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BEFORE THE WASHI NGTON UTI LI TI ES AND
TRANSPORTATI ON COVM SSI ON

WASHI NGTON UTI LI TI ES AND
TRANSPORTATI ON COVM SSI ON,

Docket No. TO 011472
Vol ume XXXI V

Pages 4354 to 4491
Conpl ai nant,

OLYMPI C PI PELI NE COVPANY,
I NC. ,

Respondent .

)
)
)
)
)
VS. )
)
)
)
)
)
)

A hearing in the above matter was held on
July 9, 2002, at 9:30 a.m, at 1300 South Evergreen Park
Drive Sout hwest, Room 206, O ynpia, Washington, before
Admi ni strative Law Judge ROBERT WALLI S and Chai r woman
MARI LYN SHOWALTER and Commi ssi oner RI CHARD HEMSTAD and

Commi ssi oner PATRI CK J. OSHI E.

The parties were present as foll ows:

THE COWM SSI ON, by DONALD T. TROTTER, Seni or
Assi stant Attorney CGeneral, and by LI SA WATSON
Assi stant Attorney General, 1400 South Evergreen Park
Drive Sout hwest, O ynpia, Washi ngton 98504-0128,
Tel ephone (360) 664-1189, Fax (360) 586-5522, E-mil
dtrotter @wt c. wa. gov.

Joan E. Kinn, CCR, RPR
Court Reporter
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OLYMPI C PI PELI NE COMPANY, INC., by ARTHUR W
HARRI NGTON, Attorney at Law, 999 Third Avenue, Suite
4900, Seattle, Washington, 98104, Tel ephone (206)
623-1700, and by STEVEN C. MARSHALL, Attorney at Law,
Perkins Coie, 411 - 108th Avenue Northeast, Suite 1800,
Bel | evue, Washi ngton 98004, Tel ephone (425) 453-7314,
Fax (425) 453-7350, E-mail marss@erkinscoie.com and by
W LLI AM H. BEAVER, Attorney at Law, Karr Tuttle, 1201

Third Avenue, Suite 2900, Seattle, Washington 98101.

TESORO WEST COAST 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, Fax (907) 258-2001, E-nmmil

r brena@r enal aw. com

TOSCO CORPORATI ON, by EDWARD A. FI NKLEA,
Attorney at Law, Energy Advocates, LLP, 526 Northwest
18t h Avenue, Portland, Oregon 97209, Tel ephone (503)
721-9118, Fax (503) 721-9121, E-nmil

ef i nkl ea@ner gyadvocat es. com
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PROCEEDI NGS

JUDGE WALLI'S: Let's be on the record,
pl ease, for our Tuesday, July 9 session of Comni ssion
Docket TO-011472. This norning's session is set to
begin with the exam nation of Howard B. Fox on behal f of
O ynpi c Pipeline Conpany. The witness has previously
been sworn, and | will nerely remind the witness that he
has been sworn and remains under oath in this
pr oceedi ng.

In conjunction with M. Fox's appearance at
the pre-hearing conference of June 13, 2002, Exhibits
1701-T and 1702 were identified for the record, and
will not repeat that. |In addition, since that tine,
several docunents have been submitted. They are 1703,
which is a Declaration of Howard Fox in Support of
Motion to Anend Hearing Schedule. 1704 consists of a
table, Allowed Total Return. 1705-C consists of FERC
Staff Data Request Number 10. 1706-C consists of a
| etter of June 12, year 2000. And 1707 for
i dentification consists of a privilege |log, Ernst &
Young docunents. The docunent designated 1705-C has
been subnmitted for potential use on cross-exam nation by
Tosco, and 1703, 1706-C, and 1707 have been submtted
for use on cross-exani nation by Tesoro.

There has been a request for waiver of
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confidentiality as to provisions in 1705-C and 1706-C,
is the conpany prepared to waive confidentiality on
t hose docunents?

MR. BEAVER: If | have the right 1705-C, the
only page of this docunment that is confidential is the
| ast page, page 28, and it has sonme shipper information
at the very top. | don't knowif that's the information
that people are interested in, but | would suggest that
that particular part of the document renmin
confidential. W really don't care about the rest of
it. If you look at the very top, it's got both actua
and forecast volunmes per segnent, and frankly it's
fairly easy to figure out who the shippers are when you
know t he segnent.

MR. BRENA: Your Honor, Tesoro has joined in
such notions when individual shippers are identified but
has opposed such designations when it just has to do
wi th anpbng segments. You can't tell by |ooking at the
segnments which shipper is involved. You can perhaps in
certain segnents tell which refinery is involved, but
there may be 50 shippers out of an individual refinery.
So we woul d oppose the confidentiality designation of
this docunent for the sane reasons that we have opposed
simlar total throughput nunbers that don't identify

i ndi vi dual shi ppers.
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MR, BEAVER: And that is sinply not our view
of our obligations of the ICA and all we're trying to
do is conply with those obligations, Your Honor

JUDGE WALLIS: Very well. For the nonent,
unless there's a desire to pursue the issue, we would
rule that the confidentiality designation will remain as
to 1705-C, the portions that are so designated.

MR. BEAVER: And for clarification, that's
just the last page, it's page 28. And again, as far as
we' re concerned, it would only be the very top part of
that page, the part dealing with vol unes.

MR. FI NKLEA: And, Your Honor, | don't
bel i eve that the cross that Tosco has in mnd would
require us to get into any of those nunbers on the
record, so

JUDGE WALLIS: Very well, thank you.

As to 1706-C?

MR. BEAVER: That's not a problem Your
Honor, we will waive confidentiality.

JUDGE WALLIS: Very well, we will so note
t hat .

Are we ready?

MR, HARRI NGTON:  Yes, Your Honor

JUDGE WALLIS: Please proceed. And,

M. Harrington, could you bring that mike even closer to
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1 your nmout h.

2 MR, HARRI NGTON:  (Conplies.)

3 JUDGE WALLI'S: Even closer than that.

4 MR. HARRI NGTON: | better get ny pad out of
5 t he way.

6

7 Wher eupon,

8 HOWARD BENNETT FOX,

9 havi ng been previously duly sworn, was called as a
10 wi tness herein and was exam ned and testified as
11 fol | ows:

12
13 DI RECT EXAMI NATI ON

14 BY MR. HARRI NGTON

15 Q M. Fox, would you please state your ful

16 nanme.

17 A. Howar d Bennett Fox.

18 Q And what is your current position?

19 A. I'"mthe supervisor for the planning group for

20 BP Pi pel i nes.

21 Q And are you here today to testify on behalf
22 of A ynpic Pipeline Conpany?

23 A | am

24 Q Are you sponsoring Exhibit 1701-T, which is

25 your substitute rebuttal testinony, and Exhibits 1702
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t hrough 17047

A Yes, | am

Q And do you have any additions or corrections
to your testinmony that is 1701-T?

A. Yes, | have one correction on ny substitute
rebuttal testinony, page 16, line 22, where it says to
be borrowed of 52 MIIlion should be 55 MIIion.

Q Thank you.

MR, HARRI NGTON:  Sorry, Your Honor, | wasn't
aware we were going to have that one.

JUDGE WALLIS: Could we have the citation for
t hat one again, please?

THE WTNESS: | just caught it.

JUDGE WALLIS: All right.

BY MR. HARRI NGTON

Q Can you give the page and |ine, please?
A Yes, it was page 16, |ine 22.
Q Changi ng 52 to 55?
A That's correct.
JUDGE WALLI'S: Thank you.
Q And with that change, do you adopt 1701-T and

the exhibits previously nmentioned as your testinony?
A Yes, | do.
MR, HARRI NGTON: And, Your Honor, | just need

to mention that there are two exhibits that we think may
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1 have been a part of M. Fox's earlier testinony that we

2 just noticed don't appear to be on the list, and we're
3 just checking that now, and if it becones an issue,

4 we'll ask permi ssion to raise it.

5 JUDGE WALLIS: Very well

6 MR. HARRI NGTON: Unl ess M. Beaver has

7 figured it out in the neantine.

8 MR. BEAVER: One is HBF-3, which for sone

9 reason does not appear to have a number unless M. Mar
10 has figured it out.

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

12 nmonent .

13 (Di scussion off the record.)

14 MR, HARRI NGTON:  We'll offer 1701-T through
15 1704.

16 MR. TROTTER: Well, Your Honor, 1702 | don't

17 think we were served with, and | don't believe it's
18 referred to in his testinony.

19 MR, HARRINGTON: Oh, I'msorry, | just --
20 JUDGE WALLIS: | think that's a Tesoro

21 docunent possibly used in cross.

22 MR. TROTTER: No, 17 --
23 JUDGE WALLIS: Let's be back off the record.
24 (Di scussion off the record.)

25 JUDGE WALLI'S: Now, M. Harrington, you are
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offering 1701-T, 1703, and 1704; is that correct, and
wi t hdrawi ng 1702?

MR, HARRI NGTON:  Correct, Your Honor

JUDGE WALLIS: Very well. Are there any
obj ections to 1701-T?

Let the record show that there is no response
and that document is received.

And as to 1703 and 1704, are there questions
or objections?

MR. FI NKLEA: Your Honor, we have objections
to 1704, in particular the representations regarding
Tosco's case don't reflect that Tosco has not put on a
full cost of service case but sinply nade adjustnents
fromthe conpany's case. So | think the nunmbers under
Tosco's heading are highly m srepresentative of our
posi tion.

MR. BRENA: Your Honor, we would join in that
objection. So far as | understand the nunbers
concerning direct rebuttal, Tesoro and WJTC are --
they're accurately stated. But | would frame an
additional objection as well. This is supplenenta
direct testinmony is what it is. \Whether it's a sumary
or representational or not, it was their obligation to
file this with their rebuttal case, and it's relatively

new to the process. | think | saw it yesterday perhaps.
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So | guess we addressed the suppl enental, supplenmenting
their existing case before to one of ny objections.
This is admttedly | ess of fensive than what new

i nformati on would be, and in maeking ny objection I
acknow edge that the nunbers appear to be accurate with
regard to direct rebuttal, Tesoro, and WJUTC. | would
join in Tosco's because it's presenting Tosco's colum
as though it's a full cost of service study, and they
haven't presented their case as a full cost of service
study, so a conparison is apples and oranges here, but
the other four conparisons | acknow edge are accurate,
but the time for themto have put forward such a chart
has | ong since passed.

JUDGE WALLI'S: Does Conmission Staff have an
objection to this docunent?

MR. TROTTER: W haven't had a chance to
confirmthe UTC colum, | should say Staff, of course
not UTC al one, but we haven't had a chance to confirm
whet her they're correct, but we wouldn't object if this
is taken as the conpany's view of the nunbers.

JUDGE WALLIS: Very well

MR. TROTTER: But we have a simlar concern
with respect to Tosco. It isn't -- as we understand
Dr. Means, he was using the conpany's nunbers in many

respects as sinply illustrative to show a conpari son,
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not to support the figures.

JUDGE WALLIS: Apart fromthe nature of the
presentation, that is whether it's a case for
illustration, are the nunmbers accurate in that colum?

MR. FI NKLEA: We haven't had a ful
opportunity to double check them but | believe that
they are.

JUDGE WALLIS: Very well

MR. FI NKLEA: They | ook roughly correct.

JUDGE WALLIS: What |1'mgoing to suggest is
that we reserve a ruling on this subject to checking the
accuracy. | think that this is an illustrative too
that can be very hel pful to the Commi ssion and the
parties for conparative purposes if the numbers are
accurate. | think that the nature of Tosco's
reservation is not one that goes to strike at the heart
of the value of the exhibit, that is a descriptive
matter as to the origin of the nunmbers, and | don't
believe that the Conm ssion would be surprised or
confused. So subject to parties verifying the accuracy
of the nunbers, it would be our inclination to receive
t he docunent.

CHAl RMOVAN SHOWALTER: |Is there a title
that's nmore accurate for Tosco such as Tosco's

adj ustnents to the conpany's, |I'mnot sure what it is,
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direct case or sonething that would make you --

MR. FI NKLEA: Tosco adjustnents to conpany
direct case is accurate.

MR, HARRI NGTON: We woul d be happy to agree
to change that headi ng.

JUDGE WALLIS: And the penultimate columm to
WIC Staff?

MR. BEAVER: Yes.

MR. BRENA: M concern with regard to the
Tosco col um went beyond its renaming, it went to that
there were concern -- objections -- there were certain
i ssues that Dr. Means adjusted. But then this assunes
that Tosco's advancing a $51 MIlion total cost of
service, and they sinply aren't. They have identified
certain issues. So ny problemis, is that -- is you got
that total nunmber down there that's being presented as
though it's a conparative nunber with the other nunbers.
Tosco has, | think, made clear in its argunents that
it's adopting many of the positions of Tesoro and Staff,
and so this reflects Dr. Means' adjustnents, but the
total cost of service that they're purporting is not
thi s nunber.

JUDGE WALLIS: Very well. Again, | believe
that that is not something that strikes at the heart of

the docunent, but sonething that will not confuse the
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Commi ssioners, and I'mconfortable with it remaining in
t he absence of sone further clarification, so we wll
reserve ruling on 1704.

As to 1705, was there objection?

Let the record show that there's no response,
and 1705-C wi Il be received.

No, I'msorry, that's Tosco's, isn't it?

MR FI NKLEA: Yes, Your Honor.

JUDGE WALLIS: Very well, we will reserve
ruling on that.

Now are we ready for M. Fox?

MR. HARRI NGTON: M. Fox is available for
cross-exam nation. | would note, Your Honor, that with
regard to 1705, we don't object to the adm ssibility of
the exhibit. W do, however, have a serious question as
to whether there's any basis for asking this wtness any
guestions about it.

JUDGE WALLIS: Very well, please raise those
at the tinme that the questions are asked.

Commi ssion Staff.

CROSS-EXAMI NATI ON
BY MR. TROTTER
Q Good norning, M. Fox.

A Good norni ng.
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Q M. Fox, M. Peck, Oynpic's CEO testified
in these hearings that it is likely that Qynpic's
i nvestment in the Cross Cascades project would be
witten off this year; were you famliar with that?

A Yes, | am

Q And is it -- did he testify correctly

according to your understandi ng?

A I"'mnot sure that it's been fully decided. |
believe that's like -- the likely outcone, yes.
Q And O ynpic's investnent in Cross Cascades is

alittle over $21 1/2 MIlion; is that right?

A That's correct.

Q When that investment is witten off, assum ng
it is, AQynpic will have about $150 MIlion in debt on
its books and | ess than $100 MIlion in net carrier
property, correct?

A That's approximately correct, yes. | believe
-- excuse nme, may | further that answer? | believe it's
$139 MIlion in debt plus accrued interest that gets you
to the $150 MIlion. $1 1/2 MIlion of the Prudentia
debt was recently paid, and that's why it's gone down
fromthe $141 MIIlion previously discussed in the
interimcase.

Q Okay. So what is the -- you have currently

$139 MIlion in notes outstanding, correct?
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A. Subj ect to check, yes.

Q And how nuch interest and principal has been
accrued and not paid?

A At this juncture it's -- | believe it's over
$9 MIlion, but that's also subject to check. | have

not | ooked at the incone statenents.

Q So approxi mately $148 MIlion in --
A That's approxi mately correct.
Q Wth respect to the Prudential note that

O ynpic issued to Prudential in June of 2001, that
restricts additional loans to O ynpic from either
i nternal or external sources, correct?

A Did you say the waiver, |'msorry?

Q No, I'"msaying the note as it is witten
restricts Oynpic fromreceiving any |loans from i nternal

or external sources, correct?

A The note with Prudential ?

Q Yes.

A Yes, it does.

Q But that condition was waived for the June

2001 ARCO note, correct?
A That is correct.
Q And there is currently $20 M1 Ilion
out standi ng, that was a $30 M| Ilion note, 10 of which

has been drawn down, |leaving $20 MIlion at least in
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theory available to Oynpic without violating the
Prudential restriction?
A I will accept the in theory, because it's not

an automatic requirenent of the | ender

Q Right, it's not automatic that that $20
MIlion be made available to O ynpic?

A That is correct.

Q But it is $20 MIlion that's out there that

woul d not violate the restriction as you understand it?

A That is correct.

Q Do you know when the nobst recent tinme has
been that ARCO, excuse ne, that O ynpic asked ARCO for
that $20 M11lion?

A. I can't give you the exact date, but it was
in the first quarter prior to the SeaTac sale.

Q Was it before or after this Conmm ssion issued
its order on interimrate relief?

A ["mtrying to renenber when the order was
i ssued, and | believe it was February.

