamins protected for a
period of 10 days. Perhaps we could shorten the period
by aski ng whet her the Conpany would waive its right to
seek Superior Court review.

MR, MARSHALL: On the total throughput
i nformation?

JUDGE WALLIS: Yes.

MR. MARSHALL: \Where was that particul ar one?
Is that just on the annual total or the nonth by nonth?

JUDGE WALLI'S: Including the recent nonths.
M. Brena, could you take us back to that page? Was it
697

MR. BRENA: Yes, | believe it was, Your
Honor .

JUDGE WALLIS: | think, M. Marshall, you
i ndi cated that the Conpany woul d not assert
confidentiality except for the figures for March, Apri
and May?

MR. MARSHALL: Correct.

JUDGE WALLIS: So it is specifically the
information as to those nonths as to which the
Commi ssion is ruling?

MR, MARSHALL: On Page 697

JUDGE WALLIS: Yes.
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MR, MARSHALL: Correct.

JUDGE WALLIS: March and April are the only
actual numbers; is that correct?

MR. MARSHALL: That is correct. We may,
dependi ng upon whet her the Conm ssion wants the
i nformati on, have nmade nunmbers available for the
concl usi on of the hearings, and if so, we would give
you the discretion to use that rather than a forecast.

JUDGE WALLIS: But as to this, | guess ny
guestion to you is are you willing to waive your right
to seek judicial review of the Conm ssion's decision
pursuant to the protective order, or do you w sh that
the information as to those two nonths, March and
April, remain confidential pending the running of the
10- day peri od?

MR. MARSHALL: We would like themto remain
confidential, but only until tonorrow when | have a
chance to contact the people at Qynpic to find out
their preference. This is sonething that | think I can
get relatively quick information on

JUDGE WALLI'S: Thank you very much

MR. BRENA:  Your Honor, in answer to your
question, there is gross throughput information
t hroughout the docunent. | found at |east two

different places where it's at. So it's not
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point-to-point information but just gross throughput
i nformation.

MR, MARSHALL: Again, with the annualized,
the gross nunbers, we don't have a concern. It's with
specific nonths that are recent and specific
desi gnations on point-to-point and shipper information
that we do.

JUDGE WALLIS: That was our understandi ng.

MR. BRENA: May | resune ny
Cross-exani nation?

JUDGE WALLI'S: Pl ease do.

Q (By M. Brena) M. Collins, | think where we
were was on Schedul e 21
CHAl RWOVAN SHOWALTER:  What exhibit?
MR, BRENA: 703, Schedul e 21, Page 49.
Q I think we established you nade 17 tota
adj ustnents; is that correct?
A That's correct.
Q And 14 of those adjustnents were test period
adj ustnments and three of those adjustnents were base

period adjustnents; is that correct?

A Yes. Those 17 adjustnents are reflected on
Schedul e 21.
Q So where | had directed you to |ast was

starting on No. 1, Adjustnent No. 1, which is on the
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first line of Schedule 21 on Page 49 and if you | ook at
the adjustnent, there is a footnote nunber next to each
adj ustnment, and then the proper schedule and line is

i ndicated at the bottom of the schedule; correct?

A That's correct.

Q So I'"'mgoing to start with No. 1. It's
salary and wages. |It's Footnote No. 1, so if | |ook
down at Footnote 1, | know to go to Schedule 21.3, Line

7, correct?

A Yes.

Q So if you would go to Schedule 21.3, Line 7,
and this is the schedule that the confidentiality issue
arose; correct?

A | believe so.

Q This is Correction 1 in total anount, and
amrepeating just to refresh us, but the total anount
of the adjustment to the test period that you' ve
proposed on Schedule 21.3 on Page 52 is $783,482, and
it's a decrease; is that correct?

A That is the decrease to the O&M conponent of
sal ari es and wages. There is a total conponent that is
on Line 3, which is 998, and it's split into two
anounts on Lines 7 and 8. 783 relates to Footnote 1
that we started with. That's a subtotal of the total

sal ari es and wage adj ustnent.
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Q The 215109 that you are referring to, you
ski pped down on ne to Footnote 8, Adjustnent 8, didn't
you, on Schedule 217

A Correct.

Q So with regard to Adjustment No. 1,
Adjustnent No. 1 is in the amount of $683,422; correct?
$783,482; is that correct?

A That's correct. That is an adjustnment of
reduci ng by $783, 482.

Q | just want to stay with the concept and the
math on this chart for a mnute, and for my purposes,
|'"ve tried to summarize it. So |I've put in alittle
chart here, so if the test year is 6.5 and the base
year is 7.5 mllion in rough ternms, then the result is
a decline of a mllion, and then you take that
di fference between starting with the test period | ess
t he base period, you take that difference and then add
it to the base period; correct?

A. The test period | evel of cost, the difference
between the | evel of costs projected for the
forward-1 ooking period, referred to here as the test
peri od, and what was in the base period, in order to
get a representative level of cost, that difference is
added to the base period anpbunt to get to the

forward-1 ooking | evel of cost for the test period.
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Q We had previously discussed the source of the

test period nunbers. Wat happens to the adjustnent if

the base period instead of being 7.5 nmillion becones
5.5 million?
A | think the math, if the anmount on Line 2,

which is 7.5, were changed to 5.5, the adjustment would
be the reverse. It would reflect an increase of
roughly one million dollars.

Q Then that one million would be added to the
new base, which is 5.5, bringing it up to the test
peri od amount of 6.5; correct?

A Yes, that's correct. It would bring the
anount up to 6.5, which is the test period adjustnent,
to reflect the forward-|ooking |Ievel of costs for
sal ari es and wages.

Q What woul d happen if instead of 7.5 or 5.5
t he base period were 10.5? How would the math work out

in that case?

A The math woul d work out the sane. You take
the difference between those two. I f the ampunt on
Line 2 was 10.5, the difference would be four mllion

and then that adjustnent would be added to the base
period to get to a test period |evel of cost.
Q In all of those exanples, whether the base

period were 7.5 million, 5.5 mllion, or 10.5 mllion
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in all cases it conmes back to 6.5 mllion, doesn't it?

A Yes. The idea is to looking to represent a
forward-1 ooking | evel of cost, so that's the whole
concept is you take a 12-nmonth period of actua
expense, and to the extent there is no difference in
forward-1 ooking, there woul d be no adj ustnent.

If the forward-|ooking ampbunt of expense were
t hought to be greater than the 12-nmonth period of
actual s that you make an adjustnment to increase the
anmount because the forward-1ooking |evel of expense for
the rate period or for test year would be higher, and
conversely, if the expected | evel of expenditure were
| ower, you woul d adjust the expense |evel downward.

Q Let ne say this a different way. It is
absolutely irrelevant to your calculation of salaries
and wages what the base period salary |evel is because
in every calculation possible, it calculates back up to
the test period as a matter of mathematics. 1s that
true or false?

A I wouldn't say it's irrelevant. | would say
it's true that the adjustments going to result in the
test period amount. The test period adjustnent is
going to result in a level of expense that's going to
represent what the expense would be for the test

peri od.
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Q But let nme pose it this way. Wiy don't we
just get rid of the base period nunbers and use the
test period nunbers? Wiy do we start with the base
peri od nunbers under the guise of an adjustnment to it
just to adjust it back to the test period nunber
anyway?

