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BEFORE THE WASHI NGTON UTI LI TI ES AND TRANSPORTATI ON

COWM SSI ON
WASHI NGTON UTI LI TI ES AND )
TRANSPORTATI ON COWM SSI ON, )
)
Conpl ai nant, )
)
VS. ) DOCKET NO. TO- 011472
) Vol ume XXXV
OCLYMPI C PI PE LI NE COVPANY, ) Pages 4492 - 4601
I NC. , )
)
Respondent . )

A hearing in the above matter was held on
July 9, 2002, at 3:35 p.m, at 1300 South Evergreen
Park Drive Southwest, O ynpia, Washington, before
Admi ni strative Law Judge C. ROBERT WALLIS, Chairwonman
MARI LYN SHOWALTER, Conmi ssioners W LLI AM HEMSTAD and
PATRI CK OSHI E.

The parties were present as follows:

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

OLYMPI C PI PE LI NE COVPANY, |INC., by ARTHUR W
HARRI GAN, Attorney at Law, Dani el son, HARRI GAN,
Tol | ef son, 999 Third Avenue, Suite 4400, Seattle,
Washi ngton 98104; tel ephone (206) 623-1700; by
WLLIAM H BEAVER, Attorney at Law, Karr, Tuttle
Campbel |, 1201 Third Avenue, Suite 2900, Seattle,
Washi ngton 98101; tel ephone, (206) 224-8054; by STEVEN
C. MARSHALL, Attorney at Law, Perkins Coie, 411 108th
Avenue Northeast, Suite 1800, Bell evue, Washi ngton
98004; tel ephone, (425) 453-7314.
Kathryn T. W/l son, CCR, Court Reporter
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TESORO REFI NI NG AND MARKETI NG COVPANY, by
ROBI N O. BRENA, Attorney at Law, Brena, Bell &
Clarkson, 310 K Street, Suite 601, Anchorage, Al aska
99501; tel ephone (907) 258-2000.

TOSCO CORPORATI ON, by EDWARD A. FI NKLEA and
CHAD M STCKES, Attorneys at Law, Energy Advocates,
LLP, 526 Northwest 18th Avenue, Portl and, Oregon
97209; tel ephone (503) 721-9118.
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(The cross-exam nation of M. Fox continued

after afternoon recess.)

JUDGE WALLIS: We have asked the witness to
mark the chart that he prepared as Exhibit 1708 for
identification. He has done so, and the Conpany has
agreed to have reduced-size copies made for our
purposes of the record. 1Is there any objection to
recei pt of 1708? Let the record show there is no
response, and that docunment is received in evidence.
M. Brena, you indicated you had sone questions?

MR, BRENA: Yes, thank you.

FURTHER CROSS- EXAM NATI ON

BY MR. BRENA:

Q Good afternoon, again, M. Fox.
A Good afternoon again
Q | was interested in your |ine of questions

and answers with Comm ssioner Henstad, and | think we
m ght have found sonething we can agree on, and that is
that the $66 million necessary to return the line to
100 percent for the safety and integrity inprovenents,
that that $66 mllion is not in this rate case; is that
correct?

A It is not in the cost-of-service cal cul ation
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that was presented by O ynpic.

Q Is it fair to say that as far as you are
aware, Tesoro hasn't taken a position on the recovery
or nonrecovery of those sums at this point?

A. When you use the nanme "Tesoro,” |I'mnot sure
personal | y whether your client Tesoro or you as Tesoro
are claimng that, so not to be evasive. | can expand
on that if you would Iike nme to.

Q We are agreeing, are we not, that the 66
mllion dollars is not in the cost of service that
QO ynpic has requested that this Conm ssion hold this

heari ng on?

A It is not in the cost of service; that is
correct.
Q I'm not clear about your answer, so let ne

explore it alittle bit, but if I were to represent
that Tesoro's position is sinmple: Spend the nmoney, and
if it's prudently spent, add it to rate base and we
wi |l pay you back. Wuld you have any reason to
di sagree that that's been Tesoro's position with regard
to whatever capital inmprovenents may be necessary for
the safety or integrity of this line?

A. I have yet to hear testinony from Tesoro, so
| don't know if that's their opinion or not. |'m not

sure -- | just don't know. | haven't heard anybody
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articulate the position, frankly.

Q Wth Commi ssioner Oshie, you tal ked about
when the audit woul d be done, and with Chairwoman
Showal ter as well. Is it fair to say that it will not
be an unqualified auditor's letter if it only includes
2001 and doesn't go back from 1999 and go forward?

A No, it's not fair to say.

Q You are saying it nmay or not be an
unqual ified auditor's letter notw thstanding that the
audit has not been included for prior years?

A Correct.

Q I"'minterested in the colloquy with regard to
whet her or not there is sonmething atypical about this
rate proceeding. | think that you indicated that
Oynpic is in an unsteady state of operations, |
bel i eve, when you were speaki ng with Chairwoman
Showal ter; correct?

A Correct.

Q | guess it's true that if people are at
steady state, they generally don't cone in for rate
increases. | would note for the record that the
Wi t ness nodded. |'mstruggling with the concept of
trying to understand why A ynpic thinks that its
requested this Conmission to be treated any differently

than any other, so let me ask you with regard to
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Commi ssi oner Henmstad's question. If capita

i mprovenents need be done, isn't it fair to say those
are typically done with equity or additional debt and
then the capital inprovenents are done and put into the
rate base and then recovered over tine in rates?

A. Generally, that's true, yes.

Q What in your m nd nmakes O ynpic unique from
any public service conpany that chooses to cone in and
have a rate increase because they have capita
i mprovenents that are necessary to be done?

A It won't be as short as you thought because
we could talk a | ot about the differences. This is, to

ny know edge, the only oil pipeline in the State of

Washi ngt on.
Q Can we take themone at a tine?
A Sur e.
Q Let me ask it this way: So what? So what if

this is an oil pipeline? 1It's a public service conpany
and it's subject to rate regulation. Wy does that
make any difference to anybody?

A "Il preface this by saying that | did not
attest to being a rate-making expert, but my persona
viewis that | can't believe that a regul ated conpany
that serves other nmjor oil conpani es should be

regul ated the sane way as a regul ated conpany t hat
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1 serves the general public. To me, that just seens to

2 be a mpjor difference.

3 Q May | explore that?
4 A Sure.
5 Q Both have the regulatory standard that this

6 proceeding is all about, that there be a just, fair

7 reasonabl e, and sufficient rate; correct?

8 A Correct.

9 Q So should you be able to charge nore because
10 the nenbers of the public you serve are fewer in

11 nunber ?

12 A | didn't say that.

13 Q Vell, I'm--

14 A. | didn't say that at all

15 Q But you are going to the characteristics of

16 the custonmers in the public service conpany, and you

17 are saying based on the characteristics of the

18 custoners, the ratepayers, there should be a different
19 regul atory phil osophy invol ved.

20 Wth utility rates, Alcoa Al um num for

21 exanpl e, nmay be one of the largest industrial users of
22 electric rates in the world, so why -- howis it, in

23 your mnd, that the characteristics of the ratepayer

24 shoul d determine what's a fair rate that they should be

25 assessed?
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1 A. And | understand your question, but the -- |
2 t hi nk when you |l ook at kind of a public interest angle,
3 what's inportant for the public, | think it's been
4 denonstrated by several witnesses that the end result
5 for the average citizen of Washington is relatively
6 smal |l and that you've got a handful of shippers of
7 which only two decided to protest this. | think that,
8 to me, is odd in and of itself. You asked nme what was
9 atypical, so that was one, and | can go to nunber two,
10 if you would I|ike.
11 Q I would Iike to explore nunber one before we
12 get to nunber two.
13 A. Okay.
14 Q Are you suggesting that the characteristics
15 of the ratepayer shoul d determ ne how cost-based
16 regul ation is applied?
17 A | think that it's a different situation. I'm
18 not sure that the actual algorithmthat is used should
19 change, but | think, for exanple, that a typica
20 el ectrical user isn't sophisticated enough to know if
21 the rates they are been charged are appropriate as
22 opposed to very, very large oil conpanies that can
23 afford very expensive | egal consultants to defend
24 thenmsel ves. That's all | was saying.

25 Q But I'mtrying to figure out how this should
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1 factor into what's a fair rate for Oynpic. Let me

2 give you a hypothetical. Let's say that the two

3 refineries went out of business due to high

4 transportation costs due to Oynpic. There is only

5 smal | ratepayers left on the line. Should the rate

6 that A ynpic receives in that situation be |ess?