Q Early February.

A | believe the answer is no.

Q So it was before?

A | believe so, yes.

Q ARCO has not provided O ynpic with any

witten terns and conditions under which it will |et
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O ynpi ¢ have that $20 MIlion under the June 2001 ARCO

note, has it?

A Not anything reduced to witing.

Q Turn to page 2 of your testinony, Exhibit
1701-T.

A. (Conplies.)

Q On this page you provide a sumary of your

testimony, and | want to focus on your testinony on
lines 11 through 21. On line 15, you state that Staff
did not acknow edge that O ynpic stopped paying
di vidends in 1997. Do you see that?

A Yes, | do.

Q And the fact is that O ynpic paid dividends
in 1997, but that was the last year it did so?

A Yes, that's true.

Q Okay. And isn't it also true that in
M. Elgin's Exhibit 2102 where he showed divi dend
paynments over tinme that he showed no entries for
di vidends in 1998, 1999, and 20007

A I was, in ny testinony, | was addressing his

testi mony, not his exhibits.

Q Okay.
A. He was asserting in his testinony that
O ynpic showed -- was essentially inprudent inits

financi al managenent, and | was addressing those
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comments rather than his exhibits.

Q So they --

A His exhibits to ne were sort of a just a
historical representation of the financial books, but he
didn't refer in his testinony to the fact that they
st opped payi ng dividends, nor did he refer to the fact
that A ynpic reduced their dividends by 50% starting in
1996.

Q The exhi bit showed no dividends, but you were
referring to his testinmony here in your testinony?

A Correct.

Q You also refer to AQynpic's application for
and receipt of a federal inconme tax refund in 2001; do
you see that?

A | do.

Q Has it been Oynpic's policy that it pay only
federal incone tax that is appropriately due and ow ng?

A | really can't answer that. It was -- by the
time BP got involved, Aynpic wasn't nmaking sufficient
incone to have federal income tax, but it was obvious to
me that nobody had | ooked to see if by virtue of the net
operating losses that A ynpic would be due a | oss
carryback that you're allowed, so we worked with our tax
departnent to make sure that we could get that nopney

recouped.
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Q Is it prudent for a public service conpany to
pay only the taxes that are legally due?

A Qobviously it's prudent, but to go back and
get taxes that were paid in the past is | would
characterize as beyond sort of normal behavi or, although
you woul d hope that tax departments would constantly
| ook out for that. Apparently that wasn't done.

Q On line 20, you say:

Ei ther A ynpic receives increased
tariffs to cover needed capita

projects, or these projects will need to
be cancel ed or deferred.

Do you see that?

A | do.

Q Is it your testinony that unless rates are
i ncreased at the UTC and at FERC by 62% the budgeted
projects will need to be cancel ed or deferred?

A Wel |, maybe another way to answer that is, do
| believe based on the Staff's recomrended .54%
increase, do | believe that to be true, that's
absolutely true in my mnd.

MR. TROTTER:  Your Honor, excuse ne, the
question was very direct. The question to himwas, is
it his testinony that unless rates are increased at the

WIC and FERC 62% the budgeted projects will be cancel ed
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or deferred. | would Iike an answer to that question.
A I will be glad to answer it. M statenent

did not say receives a 62% It says receives increased

tariffs. It doesn't say 62% does it? | don't believe
it does. | nmean it says increased tariffs.
Q Okay, so you're not saying that unless rates

are increased at the UTC and FERC 62% the budgeted

projects will need to be cancel ed or deferred?
A I"msorry, could you repeat that question.
Q So you're not -- let me ask it a different
way.

When you say receives increased tariffs, what
i ncrease do you have in mnd in this testinony?

A. Certainly well above .54%

Q What nunber did you have in mnd when you
wrote this testinony?

A Well over .54% | nean | don't have a
specific nunmber in mnd, but it's, you know, later in
the testinmony | talk about the 24.3%that was provided
in the interimrate and how nuch additional debt O ynpic
will need, so it's fair to say that it's above that.

Q M. Peck testified that O ynpic was not
expecting to get an increase of 62% Do you know what
increase AQynpic is expecting to get?

A No, | don't.
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Q By covering the use of the phrase increased
tariffs to cover needed capital projects, are you saying
that the tariffs need to produce the amount of the

capital, the ampunt that you have budgeted for capita

proj ects?
A No, I'm not.
Q At the bottom of page 2 and over to page 3,

you refer to an enornmous potential refund liability. On

the intrastate level, that is $3 MIlion; is that

correct?

A | did the calculation earlier. That seens
| ow.

Q Do you know t he nunber?

A. The -- oh, I'"'msorry, on the refund, that
woul d be the 24.3. | thought it was 4 frankly, but 3 or

4 is probably in the ball park.
Q How much cash does O ynpic have on hand?
A As of Friday afternoon, the last time we

coul d get a bank bal ance, it was approxi mately $10

MI1Ilion.
Q On page 3, lines 4 to 5, referring to the
.54% i ncrease, you say it will require over $100 MIlion

of new capital for Aynpic, and then you state on |ines
8 to 9 that A ynpic needs another $66 MIlion in capita

spendi ng over the next three years. Do you see that?
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1 A Yes, | do.

2 Q Is the $100 MIlion figure a three year

3 figure al so?

4 A No, | believe that is over a period of five

5 to six years.

6 Q On line 6 of page 3, you state

7 There is little hope that BP ARCO wil |

8 provi de additional |oans or equity on

9 top of the $53 MIlion already |oaned to
10 A ynpi c.

11 Do you see that?

12 A Yes, | do.

13 Q When was the last time Aynpic's owners

14 provided equity to A ynpic?

15 A. I don't know, although if | could further

16 that response, and | don't know whether it's this is the
17 ri ght check sure to bring it up, but | believe that the
18 | oans to the extent that they're not being repaid

19 essentially are equity in ny mnd.

20 Q And are they recorded on A ynpic's financial

21 statements as equity?

22 A No, they're not.

23 Q They're recorded as debt, correct?
24 A Yes, on the accounting books, yes.
25 Q Wel |, accounting books and financia
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statements, correct?

A That's correct.

Q Do AOynmpic's owners expect to earn interest
and return of principal on all of the outstanding |oans
on Aynpic's books, which I think you stated was
approxi mately 139, excuse ne, $148 MIlion including the
accrued anmounts?

A Right, |I can't speak for the other owner
bei ng Equilon, and I'mnot sure | can even speak for BP
per se. Looking at the cash flow nodeling with various

tariff increases, it's obvious that none of the | oans

will be fully repaid. W'IIl all be |long gone before the
loans will be repaid, if ever at all. And frankly at
the .54% interest, there will be so nuch accrued

interest, there's, you know, it just keeps conpoundi ng.

Did that answer your question?

Q Well, do | take it from your answers that
there is no expectation -- well, let ne ask it.

At the increase that O ynpic is requesting,
are the owners expecting a return of and on the current
$149 MIlion in debt currently on O ynpic's books?

A Again, | can't speak for Equilon, but |I'm not
sure that BP has drawn a line in the sand and said they
have to have all of the interest and principal repaid by

a certain time, and | don't know to the extent that they
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woul d have any flexibility on that.

You don't know one way or the other?

| don't.

Q Are you assuming -- | will wthdraw that.
Turn to page 4 of your testinony.

A. (Conplies.)

Q Excuse ne, page 5.

A (Conplies.)

Q Line 4, you say that BP ARCO essentially

rescued A ynpic in the summer of 2000, and you go on to
say that BP ARCO, "voluntarily |oaned O ynpic $53
MIlion that A ynpic had no other neans of obtaining".
And then finally in that paragraph you state that, BP
ARCO al so guaranteed nearly $19 MIlion of |oans by J.P.
Morgan Chase to O ynpic; do you see that?

A Yes, | do.

Q Starting with the last point, is it correct
then that before the Whatcom Creek explosion, the $19
M I1lion Chase note had no parent guarantees?

A | don't know the answer to that. | was -- we
were not the operator at that tinme period.

Q Well, you're making a point here that the
note was guaranteed, and that was a nove forward, and so
you don't know whether it was guaranteed before that or

not ?
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A | don't.

Q Did you assune in witing this testinony that
it was not guaranteed?

A Yeah, | was -- ny assunption would be that
prior to the events particularly in Septenber of '99
that to the extent that the cash flows, usually banks
will use an EBITA ratio to deterni ne how nuch debts
they're willing to extend, and | believe back then there
was plenty of debt capacity for O ympic.

Q So prior to the Whatcom Creek expl osion,

O ynpic was able to issue debt on its own credit without
parent guarantees?

A ["'mnot -- I"mjust not sure on that, on the
Chase | oan, but | do know that the Prudential |oan was
backed up by throughput deficiency agreenents, as we
di scussed in the interimcase.

Q Woul d you accept subject to your check that

the Chase note had no parent guarantees when it was

i ssued?
A Sur e.
Q Did BP's ownership of the |line substantially

reduce the risk in Oynpic Pipeline?
MR, HARRI NGTON:  Cbj ection, unless we find
out whose risk we're tal king about.

MR, TROTTER: | thought the question said
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A ynpic Pipeline risk.

THE WTNESS: |'msorry?

MR, TROTTER: QO ynpic Pipeline's risk.

JUDGE WALLI'S: Does the wi tness understand
t he question?

THE WTNESS: | heard the question, and |I'm
not sure | --

MR. TROTTER: | will rephrase it.
BY MR TROTTER:

Q Did A ynpic Pipeline become less risky as a
result of BP's ownership in the sumrer of 20007

A Risk is a pretty broad term |'mnot sure,
do you nean financial risk, operational risk, business
risk?

Q Fi nanci al ri sk.

A I'"mnot sure | know the answer to that. |'m
not sure there is an answer to that.

Q When you say BP voluntarily | oaned O ynpic
$53 MIlion, did you nean there was no substanti al
econonmi c benefit to the BP refinery served by the line
by use of the funds necessary to get the line up and
runni ng agai n?

A. I could speculate that that was true, but I'm
here to testify on behalf of Aynpic, not the affiliate.

Q Did you hear M. Peck's testinmony when he
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tal ked about the substantial econom c benefit to the
refinery as a result of the investnent that BP nade
t hrough | oans?

A | did.

Q Do you agree or disagree, or do you have any
opi nion regarding his testinmony on that point?

A I don't have specific knowl edge on that, but
| suspect that that's true. | also heard Dr. WIlson's
di scussi on about that as well

Q On page 6 of your testinony, you list three
factors relating to Aynpic's financial situation as of
June 2000 when BP Pipelines canme in; is that right, and
it goes on to page 77

A Yes.

Q The first is decline in throughput, the
second is increase in expense, and the third is
QO ynpic's decision not to cone in for an i Mmedi ate rate
i ncrease. Are those the three reasons you give?

A. Yes, | probably would have ordered them
differently if I would have thought about it, but yes.

Q Starting with the | ast one, you state that:

A ynpic's decision not to cone in for an
i medi ate rate increase due to the | ower
t hroughput and hi gher expenses.

Is it correct then that O ynpic considered
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filing a rate case at the sumer of 2000 or thereabouts
and deci ded not to?

A Actually, | presented a -- well, actually, |
reviewed with the board | believe in Septenber of 2000,
per haps August, a five year cash flow forecast, and
specifically renmenber in that power point presentation a
very -- a specific bullet that said O ynpic nust inprove
or increase their tariffs, so | personally have
know edge of that, yes.

Q Okay. And who recommended that, if anyone,
that OQynpic file a rate case at that tinme?

A | believe it was me.

Q And was Bernadette Zabransky involved in
those discussions at all?

A | believe so.

Q Was she prepared to put a case together for
O ynpic at that tinme? That's her job, isn't it?

A It is, but there was board di scussion, there
were board resolutions, and frankly | believe there was
conpeting priorities for the board at that tine,
particularly after the change in operatorship, the BP's
purchase of the GATX shares. | believe there was quite
a bit going on at the tinme.

Q And who nmade the decision not to file a rate

case at that tinme?
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A. Nobody di d.
Ch, then | nust --

You said who made the decision not to file a

rate case.

Q Yes.

A There was no deci sion nade. There -- that's
-- you stated in the negative. It's -- it wasn't that
sonmebody said, hey, let's not do it now It was --

Q Who decided not to accept your

recomendat i on?

A Agai n, nobody. You're stating it in the
negative, and that's not the way it worked.

Q Let me ask it a different way. You testified
earlier that you recommended that a rate case be fil ed.
Ri ght .

Was that recomrendati on accepted?
Yes.

Okay. When was the rate case filed?

> 0 » O >

| don't know the exact date. | believe it
was in the sumrer of 2001 or Novenber of 2001. Bear in
mnd | didn't get involved in this until essentially
Decenber of 2001.

Q Let's go back to the beginning.
The Whatcom Creek incident occurred in July

of 2000, correct?
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A No.
Q o --
A ' 99.
Q '99, okay, I'msorry.
CHAl RWOMAN SHOWALTER:  June
Q June of '99, I'msorry. Your testinony here

says O ynpic's decision not to cone in for an inmediate
rate increase. By imediate, do you nmean in close
proximty to June of 19997

A. In this testinmony | did.

Q Okay. When did O ynpic first consider

whet her or not to file a rate increase after June of

19997

A. August or Septenber of 2000.

Q That's to your know edge, right?

In other words, are you asking ne did Equilon

di scuss it, | don't have any know edge of that.

Q Okay. So the first discussion that you --

A. | take that back. Could | add sonething to
that? | did talk to the fornmer financial analyst, an

i ndi vi dual naned Brian Connelly, and asked him his
recol l ection on that, and he said it was discussed, but
they certainly had nore pressing matters at the tine
back after the expl osion.

Q Okay. So as far as you know from your
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experi ence, own personal experience other than your
conversation with him the first conversation was in the
fall of 20007

A Correct.

Q And is that when you nade your
recommendat i on?

A Yes, it is.

Q And it's your testinony that recommendati on
was followed when the tariff was filed here at the State

of Washi ngton and at FERC?

A No.
Q How did it happen?
A | believe then Bernadette and ot hers spent

sone time putting together a full presentation for the
board, and I don't know when that took place. | wasn't
-- at that point, | was no longer regularly attending
the board neetings. But just for as a hypotheti cal
let's say it was Decenber, then it was reviewed, and
then data had to be gathered to -- and work with -- had
to occur with REG the tariff consultants, so it wasn't
like a two week process. | think it evolved over a
period of nmonths, and then it had to be discussed with
the shippers in a shippers neeting, | believe which
occurred in May of 2001, so there was -- it's kind of a

sequential process that had to take pl ace.
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1 Q Ckay.
2 A You don't just put it on.
3 Q And on May 31st of 2001, the conpany filed a

4 72% rate increase in the state of Washington, correct?

5 A | believe that's true.

6 Q And was the FERC filing right about the sane
7 time?

8 A "' m going back to your 72% | thought it was
9 76% but that doesn't matter. | don't renenber the

10 exact nunber. Again, | was not involved in it, so you

11 can go ahead and ask me the question, but --

12 Q But woul d you accept the date of filing was
13  May 31st, 20017

14 A. Subj ect to check, sure.

15 Q And woul d you accept subject to check that

16 that filing was permitted to be withdrawn in July of

17 20017
18 A Sure.
19 Q Do you know who nmde the decision to w thdraw

20 that filing?

21 A | don't.

22 Q Were you involved in that decision at all?
23 A Not at all.

24 Q Did that withdrawal also add to Qynpic's

25 financial problens? |In other words, had they prosecuted
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that case, it would have potentially had rates in effect

by now?
A I have no opinion on that.
Q Do you know whose decision it was to wait

until October 31st, 2001, to file another rate increase

with the State?

A | don't.

Q You weren't involved in that?

A No, | was not.

Q The second itemon your |list on page 6, you

refer to significant increase in expenses for capital
projects and O& and you state -- you refer to those
i ncreases being on top of growh and annual average
operating costs of 10% per year between 1992 and 1997,
and total operating costs increased 67% in that five
year tinme period. Do you see that?

A | do.

Q And over on page 10, you indicate revenues
were not increasing as fast as expenses over that
period. Do you recall that?

A | do.

Q Isn't it true that O ynmpic earned well over
100% on its book equity between 1992 and 1996, and it
earned 74% on its book equity in 19977

A I haven't done those cal cul ati ons, but those
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are accounting neasures. Those aren't a kind of a true
measure on an econonics basis in terns of present val ue
or true cash flow. So the short answer is no, | have
not done those cal cul ations. What | was nore interested
in looking at was A ynpic's revenue coverage of its O&M
expenses, and you will see that in ny testinony as wel
in a few pages. That to me was nore inportant, how much
revenue, what was the coverage of revenue over O&M
expenses over these tine periods, and what is it now
with the .54% i ncrease.