And | et ne phrase the question this way. How
is it mathematically relevant, this calculation, No. 1,
test period salaries, No. 2, |ess base period, No. 3,
test period adjustnent? Wiy do you have any line in
there calculationally except No. 1, which is test
period sal ari es, because that's mathenatically what you
come back to no matter how you do it?

A. The information is presented that way because
that's the way the regulations talk about starting with
a base |l evel and then naking adjustnents to that for
changes known and neasurabl e.

Let's just say there was a new facility or
new extension that was going to be added in two nonths
after the base period ended, so in the base period,
there would be a I evel cost of zero, and we knew t hat
that extension was going to result in expenses of a
mllion dollars on an annual basis. |In the test
period, that's what you are trying to adjust to, the

forward-| ooking | evel of costs.
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The fact that there were no costs because
that wasn't part of the systemin the base period
doesn't -- if you are trying to reflect the
f orwar d-1 ooki ng amount, and the reason | did it the way
| did it was that was the way the regul ations tal k
about starting with base period data and making
adj ust nent s perspectively for changes known and
measur abl e.

Q Do you know do you agree that mathematically
that the base period nunbers are irrelevant to this
cal cul ati on?

MR, MARSHALL: | object as vague. |t depends
on the circunstances, and the circunstances neani ng
whet her there is a known and measur abl e change.
think the question is, does it have enough details in
this hypothetical.

JUDGE WALLIS: | think in context it does;
al t hough perhaps, M. Brena, you could specify exactly
what test year figures you are talking about so the
guestion is on its face conplete.

Q (By M. Brena) In terns of the cal cul ations
set forward on Schedule 21.3 that begins test period
salary |l ess base salary to a test period adjustnent,
which is then added right back into base period salary

to total up to the test period salary, in this
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exercise, it is a mathematically circul ar exercise that
necessarily has to begin and end with the test period
nunber, regardless of what the base period nunber is.
Is that mathematically true or is that mathematically
fal se?

A. Mat hematically it is true. You are going to
end with a test period level of cost. Wth regard to
your prior question about it being irrelevant,
woul dn't say that. | think as part of the underlying
exercise to determine if a forward-I|ooking adj ustnent
i's known, neasurable, and effective, you are |ooking at
cost levels for an actual period of experience, and
then to the extent there are any changes, you are going
to |l ook at those two things.

Usi ng my hypot hetical exanple, if there is
sonmething that didn't exist, | think you take into
consi deration what |levels of cost were, and to the
extent they are different, you will want to understand
why the forward-| ooki ng expense | evel would be
di fferent than what you have in the past.

Anot her exanple would be |ike the renmoval of
the SeaTac facilities where you have sonething that you
are going to nake an adj ustnment perspectively. If it's
gone, it doesn't really matter. |If it's gone it's

gone. It doesn't matter what's in the base period
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anount .

Q Did you start with that mathematically that
my statenment was true?

A Mat hemati cal ly, you are going to end up at --
the test period |level of cost that's being projected is
going to represent what's going to be included in the
test period or forward-|ooking period expenses. So
mat hematically, to the extent that you accept a test
peri od forward-1|ooking | evel of costs, the changes in
the base period | evel of costs will not change the
forward-1| ooking test period | evel of cost.

Q We'll get into the known and neasurabl e
standard in just a mnute, but in practical inport,
what this does is take the base period 12 nonths
actuals and mathematically ignores them and substitutes
in their place a new period of seven nonths of actuals,
two nont hs of budgeted annualized over 12 nonths and
then factored back in under a test period and then
calcul ates to that nunmber. 1Is that correct? That's
the practical inpact, a substitution of that
calcul ation for the 12-nonth actual.

A Let me put it in ny own words, because |I'm
not sure exactly if | renmenber how you said that. As a
general matter for expenses, and again, there are sone

exceptions to this that are noted | think in either ny
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or Ms. Hammer's testinony where we've made adj ustnents
is we've taken costs levels for the period Cctober 2001
t hrough April 2002, taken those actual costs, nmade

adj ustments or made estimates for May and June based on
revised projections, as we tal ked about earlier
normal i zed those or annualized those by taking the
average nmonthly cost and assumi ng that cost |evel for
the remaining three nonths to get to an annual |evel of
cost. So I"'mjust putting in ny own words because
wasn't able to foll ow exactly so that's nore
confortable answering it that way.

Q That's fine. Wen everything is said and
done, we went from 12 nonths of actual out to seven
mont hs of actual plus some cal culations in?

A. That's true with expenses. It's also true
with volumes. W' ve not used our actual vol unes.

We' ve adjusted the volunmes. W're done this to
expenses, volunes, property.

Q If we could just stay on the exact topic we
are on, | would appreciate it, because we will get to
those other adjustnents, and | will give you a ful
opportunity to do that. | don't mean to cut off your
answer if you would like to conplete it.

A I"'m finished.

Q I found interesting, the test period
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sal aries, the six-and-a-half mllion dollars on this
thing, do you personally know whet her that got paid?

A In the course of ny review, | do not go
t hrough and verify individual invoices. | can't say
whet her that was paid or not. That's not sonething
woul d do. | would suspect that the control process
that's used to provide the accounting function sonmebody
woul d have done that review, but |'ve not represented
inm testinmony to say that |I've checked to nmake sure
that each and every invoice for each and every category
of expense has been paid or not paid.

Q Do you know whet her or not this is an accrua

nunber or cost nunber or sonme conbi nation of the above?

A No. | believe this to be ambunts that have
been paid. It's not accrual

Q How do you know t hat ?

A Based on discussions |I've had with
Ms. Hanmer.

Q So through Ms. Hammer's know edge.

A I would ask Ms. Hammer questions about
whet her there were accruals and to the extent -- yes,

t hrough di scussions with Ms. Hanmer.
Q Do you know whet her or not this
six-and-a-half-mllion dollars is reasonable in anmount?

A Based on ny review, | would believe it is a
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reasonabl e anount.

Q Based on your review of what?

A O the data provided to ne by Ms. Hanmer, and
I think sonme of that is included in the work papers
that woul d be included as Exhibit 728, but a |ot of the
other data is included with respect to this case in 703
as wel | .

Q Do you know whet her or not O ynpic could have

gotten those sane services? Do you know what services

were provided for six-and-a-half-mllion dollars?
A I don't know particulars about the individua
nunber of people or what people have done. | know

generally, they relate to salaries, but I don't know
about individual invoices or individual anmounts that
make up those sal aries and wages.

Again, | think that is sonething, the contro
process that provides the accounting information to
Ms. Hammer, that's kind of their function

Q And | will ask Ms. Hammer. |'mjust
expl oring your understanding. Do you know whet her or
not this six-and-a-half-mllion dollars includes a
mllion or two nmillion dollars for engineers working on
capitalized projects?

A | woul dn't know that.

Q So as far as you are aware, this nunmber could
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be part or half engineering | abor costs that should be
capitalized with a capitalized project?

A I would assune that if they had anounts they
were capitalized, they would be booked as capital itens
and not expense itens.

Q That's what |'mexploring. 1Isn't it true
that, or do you know that O ynpic capitalizes |abor
annual | y?

A I think I"mgenerally aware that some of the
adj ustnents that were nmade nmay relate to that, but |
don't know particul ars about capitalization policies.

I think what |'ve intended to do is just take expense
| evel s as provided from Ms. Hamrer that just represent
the anounts that were expensed.

Q And I"'mtrying to explore whether or not you
know this is a good input in your nodel or whether or
not you are relying on Ms. Hammer that it's a good
i nput .