7 A | didn't say that.

8 Q Well, if it shouldn't be less if they are

9 smaller, then it shouldn't be more if they are bigger
10 should it?

11 A You asked ne about being atypical. You

12 didn't ask ne about what the outcome should be for

13 rat epayers.

14 Q What I'mreally exploring for, are we talking
15 about, and this is in your answers and in your

16 testimony, do we apply rate concepts to Oynpic, or is
17 there an alternative rate-nmaking device that we are

18 goi ng to conpose because of the uniqueness of A ynpic?
19 So ultimately, my questions go to what is unique about
20 the situation that should inpact rates?

21 A I think, and without getting drawn into a big
22 di scussion of things that were testified to by others,
23 I think that unique historical sort of devel opnent of
24 nmet hodol ogy is unique for the oil industry.

25 Q You are speaki ng now about federa
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regul ati on?

A Federal regulation, yes. | think it's unique
that --

Q Can we take these one at a tinme?

A Sure.

Q Does this Conmmission, is its responsibility

to determ ne rates under the Interstate Commerce Act?

A | didn't say that.

Q Well, that is what the federal obligation is.
A | understand.

Q Woul d you acknowl edge that the federa

statute is quite different than state statute?

A But I would contrast that to -- and | nay be
wrong on this, but does Puget Sound Energy, for
exanpl e, do they have interstate -- does their
electrical lines run into Oregon, for exanple, where
there is situations that they had one nethodol ogy, and
then 30 years later, 20 years later, potentially have
t hat met hodol ogy change? | think that's different.
You were | ooking for contrast, and that's what |'m
gi vi ng you.

Q Let's di scuss nethodol ogy. Do you believe
that a public service conpany in Washi ngton, or for
that matter, any regulated rate base, has a vested

interest in a particular nethodol ogy?
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A. Coul d you restate your question?

Q Are you famliar with the line of authority
that states that a regulated entity does not have a
vested interest in any particul ar rate-mking

met hodol ogy?

A. That all nmethodologies will get you the sane
answer ?
Q No. As | understood the distinction you were

drawi ng, you were suggesting that there was sonething
uni que about A ynpic with regard to nethodol ogy.

A Let me rephrase ny question to you. Are
there other entities here in the state that have had a
met hodol ogy, and nmaybe net hodol ogy under the auspices
of some other federal agency or Conm ssion |ike FERC,
that had that nethodol ogy changed in this state because
they were an interstate carrier. | don't know the
answer to that, but | pose that question

Q Is it your testimony that there has ever been
a net hodol ogy applied by this Conm ssion and accepted
for the purposes of rate-setting to O ynpic?

A Coul d you state that again?

Q | said, are you suggesting that this
Conmi ssion has ever considered and established a
rat e- maki ng nmet hodol ogy for QO ynpic?

A I think they've considered it, yes.
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Q When?

A | believe it was 1983, but | don't know for
sure.

Q Are you tal king about when rates were all owed

to go into effect wi thout suspension?

A | believe that was the tine.

Q So to the degree that you are suggesting that
a |l ong-standi ng net hodol ogy in place may change and
that may raise certain regulatory issues, isn't it true
that that has no place in this hearing room because
this Comm ssion has never established a rate-naking
nmet hodol ogy for QO ynpic?

A Well, you asked me atypical, and |I'm giving
you an atypical, and naybe |I'm wong. Maybe that
happens all the tine, but to me, that's atypical where
you' ve got one regulatory scheme and it changes. To
me, that's atypical

Q That's what |'m exploring. Wat do you mean
by that sonething has changed? There hasn't been one
established, and we are here establishing one. Wat is
atypi cal about establishing a nethodol ogy for setting
rates? They do it in every rate case.

A. And again, I'mnot going to pretend I'm a
regul atory expert to any degree, but it's ny

understandi ng that nore of the FERC was in place from
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1983 up through this proceeding, and the Staff's case
was nore of a change fromtrended original cost to
depreci ated original cost.

Q Are you suggesting that -- does this go back
into that this Conm ssion should default to however
federal regulators regulate under the Interstate
Commerce Act? |Is that what you are suggesting?

A | didn't say that. You asked for things that
are atypical, and I can give you a whole range. These
are just a fewthings that to ne are not things that
happen to pipelines every year that are atypical, that

are unusual, and to ne, that's one of them

Q Is there sonething else that's --
A Sure.
Q Before we | eave that, | don't nean to beat a

dead horse, but I'mjust trying to understand why
federal nethodology is in this hearing room Wy does
O ynpic feel that because they are regul ated on a
federal |evel, however they are regulated on a federa

| evel, that any state should adopt that?

A Let nme give you an exanple, and hopefully,
this will be a good exanple, but maybe not. Your
client purchased a line fromus in North Dakota. It's

a pretty typical line. It has pretty steady state,

pretty steady volune, pretty steady regul atory issues,
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virtually none, no issues with the shippers, and so
they are never faced with will the State of North
Dakota cone in and potentially change their rates
because of a change of nethodol ogy. To ne, you asked
for distinctions that made this atypical, and to ne,
that's one of them

Q Did the state change your rate?

A | didn't say that. | was referring to the
State of North Dakota, and it was the Staff that has
made recommendati ons, not the State.

Q Do you think that rate-naking in the State of
Washi ngton shoul d be an exercise in exploring how nuch
nmoney to give BP so that it invests in safety in
d ynpic?

A. Before | answer that question, could | finish
Wi th your other question on the atypical nature?

Q Why don't you answer that one and then we
will go back to it.

A. Then you will have to restate it.

Q Do you think that rate-naking in the State of
Washi ngton shoul d be an exercise in searching for how
much noney to give BP in order to have it invest in
safety for O ynpic?

A No.

Q Now I would like to go back to the atypical.
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Is there sonmething el se unusual about this rate case
that shoul d i npact rates?

A Thi s pipeline, other than the very
unfortunate acci dent at Whatcom Creek and the ERWwel d
seamfailure, | think -- and | believe M. Talley
testified in terns of how nmuch of this pipeline went
t hrough hi gh-consequence areas, a very, very large
anmount -- if you compare that to pipelines in Wst
Texas, Tesoro's pipeline nowin North Dakota, it's
fractional, and to the extent that the intervenors are
guestioning the prudency of sone of the spending with
shi ppers that have no experience to speak of in
transporting in high-consequence areas, that, | think
really brings up the whole i ssue about the fact
that that's another sort of atypical operating
envi ronnent .

Q Let me explore that. Wth regard to the
capital spending that's necessary to conply with the

hi gh- consequences-areas rulings, that's in the $66

mllion; correct?
A That's correct.
Q So I'm | ooking for something that's atypica

that should inpact this rate proceeding --
A It also is in the operating and nmi ntenance

expense as well. If there is anything that is in the
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maj or mai ntenance category that is the result of that,
it would also be in there.

What we are really tal king about -- and
forgot which witness it was you were questioning -- how
do we know that their spending is reasonable in the
cost side, and that's really what | was addressing.

Q You agree, don't you, that with regard to the
cost that you've included in this rate proceeding that
A ynpic has the burden to denonstrate those costs are
recurring in nature and prudently incurred; correct?

Do we agree on that beginning point?

A Coul d you restate that?

Q Wbul d you agree that with regard to any costs
that are included within this rate proceeding that
O ynpic has the burden to denpnstrate that the
recurring costs have been prudently incurred?

A | amtrying to figure out how to respond
tactfully to that question, because what |'m hearing
you say is, why should we trust Oynpic, and really by
definition, BP Pipelines, why should we trust themto
deternmi ne what's reasonable for this pipeline, and
just find that a little bit strange fromtwo shippers
that are virtually -- have no experience in pipeline
operation, expert wi tnesses that have virtually no oi

pi pel i ne experience, and you're questioning a conpany
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t hat operates over 20,000 niles of pipes throughout the
United States that probably you use to get your
gasol i ne, and nobody has any problenms with the way they
operate pipelines or what they think is necessary to
spend to operate those pipelines.

Q Is it your testinony that ratepayers should
just pay based on trust because BP operates |ots of
lines?

A No, but BP deserves a fair rate on what they
think is prudently or needed to be spent on a prudent
basis to operate the |ines.

Q Are you suggesting that just by the fact that
BP files a rate case that that's sufficient to neet
it's burden?