Q Well, did you do any cal cul ati on on what
QO ynpic's return on equity was between the -- over the
years 1992 through 19977

A | believe | did in the interimcase, and
believe that was a result of a data request. But
frankly, | wasn't interested in it.

Q On page 7 of your rebuttal, you refer to
M. Elgin's testinony regardi ng what he characterized
wer e aggressive financial policies and pursuit of high

returns and cash flows. Do you see that?

A VWhat line is that?

Q 3 through 6.

A MM hm

Q And he referred to dividend policy investnent

deci si ons and fi nanci ng decisions, correct?



4390

1 A Yes.

2 Q And you respond to himby stating that many
3 oil conpanies, oil pipeline conpanies in this country

4 are wholly owned by | arge oil conpani es where npost or

5 all of the debt is owed to the parents or is guaranteed,
6 and woul d you al so agree that those conpani es have

7 hi ghly | everaged capital structures and high dividend

8 payout ratios?

9 A Are you referring to the parents or the

10 conpani es?

11 Q The oil pipeline conpanies.

12 A Not the parents that own thenf

13 Q Ri ght .

14 A Yes.

15 Q Have any of the oil pipelines that you

16 contend are typical conpared to O ynpic, have any of
17 those experienced a substantial decline in throughput
18 such as what occurred with O ynpic Pipeline?

19 A Not that | can recall off hand.

20 Q So you can't tell us how their parents

21 responded to that situation?

22 A No, | can't.

23 Q O ynpic's investnment of $21 1/2 MIlion in
24 the Cross Cascades project that ended up producing no

25 revenues contributed to A ynpic's financial problens,
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did it not?

A | don't believe that it has any bearing on
the cost of service in this case. | nean it's not even
bei ng i ncluded frankly.

Q I wasn't tal king about cost of service but
rather O ynpic's financial problenms. Are you saying
that $21 1/2 MIlion invested in an asset that produces
no revenues has no inpact on Aynpic's financial status?

A I think it inpacted their past, and a
portion, a small portion, if any, of the current debt is
associated with that.

Q Well, $21 1/2 MIlion of the current debt
woul d be associated with that, wouldn't it?

A. Not necessarily.

Q How much debt is associated with Qynpic's

i nvestnment of $21 1/2 MIlion in the Cross Cascades

proj ect ?

A I don't know the exact answer, but it's
certainly not -- it's certainly not $21 1/2 MIlion. |
mean it's -- I'msure it's less than 10, but | don't

have the exact nunbers.

Q As of July of 1999, the Bayview terni nal was
bypassed, correct?

A That's correct.

Q So as of that tinme, Bayview was not providing
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any increnmental increase in throughput, was it?
A I don't have specific know edge on that.
Q Well, doesn't that just follow fromthe fact
that it's bypassed?
MR, HARRI NGTON:  Obj ection for | ack of
f oundat i on.
JUDGE WALLI'S: The question is perm ssible,
the witness nmay respond.
THE W TNESS: Could you repeat the question
pl ease.
BY MR. TROTTER
Q | f Bayvi ew was bypassed, then by definition

it was not providing increnental throughput, was it?

A. Ckay, | msheard that, yeah, | agree

Q And that project was built at a cost of over
$23 MIlion, correct?

A Subj ect to check, yes.

Q Does the fact that Bayview is not providing

the increnmental throughput that it was designed to
provide contribute to Aynpic's financial problens
t oday?

A | don't -- | don't see it as any different
than the answer | gave on Cross Cascades.

Q Turn to page 10 of your testinony, and you're

referring to Dr. Schink on Iine 22 where he stated it
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1 was not unusual for a pipeline like AQynpic that is
2 whol |y owned by several large integrated oil conpanies
3 to have an al nost all debt capital structure. And then
4 you refer to at |east four other such pipelines during
5 the 1999 to 2000 period over onto the next page, 11

6 correct?

7 A Correct.

8 Q Are you familiar with those four pipelines?
9 A Yes.

10 Q Have any of those four pipelines experienced

11 an event simlar to the Whatcom Creek expl osion or

12 ot herwi se have had substantial decreases in throughput?

13 A | believe Colonial is one of those pipelines,
14 and | know they have had -- they had an extended period
15 of down when there was an explosion, | can't renenber

16 how many years ago, but | know it was a nmjor

17 interruption to their service

18 Q And how did their parents respond to that

19 event ?

20 A | don't know.

21 Q Turn to page 14 of your rebuttal, lines 17 to
22 18, and you state:

23 Wth the requested tariff increase, the

24 conpany woul d recomrend to its

25 sharehol ders to convert a certain anmpunt
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of debt to equity.
Do you see that?
A | do.
Q And why would it be appropriate to convert
debt to equity?
A. That's nore of a coment in terns of just
getting nmore famliar with what this Comr ssion has
| ooked to, is frankly nore of a conprom se coment than
a recomendation, although in ny interimtestinony | did
di scuss the fact that BP as part of a finance comittee
presentation did reconmend converting at |east a portion
of the debt to equity, so BP is -- had proffered that

previously anyway.

Q And - -
A. But frankly it doesn't matter.
Q Okay. Well, how much debt would be converted

under your proposal?
A | don't renmenber exactly what | had
recomended.
Q On page 24, excuse nme, on the bottom of page
23, you state that:
The capital structure of the pipeline
does not matter because the owners nmake
the investment decisions and handle its

fi nanci ng.
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Do you see that?

A | do.

Q Now you do agree that the capital structure
of Aynpic Pipeline is 100% debt today, correct?

A Yes.

Q And you have al so observed that pipelines
have hi gh payout ratios, correct?

A Correct.

Q So under those circunstances of highly
| everaged capital structures and hi gh payout ratios, the
owners provide the capital, correct?

A That's correct.

Q And at | east since the sumrer of 2000,
capital has cone to AQynpic fromits owners in the form
of debt, correct?

A Yes.

Q And at |east since that time, Oynpic has not

paid any interest to its owners on that debt; is that

correct?
A Yes, that is correct.
Q Wth a 100% debt ratio, O ynpic can not

access capital fromany source other than its parents,
correct?
A | don't think that's correct, no. | think

| enders | ook at earnings multiples. Essentially nost of
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the I enders that we deal with will | ook at EBITA
earni ngs before incone taxes and depreciation and
interest, and they'll look at a nultiple of the cash
flow. So no, | would say they | ook nore at the cash
fl ow of the conpany.

Q You are aware that the FERC admi nistrative
| aw judge has indicated she will dismss OQynpic's
filings, and she has stricken the hearing dates at FERC;

is that correct?

A. I"'mnot sure | heard it exactly that way, no.
Q Well, the adm nistrative | aw judge at FERC
has indicated that she will issue a proposed order

di smissing or initial order dismssing the filing, and
she has struck the hearing dates, correct?

A | believe that is correct.

Q And assune that order becones, if it is
i ssued, becones final, the final FERC decision, what
i npact would that have on Aynpic's ability to finance?

A. Well, obviously it would be -- it would be --
it would be bad. | don't -- it's obvious that it would
not be good.

Q Let's assume that that case is dism ssed,
because she has also indicated at |east in oral decision
that refunds would be required; are you aware of that?

A Vaguel y, yes.
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Q Ckay. Well, let's assune that that's the
case. And then assune that this Comm ssion granted you
a 62%rate increase. So no increase at FERC, in fact
all the nmoney gets refunded, and a 62% i ncrease here.
Wul d that 62% i ncrease here, assum ng it was granted,
have any inpact on Oynpic's ability to finance given

what woul d occur under our assunptions at the federa

| evel ?

A Well, certainly any increnental cash is very
important to Aynpic. So yes, it will. | mean it -- at
very least it would -- it would send a very positive

signal to potential investors. That's just on the
surface. | nean one of ny goals is to nmake sure that

O ynpi c does whatever it can to get cash, whether it is
a sale of SeaTac, whether it is getting net inconme or

i ncome taxes refunded. So |I mean any cash we can get is
i mportant.

Q Let me ask it this way. WIIl ARCO free up
the $20 MIlion in the existing June 2001 note if
Oynpic is required to refund the rates it has
coll ected, the revenues it has collected under its
current FERC tariff and the case at FERC is di sm ssed
and this Comm ssion grants a 62% i ncrease?

A And this Conmission -- | don't -- | don't

know t he exact answer. M gut feeling is that if this
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Commi ssion did grant the 62% i ncrease, certainly part of
that $20 M IIlion woul d be, and nmaybe certainly is not
the right word, but it would be my expectation that BP
woul d be nmore inclined to | oan sonme of that $20 M1 lion
Q Well, you said you had $10 MIlion of cash in
the bank, and if you had to refund $10 MI1lion under the

FERC rates, you would have no cash in the bank, right?

A Actual ly, it's 14, |1 believe.

Q 14 in the bank or 14 refund?

A | believe it's 14 refund.

Q Okay. So if you were forced to refund $14
MI1lion, you wouldn't have cash in the bank to pay it,

woul d you?

A That's correct.

Q And you woul d have no revenue for projects,
correct?

A. That's correct.

Q And it's your testinony that BP would | oan
$20 M I lion under those circumstances if this State
grants their full increase?

A Well, | didn't quite say it that way. | said

it's ny expectation or ny belief that they would, but I
don't -- | don't know for sure.
Q Turn to page 16 of your testinony.

A (Conplies.)
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Q And you refer to cash flow, your review of

cash flows under the interimrate |evel of 24.3% do you

see that?
A | do.
Q Your analysis includes all debt owed to

owners and third party |l enders, in other words the $148
MIllion that we discussed earlier, correct?
A I"'m not sure of the context of your question.
Are you asking did ny cash flow statement reflect that
debt ?
Yes.
A Init? Theoretically the answer is no,

because the interest isn't being paid, so it's not a

cash flow inpact. It's not an outflow from O ynpic
until it's paid.
Q But you assuned that that was the | evel of

debt outstanding in your cash flow anal ysis?

A Again, | did have it in there, but it had no
i mpact on cash flow.

Q So did your nodel include or exclude paynent
of deferred interest owed to parents?

A It included the paying of interest when
A ynpic's cash fl ow had enough increnmental funds to do
so.

Q Wasn't one of the points of your analysis to
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determ ne whether there were sufficient cash flows to
pay the $149 MIlion in | oans and accrued paynments

currently outstandi ng?

A Was that the goal of the cash flow statement?
Q No, was that one of the points of the cash
flow statement, to see how nuch of that $149 MI1lion

woul d be paid?

A What | was | ooking for was to see what the
cash flow picture | ooked |ike for O ynpic, which
bel i eve this Comn ssion asked us to do back in the
interimcase. That's sort of the genesis of this whole
thing, to see what did the financial picture | ook |ike
at various tariff |evels.

Q Al right.

A. So that was the main reason | started doing
this.

Q You assuned that the 24.3% interimincrease
woul d hold for the future, correct?

A Yes.

Q So you did not assune that there would be
increased rates to pay for increased investnents that

the conpany nmade in the future, correct?

A Correct.
Q About the 20 --
A Correct.
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1 Q So you assuned that current rates, which are
2 at the 24.3% increased level, were to -- were not
3 sufficient to cover what you say are ongoi ng O&M and

4 capital needs, correct? That's on lines 21 an 22.

5 A On page 167

6 Q Yes.

7 A 21 and 22?

8 Q Li nes 20 through 22

9 A Oh, okay, I'mwth you.

10 Q So the assunption of your analysis was that

11 rates in effect today woul d be used to cover capita
12 i nvestment three years from now?
13 A Based on this cash flow nodel, yes, it was

14 assuning a 24.3% increase with no adjustnents.

15 Q Turn to page 13

16 A (Conplies.)

17 Q On line 17, you indicate that:

18 The regul atory response shoul d be

19 appropriate for the current state of the
20 pi peline and incorporate expected

21 fluctuations that will occur over the

22 next several years.

23 Do you see that?

24 A | do.

25 Q And t he expected fluctuations you refer to
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are getting the pipeline to 100% pressure and the
capital budgeted to do that, correct?

A Anmong ot her things, yes.

Q And is the current state of the pipeline also
that it is currently 100% debt financed, has $149
MIlion in debt and accrued interest and princi pal
paynments, and |less than $100 MIlion in net carrier
property if Cross Cascades is excluded? |Is that part of
the current state of the pipeline as well?

A Yes.

Q On page 16 of your testinony, line 9, you
state that the Staff:

Mechanically follows its regulatory
nodel and opts to penalize Aynpic on
virtually every issue on which it could
apply discretion.
Do you see that?

A | do.

Q The regul atory nodel to which you refer is

the traditional UTC nethodol ogy, correct?

A No, | specifically was addressing the
testinonies of M. Colbo and M. Twitchell in terns of
in their attached exhibits. To nme that's the -- that's

a mpdel rather than the theoretical npdel.

Q Okay, well, let's talk about your
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1 under st andi ng of what they did. Do you understand that
2 Staff is proposing to allow Aynpic a rate base nmeasured
3 at the end of period |evel?
4 A | read that, yes.
5 Q And do you understand that to be a
6 signi ficant departure fromwhat this Conm ssion
7 traditionally does with respect to public service
8 conmpani es and val uati on of rate base?
9 A | assuned that the way it was witten, but |
10 guestion the magnitude of that sort of deviation
11 Q Are you also aware that Staff is proposing to
12 use construction work in progress in rate base al so at
13 an end of period |evel?
14 A | am but | have the sane answer that | had
15 on the using the end of period bal ances.
16 Q And are you al so aware that Staff has
17 accepted A ynpic's working capital calculation instead
18 of insisting on an investor supplied working capita
19 al l omance that is traditionally used in this
20 jurisdiction?
21 A Again, | read all of that in the testinony,
22 but none of us saw in the testinmony what the magnitude
23 of that was on the cost of service, and ny feeling is
24 that those are together not worth a |ot.

25 Q Well, | was focusing on your testinony of
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mechanically follow ng a regulatory nodel, and
suggested three or four areas where there is significant
departures fromwhat this Conmi ssion traditionally uses
in rate cases.

A. Ri ght .

Q Have you done any analysis of what this
Commi ssion traditionally allows in ternms of average and
mont hl y average rate base, generally no CWP in rate
base, and certainly no CWP on an average basis in rate
base?

A | have had di scussions with M. Twitchell and
M. Col bo about sone of those items, but what | was
mai nly addressi ng were the exclusion of 98% of the major
mai nt enance costs, which are reasonable costs to ne,
including line lowering and right of way nowi ng. And
what | had in mind was that this pipeline is operated by
a conpany that operates nmany, nmany pipelines throughout
the United States and knows what's reasonable to operate
a pipeline, and frankly there's a bunch of folks telling
this pipeline that through its adoption and assunptions
or adoption of assunptions that sone costs are not
reasonabl e that we know as an experienced operator are
reasonable, and that's really what | was addressing
here.

Q And that's what rate cases are for, aren't
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t hey?
A | suppose.
JUDGE WALLIS: M. Trotter, how are we doing
in terms of your exam nation?
MR, TROTTER: | just have a few nore
guestions. | can probably finish by noon, or by 11:00.
(Di scussion off the record.)

BY MR. TROTTER:

Q Turn to page 16.
16?
Q Yes. And on page 16 at the bottom of the

page, you identify -- you respond to the question, what
is Aympic's long-termfinancial plan. Do you see that?

A | do.

Q Are you aware that the Staff asked for any
docunent O ynpic had prepared that addressed its capita
structure and otherwi se called for production of its
| ong-term pl an?

A. Anpngst the hundreds of data requests that we
got, | vaguely -- | nean |'mcertain that that was asked
by sonmebody at sone point.

Q Let me ask it this way. 1Is the plan that you
testified to on pages 17 to 18 of your testinony ever
reduced to witing other than in your testinmony as a --

A Not to ny know edge.
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Q On page 19, you discuss the third issue
identified by the Cormission inits interimorder. You
quote it on lines 4 through 8, and one of those itens
starting on line 5 is Oynpic's failure or 1'"mgoing to
say alleged failure to notify the Comm ssion of its debt

financings. Do you see that?

A | do.
Q Did you address that issue in your rebuttal ?
A Did | address the issue of whether we

notified the Conmi ssion on its debt financing?

Q Yes. It says please respond, and | didn't
see anything in your answer that responded to that item
so | asked --

A. Well, it is responsive. It says:

The other issues are inportant but are
overshadowed by the need to restore

QO ynpic to an appropriate |evel of cash
fl ow.

| believe that addressed it.