A. No. | believe that each of the expense
el enents, given the review. W spent several nonths
goi ng through and reviewing this data. | spent severa
trips in Renton at their office, nunerous hours on the
phone based on that, and | believe the costs here
represent a reasonable | evel of costs for setting

O ynpic's rates.
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1 Q I"'mtrying to explore the basis for that
2 know edge. |If you don't know whether two million of
3 this six-and-a-half nmillion should be capitalized |abor

4 and should be capitalized i nstead of expensed, how can
5 you reach the conclusion that you know that this is a
6 good i nput?

7 A Well, | think if it was capitalized |abor, it
8 woul dn't be an expense. Sonething capitalized

9 indicates that it's capitalized. If it's expensed, to
10 the extent it's booked as an expense, | think it's an
11 expense.

12 Q Isn't that the assunption that you' ve nmade in
13 your nodel that if it's booked as an expense, it's an
14 expense?

15 A. The assunption |'ve nade is the expense

16 i nformati on provided by Ms. Hamrer has been reflected
17 as expense. We've nmade adjustnents to the data,

18 normal i zi ng adj ustnments and ot her rate-making

19 adj ustnents, but |I'mnot aware of any adjustnents

20 relating to capitalized | abor

21 Q Really, I'mjust trying to explore whether

22 the quality of the inputs are something | should

23 properly explore with you or Ms. Hammer. Wbuld you
24 give ne guidance? |Is the quality of the inputs to this

25 nodel a subject that | should explore with Ms. Hammer
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because you' ve relied on the inputs she provided you in
your nodel ?

A G ven the time we've | ooked at things, I'm
confortable. | think they are reasonabl e and represent
what's an appropriate |evel of cost going forward. |
can't tell you what you should do or what questions you
shoul d ask, but | feel they are reasonabl e and
appropriate for purposes about evaluating AQynpic's
rate increase.

Q Then I will look to you for that |ine of
questions. Do you consider yourself an expert on the

sal ary costs of operating a common carrier pipeline?

A No, | do not.
Q Then so far as you are aware, this could be
three mllion dollars high or three mllion dollars |ow

of what could be an industry cost for providing the
same services to dynpic.

A Yeah. 1've not indicated in ny testinony
that 1'man expert in industry-wi de |evel of cost or
how A ynpic's cost nay vary fromthat or how that may
or may not be relevant for these purposes. 1've taken
data provi ded by Ms. Hammer.

JUDGE WALLIS: M. Brena, | want to gl ance up
at the clock and ask if this is an appropriate breaking

poi nt for our recess.
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2 guestions with regard to Schedule 21.3, and that m ght
3 be an appropriate breaking point.

4 JUDGE WALLIS: Let's be in recess

5 until 7 p.m

6 (Di nner recess taken at 5:30 p.m)
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EVENI NG SESSI ON

(7:00 p.m)

JUDGE WALLIS: Back on the record, please,
foll owi ng our evening recess. M. Brena?

Q (By M. Brena) Good evening, M. Collins.
We were on Schedul e 21, and we had just worked through
the Schedul e 21.3 on Page 52 in discussing the circular
| ogic of the mathemmtical cal culation that was
contai ned on that?

MR, MARSHALL: | would object to his sumary
of that circular logic. 1It's objectionable as to form
and argunentative.

JUDGE WALLIS: | think in context, it's
clear. The termwas used earlier, and the w tness has
descri bed the practical application of the accounting
t hat was done and his own view as to whether or not it
was circul ar.

MR, BRENA: Thank you, Your Honor, and if you
end at the sane point you begin, that's circular to ne.
Q At any rate, do you recall where we were?

A. Yeah. | believe you said you finished with
Schedul e 21. 3.

Q Yes, thank you. O these 17 adjustnents that
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you' ve made, would you go through and identify which of
these adj ustnents have the identical logic to them as
the one we just went through?

A If you could give me a minute to go through
and | could identify the ones that were nmade
consistently.

Q When you find them if you will just let nme
know, 1'Il mark it, and we will just go fromthere.

Just for clarification, when | mean "identical," there
is no computation other than truing it back up to the
next number.

A I think I've gone through themall, and I'|
go through themfully sequentially in the order they
are here.

Q If it helps at all, I'mlooking at the
Footnote Nos. 1 through 17. Maybe that would be a
poi nt of reference for us.

A I was going through individual line itemns.
The ones that | would characterize as being simlar in
their formwould be 21.4.

Q And that's Adjustnent 2; correct?

A | think it actually applies to Adjustnent 2
and Adjustnment 9. Sonme of these flow through to both

&M as well as general. 21.7, | believe it's a

judgenental as whether that may or nmay not be exactly
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identical. 1In ternms of devel opnent of the test period
amount, it's done in a different nmanner, but the
adj ust rent between the test period and the base period
amount is in that sense consistent.

Q 21.7, you are tal king about the | oss
al | owance?

A Yes, which | believe shows up as a footnote
to No. 6. 21.9, which | believe is Footnote 12.
21.10; although, this is a bit of a different in the
depreci ati on expense is sonewhat different than other
operating expenses, but mathematically, it's taking the
di fference between two values to get to the adjustnent,
but I would say it's a bit different. That is Footnote
13. 21.11, which is Footnote 14. 21.12, and | think
that's it that are simlar in nature to 21.3.

Q And 21.3 affects not only Footnote 1 but it
al so affects Footnote 8; correct?

A That is correct.

Q So | have of the footnotes, | have 1, 2, 6,
8, 9, 12, 13, 14, 16, and 17?

A That sounds correct.

Q In each of those examples in those footnotes,
you begin and end with the same nunber, and
mat hematically, it | oops back around |ike we went

t hrough; correct?
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A. I would say that each of those, they are done
in the sane manner as 21.3. Although, several of them
there is a single amount and it's split in two pl aces,
so maybe it seens like it's twice as many as there are.
For exanple, salaries and wages, there was a total that
gets adjusted two pl aces.

Q Seven adjustnments to go then. Wth regard to
the outside services adjustnents, which is 3 and 4,
which is Schedule 21.5, would you just take ne through
21.5? Does this have the sane circular |ogic but there
are adjustnments in the mddle of it?

JUDGE WALLIS: Could you point us to a page,
pl ease?

MR. BRENA: Schedule 21.5, outside services
adj ust nent begi ns on Page 54 of 71

Q (By M. Brena) And on Schedule 21 for
outside services is base period of 11 million, a base
period adjustnent of 7.7 mllion, and a test period
adjustnent of 1.67 mllion. Now, first addressing, |
guess, would you explain the test period adjustnent of
roughly 1.7 mllion?

A ["msorry. Which line nunber are you
referring to?

Q Schedul e 21.5, Line 18.

A That woul d be the O&M conponent of the test
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period adjustnent, and | think it would be nore

hel pful, because what is done here is |I'm naking an
adj ustment for outside services. That adjusted anopunt
is broken into an O&M conponent and an adm nistrative
and general conponent, so you're on Line 18 referring
to the O&M conponent, and Line 20 is the genera
component .

Q So just to tie it back to Schedule 21 -- |
just want to be sure | don't |ose anyone and | east of
all nyself -- there are in Footnote 4, 1.7 mllion
dol l ars adjustnment is outside services and operations
and mai ntenance; correct, on Schedule 21 on Page 49?

A That's correct.