A That's not what | neant.

Q Let me explore the burden. Do you agree that
one of the burdens that BP has to nmeet is to show that
the costs that are incurred are recurring in nature?

A. Yes. | understand that froma regul atory
st andpoi nt .

Q So to the agree that there is a di sagreenent
with regard to whether a cost would be recurring or not
in the future, it's BP's --

A That's not what | was addressing. It was the

interplay, and I can't remenber who it was with, one of
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1 Adynpic's witnesses, where there was a di scussion
2 about, | believe it was salaries and managenent fees
3 and things of that nature and whether those were
4 reasonabl e costs to be included in the rate base, and
5 just found that odd that people basically with no
6 experience that relied on BP's expertise when they
7 bought a line fromBP would question things |ike
8 sal aries and materials and supplies and things of that
9 nature. | just found that odd.
10 Q Is it your understanding that Tesoro
11 di sal | owed any part of the salaries that BP proposed in
12 its rate case?
13 A I"mnot aware of that. | don't know. They
14 certainly disallowed a | ot of the mmjor maintenance

15 costs.

16 Q The one-tine expenses?
17 A The maj or mai nt enance costs.
18 Q I"mtaken by your suggestion that the

19 rat epayer who is not in the business doesn't have the
20 right to question the rates that they pay. Take the
21 sal aries, for exanple. |In your direct case, do you
22 know where the salary nunber came fron?

23 A In the direct case?

24 Q Yes.

25 A General ly, yes.
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1 Q It was 7.4 million dollars for 81 enpl oyees
2 based on the budget that was prepared when tine the
3 managenment contract was entered into two years before.
4 Did you understand that?
5 A. Considering | was the one that did the
6 nmanagenent contract, yes.
7 Q So we are two years later, and BP puts 7.4
8 mllion dollars in for 81 enpl oyees but they only have
9 72. Now, you think there is sonmething inproper about
10 Tesoro saying, "Why are we paying for nine nore
11 enpl oyees based on the two-year-old budget estimte

12 t han what you are actually using?

13 A Can | respond to that question?
14 Q Certainly.
15 A. First of all when that managenent contract

16 was devel oped, it was 91 enpl oyees, so obviously, BP

17 did sonmething to reduce staffing levels, and it's

18 obvi ous they are making due with | ess peopl e because

19 fromwhat | understand, each enpl oyee is averaging

20 about 30 hours of overtine per nmonth. The salaries are
21 in an acceptable range, and also, | believe, M. Brena,
22 that in our rebuttal case -- | don't know the exact

23 nunber that came in the rebuttal case, but | would

24 expect it would be | ower reflecting those | ower salary

25 | evel s. Is that true?



4513

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Q You are asking ne about your rebuttal case?

Yes. As a matter of fact, you went to actuals in your

rebuttal case and away fromthe budget. It was a good
nove.

A. So you can trust us that we will do the right
t hi ng.

Q I can trust you that the case will change
whenever -- never mind. Aside fromtrusting BP, that's
sonmething that -- |I'mjust wondering to what degree you

are really advocating just throw ng rate-nmaking
principles out the window and really nmaking this
proceedi ng about trying to figure out how nuch noney it
woul d take to get BP to invest in future investnents
that aren't even in the rate case?

JUDGE WALLIS: M. Brena, is this the second
time around on that general inquiry?

MR. BRENA: | think it nay be, yes.

Q (By M. Brena) |s there anything else that
we haven't tal ked about that you think makes QO ynpic
uni que to rate-nmaking applied by this Conm ssion?

A I can't think of any right at this juncture.
| take that back; one does cone to mind. The
financing, and again, as | answered earlier, | don't
have a | ot of know edge about Puget Sound Energy or

Bonneville -- I'mstarting to |l earn sone of the
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utilities around here. That means |'ve been here too
long. | think Avista is another one -- but | believe
it's true that a lot of their debt is thirty-party debt
as opposed to the oil industry that is often tines

| oans from parents, so | think that nmay be sonething
that's a little different as well, particularly when
you are | ooking at capital structure.

Q Wth regard to financing, isn't it fair to
say that prior to Whatcom Creek that this was a |ine
that was capabl e of obtaining third-party financing?

A I would probably change that to say that
prior to the ERWweld seam failure, that would be true,
yes.

Q If Oynpic's parents were to invest equity
rather than debt into this line, all the affiliated
debt were actually equity instead of debt, don't you
think that O ynpic could continue to participate in the
debt market today?

A No, | don't. The letters will |ook at cash
flowmultiples, as | said earlier today. They don't
care about the capital structure. They only |ook at
the capital structure of the parents, and it's that
si npl e.

Q Do you know how many pipelines Tesoro

operates or owns?
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A. I don't know exactly, but I think less than

three, and it nay be one, and | think that one is up

for sale.
Q You are not aware of their Al aska lines?
A. Do they have one to the Cook Inlet Refinery?
Q I was just wondering what the factual basis

was for your assertions with regard to Tesoro's |ack of
experience in operation, if you were famliar w th what
pi pelines they did own and operate.

A. I know several individuals that junped from
BP to Tesoro when they acquired our North Dakota
properties.

MR. BRENA: | don't have anything further

Thank you.

JUDGE WALLI S: It's time for redirect.

REDI RECT EXAM NATI ON
BY MR HARRI GAN:

Q On the subject that you were just discussing
of salaries, what would be the basis on which one could
pl ace any trust or confidence that BP's salary |evels
at dynpic were reasonabl e?

A Taking a step backward fromthere, a little

hi gher level, one thing | nmeant to say to M. Brena was
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BP is a big conpany, and it's not just big because it
drills alot of wells and finds a ot of oil and gas.
They al so are very, very driven to reduce costs and
constantly | ooking at ways to nmke operations nore
efficient. That's one of their cornerstones of the BP
Cor por ation.

So if you look at sonething |ike salaries, we
do market tests every year, narket surveys. W have
oi | industry surveys that we utilize to make sure that
our people are in reasonable ranges and quite a few
ot her market areas.

Q In terns of other elenents that go into the
operating and mai nt enance arena, what about outside
contracting and materials and supplies, that sort of
thing. What basis would there be for having confidence
that BP's nunbers in those areas was reasonabl e?

MR. BRENA: (bj ection, scope.

JUDGE WALLIS: The inquiries on cross were
rather broad, and we'll allow some |atitude.

THE WTNESS: First of all, and I'mnot sure
this was presented or requested and it probably was.
Everything el se was requested in the discovery process,
but BP uses what is called the capital value process
where it essentially does what's called "front-end

| oadi ng" on projects. It |looks at what it's going to
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1 cost, do we really want to do them maybe we shoul dn't
2 do them and how can we nake them better economcally,
3 so we use the CVP process on all of our project

4 spendi ng.

5 Q Does that apply to AQynpic as well as other
6 parts of the BP operation?

7 A Absol utely, every part. W do a |ot of

8 conpetitive bid work. | understand from our

9 procurenent people that previously, we had singul ar

10 vendors for a lot of the contractor services and have
11 now brought in conpetitors to force the prior vendors,
12 si ngul ar vendors to drop their rates. BP also works on
13 nati onal accounts and regi onal buying power to nmake
14 sure that we get as low a price as we can on the stuff
15 that we buy.

16 Q Wth regard to the national accounts, does

17 that apply to A ynpic or just apply to BP nationally?

18 A It applies to --

19 Q For exanple, how does it work, in an exanple?
20 A This probably isn't a good exanpl e because

21 hate to use a national brand name, but |'Il just say

22 Conpany X is a rental car agency. That's because we
23 wor k exclusively with them W get discounted rates
24 with them Although, | personally say we get terrible

25 rental cars, but that's another story, but BP does get
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a pretty sizable discount by using that vendor on a
nati onal basis, and obviously, that applies to O ynpic
and any ot her pipeline that we own.

Q Now, there are A ynpic enpl oyees working at

A ynpic and al so BP enpl oyees working at QO ynpi c;

correct?
A No. They are all BP enpl oyees.
Q Sorry, | forgot. It used to be the other way

around. Sonme of those BP personnel that work on behalf
of A ynpic are covered by the managenment fee so there
is no separate charge and others are charged
separately; is that correct?

A The managenent fee covers the support for
A ynpic provided generally fromour Lisle, Illinois
of fice and our Houston Eccenture contracted accountant
of fice.