Q Okay. So did Oynpic fail to notify the
Commi ssion of certain of its debt financings? You're
saying that they did, but that was overshadowed by the
need to restore the pipeline, or are you saying that you
did, in fact, notify the Commission of all of your debt

fi nanci ngs?
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A. Well, certainly, as I'msure we have produced
on at |least one data request, that we did file on the

Prudential loan and we did file on the Chase | oan.

Q And what about all the other ARCO | oans?
A | can't comment on that. | don't --
Q Did you investigate that issue for purposes

of this testinmony?
A. No.
MR. TROTTER: Those are all ny questions,
t hank you.
JUDGE WALLIS: Let's take a 15 minute recess,
pl ease.
(Recess taken.)
JUDGE WALLIS: M. Finklea, it's your turn.

MR. FI NKLEA: Thank you, Your Honor.

CROSS- EXAMI NATI ON

BY MR. FI NKLEA:

Q Good norning, M. Fox.
A Good nor ni ng.
Q First of all, in response to a question by

Staff Counsel Trotter, you noted that O ynpic doesn't
have any incone to pay taxes on; is that correct?
A That is correct.

Q Coul d you turn to what's been narked for
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identification as 1704.

A Okay.

Q Am | correct that under every scenario, the
conmpany's direct, the rebuttal, the Tesoro case, the
WUTC staff case, and the Tosco adjusted case, that there
is an assunption that the conpany pays incone tax?

A | believe your question, and | nay be
incorrect on this, but I think what |I referred to when |
was talking to M. Trotter was the period when we worked
on getting an incone tax refund, which was prior to the
FERC 62% i ncrease. So | believe that currently there's
a taxabl e income, but back then there wasn't.

Q And am | not correct though that based on
you were discussing this with M. Trotter, that based on
past | osses that you have carry forwards on | osses as
wel | ?

A I"'mnot sure to the extent that the carryback
took care of the prior operating losses. | don't -- |
don't know the exact nunber. There is a potential for
that, and actually | have pursued that with our tax
depart ment.

Q So is it your testinmony that you anticipate
that Oynpic will be paying federal income tax in 20027

A Dependi ng on the outcone of this case and the

FERC case, very likely they will be paying inconme taxes.
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Q Let's turn to the line that's marked i ncone
tax allowance on 1704. |In the conpany rebuttal, the
assunption is that there is $6,864,000 in inconme tax
al l omance, and is ny understanding correct that that's
based on the assunption that the conpany has a capita
structure that's 86% equity, and therefore you're
earning income on equity that has to have a federal tax

al | owance?

A Pl ease repeat the question.

Q Yes.

A ["mnot sure | understood it.

Q Focusi ng on the conpany rebuttal case, the

line that says income tax allowance, am| not correct
that the assunption of a $6,864,000 incone tax liability
is driven in large part by the fact that the conpany has
a capital structure that's 86% equity in the conpany's
rebuttal case?

A Well, you said inconme tax liability, |
believe the line says incone tax allowance, so
woul dn't agree with you to the extent that those are two
di fferent concepts.

Q Well, in rate making concept, by allowance
aren't we saying here that you're allowed that revenue
because you expect to have a tax liability associated

with the allowed total return on the higher |ine of
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$12, 313, 000?

A | believe that you are trying to draw an
absol ute between a rate naking cost of service
cal cul ation and what you actually pay to the federa
government in inconme taxes, and that's not an
appropriate distinction.

MR. FI NKLEA:  Your Honor, | would ask that
the witness be directed to answer the question. | am
not engaged in a debate with the w tness about what is
or isn't an appropriate distinction. The question that
I would Iike answered is, is there in the conpany case
an assunption that the conpany will pay $6, 864,000 in
i ncome tax, first of all

JUDGE WALLIS: M. Fox.

A. Well, and I'mtrying to answer your question.
You asked ne, do we assune that we're going to pay
exactly $6, 864,000, and as you are well aware that a
cost of service calculation includes an incone tax
allowance. It is not an incone tax liability
specifically to be paid to the federal governnent.
BY MR FI NKLEA:

Q So for this purpose, by allowance what you
mean is that the shippers are assuned to have an
obligation to pay to the conpany enough noney to enable

the conpany to pay $6,864,000 in taxes, correct?
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A I mean on a theoretical basis, that would be
correct.

Q And hypothetically, if the conpany w nds up
with no federal incone tax liability, that $6,864,000 is
sinply extra cash available to the conmpany to do
whatever it wants with whether or not it pays federa
i ncone tax, correct?

A Yes, but | answered earlier that | believe
there will be taxes paid in 2002.

Q And do you know if they will be anywhere near
the $6,864,000 that's in the conmpany's rebuttal ?

A | don't know the exact nunber.

Q G ven that the conmpany has 100% debt
financing, am1 first of all not correct that any
interest paid on the debt is actually deductible from
your tax liability?

A In nost cases, that is correct, but there are
I RS stipulations, regul ati ons regardi ng debt between
affiliate parents and the affiliated conpanies, so
that's not an absolute, no.

Q The debt that's owed to third parties is al
deductible, and the debt that's owed to parents is
partially deductible; is that an accurate understandi ng?

A I would agree with the first part. |'m not

sure | would agree with the second part, but | amnot a
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tax attorney.

Q But at the end of the year, the conpany's tax
liability will be based on its actual capital structure,
not on a capital structure that's 86% equity, correct?

A Yes, and it will also be calculated on all of
the ways that A ynpic categorizes its capital and
expenses as another exanple, and that's treated
differently by the interveners and the WIC Staff in
their rate making. So | think we're tal king appl es and
oranges here. 1In fact, | know we are. We do not submt
a FERC Form 6 to the IRS to pay taxes.

Q To the extent that there is incone tax
al  owance in the formation of the revenue requirenent in
this proceeding that is greater than what the conpany's
actual tax liability is in any given year, am| correct
that that is sinply extra cash available to the conpany
to do whatever it wants with?

A | don't agree with that.

Q Is it your testinony that if the conpany
doesn't actually pay taxes equal to the inconme tax
al l omance that the shippers will be rebated any noney?

A | believe that in normal rate meking that
nodel s are used, and nodels are used that assume incone
taxes on the return, and that is part of the whole

equation. It is not a specific nunber that you can
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extract and say that's owed to the shippers. | don't
agree with that.

Q To the extent there's a difference between
what's assunmed for rate making purposes and what the
conpany actually pays in taxes, would you agree that

that is sonetines referred to as a phantomtax?

A | have never -- |'mnot aware of that.

Q Coul d you turn to page 6 of your testinony.
A (Conplies.)

Q On page 6, you discuss three reasons for the

financial situation that Oynpic faced in the sumrer of
2000 when BP took over operations. You have |isted your
first reason you discuss as the decline in throughput
due to Whatcom Creek and the hydro test failure, the
second being the increase in expenses between 1992 and
'97 as well as the expense increase due to hydro test
failure, and in nunber 3 you discuss O ynpic's decision
not to cone in for a rate case. Regarding the second
reason, with respect to increases in operating expenses
between '92 and '97, isn't it true that Qynpic filed
for a tariff increase in late '98 of 3 cents a barre
due to the Bayvi ew i nvest ment?

A. I"mnot sure if it was late '98; | thought it
was |ate '97 actually.

Q Di sregarding the date, if the increase in
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operating expenses between '92 and '97 was a problem at
that time, am| not correct that O ynpic could have
addressed that with the tariff increase that it filed at
that time?

A. | believe they should have.

Q Regardi ng the hydro test failure, when
O ynpic failed the hydro test of the ERW pi pe, do you
think the Ofice of Pipeline Safety acted in any way
different than it would have if any other oil pipeline
had failed that ERWtest?

MR, HARRI NGTON: Obj ection for |ack of
f oundat i on.

MR. FINKLEA: Well, Your Honor, he discusses
the hydro test failure as one of the reasons, and I'm
just testing his representations regarding the effect of
that on the conpany.

JUDGE WALLIS: The question is perm ssible,
t he objection is overrul ed.

A. Coul d you repeat the question, please.

BY MR FI NKLEA:

Q When O ynpic failed the hydro test of the ERW
pi pe, do you think the Oifice of Pipeline Safety acted
in any way different than it would have if any other oil
pi peline had failed the same test?

A | don't know the answer to that. That's not
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my area of expertise.

Q Wth respect to Aynpic's current capita
structure of 100% debt, but for the drop in revenue due
to the rupture in pressure restrictions, in your
opi nion, would Aynpic currently have an all debt
capital structure?

A I woul d guess probably not, but | wouldn't
know t hat for sure

Q When BP purchased its interest in O ympic,
the conpany at that tine had an all debt capita
structure; am | not correct?

A I don't recall specifically. | know it was
70% prior to the ERWseam failure and the Whatcom Creek
i nci dent.

Q On pages 14 and 15 you discuss the
recommendation to have tariff rates adjusted for
volunes. | see this as a general recomrendation, but |
don't see anything very specific regarding how you are
recommendi ng that tariffs be adjusted for the vol une,
and ny question is an open ended one. Do you have a
speci fic recommendation for how tariffs should be
adj usted to address the vol une question?

A. I don't have a specific one, but it seens to
me that it's -- it was just a -- it was an obvious --

there was an obvi ous need from everybody's standpoint to
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be fair to all parties to have that but also, as you
will notice below there, a mechanismto handle the
capital spending as well.

Q Are you famliar with the approach to vol unes
that's been recommended by Dr. Means on behal f of Tosco?

A. Reasonably famliar, yes.

Q And is that an approach to adjusting vol unes
that has a risk sharing nechani sm between the shippers
and O ynpic?

A. Yes, | believe it provided upside to Aynpic
by expediting the work to get the pipeline up to 100%
operating pressure, as | recall.

Q Could we turn to what's been marked for
identification as 1705-C.

A. (Conplies.)

Q M. Fox, | will represent to you that this is
a response to a data request that was nmade in the
proceedi ng before the Federal Energy Regul atory
Conmi ssion. These are docunents fromthe conpany
regardi ng the Bayvi ew capital investnent assunption, and
my question is, you're famliar with the capital cost
assunptions that have been made regardi ng Bayview, is
that correct?

A Pardon me?

Q Are you famliar with the capital cost
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assunptions that have been made regardi ng the conpany's
i nvestment in Bayview?

A If you could rephrase it, |I'mnot sure
exactly what you're asking. Am| familiar with this
study here?

Q Well, let's start there, are you famliar
with that study?

A Only as of about an hour and a half ago.

Q Is this a study that was done by Oynpic in
determ ni ng whether to nmake the Bayvi ew i nvest ment?

A | don't know. That was well before BP's
time. It looks to be a study done by Ernst & Young.

Q And Ernst & Young works for O ynpic or worked
for Aynpic at the tinme?

A. Not -- well, it depends on what capacity. |If
you're trying to draw a parallel to them being the
current auditors, no, | don't believe that they did. |
believe they were hired as a consultant, but | have no
knowl edge of that at all

Q Is the conpany currently engaged in analysis
to deterni ne what additional investment would have to be
made at Bayview in order to achieve the throughput
assunptions that were nmade at the tinme of the
i nvest ment ?

A | don't know for sure, but | understand that
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1 they could be. | don't know specifically, so | probably
2 woul d say |I'm not sure.

3 Q Am | correct that the conpany did assune at

4 the tine of the Bayview investnent that there would be

5 significant increnental throughput at Bayview as a --

6 for the whole systemas a result of the Bayview

7 i nvest ment ?

8 A | obviously wasn't around at that tine, and
9 so | don't -- | don't know the answer to that.

10 Q From your review of this study, do you have

11 any reason to believe it's other than a study that was

12 prepared for A ynpic in making the Bayvi ew i nvest nent ?

13 A Do | have any other reason to believe that

14 there was -- yeah, | think there was other investnents
15 in there as | recall reading through there this norning.
16 Q But these are all analyses of investnents

17 that were being nmade by O ynpic?

18 A But it included nore than Bayview. It had
19 Cross Cascades, it had sonething referred to as a | oop
20 It also interestingly had a conparison of operating

21 revenue and cost of service, which refers to what |

22 talked to M. Trotter about, which is the coverage of
23 revenue that they assuned in their econonmics, if you
24 woul d |ike to discuss that.

25 Q And were there al so assunpti ons about power
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cost savings that would result from Bayvi ew?
A | don't recall seeing that, but again, | just
saw it this norning.

MR. FI NKLEA:  Your Honor, we will offer
1705-C, and with that, | wouldn't have any further
guesti ons.

JUDGE WALLIS: |Is there objection?

MR. HARRI NGTON: | think it's already in, is
it not, Your Honor, because we didn't object to it
before, we just sinply said we didn't think there was
any basis for asking this w tness questions about it.

MR. FI NKLEA:  Well, if it's in.

JUDGE WALLIS: Very well, the exhibit is
received.

MR. FINKLEA: | have no further questions.

JUDGE WALLI S: M. Brena.

CROSS- EXAMI NATI ON

BY MR. BRENA:

Q Good norning, M. Fox.
A Good nor ni ng.
Q I would like to ask you sonme questions about

your background and what you consider to be your areas
of expertise.

A Okay.
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Q What do you consider to be your areas of
expertise?

A My primary areas -- | probably should, it's
obvious, but I amnot a paid expert w tness, as your
W tnesses are. M background is mainly in accounting,
finance, planning, but over 20 years of experience in
the oil and gas industry.

Q Are you done? | don't nean to cut you off.

A Yeah, | don't know if you wanted ne to
el aborate on any of that, but.

Q Wel |, do you consider yourself a regulatory
or rate expert?

A I wouldn't go as -- no, | would not consider
mysel f an expert. | do know that your client utilized
me and ny staff for our expertise in areas of FERC Form
6 filings, accounting support, audit support when they
pur chased our Mandan pipeline |ast fall

Q WAs the answer to my question that you do not
consi der yourself a regulatory or rate expert?

A Well, | did say that, yes.

Q Okay. Do you consider yourself a rate of
return expert or capital structure expert?

A. Again, I'"'mnot a paid -- sonebody that does
that as a living, but | have been involved in a nunber

of cases over ny 20 years.
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I mean do you --

A But do I hold nyself out as an expert that
woul d nmake a living doing it, no.

Q Well, to the degree that -- with regard to
capital structure and rate of return issues, are you
i ntendi ng through your testinobny to say anything
different or in addition to what your rate of return and
capital structure expert, M. Schink, has said?

A ["'mnot sure. |'mnot sure what the
questions | mght get fromyou or the comm ssioners
m ght be.

Q Well, | nean if we're trying to -- if the
conmmi ssioners are trying to figure out what AQynpic's
position is with regard to capital structure rate of
return matters.

A Ri ght .

Q Shoul d they ask you those questions, or
shoul d they ask M. Schink those questions?

A. If they want to know the end result of the
application of something, for exanple like return on
equity, capital structure, | can tell you what happens
at the output side. But in terns of the input, no, I'm
probably not the best one to ask.

Q But in terns of trying to decide what the

rate maki ng treatnent should be, this Conm ssion should
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| ook to your witness, to Aynpic's witness, M. Schink,
with regard to capital structure rate of return matters;
is that fair?

A In terns of the specifics, that's true. In
ternms of what's the inpact on O ynpic by accepting
M. WIlson's recoormended rate of return, | can coment
on that. But again, that's the output side, that's not
the -- I'"mnot going to get into a detailed discussion
on di scounted cash flow net hodol ogi es and things of that
-- no, | won't.

Q Okay. You nentioned your experience, have

you been involved in many rate cases?

A I have been involved in a few

Q How many?

A Five or six that | can recall.

Q And has your involvenent been as a witness in

t hose cases?

A No.

Q So other than the interimhearing and this
hearing, this is the first time you have ever testified

with regard to rate nmatters?

A Yes.

Q Now I"mtrying to understand your position
relative to M. Peck. 1Is he your boss?

A No, he's not.
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Q Wth regard to financing matters, if he were
to say A and you were to say B as a hypothetical, who

shoul d this Conmi ssion rely upon?

A M. Peck will ultimately make the decision or
act -- I'"'mnot even sure he will nake the decision. He
will work to nove the decision forward, but | wll

certainly try to influence himeither through my own
efforts or with input fromour treasury departnment.

Q Wth regard to the issue of, well, first with
regard to the issue of additional funds, you would nake
a recomendation to him and he would be the -- then he
woul d becone the point, the contact point that would go

within the different corporate bodies and get those

funds. Is that kind of how it works?
A. That's kind of how it works.
Q Okay. Now are you here only on behal f of

A ynpi ¢ today?