Q And then Footnote 3 is 7.4 mllion, and
that's a base period adjustnent, correct, and that's
al so on Schedule 21.5; correct?

A Footnote 3 is a base period adjustnent.

Q To outside services set forth in Schedul e
21.5; correct? Perhaps | can nake this shorter
Footnotes 3, 4, 10, and 11, so four additiona
adj ustnents, two to base period and two to test period,
are all adjustnents to outside services and are set
forth in the Schedule 21.5; correct?

A You are saying Adjustnents 3 and 4 referring

to the footnotes?
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Q Correct. 3, 4, 10, and 11

A Those are all adjustnents to outside
services. Two of them are adjustnents to base period
anounts and two are adjustnents to test period amunts,
and would you like me to explain thenf

Q I would, and those are set forth in Schedul e
21.5; correct?

A Yes, | believe they are.

Q Woul d you go through and explain each of
those four adjustnents, and we can just start fromthe
top of the schedule on 21.5 on Page 54 of 71

A Sure. We start on Line 1 what about |abel ed
here the base period for the 12 nonths of actual O&M
outside services. On Line 2, we are backing out an
accrual for renmediation, future renmedi ation that was
booked as an accrual in the base period.

Q Perhaps if | could break in a line at a tine
and ask questions, maybe that's the fastest way to get
through this. Wth regard to the base period expense,
the 11 million 016, do you know what they spent their
noney on?

A As | said before, | haven't gone into the
details of what is contained within this account,
simlar to salaries and wages. |'mtaking data that

was provided by BP and |'m naki ng adjustnents to it
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where | feel appropriate, for exanple, like this
accrual |'m backing out, but | couldn't tell you

i ndi vidual Iy about individual amounts that woul d make
up the ampunt on Line 1

Q The accrual you are backing out, the 6.4
mllion, that was the anpunt that was budgeted to be
spent in Case 2?

A It's not budgeted. They accrue an amount for
future liability. The accrual was probably based on
some type of budget or estimate, but that's an accrua
for future costs that have not yet been spent, and that

was, in fact, the actual accrual that was used in Case

2, and that accrual has not changed. It's the sane
figure.
Q So that was accrued but unspent anmount that

you backed out, and then you put back in sone

remedi ati on nunbers based on actual spending?

A Are you tal king about this case or Case 2?
Q Thi s case.

A Yeah. |If |I go try to explain to you --

Q Go ahead on renedi ati on adj ustnents.

A The renedi ati on spending that was a portion

of the ampunt that was accrued is shown on Line 14,
$735, 000.

Q In work paper No. 10 in Exhibit 728 sets
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forth your calculation of the renedi ati on expenses; is
that correct?

A It's correct in part. Wrk Paper 10 provides
monthly estimates for May and June. | think the
$735,000 | refer to is summarized in total on Wrk
Paper 2 of Exhibit 728, and at Work Paper 2, if you go
to Line 24, that sets forth anmpunts, and |I can walk
t hrough what the anpunts are.

Q Let me just ask you -- and you are on line
24; correct, of Work Paper 2 of Exhibit 7287

A Yes.

Q Now, whi ch of those nunbers are actua
spendi ng numbers?

A The anmounts for each of the nmonths with the
exception would be the nonths that show in the Cctober
colum through the April colum and then the ampounts
for July, August, and Septenber, and | would note, as
you can see above Line 24, those anounts represent
spendi ng for the nonths of July 2001, August 2001, and
Sept enber 2001

Q Just so | understand, you took seven nonths
of actual, October 'O01 through April '02. Then you
t ook budgeted anmpbunts for May and June, and then you
took that nine-nmonth total and annualized it and

applied that forward in July '02, August '02, and
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Sept enber ' 02.

A | thought | just said -- maybe if | could
explain what | did in total, maybe it will nake it
cl earer.

Q That's fine.

A This accrual for 6.4 mllion dollars was to
address several renediation projects. | couldn't give

you the individual activities for each of the projects,
but it was an accrual that was nade and booked in the
base period. The accrual was projected, and this was
contained in Case 2, they had reflected a projected
spendi ng pattern that went from | think, over six-plus
years, and that anmount for reference, just so people --
I would like to go through this in total

Q That's fine, and | will let you returnto
that, and I don't nean to interrupt you, and perhaps |
al ready have, but it's not nmy intention. Wat | would
like you to explain is how you got to the 735.

A. That's what |'mtrying to do.

Q | just want to be clear we are on the sane
t ask.

CHAI RWOVAN SHOWALTER: As | ong as you were

interpreted, I'"'mnot sure I"mon the right page, so
what page are you tal ki ng about in page nunbers?

THE WTNESS: What | was turning to was the
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sane exhibit, 703. It's page 50 of 71

CHAI RMOVAN SHOWALTER:  Thank you.

THE W TNESS: This anpunt was show ng
initially what was used to develop the 6.452 anount,
which is shown on Line 5 of this. It was show ng
initially they budgeted in 2001 to spend 1.94 mllion
1.085 in 2002 and so forth, and the total of these
anount s through 2006, and they have the |ast col umm
t hrough 2005 as the | ast colum being two thousand
si x-plus, which I'"'mtaking to nean two thousand six and
time after that was the pattern of spending that they
had proj ected.

So what happened, based on mny di scussions
with Ms. Hammer, is this renediation spending did not
start at the beginning of 2001. It started, | think,
in July of 2001. So that's kind of when this spending
associated with this 6.4 renediation started, so what
we' ve done knowi ng we've got this six or seven year
pattern of spending is |I've taken the data beginning in
July of 2001 through April using actual spending for a
10-nmont h peri od.

This was one of the cases with the expense
deviated fromthe, what was characterized in Staff's
exhibit this norning that tal ked about the seven nonths

actual, two nonths budgeted being nornmalized. This is
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a project that started last July, and it's going to go
on for several years, so in this case to get a
representative |evel of costs, what |'ve done was | ook
at the expending from July 2001 through April, actua
spendi ng.

So on the schedul e, the amounts for all of
the nonthly amounts with the exception of May and June
were based on actual spending. Now, with regard to the
other two nonths, and |I'm junping around because | have
both these docunents open, but going back to Work Paper
2, which is where | was starting to explain this --

CHAl RWOVAN SHOWALTER:  What one is that?

THE WTNESS: This is Work Paper 2 within
Exhi bit 728, which was the hand nunbered.

MS. WATSON: It's Page 5 of that exhibit.

MR, BRENA: Work Paper 2, Page 5 of Exhibit
728, Line 24.

THE W TNESS: Anyway, the anounts here, if
you go to Line 24, for July where it's |abeled July
'01, August '01, Septenber '01, and then going back to
the left, October, Novenmber through April, that
represents 10 nont hs of actual spending, and to reflect
a full year of renediation spending on this accrual is
sonmething that's going to be occurring for a

si x-plus-year period of time, on Wrk Paper 10, there
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were estimates that were provided to ne by Ms. Hamrer
that had shown the anpunts that were the 82,890 per
mont h, and that would be in Wrk Paper 10 of the sane
Exhi bit 728.

So to kind of summarize, there were 10 nonths
of actual spending that began -- when renedi ation
activities were booked as an accrual, in fact, the
noneys were being spent. W began in July, so we used
data from July through April, and we did not have
actual spending for May and June as of yet, so Work
Paper 10 was providing an estimte of what they
antici pated the spending to be for this.