Q What basis woul d there be for the Comni ssion
to have any confidence that the fee itself is
reasonabl e?

MR. BRENA:  Your Honor, | understand that the
scope of the cross was quite broad, but it just sinply
didn't go into these areas.

JUDGE WALLIS: M. Harrigan?

MR, HARRI GAN:  Your Honor, | think the scope

of the cross was why should we have any trust and
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confidence in the nunbers that have been presented here
by O ynmpic, and the nunbers consist, at least in the
operations and mai ntenance area, it seens to ne, of
sal aries, materials, contractors, and the support from
BP, so this is the |ast piece.
MR. BRENA: That line of cross went to
whet her or not they had a burden to denobnstrate those
things within the context of a rate case and whet her
trust should be the basis for the acceptance of those
nunbers, and it did not go into these areas with regard
to the reasonabl eness of the nmanagenent fee at all
JUDGE WALLIS: | think that the basic nature
of the inquiry was into the reasons for trust and am

inclined to overrule the objection and allow the

questi on.

Q (By M. Harrigan) Do you have the question
in mnd?

A No.

Q What basis, if any, would there be for the

Commi ssion to have confidence that the amount of the
managenment fee that BP is charging for its support for
A ynpic is reasonabl e?

A. | hate to keep bringing up Tesoro, but | can
tell you that the nanagenent fee that they agreed to

pay BP when they purchased the North Dakota |ine dwarfs
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t he managenent fee that O ynpic pays to BP by a |ong
shot, and it is a very sinple, typical

easily-adnm nistered |ine that | spent zero of ny tine
on as opposed to this pipeline which I spend, and this
is an exanple, a lot of time on.

Q How has the cost of servicing O ynpic
conpared to the fee?

A I was in charge of setting the nanagenent
fee. If | had to do it all over again, I"'msure it
woul d be rmuch, nuch higher

Q Because. .

A Thi s pipeline takes an inordi nate anount of
time and resources fromour staff, our central staff.

Q Take a | ook at Exhibit 1704 for a second,
pl ease. One of the differences that you nentioned
earlier on cross related to the difference between, for
exanple, the Staff figure for operating expenses |ess
depreciation and the rebuttal nunmber with that
di fference being around $6 million. What underlies the
increase that is reflected in the rebuttal numnber in
operating expenses? What are the underlying causes of
t hat number being as high as it is?

A. The vast majority is major maintenance costs.

Q Rel ated to what ?

A Alot of it is mandated spending from vari ous



4521

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

agencies, line lowering, right-of-way now ng, tank
pai nting, pipe painting, etcetera, obvious recurring
items.

Q There was a question from M. Brena that

appeared to suggest that nmaj or mai ntenance was

synonynous with nonrecurring costs. 1Is that true?
A No, it is not.
Q Woul d you explain it?
A This pipeline is constantly undergoing

mai nt enance, and it m ght not be the sane piece of

pi pe, but there is going to be mai ntenance on anot her

pi ece of pipe a mle down the road. You are not going
to paint the same piece of equi pment each year, but you
are going to paint a part of the pipeline each year
same with right-of-way nmowi ng, etcetera. So it is
definitely recurring, and to take up 98 percent is, in
my judgnent, not fair.

Q You have indicated that the $66 mllion in
projected capital expenditures is not part of the basis
on which a rate increase is being sought here; in other
words, that it is not an elenment of the rate case.

VWhat is the connection between the outcone of the rate
case and whether that investnment gets nade?

A The only connection is that we are | ooking

for a fair rate as an outcone of this proceeding.
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think that if that rate is appropriate, there will be
enough cash flow to nake those expenditures, but they
are not really related. The rate that we are | ooking
for is based on the investnent that already exists.

Q In terns of a fair outcone, what is the --
you referred earlier to the coverage provided under the
Staff-proposed rate increase for operations and
mai nt enance expenses. What is the ratio of coverage,

as you referred to it, if the Staff recommendati on were

adopt ed?
A Bear in mind that the Staff recommendation
was $6 million lower than O ynpic's recommendation

Revenue woul d cover operating and nmai ntenance 1.07

Versus --
Q Before you go on, what do you nean? Wat is
1.07?
A That's how nmuch the revenue exceeds the

operating and mai nt enance expenses.

Q In other words, they are practically the
same?

A Practically the sane.

Q What effect does that have on the pipeline's

ability to make capital expenditures or do anything
else that's not within the operations and nmi ntenance

category?
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A. It's not there to spend.
Q Does that refer to all of the revenues of the
pi peline that would be received in the event that the

Staff recomendati on were adopted that produces that

rati o?

A Yes.

Q What is the normal ratio, if there is such a
t hi ng?

A It's been ny experience for the 40-sone odd

pi pelines we are involved in, it's sonmewhere in the
range of 1.75 to 2.25, in that range.

Q You indicated that there was an issue in your
mnd with regard to the fairness of switching rate
bases within the State of Washi ngton from what had
previ ously been the manner in which they were set.

What is the problemthere?

A Sinply, it hurts QO ynpic.
How?
A It will result in a lower tariff if that's
approved.
Q You also referred to the difference between

depreci ated original cost and trended origi nal cost.
Which is the nethod that O ynpic has used prior inits
hi storical rate filings, as you understand it?

A Trended original cost.
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1 Q Why does it use that nethod?
2 A Because that's the nethod that FERC adopt ed.
3 Q Have the rates that O ynpic has received

4 usi ng that nethod been applicable on the intrastate

5 part of the business?

6 A Intra?

7 Q Intra.

8 A | believe so.

9 Q Is there an econonic effect on Aynpic if the

10 method is switched in this particular year fromtrended
11 original costs to depreciated original costs?

12 MR, TROTTER: |'m going to object to the

13 guestion. He's made a leap fromwhat O ynpic filed, or
14 at least what this witness believes Aynpic filed, and
15 how the rates were actually set, and there is a | egal
16 di stinction between the two, so we will object that

17 there has been a switch. W' ve objected consistently
18 t hroughout this hearing and will object now.

19 JUDGE WALLIS: W understand there is a

20 difference in theory. Wuld you be willing to rephrase
21 the question to avoid that issue, M. Harrigan?

22 MR. HARRIGAN: | think I can, Your Honor.

23 Q (By M. Harrigan) |If rates are set from here
24 on out based on depreciated original costs for the

25 intrastate part of the line, will that have a financi al
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i npact on O ynpic?

A Yes, it will.

Q What is the nature of that inmpact? You don't
have to give it to us in nunbers, but what is the
nature of it?

A. The | ower revenue for O ynpic.

Q You were asked a question with regard to
A ynpi c's having earned 100 percent on its book equity.
| believe you said that was accounting versus
econonmics. \What is the significance under the
circunstances of this case of earning 100 percent on
book equity?

A Qbvi ously, when your equity, which is the
denoninator, is very lowas it is with a |ot of oi
pi pelines and the nunerators of that incone, the return
is going to be enornous. It really should be conpared
to something that's a little nore nornalized, such as
capital enployed, or generally, we will | ook at
capitalized costs, net plant.

Q You were asked whether it would be possible
for Oynmpic to access third-party sources of |oans as
opposed to parent sources of |oans even though it was
100 percent debt financed. Under what circunstances
could A ynpic access such third-party sources even

though it was 100 percent debt financed?
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MR, BRENA: bjection. | don't mnd the line
of questions, but it was whether or not if they
converted the debt to equity whether or not they would
be able to participate in the debt marketplace, so it
m scharacterizes what the cunul ati ve was.

MR, TROTTER: | took the question
differently. | thought he was referring to the Chase
note, and | don't think there was any evi dence that
they were 100 percent debt financed when that note, so
"Il object on lack of foundation.

JUDGE WALLIS: M. Harrigan, do you want to
try that again?

Q (By M. Harrigan) What are the circunstances
under which O ynpic would be able to get access to
third-party lending that is nonparental |ending even
though it was 100 percent debt financed, and |I'm not
speaki ng about some historical event. |'m asking what
are the general conditions under which that could
occur?

A The only conditions in which that can occur
is if the cash flow was such that it could support it.

Q When you say "cash flow, " are you speaking
about EBI TDA?

A About EBI TDA specifically.

Q In basic nunbers, if the Staff approach to
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the tariff setting is taken, what woul d EBI TDA be?

MR, TROTTER. |'mgoing to object. If this
was an inportant issue, they should have brought it up
in direct. Based on an exhibit that we got today, we
are now getting supplenental direct, and |I'm going to
obj ect.