A | believe we had this discussion at the
interimcase. | amenployed by BP Pipelines North
Anerica, but | amalso the Assistant Treasurer of
A ynpic, so if you could be nore specific, |I could
answer your question.

Q Wel |, who are you speaking for today? Wo
are you giving testinony for?

A | can speak for either side. | nean
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ultimately or specifically my testinony is really geared
towards O ynpic, but | do work for BP Pipelines as well.

Q Okay. And the reason that | ask that is you
were responding to M. Trotter, some of his questions,
and | wote down sone quotes, and |I'm not sure that |
captured them precisely, but you said, |'"mhere to
testify on behalf of Oynpic, not the affiliates, |
think was one of them and | don't know one way or the
other with regard to another, and I'mnot sure | can
speak for BP. So let ne take the specific issue of the
ci rcunst ances under which BP will rel ease additional
funds, okay?

A MM hm

Q Do you speak for BP and can you conmt to
this Commi ssion the terms and circumstances under which
BP will release funds to O ynpic?

MR, HARRI NGTON: Objection, that's two
guestions. They shoul d be separated.

MR, BRENA: | will be happy to separate them
BY MR BRENA:

Q Are you the person that will speak for BP,
are you here to speak for BP with regard to the terns
and conditions under which it will advance additional
equity or debt to O ynpic?

A No, | won't do that.
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Q Ckay. Wth regard to the -- who in this case

does, if anybody? |s there anybody in this case that is

saying that we will give X amount of dollars if -- is
anybody in this case capable -- let ne rephrase it,
pl ease.

Does anybody have authority who is a w tness
in this case to bind BP to advancing additional funds to
A ynpi c?

A Well, | guess the word bind is an interesting
choice of words. The way | see it is you have to see
what the tariff is first, ends up being first. You
can't nmake a representation that BP is going to flat out
do sonet hing w thout knowi ng what the end result is. So
I'"'mnot sure -- | nean certainly I can nake
recommendati ons, and frankly my group is one of the
groups that will | ook at the econom cs and frankly have
started | ooking at the economi cs of going for additiona
capital. But ultimately | would say it's probably the
head of, well, it's probably Larry Peck that will decide
whet her to, you know, to put the nore additional funds
in.

Q Okay. Do | understand, you do not have the
authority to speak for BP or the ternms and conditions
under which BP nmay advance additional funds to O ynpic?

MR, HARRI NGTON: Object to the formof the
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question, and the word may is both is different and al so
renders the question anmbi guous, because conm tnment and
may are i nconpatible concepts.

MR. BRENA: | don't understand the objection
but I will try to rephrase my question
BY MR. BRENA:

Q Do you or do you not have the authority to
conmit BP to advanci ng additional funds to O ynpic?

A | probably should have asked you this
earlier, but are you speaking in relation to the
gquestions that M. Trotter asked nme earlier, or are you
asking this just sort of generally?

Q Are you the man that can bind BP to advancing
funds to O ynpic or not?

A. Well, again, I'"'mnot sure the word bind is
the right word to use, but | do not have the specific

del egation of authority to commit BP to | oaning the

noney, but | will be heavily involved in influencing the
deci si on.

Q And ny question only goes to authority, not
to -- | nean so if | understand it correctly, you

recommend, but sonebody el se deci des?
A. Well, I think in M. Peck's testinony he said
it was that the level that we were tal king about it was

definitely going to go to London, so | think that was
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al ready asked and answered.

Q Well, 1 think so to, but | was just exploring
whet her -- how you vi ewed your authority.

A Okay.

Q So it's your understandi ng that neither you

nor M. Peck have the authority to conrmit BP to any
additional suns for Oynpic, that's a London deci sion?

A It will be a London decision

Q Okay. And | believe he also said that nobody
had applied or requested those funds from London yet; is
that your understanding as well?

A | heard himsay that, and | kind of cringed
when he said that, because we, and he probably didn't
know this because he has been traveling quite a bit with
his work, that our -- my group, which is in planning,
started the work several weeks, well, nore than severa
weeks ago to | ook at building what he described as a
financi al nmenorandum so that's work in progress.

Q Bui | di ng towards the reconmendation is work
in progress, no funds have been requested yet from
London, correct?

A Ri ght, that's true.

Q Ckay. Now let me ask you a hypothetical. |
mean in part | read your case to say that if we get so

much shi pper noney that it will nake it nore likely that
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1 there will be additional investnment. The problem | have
2 with that is how does anybody in the room | mean given
3 that O ynpic has not advanced any testinony by anybody
4 with authority to make such a commtnent -- well, |
5 wi t hdraw t he questi on.
6 Let me ask it this way. Let's say you get a
7 150% rate i ncrease, you can't sit there today and say
8 that there will be an additional penny put in this

9 pi pel i ne ever, can you?

10 A. | disagree with that. If we had a 150%rate
11 i ncrease?

12 Q Yep, today.

13 A Well, | would be canpaigning pretty hard.

14 mean | woul d spend about as nuch tinme on that as I am
15 working on this tariff case.

16 Q And George Wal |l ace canpai gned for the

17 presi dency too, didn't he?

18 A | believe so.

19 Q So I'm not asking about a canpaign. Wiat |I'm
20 tal ki ng about is whether anybody can deliver. You can't
21 deliver, can you?

22 A Yeah, we would probably -- | would say

23 there's about a 100% chance at a 150% i ncrease that we
24 woul d deliver.

25 Q Yeah, but the point is it's not we, it's
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sonebody el se other than you that has to nake that
decision, so you can't sit here and commit that there
will be a penny of additional equity or |oans ever put
into this conmpany regardl ess of what this Conm ssion

does. Nowisn't that true, you can't commit to that?

A. No, | don't agree with that at all. | think
you're --

Q You do have authority to do it?

A No. The question is whether it will be done.

It's ny belief that it will be done. At that sort of
tariff increase, there's no question it would be.

Q Well, what there is no question about --

A In fact, if | could follow up with sonething,
t he econonmics would be such that it would be a no
brai ner for London. That thing would get passed through
pretty quickly.

Q Well, let me ask it to you this way, because
I"mtrying to figure out the situation. |If there was a
150% rate increase, there woul d be no reason for London
to be contacted, would there?

A That woul d probably be true.

Q So all I"'mtrying to do is, | nean, you know,
this hide and seek feature of your case, we nay put
additional noney in if you guys do this, but you don't

ever define what this is, and you don't ever put anybody



4430
1 forward that has the authority to comrmit the noney.
2 MR, HARRI NGTON: Objection, that's not a
3 questi on.
4 JUDGE WALLI'S: M. Brena.
5 MR. BRENA: Well, it would have been in an
6 hour or two.
7 JUDGE WALLI'S: You will have an opportunity
8 to brief this.
9 MR. BRENA: | withdraw the question
10 BY MR BRENA:
11 Q How much did ARCO pay for Shell's interest in

12 this line?

13 A Shell's interest?

14 Q Yeah.

15 A You nean GATX?

16 Q No, | mean when ARCO bought into the O ynpic
17 l'ine.

18 A Oh, I"'msorry, when ARCO bought in back in --
19 | have no idea.

20 Q 1991.

21 A I have not a clue.

22 Q Do you know how rmuch ARCO paid for GATX s

23 i nterest?

24 A | believe it was $8 M1lion

25 Q For how rmuch of an interest?
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A It would have been --

25. 1%

About 25% vyeah.

JUDGE WALLIS: M. Brena, |I'mlooking at the
clock for an appropriate breaking tinme for our noon
recess. \Wen you get to that point in the next few
m nutes, would you | et us know.

MR. BRENA: Yes, Your Honor, | wll.

JUDGE WALLIS: Thank you.

BY MR BRENA:

Q Woul d you accept subject to check that ARCO
has paid $35.4 MIlion for a 62 1/2%interest in
A ynpi c?

A No.

Q Why not ?

A In 1990 for sonmething that occurred in 1991,
| don't believe ny testinony addressed anything relating
to ARCO or anything back in that period of tine.

Q Is what ARCO actually paid for its 62 1/2%

i nterest sonething that you're capabl e of checking on?

A | suppose | coul d.
Q But you won't?
A. If you really want me to, I will. | just

don't see why it's relevant.

Q Well, thank you, | would.
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A. Al right.

MR, BRENA: This would be a good point to
take a break.

JUDGE WALLIS: Let's reconvene at 1:30. W
did agree, well, | asked anyway that people could
convene a little bit early, counsel convene a little bit
early, for an adm nistrative conference, so if we could
be here at 1:15, we can spend sone tinme sorting out
exhibits for future w tnesses.

So we're in recess.

(Luncheon recess taken at 12:00 p.m)

AFTERNOON SESSI ON
(1:35 p.m)

JUDGE WALLIS: Let's be back on the record,
pl ease, follow ng our noon recess. As a prelinmnary
matter, M. Brena has identified exhibits that were used
in the examination of M. Smith that he's noving for
adm ssion at this tine. They're Exhibits 1209, 1212,
1213, 1214, 1218, and 1616-C associated with M. Tall ey,
and those docunments are received in evidence. There is
an objection as | understand it to the character of sone
of these docunents as partial docunents rather than a
conplete on the part of the conpany; is that correct?

Qur ruling with regard to that has been that if another
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party believes it necessary to offer nore or the
remai nder of a docunent, the party may do so, so those
docunents are received in evidence.

I will note that Exhibit 1703 is received in
evidence. |I'mnot certain that the transcript fromthis
norni ng's session would reflect that.

Wth that, | believe we're ready to go back
to the examination of M. Fox. M. Brena.

MR. BRENA: Did you want to mark the
operating agreenment as well, Your Honor?

JUDGE WALLIS: The operating agreenent has
been distributed. | will note that |I don't believe the
Bench has received any copies, and our understandi ng
with regard to that exhibit or that docunent is that it
is an executed version of the docunent that's now in the
record as Exhibit Nunmber 48. Wth the understandi ng and
on the representation of O ynpic Pipeline Conmpany that
there are no other differences between the current
Exhibit 48 and this document, let us mark this as
substituted Exhibit Nunber 48 and strike the other
docunent. Is that satisfactory to the parties?

MR. TROTTER: Yes, Your Honor

MR, FI NKLEA: Yes, Your Honor.

MR. HARRI NGTON:  Yes, Your Honor

JUDGE WALLIS: Very well
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Now, M. Brena.
MR, BRENA: Are you ready, Your Honor?
JUDGE WALLI'S:  Yes.

MR. BRENA: Cxay.

CROSS- EXAMI NATI ON

BY MR. BRENA:

Q Good afternoon, M. Fox.
A Good afternoon.
Q I would Iike to ask you just a few nore

guestions, and | believe in responding to M. Trotter
earlier, and | had a couple quotes witten down, but you
had indicated that it didn't matter whether it was debt
or equity to the conpany. Do you recall having said

t hat ?

A Vaguely. |'mnot sure of the context in
which it was made, but go ahead.

Q Well, and that's what | wanted to explore
with you. When you say it doesn't matter whether
sonmething is debt or equity, who are you saying that it
doesn't matter to?

A Well, certainly to AQynmpic. Cash, you know,
they need cash, it cones in one way or another, and |
believe M. WIlson also testified to that as well

earlier.
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Q So that was a reference that to O ynpic that
it satisfies their cash needs, and so it doesn't make
any difference whether it's debt or equity; did
understand you correctly?

A. I think that in general when in ternms of
financing, in terns of getting the cash it needs, that's
probably true. When it cones to things |ike
deductibility of interest versus dividend paynents, then
that's a different story.

Q Well, debt you have to pay back, right, and
equity you don't?

A Depends on who you're loaning it to or who
it's being | oaned from

Q Is it your intention that this debt would be

repai d by O ynpic?

A Wi ch debt are you referring to?

Q The affiliated debt.

A s it ny intention?

Q Well, I"'mtrying to explore -- | nmean one big

di fference between debt and equity, is it not, that debt
has to be repaid, and that has a certain cash fl ow
i rpact when you have to repay it, correct?

A. Well, | don't want to respond with a
qguestion, but has any of the debt been repaid to the

affiliates? | mean obviously it hasn't.
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Q So by saying that, are you suggesting that it
never wll be?

A What |' m suggesting is although the
shar ehol ders | oan the noney, | believe would have |iked
to have it back, | think that certainly BP knows that

they're not going to get it back any tinme soon, and they
al so know at certain tariff |evels they may never get it
back.

Q If it doesn't matter to the parent, | nean it
does matter to Aynpic, doesn't it, whether or not it

has to try to neet those comm t nents?

A To the extent that the affiliates are not
demandi ng paynment, |'m not sure why it woul d.
Q Wel |, you understand the different parties

positions in this case relative to capital structure, do
you not, in rough terns?

A Rel ati vel y rough, yes.

Q I nmean you understand that, for example, that
M. Hanley's testinony stands for the proposition that
QO ynpic should be afforded a 46% equity capita
structure if they actually put equity in and that Staff
has sai d sonething equival ent, conditioning their
capital structure upon the actual putting in additiona
equity; do you understand that globally?

A Sur e.
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Q I"'mtrying to understand, at one point in
your testinony, you suggest that if you get your rate
i ncrease, then you nay recommend that sone of this debt
be converted to equity. I'mtrying to understand why as
the treasurer of the conpany you're not pursuing that

course of action now?

A First of all, it's assistant treasurer, not
treasurer.

Q Okay.

A. As you may recall my interimtestinony and

maybe even today that | have recommended to the board
that a certain anount of the debt be converted to
equity. That was in Decenber of 2000. So | have cited

that at | east a couple of other tinmes.

Q Now - -

A Does that answer your question?

Q I"'m not sure. You recomrended to what board?
A To the board of Aynpic. Actually, | take

that back, it was to the sharehol der committee of
O ynpic, not that | think that it matters.

Q Well, the board of AQynpic isn't the one that
deci des whether or not the debt is converted to equity,
correct?

A And that's why | corrected nyself, it was the

shar ehol der commi ttee.
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Q Ckay. What's the -- | nean not to suggest
any particular tactic or strategy to you, but the thing
that makes sense to ne, and do you agree or disagree
with this, is that they would just with a sweep of the
pen create 46% equity to at least |lock in that
percentage of equity in this conmpany so that they could
capture that share of the capital structure and get
i ncreased cash flow because they woul d have that equity.
Does that --

A. No, | disagree with that. First of all,
you' ve got two sharehol ders, not the warnest of
rel ati onshi ps between them One of the sharehol ders was
not interested in taking our recommendation. So if you
were the one that was making the recomrendati on, would
you want to go ahead and convert your side?

Q This will go a lot faster if | ask the
questions, M. Fox, but I'm happy to answer questions.

A |"ve got a few.

JUDGE WALLIS: Could we treat that as a
par abl e.

Q In fact, | would be happy to answer whatever
guestion you would like to ask nme, but | don't think the
Commi ssion -- | think they have probably heard enough of
nmy opi ni ons al ready.

What you're saying is Equilon wasn't wlling
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1 to consider that; is that what you neant?

2 A They considered it and declined.

3 Q Why ?

4 A That was not the phil osophy of their conpany.
5 Q Ckay. Did you explore what their phil osophy

6 was and how it applied to this case at all?

7 A They were unrel at ed.

8 Q I"mjust trying to understand why the owners
9 of this conmpany won't conmit any equity to this conpany
10 at the sane tinme as they're asking for equity returns.
11 A And | told you that --

12 Q Because the sharehol ders don't get along; is

13 that the answer?

14 A. Well, that's one answer, yes.

15 Q Is there anot her one?

16 A Not hi ng conmes to mind.

17 Q Is there any plan, I'mtrying to understand

18 the rest of your testinony where you suggest that at

19 some point there nmay be a possibility for an equity

20 dollar to conme into this conpany froman owner. G ven
21 Equilon's intransigence to do that, howis it that it
22 will be possible that there will ever be equity in this
23 conpany?

24 A | really can't answer that at this juncture,

25 because | don't know with any certainty what the tariff
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levels will be and the resultant cash flow to know

whet her there's going to be any earnings to retain.

Q Did --
A In this conpany.
Q Did any of that -- when | asked you why

Equi | on woul dn't consider that, you said it wasn't
consistent with their conpany philosophy. Are you now
suggesting that their conpany phil osophy woul d change
depending on the tariff letter, tariff rate?

A. | think there are a | ot of sequential events
that have occurred, that will occur with Equilon, with
Equil on and BP, that nay nmake it a different question,
or excuse nme, mght result in a different answer once
t hose sequential events have occurred. For exanple, |
will give you one exanple is eventually Equilon will be
Shell or is Shell, and they nay have a different
financial policy than Equilon, for exanple.