One of the other reasons why, kind of
deviating fromthe standard we've used before, is that
the renediation activities tend to be somewhat seasona
and tend to occur in the dryer nonths of the year, so
totry to look at six nonths that would be Cctober
t hrough March is the winter six nonths, and it's not
going to be a representative |level of spending. Just
as if you |looked at the summer six nmonths, it wouldn't
be representative, so | was trying to attenpt to get a
full year as much as possible reflecting how the
seasonal ity changes and the spending tends to be higher
in the dryer nonths than the wetter nonths, but that is

how t he $735,000 figure that we started back at the
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begi nning of this discussion on the renmedi ati on was
devel oped.

Q Let me just summarize a few things. You used
the different actual nunbers froma different period
than you did with salaries that we worked through
correct?

A | used a different approach to devel op a test
period | evel of spending. They are all different

actual numbers.

Q You used different nonths, yes or no?

A Yes. | used the nmonths of July through
April, and | used budgeted amounts for May and June.

Q Now, | ooking at Page 5 of Exhibit 728, it's

ki nd of confusing because July, August and Septenber of
'"01 are on the right-hand side. You've got to lift
those up and put themon the left-hand side so it's
chronol ogi cal ; correct?

A To the extent you want to | ook at them
chronologically -- | think they were put there because
for all the other ampunts, they are just shown in this
form so if that would make it |less confusing... There
is another way we could pull those anbunts out and
stick themoff to the left, but it was an attenpt to
have the schedule structured in a consistent manner.

| think the rationale for doing it this way
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1 is kind of like the volunme assunption. This is

2 something that this activity started in July, and so

3 used beginning in July since that's when this nultiyear
4 remedi ati on, these expenditures were being incurred, so
5 that's why | used that period.

6 Q And we can go through this nuch, nmuch faster
7 if you do your very best to focus on the question.

8 This entire chart is set up fromleft to right

9 chronol ogi cal |y, except for Line 24 which is set up

10 left to right until you get to July, August, and

11 Septenber; is that true?

12 A Well, | would say the nonths are

13 chronologically fromleft to right for all the data in
14 this chart, except where they are noted on Line 24

15 where it's different.

16 Q Your May and June estimates, those are

17 calculated in Wrk Paper 107?

18 A Yes. They are calculated in Exhibit 728,

19 Wor k Paper 10.

20 Q Which is Page 22 of Exhibit 728; correct?
21 A Yes.
22 Q Is that work paper only used to calcul ate

23 t hose two nont hs?
24 A Yes.

25 Q Now, going -- and |'m | ooking at Work Paper



3259

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

10 on Page 22 of Exhibit 728, the $82,890, and that is

what you ultimately used to plug in for May and June;

correct?
A Yes.
Q Now t he biggest single item adding up to that

is $47,453 which is Oynpic capital KLTBD; is that
correct?

A That's correct. That's what the Iine itemis
for the $47, 453 anopunt.

Q Can you tell me what KLTBD is?

A No, | cannot. This exhibit was provided by
Ms. Hammer, and | understood she prepared this estimte
for me. | can read these, but |I don't know what any of
t hese individual anpunts represent, as | thought I
indicated earlier with respect to the data.

Q If | were to represent that that nmeant "known
liabilities to be determned," it doesn't relate
anyt hing? Would that change your cal cul ati on?

A. | don't know that to be true so | can't say.

| didn't do this calculation. You would have to ask

Ms. Hammer about that, because as | thought | just
said, | did not do this calculation
Q | believe where we are at is Schedule 21.5,

and you've just explained the renedi ati on anpunt that

you' ve taken out that was accrued but not spent and the
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anmpunt that you put in based on 10 nonths of actual and
two nonths of estinmates using nonths differently than
you used to determ ne other costs. Wuld you go back
to Schedule 21.5 and continue with the adjustnents that
were made to outside services, please?

A. Do you want nme to go through just the math of
the entire schedule or identify the adjustnents?

Q Just identify the adjustnments. We have four
adj ustnents on the table, and before we do that, would
you tie the renmedi ati on adjustnent that you just
expl ai ned back to Schedule 217

A That's where | was headed, sure. The anpunt
on Line 2, the 6.4 million dollars that I've renoved
fromthe expenses, that amount, if we go back to
Schedul e 21, and again on 703, going back to Page 49 of
71, if you look to Footnote 3, that indicates it's
Schedul e 21.5, Lines 2 plus 21. So this is the anopunt
fromLine 2 that | was just discussing. So it would
show as a conponent one of two pieces that's shown in
Foot note 3.

Q Okay. So 3 is explained.

A The amount on Line 14 is added into the
anmopunt on Line 15, which is taking an adjusted test
peri od ampunt. W haven't gotten to the other pieces,

but this is being added into other adjustnents that are
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made to test period amobunts, and probably you want to
finish all of the other adjustments, but this anpunt
woul d flow through on Line 15, and the anount on Line
15 is allocated into two pieces, one on Line 18.
I"msorry. First, you are taking the anount

on Line 15, which is the adjusted test period anount,
and you would go to calculate an adjustnent, go to Line
16, and here, the source colum is wong, as we had
noted earlier today. The amount on Line 16, the source
should read is the amount on Line 15 | ess the ampunt on
Line 7, so this would be a 4.1-nmillion-dollar
adjustnment to the test period. This amount is split
into two pieces, the ampunt on 61 conponent, the O&M
conponent, is shown on Line 18.

Q Those two amounts --

A I"'mnot finished yet, and | think that's
Footnote 4 going back to Page 49 of 71. Footnote 4
refers to Line 18, and the other conponent of the O&M

adj ustnent is shown on Line 20, which is --

Q Footnote 11; correct?
A Yes, | believe that's it. Thank you.
Q Now, the Footnote 4 and Footnote 11, are

those adjustnments that ultimately are just tying it
back to the test period in the sane mat hematica

fashion as we learned with the other costs?
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A No. These are a bit different in that sone
of these -- we haven't finished the adjustments. |
think we need to finish the adjustments before, and
maybe if | could -- ny preference would be to go
t hrough and expl ain the schedul e as opposed to start
going through it and then having to stop and you ask
questions. |If | could just go through the rest of the

schedul e and then maybe ask that you have foll ow up

guesti ons.
Q I'"m happy to let you do that, but | want you
to respond to ny questions first, and then I'Il give

you an opportunity to do that. The base period
adj ustment s indi cated on Footnote 3 and Footnote 10,
those are adjustnments to the underlying nunbers, but
then adjustnents indicated on Footnote 4 and Footnote
11 tie them back to the adjusted test period nunbers,
don't they?

A To the adjusted test period nunbers
because they take test period nunbers and nake
adjustnents to them That's what |'mtrying to get at
to explain this, but it's going to be difficult if you
woul d prefer to ask me questions and interrupt me
instead of let me try to explain the schedul e.

CHAl RWOVAN SHOWALTER: M. Collins, as |ong

as M. Brena is asking an appropriate question, then
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you need to answer his question, even if you mi ght have
wanted himto ask a different question or allow you to
give a different type of answer.

Q (By M. Brena) What question would you like
for me to ask?

A. In terns of just trying to get through this,
| was going to explain the adjustnents in Schedul e
21.5, and we had gotten partway through that.