MR, BRENA: It's beyond the scope of the
Cross.

JUDGE WALLIS: | do sense, M. Harrigan, that
we are just the other side of that Iine with this.

MR, HARRI GAN: All right.

Q (By M. Harrigan) EBITDA is "earnings before

i nterest, taxes, depreciation, and anortization";

correct?

A Correct.

Q It's not "earnings before operations and
mai nt enance,” is it?

A No.

Q How much is left over after operations and

mai nt enance under the Staff approach to the tariff?

A Virtually none.

Q You were asked a question about the tax
liability colum on Exhibit 1704, and the gist of the
guestion was, wouldn't O ynpic have an anpunt of extra

cash equal to the projected nunber if, in fact, it
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ended up not having to pay that nuch incone tax. What

is the answer to that question?

A Well, if it didn't nmake enough noney,
obviously, it wouldn't have to -- it just wouldn't be
able to pay it. [I'mnot sure | understood the
questi on.

Q If the income isn't there to pay the taxes,

does that mean O ynpic has nore noney?

A No, it doesn't.

Q You were asked about BP's purchase of the
GATX shares, and | believe M. Brena suggested to you
that Aynpic had paid $34.5 mllion for its entire
percentage interest in Oynpic between GATX and the
Arco acqui sition.

Wth regard to the Arco acquisition, you were
expl aining earlier to Conm ssioner Oshie about the
di stinction between what happened at the tine of the
Arco acquisition versus the |ater due diligence at the
time that O ynpic took over as operator. Can you put
those two events in tine? Wen was the Arco
acqui sition?

A The Arco acquisition, | believe, was finally
approved in April of 2000.

Q O ynpic took over as operator when?

A July 1st, 2000.
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Q When were the processes that went on that
culmnated in the actual closing of the Arco

acqui sition? Over what period of time did they take

pl ace?
A. The conpany Arco?
Q I'"mtal ki ng about the processes that BP went

through in order to acquire Arco. How |long did that go
on before the actual closing in April?

A | believe it was over a year. The
due-diligence process was probably rmuch shorter than
t hat because you can't really do the due diligence
until you get approval fromthe FCC, so |I believe that
you have sort of a period where you really can't talk
I would say it was |less than a coupl e of nonths,
actual ly.

Q Then when BP found that it had becone the
owner of Arco's piece of Aynpic, what was the
deci si on-maki ng process that led to the GATX
acqui sition?

A Frankly, | wasn't that involved in it but --
coul d you rephrase your question?

Q Let me just ask you this: When did the GATX
acquisition take place?

A | believe it closed in Septenber of 2000.

Q In between those two dates, BP becane the
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1 operator.

2 A Correct.

3 Q If, in fact, it's M. Brena's representation
4 was correct that the purchase price for the total of

5 the GATX shares and the Arco piece of Oynpic was $34.5

6 mllion, what is BP's current total suminvested in
7 A ynpi c?

8 A Just a little short of 90 million, | would
9 guess.

10 Q The rest of it being what?

11 A 52 million in loans to O ynpic.

12 Q What portion of that was spent on capita

13 proj ects?

14 A. Probably 80 percent.

15 MR, HARRI GAN: | have no other questions.
16 JUDGE WALLI'S:  Chai rwonman Showal t er?

17

18

19 FURTHER CROSS- EXAM NATI ON

20 BY CHAl RAOMVAN SHOWALTER:

21 Q You just testified about a ratio that you
22 found was common in the industry from1.75 to 2.25.
23 Was that the range that you nentioned?

24 A Yes. | think that's what | said.

25 Q What was the ratio, of what to what?
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A. Revenue to operating and mai ntenance expense,
essentially the coverage of those expenses.

CHAI RWOVAN SHOWALTER:  Thank you.

JUDGE WALLIS: Anything further? Let the
record show that there is no response, and M. Fox,
thank you very nuch for appearing with us today. You
are excused fromthe stand at this time. Let's be off
the record for a procedural discussion

(Recess.)

JUDGE WALLIS: M. Danny P. Kernpde has taken
the stand. M. Kernpde, would you pl ease stand and
rai se your right hand?

(Wtness sworn.)

JUDGE WALLIS: In conjunction with
M . Kernode's testinony, the Comm ssion staff has
predi stri buted docunents entitled testinony and others
to which nunbers have been assigned, 1801-T through
1806, as recorded in the transcript of the June 13
preheari ng conference.

In addition, yesterday and today, copies of
addi ti onal documents were presented by O ynpic for
possi bl e use on cross-exam nation. W've narked as
Exhi bit 1807 for identification a docunment entitled
"FASB 71," and we've marked as 1808 for identification

an excerpt fromWIley, Generally Accepted Accounting
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Principles, or GAAP 2002, the cover, and Pages 61

through 69. Wth that, M. Trotter?

DI RECT EXAM NATI ON

BY MR TROTTER

Q M. Kernopde, would you please state your nane
and spell your |ast nane for the record?

A My nanme i s Danny Kernode, K-e-r-mo-d-e.

Q You are enpl oyed by the WUTC as a regul atory
analyst; is that correct?

A That's correct.

Q In the course of your duties as a regul atory
anal yst, did you have cause to prepare testinony and

exhibits in this case?

A Yes, | did.
Q Is Exhibit 1801-T your direct testinmony?
A Yes, it is.
Q If | asked you the questions that appear

there orally, would you give the answers that appear

t here?
A Yes.
Q In the course of that testinony, you refer to

Exhi bits 1802 through 1806; is that right?

A That's correct.
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Q Are those exhibits true and correct to the
best of your know edge?

A Yes, they are.

MR. TROTTER: | nove the admni ssion of
Exhi bits of 1801-T through 1806.

JUDGE WALLIS: Is there objection? Let the
record show there is none, and 1801-T through 1806 are
recei ved in evidence.

MR. TROTTER: | n accordance with the
arrangenent for permitting additional direct or
surrebuttal, | have a few questions of M. Kernode.

JUDGE WALLI'S: Pl ease proceed.

Q (By M. Trotter) M. Kernode, as a genera
matter, could you describe the differences, if any,
bet ween regul atory reporting and financial reporting
for public service conpani es?

A. Regul atory reporting is mainly for the
regul atory body. Regulatory accounting is used to
produce data in which regulatory bodies can use to nake
deci sions. Financial reporting uses financia
accounting, and its mainly designed for investors,
| enders, people that are investing in the conpany
itself.

Q Does the FERC Uni form System of Accounts, or

USOA, apply to regulatory reporting or financia
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reporting for oil pipelines?

A Regul at ory.

Q Do you recall that M. Ganz for O ynmpic
testified that the FERC USOA required oil pipelines to

accrue interest during construction, or IDC, and not

AFUDC
A That's correct.
Q Is he correct on that point?
A No. The USOA itself states that a conpany

use the IDC. However, in ny research, it's my opinion
that the FERC policy allows either |IDC or AFUDC
Q Did Ms. Hammer testify that various pipelines

upon whi ch she worked in the past had factored for

AFUDC?
A Yes.
Q Does O ynpic accrue | DC?
A No. | don't see anywhere where they do that.
Q Does O ympi c accrue AFUDC?
A On their books, no.
Q Does the fact that the FERC USOA refers to

accrual of 1DC change your opinion on whether GAAP
requires A ympic to accrue AFUDC on its financia
statement s?

A No. [It's my opinion that under GAAP, O ynpic

woul d accrue AFUDC
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Q Is that because, in your opinion, FASB 71
applies?

A That's correct.

Q Can AFUDC be accrued even if the regul atory

body has not established a fair rate of return for
A ynpi c?

A Yes, they can. They can do what | woul d cal
a good-faith effort. There is enough theory. There is
enough information out there where a conpany can do
that. |In fact, |ooking at the Form 6 of O ynpic Pipe
Li ne, they apparently have done that since on Page 700,
they show an anortization of AFUDC, and obviously, to
do that, they would have to derive it somewhere.

Q Page 700 is not the books of account. Isn't
that a special page that FERC requires be produced?

A Yes, sir.

Q Do you recall that M. Ganz for O ynmpic
focused on the second of three criteria for
applicability of FASB 71, and that was quote, The
regul ated rates are designed to recover the specific
enterprises costs of providing the regul ated services

or products.

A. That is correct. He focused on that.
Q Did you review Aynpic's rate filing history
at FERC?
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A Yes, | did.