Q ["mstill trying to see a way where it's --
where the owners are going to put some equity into
O ynpic Pipeline, just -- and | notice in your testinony
on page 17 starting on line 24, you identify that in the
longer term A ympic's financial plan will not differ
fromthat of other joint venture oil pipeline conpanies,
which in other places you pointed out are heavy debt

conpani es.
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A Correct.

Q So as you sit there today, it's the intention
of Aynpic to continue to debt finance this conmpany into
the foreseeable future?

A. I"mnot sure that's accurate. One thing
will say, M. Brena, is that, you know, in nmy mnd,
| ooki ng at these | oans from sharehol ders, that what
di fference are they between debt and equity, they, you
know, they're, what are they, next in line fromthe
shar ehol ders in a bankruptcy proceedi ng, even though

shoul d have said |'mnot a | awer before | said that.

Q You don't have to be a lawer to know banks
Wi n

A Yeah, | heard that.

Q Yeah. Well, | nean obviously Equilon doesn't

share that perspective that there's not a difference
bet ween debt and equity, because they're unwilling to

convert their debt to equity, correct?

A. They were not willing to do it in Decenber of
2000.

Q Was ARCO willing to convert its debt to
equity?

A. Wth Equilon's joining in, yes.

Q And how nuch was specifically recomended, to

what capital structure |level would the forgiveness have
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ri sen?

A | don't recall that a specific amunt was
identified.

Q So as best as you can recall, it was a

general conversation about whether or not to forgive
sonme of the debt, but not a specific conversation?

A No, it was a specific presentation with
general concepts.

Q You have been asked and you respond a little
bit with regard to why there was no notification of this
debt to the Commi ssion, and | believe that you indicated
that there was notification with regard to the third
party debt earlier. And you acknow edge --

JUDGE WALLIS: Is that correct, M. Fox?

A. Yes, to the best of ny know edge there was,
on both the Prudential and the Chase, there was
notification.

Q And is the converse of that true so far as
you're aware that there was not notification with regard
to any affiliated debt?

A To the best of nmy know edge, that's true.

Q You are aware of the obligation to notify the
Commi ssion at this point of such debt instrunents?

A I was aware only after these proceedi ngs

started.
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Q Is your awareness limted to -- | nean
there's two characteristics of the affiliated debt.
First, it's affiliated, it's affiliated transactions,
and secondly, it's debt. Have you in |earning about
this learned that there are specific requirenments with
regard to both, both affiliated transactions and
i ncurring indebtedness?

A I will go back to my I'"'mnot a | awyer speech.
I have not read the statute specifically.

Q You are aware generally of that affiliated
transactions are given a higher level of scrutiny in

rate matters?

A I will take your word for it.

Q You' re not independently aware of that?

A. Based on sone of the goings on in these
hearings, | would expect that they do get nore scrutiny.

MR, BRENA: |If | could just have a mnute.
JUDGE WALLIS: Yes.

BY MR. BRENA:

Q I would Iike to direct your attention to
Exhi bit 1706.

A Okay.

Q Have you had an opportunity to review this
exhi bit?

A | read it.
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Q Is it consistent with your understandi ng of
facts and events that are represented within it?

A Coul d you pl ease rephrase that question?

Q Is there anything in here that -- do you know
whet her the representations made in the letter are
consistent with your understandi ng of the events
associated with the negotiated purchase of GATX s
i nterest?

A | was -- | amnot on this letter, nor was |
part of the negotiations, so this was the first | had
ever seen it.

Q Were you aware that at the tine that BP was
made the operator of this line that GATX had termn nated
negotiations with Equilon and was currently negotiating
with ARCO for the purchase of its interest?

A Again, | was not --

MR, HARRI NGTON: Obj ection, excuse me, |
believe that the question assunes a fact not in
evi dence, nanely that June 12th was at the tine that BP
was nmade the operator

MR. BRENA: It does, Your Honor, and the | ast
par agraph of the letter says:

As | indicated during our tel ephone

conference, the minutes of the board

nmeetings should reflect that this
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di scl osure was made before the board's

del i berations regardi ng the sel ection of

a new pi peline operator

It's specifically in the letter, although not
in the mnutes, | nmght add.

MR, HARRI NGTON: My objection is --

JUDGE WALLI'S: The question is perm ssible.

MR, HARRI NGTON: Just to clarify, Your Honor
my objection was to the formin that the question itself
said that the statenents were nade at the time that BP
was sel ected as the operator, which is clearly not
correct.

JUDGE WALLIS: The witness may respond.

BY MR. BRENA:

Q Do you have the question in mnd?
A No.
Q | asked if you were aware or not that at the

time that BP was selected as an operator that GATX had
termnated its negotiations for the purchase of its
shares with Equilon and was currently engaged in those
conversations with Atlantic Richfield?

A I have no specific know edge on that. | was
not directly involved in those negotiations. | was
very, very superficially aware that we were trying to

pur chase GATX s shares.
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Q But with regard to the tinmng, were you aware
that these negotiations were ongoing with one of the two
owners at the tinme of the vote electing -- the vote

passi ng the resolution maki ng BP the operator?

A I don't recall
MR. BRENA: | don't believe | have anything
further, Your Honor. | would nove for the introduction
of 1706.

JUDGE WALLIS: Is there objection?

Let the record show --

MR, HARRI NGTON: No obj ecti on.

JUDGE WALLI'S: Let the record show that there
is no objection, and 1706 is received.

MR, BRENA: Oh, I'msorry, Your Honor, | may
have spoke too early, because 1707 was broken out
separately than 1706, so | do have a question or two
further.

BY MR BRENA:
Q Could | direct your attention to 1707,

pl ease, M. Fox.

A Sure. GCh, okay.

Q First, were you aware of this privilege |og?
A. Indirectly.

Q Do you know why O ynpic's business strategy

was not disclosed but was withheld as a confidentia
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trade secret?

A No, | have no know edge of that.

Q Do you know why the ARCO docunents concerning
their purchase of GATX were withheld as internal ARCO
docunent s?

A. I don't have specific know edge, but | --
frankly I -- | would guess anythi ng where we have our
econom cs, which would have things like BP's hurdle
rates and things like that, | would expect that it would
be privil eged.

Q Okay, well, I"'mtrying to understand your
answer. There's no claimof privilege that | see with
regard to the ARCO docunents. There's just a statenent
that they're ARCO documents and so they're not provided.

A. Sorry, | was | ooking at the wong one. |
don't know.

Q Take the authority to negotiate the purchase
of GATX s dynpic Pipeline Conpany shares, for exanple.

A MM hm

Q The date of the docunent wasn't included, and
it's just withheld because it's an internal ARCO
material. Is it -- | mean are you aware of these
mat eri al s?

A The authority to negotiate, | would have to

know t he date.
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Q As woul d we.

Did you review A ynpic's business strategy?

A At what point in tine?

Q There's not a date indicated. The
confidential trade secret docunent that's referred to
here in this privilege Iog.

A Which [ine are you on?

Q I'"'mon the bates nunber EY005872 through

EY005877, date of docunent not available, O ynpic

busi ness strategy. It is the second substantive row.
A | have no idea what that is.
Q So you haven't reviewed that?
A It's not specific enough for ne to know

exactly what it would be.

Q Woul d you in your position with Oynpic be
aware of what their overall business strategy was?

A. Generally, yes.

Q But you're not aware of what this docunment is
referring to?

A It's not faniliar to ne at all.

Q And sinmilarly, have you reviewed these
materials with regard to ARCO s presentation with regard
to A ynpic's background?

A I's that another |ine on here?

Q Yes, it's the fourth substantive |ine.
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A. I"mnot sure which one you're tal king about.

The ARCO presentation regarding O ynpic background?

Q Correct.

A No, | have no idea what that document refers
to. | would need a ot nore information than that.

Q And with regard to the ARCO profit and | oss

summary concerning Oynpic, are you famliar with those

docunment s?

A I need a line. 1 don't know what line you're
| ooki ng at.
Q It's the fourth and fifth line fromthe

bottomrow fromthe bottom

A Okay.

Q ARCO P&L summary O ynpi c.

A. That's pretty vague, | don't know what it is.
Q Is there any reason that you're aware of that

t hose documents woul d be withheld from Tesoro's revi ew?
A | believe that's a legal question that I'm

again, I'mnot a lawer, so | don't -- | wouldn't have
an opinion or a coment on that.

MR. BRENA: | have nothing further, Your
Honor, and | would nmove for 1707 to be introduced.

JUDGE WALLIS: |Is there objection?

MR, HARRI NGTON: No obj ecti on.

JUDGE WALLIS: 1707 is received.
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Commi ssi oners, questions?

EXAMI NATI ON

BY CHAI RMOMVAN SHOWALTER:

Q M. Fox, if you could turn to page 5 of your
testi nony.

A I'"mthere.

Q You make reference on line 4 to BP ARCO and

then later on line 9 to BP Pipelines, and | am stil
confused, | think, about the relationship. But first of
all, are there separate stockholders -- this is not the
right way to put the question. Wiat |I'mtrying to get
at is does the profit, if any, made by O ynpic BP

Pi pelines and BP ARCO ultimately go to the sane

i nvestors?

A | believe that's true, but |'mnot sure. |'m
going to have to think it through. | nmean BP ARCO is
the BP that purchased ARCO, the conpany, so when we say
BP/ ARCO t hat neans sort of the merged conpany. And, of

course, BP Pipelines is the subsidiary of BP PLC, so

mean.
Q Well, now you have introduced a new one, BP?
A PLC.
Q PLC?
A Is the corporation
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Q Al right.

A That's the big BP corporation.

Q Al right. But are any of these conpanies
i ndependent in the sense that of who the ultimte
beneficiaries are?

A. If you're tal king about do any of these

conpani es not dividend their earnings to BP, do they

just retain them is that what you're getting at? |'m
not -- because | nean --
Q Al right, here's another question. 1s one

of these BP's, and if so tell ne which, a publicly held

conmpany in which one can buy stock, individuals can buy

st ock?

A. Ri ght .

Q Is it --

A No, only BP PLC, and | believe you can only
buy what's called, well, it's an ADR, and | don't know

-- depository receipts because it's a conmpany fromthe
UK, but it's traded on the stock exchange, but it's BP
PLC.
Al right.
A And that's the only one that | am aware of
that's publicly traded.
Q Okay. What is the relationship of BP PLC to

BP ARCO?
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A. Probably a way to look at it is it's a
subsi diary of BP PLC.

Q Al right. Wat is the relationship of BP
Pi pelines to BP PLC?

A. It is also a subsidiary of BP PLC.

Q Al right. Wat's the relationship of BP
Pi pelines to BP ARCO?

A They're the sane basically. | nean they're
-- it's -- I'"'mnot sure how hierarchially how it works,
but there is no legal entity called BP ARCO. That's
just a kind of a shorthand for the forner owner called
ARCO and the nerged conpany call ed, you know, well, BP
com ng in and buyi ng ARCO t he corporation

Q Then is BP ARCO actually formally BP PLC,
formal ly?

A More or less, yes. It's not a -- it's not a
-- it's not a legal entity, it's just kind of shorthand
for, hey, ARCO used to be a shareholder in this conpany,
BP cane in and purchased ARCO, and when they did so, you
know, BP now had a stake in Oynpic. Does that answer

your question?

Q More or | ess.
A Sorry.
Q Now do you have a role or a hat both in

A ynpic as assistant treasurer and also in BP Pipelines?
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A That's correct.

Q And what is your title in BP Pipelines?

A Supervi sor of planning.

Q And do you have any title in anything el se
such as BP PLC or BP ARCO?

A Not that |'m aware of.

Q So you have two hats, and both of those hats
or both of those entities that you're part of ultimately
benefit, if they do benefit, BP PLC, is that correct?

A | suppose that's correct, yes.

Q Al right. If you could turn to page 8, no

excuse ne, page 14.

A Okay.
Q I think M. Trotter asked you sone questions
about converting debt to equity. In this instance, if

there were conversion of sone of the debt to equity,
what's the practical effect of that? |Is it sinply to
remove an interest paynent requirenent, or is it nore
t han that?

A The only other thing that would really occur
is a restatement of the bal ance sheet, | believe.

Q Al'l right. But supposing you have $50
M1lion of debt that you now convert to equity. In this
i nstance, in this case, would there be any actua

equity, or is it already gone? 1In other words, does
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O ynpi ¢ have that $50 MIlion, or it sinply no |onger

needs to pay the interest on the debt $50 MIIlion?

A It's the latter
Q Okay. So what would be the debt-equity ratio
if, for exanmple, $50 MIlion of debt were converted to

equity? Does that count in the ratio, or is it stil
zero because it's not there?

A You know, to be honest, | would have to see
the accounting. | nean it's an accounting entry
ultimately, so | believe it does inpact the ratio,
because now you've got a liability of $50 MIlion that's
noved over to the bottom of the bal ance sheet. It's
moved fromliabilities down to stockhol ders equity, and
I would have to, frankly, | would have to check into
that. But | think it would change debt to equity ratio,
but that's an accounting concept.

Q Al right. But if you don't know, that's
okay. But if the parents of O ynpic actually signed
over a check tonorrow for $50 MIlion, that would be
equity in the conpany, and that would be there, and |I'm
assum ng that the debt-equity ratio would not be
identical if there was a direct infusion of $50 MIlion
Versus a conversion.

A O a forgiveness of debt.

Q O a forgiveness of debt.
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A. Right. | don't want to specul ate, but |
understand your question. It sounds |ogical, but I'm
not sure froma pure accounting transaction standpoint
whet her that's what woul d take place or not.

Q Al right.

A But | can check

Q There are some nore accountants com ng up, SO
I will ask that question.

A Thank you.

Q Al right. Could you turn to page 15, line
5. You say O ynpic reconmends a col |l aborative process
to adopt an autonmatic adjustment nechanism Are you
recommendi ng that we order a coll aborative process or
that we hope there is one or what?

A. No, actually this is nore in the spirit of
kind of what | think is one of the big issues that I'm
not sure people have really addressed, which is -- which
shoul d be sort of a synbiotic relationship between
O ynpic as an entity that ships products and the
shi ppers that vitally need O ynpic healthy and doing the
right things, and instead it's turned out to be an
adversarial sort of relationship. This was nmore of a
think there needs to be greater cooperation and
communi cation rather than frankly draggi ng everything

through the | egal process. That's what | nmeant by the
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col | aborative process, that it ought to be, you know,
the parties should recognize that, you know, we're -- we
all have sone stuff to gain and stuff to lose if we
don't -- if we don't work together

Q All right. So it sounds to ne that that's
nore a hope or an aspiration of what m ght occur between
the parties, anong the parties, as opposed to sonething

that we're supposed to do once it's here.

A Yeah, | don't --
Q Aren't we in the other nopde?
A Right, and |I'm not sure whether -- | nean

frankly I would have preferred to see it through

settl enment discussions, and it was di scussed, but, you
know, I'mnot sure that all the parties wanted to do the
same tracking nmechanismthat | have bel ow there, which
woul d include capital. So you really can't just do

vol une, you al so have to do the capital as well

Q Al right. Could you turn to page 16.
A. (Conplies.)
Q On lines 20 and 21, you say the cash flows do

not cover ongoi ng O&M and capital needs, and M. Trotter
asked you sonme questions, but nmy question is does this
statenment or analysis change if debt is converted to
equity?

A The answer is no, it -- mainly because there



4457

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

is no interest being paid currently, so it has no cash
flow i npact whatsoever. This comment was addressed. It
woul d have a net incone inpact, but it would not have a
cash flow i npact, because O ynpic doesn't wite checks
every nmonth to Equilon and BP for interest expense. |If
it did, then you would be correct.

Q Al right. But since the statenent is the
cash flows produced do not cover ongoing O%M and capita
needs, | would have thought that one of the ongoi ng O&M
expenses or costs is debt and that, anpng other things
this shows you |I'm not an accountant, is interest,

that's what | neant.

A Yeah, if you don't mind, | want to grab
sonething real quick. Well, actually, I won't even do
it. | believe M. Colbo or M. Twitchell's schedules if
you | ook at their nodel and |ook at -- they've got

revenue at the top and then operating expenses. As |
recall, |1 do not see in O&M an interest expense line.
It's belowthere. And that's, this is neant in the
context of operating and nmi ntenance, nornally one
doesn't consider financing costs in normal operating and
mai nt enance costs. That's usually a little bit lower in
a financial statenent, if you will.

Q Okay. What about capital, well, capita

needs, is that -- what is that nmeant here, is that
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capital needs for the future?

A Yes.