Q VWi ch adjustments are renmi ni ng based on
Foot note 107

A Well, | was going on Schedule 21.5. The next
anount that's adjusted on Line 6 is what's | abeled --
this is again 5471, are operator transition costs, and
what we are doing -- those anobunts show up on Line 6,
and what we are doing is, | think this was discussed in
both the direct testinony, and this is consistent
between the direct and the rebuttal testinony is we are
normal i zi ng these and taking over a five-year period,
so in essence, we are taking out the full anount of
that cost fromthe base period and addi ng back 20
percent of that anount, which would be what's shown on
Line 11.

Q Now, let me just pause and ask you a question
or two with regard to operator transition costs. \Where

does that nunber cone fronf
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A. That is fromthe 12-nonth period, here
referred to as the base period, 12 nonths of actual

Q Pl ease go ahead. Continue with your
expl anation, or are you done?

A. I'"'mdone with respect to transition costs.

Q Okay. And transition costs, | would |ike for
you to go ahead and finish explaining your schedule. |
think that was the question you wanted ne to ask.

A The | ast adjustment related to what are
called here litigation costs, and by that, we are
referring to tariff litigation costs, and what are
shown here on Line 12 is the cost that's been included
in the test period outside services and back that out
and added in a normalized test period cost, and this
cost has al so been nornmalized based on a five-year
schedule. To explain that, | would suggest that people
could refer back to Exhibit 728, and within 728, this

woul d be Work Paper 9, which is several pages --

Q If you could just summarize. You backed out
A I"msorry. | thought | was trying to
continue answering the question. | was just referring

people to get there, and I was going to explain how the
normal i zed adj ustnent was made. Should | continue?

Q Pl ease go ahead.
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A. On Wrk Paper 9, | think as a starting point,
on Pages 19 and 20, this contains individual invoices
from various vendors that have been identified to be
providing services related to this tariff litigation
and they are listed by vendor, Perkins Coie, Sidley and
Austin, etcetera, maybe just focus on one to just
expl ain how they are generally set up

They have a document date which |I'm guessing
woul d be the date of an invoice, the date posted, the
second amount, would be the date it would have been
recorded in AQynpic's books. The next colum, it shows
t he amount of the invoice, and then there is GL and
cost center, which those would relate to general | edger
account and cost centers. These have been booked, so
those five pieces of information are kind of what
pertain to an invoice.

VWhat kind of confused people in the
deposition was to the right, there are sone further
i nvoi ces, but those five pieces are the sane five
pi eces of information, document date, date posted, and
then the anount of the invoice, the general |edger and
cost center, but what we have on these two pages were
anounts that have been identified kind of --

These ampunts were provided to ne by

Ms. Hammer, and what | did was taking these amunts --
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one thing also, and I think this may be a problem on
some of these. | was going to nention this after the
break but | forgot, but | think there seens to be a
formatting problem and I don't know if these were
reprinted, because the ones we had tal ked about | ast
Friday, they would all show up on a single page, and
here there are sone that the anpbunts wap around
several pages --

Q M. Collins, perhaps | could ask just a few
guestions. In Case 2, there was a million dollars in

litigation expenses, and it wasn't anortized at all

correct?
A That's not correct.
Q In summary, how did you nanage in Case 2 of

the cost of this proceeding?

A Say that again, please.
Q What did you do in Case 2 with regard to
t hese?
A Case 2, they had reflected | think $440, 000

inlitigation costs for the test period. Those
anounts, | think, could be found on work paper -- it's
one of the work papers in 9. | think on Wrk Paper
9-C, which is Page 21 of 22, there is a mllion-dollar
figure at the bottom but | think that contains costs

outside of the tariff litigation costs.
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It's my understanding that if you |look at the
far right colum, 2002 expected, the first anmount,
$440, 000, it's ny understanding that those relate to
tariff costs. The balance relates to other -- there is
security fees and aerial patrol, audit fees, other
costs that don't relate to this matter, so | believe
initially, $440,000, which was included as budgeted
costs for tariff litigation for the entire year of
2002.

Q And that's what you used in Case 2. That's
your testinony?

A Yes.

Q In aggregate, how many litigation costs were
attributable to this rate case in your 703 filing;, 2.6
mllion?

A In aggregate, in terns of what was recorded

in cost of service?

Q You took a number and divided it by five;
correct?
A Yes.

What nunber did you take and divide by five?
A This woul d be included on Wrk Paper 9, Line

25. It's 2,623, 433.
Q So you took 2.6 mllion in this case, so for

the purposes of this rate proceeding, you have assuned
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that 2.6 mllion dollars is an appropriate reasonabl e
level for a tariff case, but you' ve anortized it over a
five-year period; correct?

A I wouldn't agree with that. This nunber
i ncludes costs for both this and the FERC proceedi ng.
W were | ooking at a total Conpany presentation. W
are not assigning this cost directly to a Washi ngton
State segnent, so | think it's a mscharacterization to
say that for this tariff proceeding, we had 2.6 mllion
dollars estimate of tariffs.

There is costs for Sidley and Austin, and
there is work that we've done as well as others that
relate to the FERC matter as well. So | would say in
aggregate for Aynpic's WJTC and FERC tariff cases, 2.6
is the nunber that we've nornmalized.

Q Isn'"t it true that when they ran this report
by vendor, to use an exanple, that they ran across your
firmby vendor?

A Yes.

Q And they pulled up all the invoices
attributable to your firmand assigned themto the rate
proceedi ngs; correct?

A That's correct.

Q But you do other things for O ynpic other

than these rate proceedi ngs, do you not?
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A That's correct.
Q Were there any adjustnents nade for that?
A I think what we did | would characterize as

conservative, because we did not make adjustments to
the extent -- what we are doing is we are identifying a
cost nunber to pull out, so to the extent that I'm
taking recurring costs that don't relate to this rate
proceedi ng and normalizing them | would agree that we
may have erred on the side of caution and put too |arge
of a figure to be nornmlized.

So the inplication nmay be that our
adj ustmrent, we have reduced operating expenses nore

t han we shoul d have

Q My question is, when they ran the report by
vendor, there was no effort to see -- they assunmed that
100 percent of every bill going to every vendor was

assigned to this in the FERC rate proceedi ng; correct?
A Those costs were included in the outside
service, so we are taking outside services and we are
normal i zing a reducing costs. So I think I would argue
it's erring on the side of caution. W are taking al
these costs, and it may relate to the FERC and this
proceedi ng or other things, but by including all these
costs in this normalizing, we are being conservati ve.

So we are meking an adjustnent that if anything would
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understate costs, because we are normalizing costs that
shoul d not be nornalized.

MR. BRENA:  Your Honor, if | could ask for an
instruction that he listen carefully to the question
and answer it. He's answering the question and then
going -- for exanple, ny question right there was,
isn't it true that when they ran the report by vendor
that they assigned 100 percent of the costs associated
with that vendor to this rate case?

That's a yes or no question, and the answer
is yes, they did, but his answer didn't stop there. He
went on and tried to justify it by pointing out that by
anortizing an expense, it works out better for the
ratepayer. | didn't ask that, and we are going to be
here all night if | ask yes or no questions to sinple
i ssues, and he goes on to explain the whole |ogic of
self-justification for how the nunbers worked to
sonebody' s benefit.

JUDGE WALLIS: Qur convention has been that
the witness is instructed to |listen to the question and
respond to the question, and if a further explanation
is necessary, then there is sone latitude to offer that
expl anati on.