Q Did you find any evidence that FERC has
established rates for O ynpic using indexing?

A I saw nothing in the dockets or any of the
records of FERC where they did that.

Q M. Ganz also testified that the index
prescri bed by FERC is decreased at |east as often as
it's increased. Wre you able to confirmthat?

A I checked the actual index years, and out of
the nine index years, the index decreased three tines.
Q M. Ganz testified that when the index is
reduced, FERC goes out and pursues rate filings by oil
conpani es. To your know edge, has A ynpic ever filed a

rate reduction related to the index?

A. No. In this Conmission, | see no filing

where they've reduced their rate based on index.

Q What about FERC?
A | saw no evidence there either.
Q To your know edge, has O ynpic always used a

cost-of -service approach in establishing rates before

FERC?
A That' s my under st andi ng.
Q Do you recall M. Ganz referring to Footnote

37 in FERC Order 561 where FERC stated, quote, |ndexing

fosters efficiency by severing the |inkage under
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traditional cost-of-service rate maki ng between a
pi peline's rate changes and changes in its current

operating and investnent costs, unquote. Do you recall

t hat ?
A | recall that.
Q Do you have a response to that testinony?

Yes. |If you actually read the Order itself,
Order No. 561, the footnote stands out in contrast to
the rest of the Order, and I found a | ot of quotes, but
the right one right above Footnote 37, | think, handles
it pretty nicely.

CHAI RWOVAN SHOWALTER: Are you readi ng
anything that mght be in front of us that we could
| ook al ong with?

THE WTNESS: It's Order 561.

CHAl RMOVAN SHOWALTER:  This is not an
exhi bit?

MR. TROTTER: | don't recall if it is. It
may be through M. Ganz. | can check, but the quote
the fairly short. Perhaps M. Harrigan can hel p us.

MR. HARRI GAN: | would be guessing. |'m not
sure.

MR, TROTTER: |If we can take the quote, and
then we can supply the order to the Bench.

THE W TNESS: Ri ght above the footnote, it
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states, "Under indexing, pipelines adjust rates to just
and reasonabl e levels for inflation-driven cost
changes." To ne, it's very explicit that there is a
link between, obviously, the rates, the revenue, and
the inflation-driven cost, and like |I said, through the
rest of the Order, they've referred to it tine and tine
agai n of that link.

Q (By M. Trotter) Wuld you refer to Exhibit
1807 for identification, which is FASB 71 and turn to
Par agraph 65, which is on the second-to-the-last page.
Do you recall M. Ganz referred to Paragraph 65 as a
pl ace where FASB 71, in his opinion, addressed the
subj ect of the application of FASB 71 to index rates?

A Yes, | recall that.

Q In your opinion, does Paragraph 65 address
i ndex rates?

A No. | was surprised they picked that
par agraph. When | was teaching at NARUC (phonetic), |
actually used this paragraph, so it came out pretty
convenient. In rate-making, you either set rates hy
specific costs to a conpany, or what used to be very
comon in transportation, trucking industry, household
goods, they set it by an aggregate cost.

And what they do and what this Conmm ssion did

was they would go out and take a sanple of many
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conpani es spread across the state. They would bring
the costs together, and you would nmake what is
basically an average surrogate company. Fromthat
average surrogate conpany, they would set rates.
That's what this paragraph is talking about. It's
tal ki ng about the grouping of rates, and I will show
you how this works, and under that perspective, you
will see what | nean.

| believe the second sentence that goes, "If
rates are based on industry costs or sonme other nmjor
not directly related to the specific enterprises costs,
there is no cause-and-effect rel ationship between the
enterprises cost and revenues. In that case, costs
woul d not be expected to result in revenues
approximately equal to the cost. Thus, the basis for
accounting specified in this statenent is not present."
And that's what M. Ganz was pointing to.

"That criteria is intended to be applied with
substance of the regulation rather its form" Here's
where it highlights the fact that this is the type.

The group-costing regulation is what this paragraph is
tal king about. "If an enterprise's regulated rates
where based on the cost of the group of conpanies and

the enterprise is so large in relation to that group of

conpanies that its costs are, in essence, the group's



4540

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

costs, the regulation would neet the second criteria
for that enterprise."

That's precisely what happened. You will get
a group of companies in a sanple, and if that sanple
conpany is so large that it overpowers the sanple,
then, in effect, you are setting rates for that
speci fic conpany, but as far as indexing and using an
inflation factor to adjust rates of a cost or rates set
by a cost methodol ogy for a specific company, this
paragraph is not rel evant.

Q In your opinion, do rates set under the
i ndexation forrmula at FERC for oil pipelines neet the
cost-of-service criteria under FASB 717

A Yes, it does.

Q M. Ganz also testified regarding the
accounting for the sale of SeaTac facilities, and he
conpared what he called the proper accounting for the
gain of that sale under the USOA versus GAAP. Do you

recall that?

A Yes, | do.
Q Is he correct?
A M. Ganz was pointing out that he felt that

under GAAP, the sale would be recognized as gain and
woul d flow through the incone statenent as incone.

Wher eas under regul atory accounting, it's just offset
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to the accunul ated depreciation.
He's incorrect. |If you look at any

i nternedi ate accounting book, that standard accounting
for group asset accounting, GAAP recognizes that it's a
group asset, so under GAAP, it would also be offset to
the accunul at ed depreci ati on.

Q M. Ganz al so discussed the painting of
storage tanks in his testinmony as an exanple of an
activity that extends the life of an asset but is

expensed. Do you recall that?

A Yes, | do.

Q How do you respond to that testinony?

A Again, | think he m sunderstood the dynam c.
In this case, | guess, the oil pipeline is closer to a
water utility than any other utility. It's standard in

a water utility that has many tank farns that they
have -- hypothetically when you paint a tank, it |asts
three years. VWhat they will do is they will take
one-third of the tanks, and they will paint a third of
the tanks every year, so at the end of the Iife of the
tanks, they will be starting to repaint the next tank.

Now t heoretically, everytine they paint a
tank, it should be capitalized one after another and
then you would start depreciation. But as for

adm ni strative conveni ence, you get the same result by
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expensing a third of the expense, or I'msorry. Your
expensing the cost of painting a third of the tanks is
equal to depreciation that woul d be produced if you
capitalized one after the other. So it's basically an
adm ni strati ve conveni ence and you get the same anount.

Now, in the sanme basis, if there is a snmall
wat er conpany that m ght have one tank farm and they
paint that tank farm we would depreciate it over three
years. It would be capitalized and depreciated. So
it's not an exanple of a mmintenance cost that extends
the life and it's not capitalized. |In fact, it would
be capitalized.

MR. TROTTER:  Your Honor, those are all ny
addi tional questions. M. Kernode is available for
Ccross-exam nation.

JUDGE WALLIS: M. Harrigan?

CROSS- EXAM NATI ON
BY MR. HARRI GAN:
Q Wul d you take a | ook at Page 5 of your
testinony?
MR, TROTTER: Excuse nme. | forgot. W did
i ssue an errata for M. Kernode, which | apparently

don't have with ne. | did circulate it to the parties
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yesterday and to the Commi ssion, so perhaps if the
witness -- there are two corrections if he could go
t hrough them on the record and we can accommopdate that.

| apol ogi ze. M. Kernpde, can you refer us to the

changes?

THE WTNESS: Yes. On Page 10 starting at
Line 6, second sentence, starting "the." It's the |ast
word --

MR. TROTTER: That would be the third
sent ence?

THE WTNESS: Yes. |I'mstriking, "the issues
that | address such as the use of nodified cash basis

and recording of AFUDC are the sane between the two

systens. "
Q So strike the "the" on Line 6, 7 and 8?
A Yes.
Q The second set of changes?

JUDGE WALLIS: Is this a correction that
m ght be made after the evening break?

THE WTNESS: It's a short strike.

MR. TROTTER: We circulated this, and
hopefully, the parties have it. [|'m happy to do
what ever you think is appropriate at this tinme.

JUDGE WALLIS: Unless it's likely to be a

matter of substance, why don't we catch that after the
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break. Now, M. Harrigan?

Q (By M. Harrigan) | was asking you to take a
| ook at Page 5.

A I"mthere.