Q Actually, | guess | shouldn't be | ooking at
what was scratched out. | take it that answers the
questi on.

If you could turn to page 19.

A (Conplies.)

Q Regardi ng the audit work, you say you expect
to see audited financial statements in July, and do you
have any nore specific date or updated date?

A No, | don't. | think we will by the end of
the nonth for sure. | don't knowif it's going to be in
two weeks or three weeks, but it will be in that time
peri od.

Q But you think by August 1st you will have the
audi ted financial statements from Ernst & Young?

A I don't have anything signed in blood yet,
but the audit is wapping up. | participate in weekly
tel econferences with Ernst & Young and our Eccenture
group, and it is proceeding.

Q And are you the person fromQynpic who is
the liaison to Ernst & Young or one of then?

A I amone of them |'mnot the main one. The
control ler for our business unit is the main one.

Q Who is the controller?
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1 A. Paul Kent, K-E-N-T.
2 Q And while we're at it, | think | have asked

3 this question before, but who is the treasurer?

4 A Lew Storino, S-T-O-R-1-N-O

5 Q And is that the treasurer and controller of
6 A ynpi c?

7 A Lew Storino | believe is the assistant

8 controller of Oympic, and Paul Kent is his boss, the
9 controller of, excuse nme, | said Aynpic, | neant BP

10 Pi pel i nes.

11 Q Who is the treasurer of QO ynpic?
12 A Lew Storino is the treasurer, sorry, | got a
13 little confused, Lew Storino is the treasurer of

14 A ynpic, he is also the assistant controller to BP

15 Pi pelines, Paul Kent is his boss, and he is the

16 controller of BP Pipelines.

17 Q Al right. And who is the person, the |ead

18 person at Ernst & Young, who is actually doing this

19 audi t ?
20 A In terns of managing it or doing the actua
21 wor k? There's several people onit. There's a, |'mnot

22 sure if he's a partner or a managi ng auditor, nanmed Dave
23 Mar court .
24 Q Does he appear to be the person nobst involved

25 and nost in charge of --



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A. In charge --
Q -- your audit?

Yes. But in terns of doing the actual audit
wor k and testing of accounts and stuff, that would be an
i ndi vi dual nanmed Andy Kroll

Q And since this is a question | asked in the
interimand it wasn't answered because you were the
person to answer it and weren't here at that tine.

A Sorry.

Q At that time, who was the Arthur Anderson
| ead person?

A The individual's nane was Brandon Sear,
S-E-A-R

Q Al right. If you could just turn to Exhibit
1704, and do | take it that all of these nunbers are in
t housands?

A Correct.

Q Okay, all right. Finally, I would like to go
back to page 2, at lines 20 and 21, which says:

Either O ynpic receives increased

tariffs to cover needed capita

projects, or these projects will need to

be cancel ed or deferred.

And you had di scussion with M. Trotter about

just how big an increase or how little an increase would
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be needed to go forward with the projects or cancel the
projects. | would Iike to get away fromthat specific
for the nonent and sinply ask you about the factors or
t he overall dynam cs

It strikes me that there are, well, there are
probably nore than two theories to this case, but one
theory is whatever has happened in the past, BP knows
that it needs sone noney to go ahead with finishing its
capital projects, and it knows how much that is or it
wi Il decide how nuch that is, but that decision is nore
or | ess independent of regulatory theory or what
ot herwi se m ght be considered to be the correct rate.
Anot her theory in this case is that it doesn't matter
what BP needs, it matters what is fair for the shippers
to pay, and it sinply is not fair for the shippers to
pick up the tab when, and then there's a | ot of whens,
but it has to do with decisions in the past of either
the current owners or the current O ynpic or the past
owners or the past O ynpic, but there are various
assignnents of fault.

And it strikes nme that it is possible
theoretically for both theories to be true in the sense
that it can happen that whatever is the regulatory
response may not be sufficient for the conpany to do

what it feels |ike doing or not doing, and we night be
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in that gap, which is what the Commi ssion will have to
decide. | don't know that we're in that gap, because
think the parties have al so argued other things that

m ght close that gap. But | want to explore what it
would nean if the rates are not sufficient for BP and
Equilon to infuse capital into the conpany, whether it's
debt or equity. And so what are the factors that you
woul d take into account when you're devel opi hg your

anal ysis for recommendation to the hierarchy up to

London?
A Okay.
Q What do you | ook at when deciding to nmake a

positive recomendati on or a negative reconmendati on on
i nfusing capital ?

A. I think if you look at this exhibit that you
referenced, didn't you just reference this one, the
17047

Yes.

I nmean if you just |look at the deviation even
between -- we can, you know, ignore the Tosco col um,
al though I'mnot sure that's appropriate either, but
even between the WJTC Staff and Tesoro, you know,
allowed total return, there's a differences of $2 1/2
M1 lion operating expense, $2.4 MIlion. | nean there

are wide variations even between the interveners and the
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Staff, and it occurs to ne that there are choices to
make, and there's a wi de range of choices obviously, on
any one of these categories. And | agree with you that
| think this is a situation that may be atypical of a
normal -- of a normal situation with a steady state
operating regul ated conpany.

| think the things that we're going to | ook

at is the end -- | nmean we're going to look at the end
result, which is the tariff. | nean when all is said
and done, we have our, you know, it's -- it's not an

absol ute one di nensi onal |ook, but you certainly have
vol une and you have capital needs and you have operating
expenses, and the last thing to plug inis the tariff.
And when you do the discounted cash flow and | ook at the
capital put in, that's really where the kind of the
rubber hits the road is what is the present val ue, what
is the internal rate of return, what's the discounted
return on investnment based on that capital enpl oyed.
But unfortunately, you need all the pieces to do that.
I nmean you asked what were the things we would | ook at,
| mean that's -- it's the econom cs

Q And | guess I'mtrying to get a better
pi cture of what those econonmics involve. So let's
assune that it's the Staff case, and | kind of want to

stay away fromthe real cal culation of the nunmbers, but
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let's say it is the Staff case, in other words it's at
the lower end. Aren't you |ooking at goi ng ahead, you,
| shouldn't say you. Isn't London | ooking at risking
some money, whether it's either debt or equity, for the
pur pose of conpleting sone projects. And when it's
doing that, isn't it |ooking at what other kind of
return it mght get on that noney. And at the sane
time, don't they have to take into account their role as
a shipper, because they don't exactly know what would
happen if they don't sink that well, if they don't sink
that noney in. One alternative is it just stays at 80%
so that's pretty easy to calculate, wouldn't it be?

A Right. And we have done sone cal cul ations in
that area. Obviously the bulk of the benefit has
al ready occurred when we got that north end of the line
up from being down conpletely. But, you know, from ny
vi ewpoint, |'mlooking nore fromthe O ynpic standpoint,
I don't | ook, although, you know, | have seen or on a
limted basis the inpact on the refinery, ny viewis
really Qynpic's, you know, what does it look like to
AQynpic. WII they look at that? Absolutely, but
again, the bulk of the benefit has already occurred.

Q Well, could it be that it actually isn't
worth getting the pipeline up to 100% because it

actually turns out not to be worth anybody's while? |If
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it's not worth BP as a shipper's while and the

i ntervener shippers say, well, we don't think we should
have to pay it, is a rational result to keep this

pi peline at 80%

A. I hope ny boss isn't listening right now on
the bridge line, because I'mgoing to have to pay hima
conplinment. He actually has really pressed that
guestion to the point where we actually did run
economics to see if it did nmake sense. And
unfortunately, the way economcs work is, you know,
you're creating a -- one of the inputs here through this
process into the equation to determ ne whether it nakes
sense. And while | knowit's a rate nmaking no-no to say
you want a tariff to incorporate capital yet to be
spent, it's kind of a chicken and egg thing. At a 35%
rate, which is currently in effect, it doesn't |ook al
that good to go from80%to 100% or at least that's

what | recall that it |ooked |ike.

Q What did you nmean by a 35%rate?
A That's the overall average or at |east the
last tinme | |ooked at it for the pipeline.

MR. HARRI NGTON:  You sai d percent.
A. I"msorry, | nmeant cents per barrel, that's
the average overall for the pipeline shipnents on the

i ne.
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W t hout an increase?
W t hout any --
That's pre --

Yeah, pre anything.

Al right.

> © » O » O

And now you run the econonmic's again at 45

cents. Cbviously that changes the econom c outcone. Do

you see what | nean? So it's -- you' ve got to |look at
it --

Q Ri ght .

A When you run economi cs, you're going to | ook

at it with different tariff |evels.

Q | see what you nean there, but doesn't it
matter who pays? In other words, in order to get the 45
cents, it presunes that the shipper interveners as wel
as the shipper owners are paying that.

A Ri ght .

Q And at least it seens to be the position of
Tesoro that that shouldn't be their burdon because it's
payi ng for things that woul dn't be necessary had O ynpic
conducted itself over the years and also recently in a
different way, and so that shouldn't be their burdon, it
shoul d be the owner's burdon.

A Ri ght. But when you look -- if you | ook at

this exhibit and you see the disparity in perception of
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what the total cost of service is, it's tremendous, it's
al nost unbelievable. And, you know, | would probably go
a step further and say and unfair to Qynpic as well. |
mean we tal k about fair, just, and reasonable, and it
seens |ike we're always tal king about rate payers, but

it has to be fair to Aynpic as well. And when | | ook
at their cost of service and the choices that they nake,
personally to me it's not fair, the excluded cost, the
capital structure, the rate base, the return on equity,

it's all skewed towards the shi ppers.

Q If --
A And -- |"'m sorry.
Q If there had been no change of ownership and

you had been with Oynpic for the last ten years and
everyt hing that had happened to O ynpic had occurred and
all the decisions were the same and you had nmade t hem

woul d you feel the sane way?

A Wth Aynpic did you say?

Q MM hm

A Coul d you restate that question?

Q Ri ght .

A ["mnot sure | understood it.

Q Well, I will make a comrent first. It

strikes ne that part of the dynamic of this case is that

BP canme in |ate as an operator, late in the sense of the
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| ast decade, and in essence is saying, well, it's not
our fault what these people did before us, you know, we
weren't there. You say you recomrended a rate increase,
you reconmmended that the board get a tariff increase,
but I"'m-- so what I'"m-- but |I'm saying, suppose you
| ook at A ynpic as an entity and supposing we blind
ourselves for this question to the changi ng owners,
managers, personnel. Wbuld you think given how O ynpic
as an entity has conducted itself over the last ten
years that nevertheless it would be fair for us to award
a 59% i ncrease?

A The best way | can answer that is to say that
I think, and | probably should think it through a little
further, but | think it's irrelevant what happened in
the past. And | think if | start tal king about what
happened in the past, | will get castigated for
retroactive rate naking. So, you know, that's -- |'m
thinking of the elements that are in our $56.5 M1 Ilion
of cost of service, and | don't, unless |I'm m ssing
sonmething, | don't see anything in there that
specifically relates to the bad things, quote, unquote,
that were done in the past, not your quote, but | don't
see anything in there that's related to that. 1I'm
thinking of things like Iine |lowering, right of way

nowi ng, painting, things that are recurring costs that
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peopl e are pulling out of the cost of service that

strikes ne as not inpartial, even though that's probably

a double negative. It's -- there is a lot of partiality
it seems like, so that's -- all I'msaying is | think
that it needs to be fair to Aynpic as well. And, you
know, that's -- that -- beyond that, it sends a signa

to not just BP and Equilon or any other potentia

i nvestor, but to anybody else that may be interested in
investing in Aynmpic, so | think there's two parts to
it.

Q Right. But don't we send a signal also that
if we say, well, we're only going to start clean today
and assume everybody is innocent and no one did anything
wrong or inprudent or irresponsible.

A. Ri ght .

Q And so starting today, here's what you need,
doesn't that also send a signal that a conpany can nake
several m stakes, some of which you have | think
acknow edged here, such as failure to go and get a rate
increase earlier, and it won't make any difference in
the end, that the Conm ssion frankly needs to bail the
conpany out?

A. Yeah, it doesn't sound good hearing it that
-- stated that way, but sonething occurred to nme when

you said that, which is that another way to | ook at it
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is that the shippers unfairly or inappropriately
benefited by AQynpic's failure to go in for the rate
increase. | nean they have enjoyed the increased tariff
over that tinme period, and so, you know, |'m enpathetic
with their position, but when | |ook at these costs
here, | don't, and naybe sonebody at break can tell ne
where it is, but there is no Whatcom Creek charge or
renedi ati on cost, there are no Cross Cascades costs,
there's no litigations, fines, and penalties in these
nunbers, so I'mstruggling a little bit to understand
why -- what sort of ghost of years past are enbedded in
our nunbers, because | don't think they are.

Q Al right. So if you take your nunbers on
all the factors that you just nentioned but naybe change
the debt-equity ratio, which we may consider doing for
policy reasons, would that come closer to what you think
woul d be fair? 1In other words, there are so many fac --
there are so many noving pieces here, but part of it is
what's included and what's excluded as a reasonabl e
cost, but part of it is the cost of capital

A I think what | heard you say is sonmething in
the way of a conprom se sort of solution, and |I'm not
sure if | heard the question right.

Q Well, | shouldn't -- I"'mnot really

suggesting a conprom se, because at this point we'l
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just make the decision, but how we make our decision on
all of these different elenents nay -- we may pick and
choose in the sense that they're quite different factors
that go into considering whether line lowering is an

appropriate mai ntenance or capital cost.

A. Ri ght .
Q Versus what the right capital structure is.
A Right. Well, when | -- | nean when | | ook at

sort of the what are the four major elenents of
differences in this case, | think if we | ook at the
Staff's case versus Qynpic, it's a -- the gap is about
$20 MIlion, and | see around $7 Mllion, a third, is
rate base, $6 MIlion is operating costs, the bul k of
whi ch is major nmai ntenance, the line |lowering and all of
that. 5 | believe is capital structure and a couple for
return on equity. Those are really only four sort of
i ssues.

The way | see it is, and it's obviously a
bi ased view, is that Oynpic is operated by a conpany
t hat operates pipelines throughout the country and by
and large is regulated by FERC, and, you know, | think
t hat met hodol ogy and approach i s sonething that should
be consi dered when we | ook at the final rate. So
don't -- | nmean |I'mnot sure | answered your question

directly, but | tried to.
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Q That was good enough.

Anot her question, is one of the options here
bankruptcy of OQynpic? That is, if the -- if whatever
we determine is not -- if whatever rate we determine is
not sufficient in the eyes of the owners to go ahead, is
the likely option just not conpleting the 100% proj ects,
or is alikely option, is an equally likely option let's
just sell the assets.

A Yeah, | was intently listening to Larry
Peck's testinony when that same question was asked, and
| think Larry's right that it's not highly probable, but
it is possible. And the finance commttee of O ynpic
has | ooked at that on a couple of occasions, what would

it mean, how would the assets go, and, you know, what

woul d the inplications be. It would be speculation
whet her BP woul d consider it. | nean it hasn't been
floated, but it could happen. | would say it's a
possibility.

Q If it did happen, would the assunption be

t hat somebody would buy the pipeline assets and set up a
pi pel i ne conpany, and then everyone el se woul d conti nue
to be a shipper?

A. I think the, and this is fully an opinion
that likely the only type of conpany that would buy it

are these master |linmited partnerships that you probably
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saw there, the oil proxy group, five of them mainly
because they -- their value is derived fromgrowh, so
they tend to be the ones that are buying pipelines. |

can't imagi ne anybody el se frankly.

Q But you could inmagi ne that type of entity
buying it?
A Il wouldn't say -- | wouldn't -- | wouldn't

know what the likelihood would be, but if anybody woul d,
they would, but | don't know why they woul d.
CHAI RWOVAN SHOMALTER:  Thank you.

THE W TNESS: Thank you.

EXAMI NATI ON
BY COMM SSI ONER HEMSTAD:

Q Several different wi tnesses have been asked
the question about the verifiable nunbers in the
conpany's case. And at various tines, questions were
referred to M. Fox as a person who woul d have the
answers to those. Are you the person who verifies the
nunbers that ultinately went into the rate case here?

A No, as | said earlier, I wasn't -- if you're
tal king about the | believe soneone said May 2001,
wasn't really involved until approximately Decenber of
2001, so the answer is no.

Q Okay. And do you have an opinion who is the
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person in the conpany who ultimately verified the
nunbers that went into the case?

A And when you say the case, are you talKking
about the cost of service nodel?

Q Well, the financial statenments. | don't nean
audi ted, the cost of service numbers that came in here.