It is also true that the witness is

represented by or is appearing on behalf of a firm
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that's represented by counsel, and to the extent that
expl anations can and should be made, counsel would be
able to ask pertinent questions on redirect so you can
of fer explanation at that tine. So | am going to ask
the witness really to focus on the question that's
bei ng asked and respond to that question

Q (By M. Brena) Can you tell nme in a sentence
what the adjustnment was that's Footnote 7 on Schedul e
21, the adjustnment to other expenses?

A. I will attenpt to do it in one sentence. W
had adjusted, we devel oped an estinmate for test period,
ot her expenses and | ooked at that versus what were the
base period other expenses and made an adjustnment for
that | evel of expenses as well as pulling out expenses
associated with SeaTac to develop a test period

adj ust ment .

Q And that's set forth on Schedul e 21.8?
A Yes.
Q So it starts with the test period and ends

with the test period | ess the SeaTac adjustnment;
correct?

A Well, that's the base period | ess the SeaTac
adj ustnment to get to a test period adjustnent, yes.

Q Can you do the same thing with regard to

Footnote 15, the base period adjustment indicated in
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Footnote 15 of Schedule 21, 2.7 mllion?

A Yes. The ampunt referred on Footnote 15,
what we had done here was to take -- the sumary is to
renmove the full anobunt of casualty and | oss included in
the base period fromthe test period, so the test
peri od adjustnment takes the full anpunt of the anpunt
recorded in the base period out.

Q I want to return for a minute to litigation
expenses. You have normalized 2.6 mllion dollars over
five years, in effect; correct?

A Yes.

Q If this Conm ssion adopts that approach, it
assunmes there is going to be 2.6 mllion dollars of
rate expense every five years. That's the practica
i mport of adopting that; correct?

A I would not agree with that. Another way to
| ook at that is that would presune there would be five
years until there would be another rate proceeding.

That woul d assune that this rate was in place in
perpetuity. That's all that would be spent over the
next five years, that there would be no rate
expenditures in five years, and at that point, it could
al so assunme there is another proceeding, and that woul d
be set fromthat point forward.

Q So in order for ny prem se not to be true,
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there has to be an additional rate proceeding;

correct?
A Yes, | believe so.
Q Do you know how |l ong O ynpic's been here?
A. I think OQynpic was built sonmetinme in the md

"60's, but | couldn't tell you the exact date.

Q So fromthe md '60's to 2000, was there a
single contested rate proceeding that you are aware of ?

A Not that I'm aware of.

Q I would Iike to revisit for a nonment the
definition you gave ne, now that we are done with al
the adjustnents, the definitions you gave nme for "base
period" and "test period" to see whether or not these
adj ustments that you' ve described fit in the
definitions; okay?

A Okay.

Q The el ement that you left out of the
definition of "base period" before the FERC, and | will
read it: A base period nust consist of 12 consecutive
nont hs of actual experience. The 12 nonths of
experience nust be adjusted to elimnate nonrecurring
items except m nor accounts.

That's the definition of a base period. In
your base period, would you direct ne to a single penny

of the nonrecurring costs that you elinmnated from
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1 t hese nunbers?

2 A I would say the one exanple would be the
3 casualty loss line itemthat we discussed.
4 Q And that is Whatcom Creek related; is that
5 correct?

6 A. That's my under st andi ng.
7 Q So aside from Watcom Creek, isn't it true to
8 say that your definition of base period is that every
9 penny that they spent is recurring costs? |s that true

10 or not?

11 A I would say that's not true, because if it
12 were recurring costs, | would do normalization, and
13 that's the whole point of normalization. |If an itemis

14 not normalized, then it's presuned to be a

15 representative cost going forward. By normalizing,
16 anortizing and di sall owi ng neans you are not

17 entitled -- the fact that a cost is nonrecurring

18 doesn't mean it should not be allowed to be recovered
19 at sone level, and | don't believe that's appropriate
20 r at e- maki ng.

21 Q So your definition of nonrecurring costs

22 woul d include your normalization adjustnments? So if
23 it's nonrecurring, so if it's never going to occur in
24 the future again, that's nonrecurring; right?

25 MR, MARSHALL: Objection. | think there is a
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coupl e of questions there.
MR. BRENA: There is. | will wthdraw and

rephr ase.

Q (By M. Brena) "Nonrecurring" means it
doesn't recur in the future; correct?

A. Nonrecurring, | would say the definition
woul d be it does not reoccur.

Q So if you take a nonrecurring cost -- let's
say this year, you have a mllion dollars in a
nonrecurring cost. That mllion dollars will never be

col |l ected again; correct?

A I think nonrecurring --
Q W1l never be spent again
A. I think you could | ook al so at nonrecurring

costs to be one that are infrequent and occur not every
year but occur occasionally, |ike, for exanple, we
hydro test the oil lines every five years. | think
that could be considered a nonrecurring cost because it
doesn't occur every year, but you are not going to
hydro test the |ine once and never again, so | think
that might be a nonrecurring cost that would reoccur at
some point in the future.

Q Woul dn't that be a recurring cost that
reoccurs at a frequency greater than one cycle period?

A | think we are getting to semantics, but |
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think I would call that a nonrecurring cost.

Q You call that a nonrecurring cost. |In ny
exanple, we have a mllion-dollar nonrecurring cost,
okay, and by that, | mean just what the word said. It
will never reoccur. Now, if it is a nonrecurring cost,

is there sone justification to normalize that cost so
that | ess of the nonrecurring cost is collected in
future rates when it doesn't occur?

A I think if the cost were truly nonrecurring,
you shoul d recover sone portion of that cost anal ogous
to recovery of capital. You don't recover the cost of
building a pipeline in a year, but | don't think it's
appropriate, because if you had a hypothetical one-tine
cost, the fact that it's one tine, it doesn't mean that
that's not a cost that the pipeline should not be able
to recover in some manner.

Q Okay. So it's your testinony that
nonrecurring costs -- let nme rephrase the question. Do
you agree or not agree that the process of setting
rates is prospective in nature and that you are setting
rates in the future based on what the cost of services
are except to be in the future. Do you agree with that
or not?

A Yes, | would agree with that.

Q If we have a nonrecurring mllion-dollar
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expense today, that will not occur during that future

period; correct?

A If you have a nonrecurring cost, as you've
defined it, that will never occur again, it will not
occur in the future. |1 agree with that.

Q If it doesn't occur in the future, then it
shouldn't be in the future at all, normalized or not;
correct?

A I would agree with your exanple.

Q Okay. If we have a recurring cost that

recurs on a frequency greater than a year --

CHAI RMOVAN SHOWALTER: Don't you nean | ess
than a year, the frequency?

MR, BRENA: | think |I neant greater

Q (By M. Brena) For exanple, you anortize the

litigation costs. Let's assunme a reasonable |evel of
litigation costs were a million dollars for a rate
proceedi ng. Then the question is, there is not going
to be a rate proceeding every year, so that mllionis
not going to get spent. It has a |life beyond one year

So what we do is take a reasonabl e anpbunt of
anortization -- in this case, you chose five years --
and take the mllion dollars and divide it by five and
normal i ze that expense over five years; correct?

A That's correct.
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Q But that is an expense that's expected to
reoccur in the future. You expect there to be a future
rate case in the future, so it's reasonable to all ow
some normelized | evel of the expense; right?

A Yes. | think it's reasonable to allow a
normal i zed | evel of costs when the level of cost is
nonrecurring. | think that if you have costs that
are -- the particular cost itemnmay not reoccur next
year, but there is another cost sonmewhere el se, maybe
usi ng hydro testing as an exanpl e.