Q Li ne 26, you say, "In Title 18 CFR Part 352,
Chapter 1, Paragraph 1 to 2, FERC requires all carriers

to keep their accounts and records in accordance with

FERC Uni form System of Accounts;" correct?
A Correct.
Q And that applies to O ynpic.
A Correct.
Q Now, in your testinony at Page 7, you

i ndicate down at the bottom of that page that you nade
an exam nation of a certain nonth, Septenber. What

year was that?

A It was the test year

Q 20017

A Yes.

Q You exami ned that single nonth for what?

A I was | ooking for anything unusual, so
wasn't specifically looking for a thing. | was just

checking for anything that mght catch ny attention
Q Does your testinony contain the unusual thing
that you found?

A Yes, it does.
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Q Did you |l ook at any other nonths in the test
year for this purpose?

A Yes, | did.

Q What you are discussing here are invoices
that were recorded, correct, invoices that were
contained in the Septenber |edger account.

A It appears what |I'm | ooking at nore fully was
the cash paynent of invoices, yes.

Q But what you started with, you said, "I found

that A ynpic recorded 148 transactions in its Septenber

| edger account for other specialized services;" right?
A Correct.
Q VWhat did you then | earn about those 148

transactions that were recorded during Septenber?
A. That only 23 were actually dated or had

docunent dates related to Septenber.

Q What was unusual about that?
A Bei ng an accrual basis -- | initially |ooked
at this when | started |Iooking at the | edger. | went

on the basis that the Conpany was on a full accrual
nmet hod of accounting, so by |ooking at those -- ask ne

t he question again.

Q You said only 23 had Septenber invoice dates;
right?
A Yes.
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Q What was unusual about that?

A Because being on an accrual basis, | would
expect all of themto have Septenber dates.

Q So you woul d expect themto be recorded in
the nonth that the invoice was received?

A Yes.

Q What you found, in fact, was that, according
to your testinony, 73 were fromthe previous nonth,

August. This is out of 148; right?

A Yes.

Q 31 were fromtwo nonths earlier, July?

A Correct.

Q Then there were 15 from June, and then that

| eaves six unaccounted for; right? That is, six that

are not within the period June, July, August or

Sept enber .

A Correct.

Q You found that of those six, three were in
May, two were from March, none from April, and one from

February; right?

A Correct.

Q What does the USOA say about the requirenent
for recording such costs?

A It says expense shall be consistently

appl i ed.
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Q Let nme refer you to USOA General Instruction
1-3(A) which you paraphrase in your testinony, and in
your testinony, you say on the same page right above
thi s paragraph which we were just tal king about, you
say, "The FERC USOA requires that all transactions be
entered not later than 60 days after the | ast day of
the period ended," and then you cite 18 CFR. Do you
see that in your testinony?

A Yes.

Q If you will bear with me, | would like to
read to you the precise | anguage you are referring to,
and this is found in Exhibit 1105, which does not have
page nunbers for sone reason, but Exhibit 1105 is the
USOA 18 CFR 352, and I'mgoing to read the section, and
if you would |ike to check it, I've got a copy for you.

And specifically it says: "Each carrier shal
keep its books on a nonthly basis so that al
transactions as nearly as may be ascertained shall be
entered in the accounts not |ater than 60 days after
the last day of the period for which the accounts are
stated." Under that standard, how | ong after Septenber
30th would O ynpic have to record invoices received
during the nonth of Septenber?

A Let's be clear here on that question. Are we

tal ki ng about recording the invoice into the proper
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nmont h, or are we tal king about recording the invoice in
a nonth that it's not related to? |'m asking you.

Q My question to you is, with respect to
i nvoi ces which are received in Septenber, how | ong
woul d O ynpic have after Septenber 30th under this
standard to -- let's say, just for exanple, QO ynpic
receives 20 invoices with Septenber dates on them
which is what you are tal king about here, right, is
that it had 23 Septenber invoices wth Septenber
docunent dates. How |long would O ynpic have to enter
those invoices into its accounts under this USOA
standard?

A It has 60 days to enter the invoices and to
close that nonth, so those invoices would go into the
Sept enber | edger, and they have 60 days to go into the
Sept enber | edger.

Q So how long did O ynpic have to enter the

i nvoi ces that were received in July?

A. Into the July books or into the Septenber
books?

Q Into any books.

A You have to give ne a point in tine here.

Q Let nme ask you a slightly different question

In your paraphrase of this provision in your testinony,

you don't nmake a reference to the phrase "as nearly as
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may be ascertained,” which is contained here.

Take, for exanple, the invoice from February,
the one in February that was not entered in the books
until Septenber, what was the nature of that invoice?

I don't know.

What was the anount?

Don't know.

VWhat was the work that was done?

Irrel evant, don't know.

o » © » O >

Was there a dispute with regard to the anopunt
t hat was owed?

A Doesn't matter, don't know.

Q So is it your testinmony that one should enter
t he expense in the books of account even when there is
a dispute regarding the ampbunt and you don't know what
the check is going to be witten for yet?

A Absol utely, absolutely. You either estimte
it. You put it into a liability account, put it in a
clearing account. |'ve done that before. |If thereis
a dispute and it's a February invoice, it goes into the
February general |edger, and when a nanager reads it,
t hey know right there that there is an invoice that's
been received for $20,000, and if it's in a clearing
account, the manager is going to say, "Wy is it in

there?" If it's not in the clearing account and it's
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not recorded, the manager is going to have no idea it's
even out there.

Q The USOA standard that we are | ooking at here
whi ch says that the transaction shall be entered as
nearly as may be ascertained, do you regard that as not
referring in any way to uncertainty with regard to the
proper anmount to enter?

A And | guess that's the question. |[|f one
person has a -- that the vendor fills its 20,000 and
the conpany believes its 10,000, and the invoice is for
20,000, if | was the controller, | would book 10,000 to
t he expense and 10,000 to the clearing account.

Q However, you are not telling us that you can
authoritatively state that that is what this standard
under USOA requires, are you?

A It means to nmake a good-faith effort and
estimate as to what that liability is or that invoice
is --

Q Excuse ne, but what it says is that you shal

as nearly as may be ascertai ned enter the amount --

excuse ne -- enter the anmount in the accounts not |ater
than 60 days, etcetera. |Is that correct?

A. I'"msorry. Restate that.

Q Let me refer you specifically to the |anguage

that says, "shall be entered in the accounts not |ater
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than 60 days after the |ast day of the period for which
the accounts are stated." |In this case, the period for
whi ch the accounts was stated was Septenber; correct?
A Correct.
Q Is it correct that you do not know the actua
nature of the work performed with respect to any of the

five invoices that were actually tendered prior to

June?
A That would be ny testinony. |It's irrelevant.
Q You don't know whet her there were any

di sputes with regard to any of those invoices?
MR, TROTTER: |'m going to object. This has
been asked and answered, and the witness has fully

expl ai ned how t he appropriate booking should be

obt ai ned.
MR. HARRIGAN: | don't believe | asked about
anyt hi ng except February, and | just want to clarify.
Q (By M. Harrigan) |Is it correct that you do

not know the nature of the work, the anobunts, or
whet her there were disputes with respect to any of the

148 invoi ces?

A As to the thrust of my testinony, | didn't
need to.
Q Is it your testinmony that, in fact, you did

not have that information and do not have that
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i nformati on?

A | didn't pursue it and | didn't need it.

Q Do you have any information with regard to
the invoices that were recorded for the nonths of June,
July, or August, the invoices that were recorded in the
accounts in those nonths?

A The information | have is that they were
recorded late, but that's all the information

Q Do you have any quantification of you that
they were recorded | ate?

A | don't understand the question

Q Do you have a simlar statistical survey for
any ot her nonth?

A. No. Though I did scan sone other nonths, and
they had the sane dynamics

Q What is your understanding of the term
"transaction” in USOA Ceneral Instruction 1-3?

A I would say it's a business transaction

Q If you are the conpany that's operating the
backhoe, have you had a business transaction unti

you' ve been pai d?

A If I have a backhoe and | go and dig a trench
in Septenber, when |I'm done with that trench, |I've had
a business transaction. | now can invoice you. You

now owe ne noney.
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Q So you are interpreting the term
“"transaction," and let's review this one nore tinme.
What is supposed to be entered in the accounts is al
transactions; correct?

A Al'l transactions, correct.

Q It is sinply your view that this transaction
is conplete when the work is done before the person
perform ng the work has been paid or even the invoice
approved for paynent.

A. Say it again.

Q You are basically interpreting this genera
instruction, the term"transaction” in this genera
instruction, to nmean that the transaction is conpleted
when work has been perforned even though no invoice has
been paid or even approved for paynent.