A | nean ultimately | would -- | would say it's
the integrity of the financial statements would be the
responsibility of the controller of our business unit,
Paul Kent, but for Oynpic specifically, it would be --
it would be Cindy Hamrer.

Q Okay. Now Ms. Hammer, | can't with
confidence at this point precisely recall, but she
referred various questions about nunbers to ot her
people, and that's what | think gives everyone a bit of
degree of disconfort about how do we know the nunmbers in

front of us are the numbers?

A Right. My | respond?
Q Sur e.
A I think one of the questions, as | recall

and luckily this time | got a lot |ess deferred
questions than | had last tine, but | think the question
was regarding the bal ances, how did we know that the

bal ances from Equil on when we took over were

appropriate; was that one of thenf?
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Q I think so.

Okay. | was part of the teamthat both bid
on the operatorship for AQynpic and was part of the
transition teamthat took over from Equilon, including
t he operating agreenment and the nanagenent fee, et
cetera. You know, if you put yourself in BP' s place,
gi ven these circunstances and all that's gone on, | nean
one thing that ought to give you a little bit of confort
is why wouldn't BP want to go as -- turn over as many
stones as they could to | ook for inpropriety, bad
bal ances, bad | nmean accounting, why else would we spend
$100, 000 or whatever the number was to do sonething just
short of a forensic audit on OQynmpic. | nean we | ooked,
we | ooked hard at, you know, is Cross Cascades really
$21 1/2 MIlion, are these bal ances right, do -- when --
these transacti ons between Equilon and A ynpic, are they
all on the up and up, et cetera. | nean we did all of
that, so in ternms of the integrity, we had every
incentive to find problens, and we didn't.

The other thing that | would say is that the,
and | don't want to get into a discussion about base
years and test years, but | believe that the WIC Staff's
test year is the 2001 actuals. | believe that's
correct. And Ernst & Young will be auditing the 2001

actual results, and that should give, at |east gives ne
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1 anyway, a |lot of assurance on the integrity of the
2 nunbers and the appropriateness of how they were
3 recorded.
4 Q In your testinmony, and it's come up in the
5 testi nony of others, well, I'm]looking at page 3
6 beginning at line 8 and into line 9, criticizing the

7 Staff's recomrendati on, and you say:

8 Sinply stated, .54%is not going to

9 benefit anyone in this case,

10 particul arly when another $66 MIlion in
11 capital spending needs to take place

12 over the next three years.

13 And | want to pursue that in the -- your

14 response to a question fromthe Chair with regard to

15 Exhi bit 1704, again which was a sunmary of the nunbers,
16 and you stated again the difference between the

17 conpany's rebuttal case and the Staff case, and you

18 broke it out, a difference of $7 MIlion in rate base.
19 Now is any of the $66 MIlion included in that rate base

20 di fference between you and the Staff?

21 A No, no, it's not.

22 Q Let me phrase it another way. |s any of the
23 $66 M Ilion of anticipated future capital needs

24 projected at all in your case, or is it essentially al

25 current rate base and your operating expenses?
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A It's the latter
Q And am | wong then with the concl usion that
you are not asking in advance for any of the $66 MI1lion

in this case?

A Are you wrong?
Q In --
A We are not asking for it in advance, no.

We're asking for a fair rate based on the investnent
that has al ready been made in this pipeline.

Q Do | take it fromthat then, when you do neke
those investnents, you would cone back in here then and
say, if we could accelerate it, then you would rapidly
spend the -- commit $66 MIIlion of capital inprovenents,
you will be back in here for another rate case to
recover that $66 MI1ion?

A If it were up to ne, we would be in weekly
frankly, and | don't -- | don't nean that
di srespectfully. | just think that, you know, obviously
peopl e tal k about regulatory |lag and things of that
nature, this is -- this mght be the picture in the
dictionary under the termregulatory lag. | nean it's
-- there is a big chunk of capital that will be spent,
and we will want to get it incorporated as soon as we
can.

Q | understand, but --
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A. So yes, we will be in here frequently.
Q But with that inprovenent, presunmably that

goes to your ability to increase throughput?

A That's true.

Q And therefore greater revenues?

A That's true as well.

Q So that's not unlike say take an electric

conpany that builds a new power plant, it brings it on
line, it starts getting the revenues fromit, but it
hasn't yet added it to rate base, but then when it cones
in for its next rate case, it brings in those costs. In
that sense, are you -- would your situation -- would you
see your situation to be anal ogous to any other
regulated utility in front of us?

A. I don't have any know edge of or very limted
knowl edge on other regulated utilities, but | suspect
that the difference nmay be that the exanple that you
gave was expandi ng the revenue base, maybe new custoners
or, you know, nmore units produced overall. But what
we're tal king about here is getting this thing back to
where it was, and that's to nme a distinction.

You know, | think -- | think the other thing
is just when you -- on a real sinplistic view, if you
just look at how nuch the revenue covers the operating

and mai ntenance costs, just coverage of operating
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expenses, and | have in ny testinony where | don't know
what the average was for the industry, but it was -- it
was about 185% or sonething like that, and then | | ook
at the Staff's reconmmendation, and it's 1.07. That
alarms me, and I go, well, | don't knowif that's the
way it's done in other regulated utilities, but that's
-- that's not enough coverage.

Q M. Peck when he was on the stand or in his
testinmony, | don't recall which, said that if the rates
are not hi gh enough, beggi ng the question about what
hi gh enough is then the assunption that what we woul d
order woul d not be by that standard hi gh enough, BP
woul d have to resign as the operator of the system Do

you have any views on that as to what that would nean?

A. | do, but they would only be opinions. |
woul dn't be in a position -- | would have limted input
into that.

Q But who woul d operate it?

A I --

Q O is the inplication is that it would sinply

be shut down?

A Like I said, I think that's possible. |
thi nk probably a greater likelihood is that one of these
master |imted partnership conpanies, of which | think

Enron was real -- a big player in that arena, would be
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-- would be about the only ones that would have enough

incentive to cone in and take on this sort of pipeline.

Q Al right, so the inplication would be
that --

A. It woul dn't be good.

Q -- if BP were to resign, nmaybe that's

nmet aphorical, but to resign as the operator, the

inmplication is that the conpany would put it up for

sal e?

A That's -- | would think so, but I don't know
for sure.

Q Al right. One last question | have. The
100% debt capital structure of a conpany, | assume as an

accountant you have a general famliarity with the IRS
and what it looks at as it audits conpanies, and it's ny
understanding that the IRS would take a | ook at that
kind of a structure and say, you can have 100% debt, but
we're not going to treat it as 100% debt, because you're
sinmply expensing all of your what otherw se woul d be
profits or earnings, and they will create their own

capital structure for you, won't they?

A That's true, and again, |I'mnot a tax
attorney, so | don't know, but they will -- they can --
it's not -- it's -- it -- | think the way | understand

it is that they will [ ook at each of the individua
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transactions and the nature of the affiliated debt, so
it's not a given, but it's certainly a risk.
Q But they're not going to accept at face val ue
a corporation with 100% debt without being skeptical
about it?
A. I think you're right, | think you're right.
COW SSI ONER HEMSTAD:  All right, that's all

| have.

EXAMI NATI ON

BY COW SSI ONER OSHI E:

Q I"'mtrying to square, M. Fox, your testinony
and the response to | believe it was Comr ssioner
Henmst ad' s questi on about the amobunt of research | guess
that was done on the records of O ynpic Pipeline, |
believe you used the termyou conpleted nearly a
forensic audit of the records that were devel oped and
produced by O ynpic Pipeline, with the testinony as |
understand it and | renmenber it from M. Peck that BP
did not do due diligence before acquiring O ynpic
Pipeline. And just as | renmenber the statenent, it was
just, well, we just took it the way it was because it
was part of the deal when BP acquired ARCO so can
you - -

A Right, | --
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Q Can you square the, you know, what | think is

an inconsistency --

A Sur e.

Q -- with your testinony --

A Sure.

Q -- either your testinony or that of
M. Peck's.

A If you |l ook at the total value of the

acqui sition of ARCO O ynpic was insignificant, it was
-- or not insignificant, inmaterial, just purely on a,
you know, cash flow fromvarious assets. You've got to
realize it was a, don't quote nme on the nunber, but it
was many, many billions of dollars in the transaction
So there was -- you do the due diligence on the big
pi eces, you can't do due diligence on every single
dol | ar of potential cash flow That's just -- a deal of
that magnitude is just -- it wouldn't make sense, and
you woul dn't have enough tine to do it either

What | was describing is what occurred after
BP took over as operator in 2000. That is when we did a

I ot of due diligence and tried to do a | ot of due

di li gence.
Q You stated that Ernst & Young woul d have the
financial audit conpleted by this sumer, | understood

let's say by August, and that was a guess, an estinmate
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of the tine. Now t hat woul d be the financial statenent

for 19997

A

> O > O

Q

No, for 2001.

So it would be for 1999, 2000, and 20017
No, it would be for 2001

Just 20017

Correct.

So they would conplete that, the audit for

2001 before they conpleted the audit for 1999 or 20007

A

Q

financi a

Correct.

What did you nean by, and | think the terma

menorandun? | think it was in response to a

question that M. Brena asked you?

A

testi nony.

| believe Larry Peck described it in his

It is essentially a docunent that BP uses to

authorize generally larger capital projects in the

corporation. It involves a witeup and a fair anmount of

economics to justify capital projects.

Q
A

Q

to?

A

Then you said that that was being prepared?
That has started to be prepared, yes.

And what capital projects would that pertain

That would pertain to -- it's not specific,

it's the total spending for Oynpic, so it would be the

-- it would essentially be the $66 M1l on.
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1 Q So the financial menorandum would cover in
2 your opinion the $66 MIlion that is referenced in your
3 testi mony?
4 A Yes.
5 Q And do you know what the projects are that
6 are covered by the $66 MIIlion?
7 A | haven't nenorized them | believe |'ve got
8 them on a pi ece of paper somewhere, several pieces of
9 paper .
10 Q Well, if the -- does the financial nmenorandum
11 then, that's a justification to the board of directors
12 for the capital projects that are nanmed in that
13 docunent ?
14 A. It can be for individual projects, or it can
15 be for prograns, if you will. So, you know, on the
16 exploration production side, if they've got five
17 drilling wells, it may be for each of the individua
18 wells if they're individually significant, or it could
19 be for all five as a drilling programas just to give

20 you as kind of an exanple.

21 Q Well, if the financial nenorandumis being
22 conpleted, | guess it's a work in progress |I think to
23 use your words, then the $66 MIlion that is referenced
24 in your testinobny is just an estinmate?

25 A No. The $66 MIlion is based on projections
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1 fromour O ynpic engineering departnment on known work

2 that will need to be done over the next three years, so
3 t hey' re naned projects.

4 Q But that hasn't been approved yet by the

5 board of directors?

6 A No.

7 Q And the financial nenorandum woul d be the

8 basis for approval by the board?

9 A The --
10 Q As one of the bases for --
11 A Yeah, the -- what Larry Peck described as

12 needing to go in a financial menmorandum was | believe,
13 and | don't renmenber exactly, but | think it was -- it
14 wasn't for the $66 MIIlion of projected spending.

15 think it was for the authorization to |oan the

16 additional $20 MIlion, which is in a way a subset of
17 the $66 M11lion, because it's noney that would need to
18 be | oaned to help fund that.

19 COW SSIONER OSHI E: | don't have any ot her
20 guestions, thank you.

21

22 EXAMI NATI ON

23 BY CHAI RWOVAN SHOWALTER

24 Q | forgot to ask one question. Could you turn

25 to Exhibit 48, the substitute 48, that's the managenent
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or operating agreenent.

A Oh, sure

Q Page 17.

A Okay.

Q I'"mlooking in the mddle of the page, and

one of the sentences:
Conpany aut horizes operator to prepare
any justifications required to be filed
with such tariffs. Operator will keep
all necessary records required by
regul atory order applicable to any such
tariff filings.
My question is, who is the primry person in

BP pipelines with this function; is that M. Zabransky?

A It is.

Q Al right. And to whom does Ms. Zabransky
report?

A Ironically nmy boss.

Q Why is that ironic?
A Because | keep hearing her nanme brought up

t hrough various parts of this hearing.

Q Al right. But she doesn't report to you?
A No, she does not.

Q So she's on a parallel level with you?

A Yes.
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1 Q More or | ess?

2 A Yes, she is.

3 Q And your boss is?

4 A Ceorge Ot.

5 Q Ceorge Ot?

6 A Yeah, O T-T.

7 Q Is that who you told ne the treasurer was?
8 A No, that's Lew Storino.

9 Q That's what | thought. So in other words,

10 you're the assistant treasurer, but your boss is not the

11 treasurer?

12 A No, the treasurer, assistant treasurer is
13 A ynpi c.

14 Q Al right.

15 A. The pl anni ng accounting controller is BP

16 Pi pel i nes.

17 Q Al right. And who is M. Ot's boss?
18 A I s Fiona Cumm ngs.

19 Q Al right.

20 A Who is the comrerci al nmanager for BP

21 Pi pel i nes.

22 Q Al right. Nowl'mtrying to figure out
23 where M. Peck fits into this.

24 A There are -- should | do it on the white

25 boar d?
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1 Q If you want to, or you need not.
2 A There's the -- we have a business, you know,
3 | eader naned Lee Edwards, and he has several direct

4 reports. He has a commerci al manager; he has a crude

5 oil business |Iine manager, which are just pipelines that
6 transport crude oil; there is a products business |ine
7 manager, who is M. Peck; and then there's a comrercia

8 manager; as well as several other functions like | aw and

9 i nformation technol ogy.

10 Q Al right.

11 A So that's where M. Peck fits in.

12 Q Al right. Ms. Zabransky is not a witness in
13 this case. I'mjust trying to figure out if anyone

14 over, directly over, M. Zabransky, not directly, but in

15 the chain of command above Ms. Zabransky has been a

16 witness in this case. | believe the answer nust be no.
17 A Over Bernadette in terms of in her direct --
18 like a superior, if you will?

19 Q Ei ther her direct superior or anyone else up

20 t he chain.

21 A O hierarchially superior, is that what you
22 mean?

23 Q That's what | nean.

24 A Well, Larry Peck woul d be.

25 Q Al right. Then |I take it Ms. Zabransky
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1 reports to sonebody who reports to sonebody who reports
2 to M. Peck or sonething along --
3 A Well, or to his parallel that reports to

4 M . Edwards, the positional |eader.

5 Q But if it's parallel, then --

6 A Can | draw a --

7 Q Sur e.

8 A -- org chart real quick?

9 Q Go ahead.

10 A O should we do that at break; would that be

11 better?

12 Q Are you saying you want a break?

13 A No, no, no, I'mjust saying | don't want to
14 do it with, you know, with all that pressure on ne.

15 Q Just put Ms. Zabransky down, and then just

16 draw if there is a chain of conmand that includes

17 anybody we have heard fromin this case, | would be
18 i nterested.

19 A. (Drawi ng.)

20 How s that.

21 Q Al right, well, then fromyour diagram I

22 see Ms. Zabransky's nane in the |ower right-hand corner
23 and | see M. Peck over in the upper left-hand, and it
24 doesn't look to nme as if Ms. Zabransky reports to

25 anybody who ultimately reports to M. Peck, that they're
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on different --

A Different --
Q -- parts of the tree.
A That's right.

CHAl RWOMVAN SHOWALTER:  Ckay, thank you.
JUDGE WALLIS: Are there foll owup questions,
M. Trotter?

MR. TROTTER: Yes, just a couple.

CROSS- EXAMI NATI ON
BY MR TROTTER:

Q M. Fox, you said that BP | ooks at the
econonmics to see if it nmakes sense to get to 100% do
you renenber that?

A Yes.

Q And for economics, are you referring to the
hurdl e rate analysis that M. Peck testified to earlier?
A ' m not sure exactly what analysis he's

referring to, but it would be a discounted cash flow

anal ysis, present val ue.

Q Okay.
A To the rate of return.
Q And whether the rate of return matched the

hurdl e rate that BP had?

A Correct.
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Q And woul d that be examining the increnental
i nvestment that would be involved, the return on the
incremental investnent, the $66 MIIlion?
A It would be a point forward anal ysis rather
than a full cycle, which would include all of the
i nvest ment, vyes.
Q And by all of the investments, the $149
MIllion that we tal ked about earlier would not be
i nvolved in that econom cs that you addressed?
A Correct.
MR, TROTTER: That's all | have, thank you.
JUDGE WALLIS: Let's be off the record for
just a mnute.
(Di scussion off the record.)
JUDGE WALLIS: Let's be in recess for ten
m nut es, please.

(Recess taken at 3:10 p.m)