You may hydro test a portion of the line this
year, and that cost may not reoccur for several years,
and next year you hydro test another portion of the
line and the |l evel of the cost is the sane. |If that
continues year in and year out, those costs, | think,
shoul d not be nornmalized because it's the |evel of cost
that needs to be | ooked at to deternine whether or not
the pipeline is collecting an appropriate cost |evel.

Q So you are saying regardl ess of the
conposition of these costs -- | want to be sure we are
not just confusing every rate concept known to man. W
have nonrecurring costs. W have recurring costs that
will reoccur on a frequency beyond one fiscal year
correct? Those are two types we have.

A Those are two types of costs. | would agree
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with that.

Q Then we have this concept of the other type
of adjustnent being known and neasurable. Let ne take
these separately and figure out which rate concept you
are applying to what adjustnents.

First of all, with regard to nonrecurring
costs, setting aside Whatcom Creek because that's been
taken out of the case by all the parties, in terms of
nonrecurring costs, costs that are not expected to
reoccur during the period in which these rates are in
effect -- that's the way |'mdefining it -- do you nmke
any adj ustnment whatsoever in your case for nonrecurring
costs?

A. First | was a little confused. | thought
previ ously when you tal ked about nonrecurring cost, you
meant nonrecurring, that they never reoccur, and that's
what | thought you said earlier, so now we are talking
about nonrecurring..

Q Let me try it this way, M. Collins. WMy be
I can nake it easier. Wuld you show me any adj ustnent
to your costs that assunmes that any cost that was
i ncurred outside of Whatcom Creek is not going to
reoccur in the future?

A I would say the adjustments all reflect

normal i zi ng costs over a five-year period, but there
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are none that reflect they are going to never reoccur

Q So going back to FERC s definition of a base
period, the 12 nonths of experience nust be adjusted to
elimnate nonrecurring itens. You didn't do that, did
you?

MR, MARSHALL: | would object to the form of
the question. | would like the cite and |ike to know
whet her there are other parts of that, and I would like
to know whet her that nonrecurring definition is the
same as M. Brena has hypothesized, because he's
created his own hypothesis for what that neans.

I would object to the question because it is
now asking for |egal conclusions. He doesn't even want
the witness to |l ook at the FERC regul ations, and it
i nvol ves definitions that may or may not mamtch up, one
for the regulation and one for M. Brena's
hypot heti cal .

MR. BRENA: | can take that objection in
parts. First, |I'm happy to show hi mthe | anguage in
the regulation if he would ask to see it or if there is
any question in his mnd or any ambiguity. |'m happy
to showit to him so I'"mnot trying to play hide the
ball. It's 346.2. Well, |I've already given the cite
on the record, but it's 346.2(a)(i).

JUDGE WALLIS: Let nme ask at this point
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1 whet her the witness would |ike to have a copy of that
2 regulation in front of you?

3 THE W TNESS:  Yes.

4 Q (By M. Brena) Second, |I'Il rephrase ny

5 question with regard to the rest of it. Don't you have
6 to know sonet hing about the cost in order to know

7 whet her they are recurring or nonrecurring?

8 A | believe to determ ne whether they are

9 recurring on nonrecurring you would have to know

10 sonmet hi ng about the costs. W' ve nade adjustments for
11 normal i zing costs that reoccur with | ess frequency than
12 a year, but | do not see any costs that | was aware of
13 that were costs that would be nonrecurring, to use

14 M. Brena's definition, that they woul d never reoccur
15 again. |'mnot aware of any costs |like that.

16 Q | understand. But are you aware of the

17 conposition of these numbers that you are using at all
18 who got paid what for what, and whether or not their
19 service will be recurring and nonrecurring? Can you
20 answer those questions with regard to any of these
21 categories?
22 A Yes. | believe what -- | had gone through
23 sone of the adjustnents we had made for things |ike
24 this accrual, the renediation accrual, the adjustnents

25 for the litigation costs and outside services, just for
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two exanples. So there were other adjustnents as well
but those are two exanples, to keep it brief, where we
had made adj ustnents that | thought were appropriate
for rate-nmaking.

Q You use the exanples of renediation
adj ustnments. \What were the renedi ation projects that
you adjusted for, and are they recurring on not? Let's
pick one. | withdraw the question

| direct your attention to Wrk Paper No. 10.

M. Collins, if |I could direct you to Exhibit 728, the
now fanmous Line 24 for remediation costs, for Cctober
of '01, you used a nunber of $92,482. Do you see that?

A Exhi bit 728, which page are you referring to?

Q Page 5, Work Paper 2, Line 24, the colum
under COctober '01. You put in a nunber there of

$92, 482; correct?

A. That's correct.

Q What projects was that for?

A. I don't know what projects that relates to.
As | said, |I've relied on -- Ms. Hammer provided ne
this data. | can't answer about individual projects

for any of these.
Q Were they recurring or nonrecurring costs?
A Thi s renmedi ati on spendi ng was projected to be

spent over a seven-year period, so | would say those
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costs are expected to be spent over a seven-year
period, so | would say that's occurring for seven
years.
Q Pl ease don't m sunderstand nmy question. |

didn't ask about a seven-year budget or a projection
| asked about the $92,482 that you use for October 'Ol
and asked that you knew the project that those funds
related to or if you knew whether or not those projects
woul d reoccur or not?

JUDGE WALLIS: M. Brena, | think the w tness
did respond to nmuch of your question and was attenpting
to explain the answer. | also, | think, that at this
point, the evening is beginning to get late. | know
that the Comm ssioners have at | east one other matter
that they need to prepare for for tonorrow norning, and
I'"'mwondering if this would not be an appropriate point
to take our evening recess and resune again in the
nor ni ng.

MR, BRENA: Yes.

JUDGE WALLIS: Could you estimate the |l ength
of exam nation that you have remaining for this
Wi t ness?

MR. BRENA: | estimated between an hour and
an hour and a half when you | ast asked ne that, and

|'ve used an hour and 15 m nutes. | believe | will be
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within ny estimte range.

JUDGE WALLIS: Very good. |s there anything
further before we conclude today's session?

MR. BRENA: From the prior point, not from
the current point. |1'mnot changing esti nates.

JUDGE WALLIS: M. Collins, you may step
down. | would like to note that we do have a coupl e of
adm nistrative matters to attend to. Tonorrow norni ng
we are going to tal k scheduling when we convene at
9:30. We also have asked the Conpany to discuss the
i ssue of waiver of the protective order provision
regardi ng the 10-day review and the issue of reference
for the protection of point-to-point throughput
information. |s there anything else that we need to
attend to in the norning?

MR. FI NKLEA:  Your Honor, | do think
M. Beaver will come up tonorrow, but | do think we
have a notion by Tesoro regardi ng Wtness Beaver.

JUDGE WALLIS: We do have the notion from
Tesoro. M. Marshall has indicated that the Conpany
has a response and a nenorandumin response, and we
woul d ask that anything in witing be provided to
parties and the Bench in the norning, and we will
schedule a tinme during the day, perhaps at the

conclusion of Ms. Hamer, to allow the parties to argue
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MR. BRENA: Is it avail able now, Your Honor?
I would just as soon take it honme and | ook at it.

MR. MARSHALL: No, it's not avail able.

JUDGE WALLIS: Thank you very nmuch, and we
will see you in the norning.

(Hearing recessed at 8:20 p.m)