A No. Now the "conpleted" came in there. You
asked when a transaction happened. That's when a
transaction. The transaction is conpleted when paynent
i s made.

Q Doesn't O ynpic record its paynents and its
costs at the time that the invoices are approved for
paynment ?

A. My understanding is they recorded the
transacti on when they pay it, not approve for paynent.

Q | believe Ms. Hamrer said it was, in fact,
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when they were approved for paynent.

A It may be a subtly. [I'msure the difference
bet ween when its approved and when it pays is not
material to her.

Q So really, the question whether Aynpic is

conplying with the standard or not depends on your

definition of "transaction," doesn't it?

A. No, not at all. It says here, "...shall keep

all books on a monthly basis so all transactions..."

It does not say "all conpleted transactions.” |t says

"all transactions as nearly as can be ascertained." So
when sonebody sends you an invoice or does a job,

that's a transaction

Q Whi ch one? When they do a job or send the
i nvoi ce?

A It's part of the process. The actua
transaction, | would say, is when they dig the trench

and you at that nmoment owe them noney.

Q So actually, what should happen is O ynpic
shoul d record the backhoe work when its done even
t hough they don't have the invoice yet.

A From pure accounting, an accountant would
love that. | think that's precisely what should, in
the theoretical sense, happen, but obviously in the

real world, you can't do that, and that's where we use
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i nvoi ces, and invoices do a good job as far as tracking
it, but you are right, the liability in the pure sense,
and like | said, the accounting world would | ove to be
able to record a transaction at that nonent in tine,

but in reality, you can't.

Q And basically, you are confirmng, | believe,
that to the best of your know edge, all 148 of these
i nvoi ces that were recorded in the nmonth of Septenber
were not approved for paynent prior to the month of
Sept enber; correct?

A | have no idea

Q In other words, as far as you know, they were
all approved for paynent in Septenber and paid in
Septenber and recorded in Septenber; right?

A. No. | have no idea when they were approved
for payment. The one in February could have been
approved, sitting on somebody's desk and never nade it,
so no, | can't testify to that.

Q What you are saying is you have no idea of
whet her they were approved or not for paynent in
Sept enber . Therefore, as far as you know, they may
all have been.

MR, TROTTER: 1'Il object to the question
He's testified he didn't know when they were approved

for payment, so that was al so a compound question.
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MR, HARRIGAN: I'Ill withdraw that question
| think it's probably clear enough what the witness
does and does not know about that.

Q (By M. Harrigan) | would be interested in
findi ng out about the change that you have identified
on Page 10. The question that you were asked on Page
10 at Line 5 is whether the FERC Uniform System of
Accounts is considered an "other conprehensive basis of
accounting," right, otherw se known as an OCBOA.

Then after confirmng that it is considered
one of those, you said that the difference between FERC
and GAAP are few and specific, and then what you struck
was the issues that | addressed, such as the use of the
nodi fi ed cash basis and the recordi ng of AFUDC are the
same between the two systens. |Isn't it, in fact, the
case that they are not the sane between the two
systens?

A VWhat | did was put in nodified cash basis.
That's a basis of accounting with itself, so | was
conpari ng FERC and GAAP and saying that the nodified
cash basis is the sane between them Well, it can't.
It's a separate type of accounting basis, so it was an
i nval id conpari son.

Q At the tinme that you prepared your testinony,

were you famliar with the fact that the pipeline
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i ndustry and FERC in its regulation of the pipeline
i ndustry had enpl oyed the concept of units of property
in differentiating between capitalized costs and
expensed costs?

MR, TROTTER: 1'll object to the question
It assunmes a fact not in evidence.

JUDGE WALLIS: The witness may respond if the
wi t ness knows the answer.

THE W TNESS: Could you repeat it?

Q (By M. Harrigan) Were you here during
M. Talley's testinmony?

A No, | was not.

Q When you prepared your testinony, were you
aware that the pipeline industry as regul ated by FERC
and pursuant to FERC regul ati ons had enpl oyed a concept
known as "units of property" in differentiating between
what types of expenses should be capitalized and which
shoul d be expensed?

A. Actually, that's a two-part question for ne.
First is did | know that the industry enploys the unit
nmet hodol ogy. | read about the industry using that
nmet hodol ogy. When | prepared ny testinony, | saw no
evi dence that O ynpic Pipe Line used it.

Q Did you | ook for any?

A Again, | was exam ning docunents | ooking for
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evi dence of how the Conpany handl ed its accounting, so
I did not specifically go in there | ooking for
retirement units, mnor units. |In fact, | found none.
If I would have seen them | would have recogni zed
t hem

Q Did you | ook for thenr

I was exam ning the records to find out what

ki nd of accounting they used. | was not exami ning the
records to -- | did not make a |ist of accounting and
go | ook for those accounting principles or accounting
techniques. Instead, | was reading the information |
got to understand the accounting nethodol ogi es and
techni ques that were used.

Q Do you know what the unit of property that
FERC approved in the past was for a pipeline, the

pipeline itself, the physical object, the pipeline?

A Before they repealed it?

Q Ri ght .

A No.

Q Woul d the nunber 1,000 feet surprise you?
A Doesn't surprise ne; doesn't do anything.

It's interesting.
Q Is it your understandi ng what that neant was
that even if you replaced 800 feet of pipeline that you

woul d expense it, and that you would only capitalize a
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replacenment if it exceeded 1,000 feet?

MR, BRENA: | have an objection, and it's
based on relevancy. | think that we are exploring the
unit of throughput nechani smthat FERC used to enpl oy
at sone historic point in the past, and | suppose if
the relevancy to this proceeding could be addressed.

JUDGE WALLIS: M. Harrigan?

MR. HARRIGAN: |'m going to connect this to
the present nonentarily. | just wanted to clarify what
the actual concept of unit of property inplied first.

I will represent to you that M. Talley testified that
al t hough FERC no | onger has its own requirenents of
units of property, it requires the pipeline conpanies
to maintain units of property. Jdynpic does maintain
units of property, and it still uses the sane ones that
FERC used to require.

MR. BRENA: | withdraw ny objection

MR. TROTTER: 1'll object after the fact that
| don't think M. Talley said all of that.

JUDGE WALLIS: M. Talley's testinony will be
avail able for review, and we will allow this |ine of
questi oni ng.

Q (By M. Harrigan) 1Is it your understanding
that, assuming with ne for the nonent that the unit of

property for the pipeline itself was 1,000 feet, that
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under the FERC net hodol ogy that applied when it had its
own such requirenents, if you replace 900 feet, you
woul d expense it. If you replaced 1,100 feet, you

woul d capitalize it

A That's correct.
Q Do you have any know edge as to whet her
Qynpic, in fact, still maintains essentially the sane

units of property and uses essentially the sane
differentiation nethod between capital and expense as
appl i ed when FERC required specific units of property?

A | saw no evidence of that.

Q My question is whether you have any know edge
to the contrary as to whether Qynpic, in fact, is
follow ng that systemtoday?

A. | guess | was surprised at Ms. Hammer's
deposi ti on when asked about replacenent. She didn't
refer to units of property. Wat she referred to is --
' m paraphrasing -- we put it back the way it was.

Even M. Ganz's testinony says, It's back to the way it
was. That's why it's nmintenance.

So everything that | had | ooked at appears to
be contrary to the unit-of-property nethodol ogy.
woul d expect Ms. Hamrer to say, Well, because that's a
m nor unit of property, we expensed it.

Q Can you testify to this Conm ssion under
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oath that you've determned that Aynpic, in fact, is
not using the unit-of-property systemas |'ve generally
described it?

A No. Al | can testify tois |I've seen no
explicit -- anything |I reviewed did not show a solid
reliance on units-of-property approach to expensing and
capitalization.

Q Does the USOA require Aynpic to record AFUDC
on its books and records as opposed to making a
calculation of it and submtting it at the tine that it
submits Form No. 67?

MR, TROTTER: | will object. That's a
compound question, and | don't think USOA requires FERC
Form6, so I'll object to lack of foundation to the
second questi on.

JUDGE WALLIS: M. Harrigan, do you want to
split it up?

Q (By M. Harrigan) Does A ynpic conpute and
record AFUDC on its Form 6, the ones that you revi ewed?
On Page 7007
Anywher e.

| believe on Page 700 they do, yes.

o > O >

Does USOA, the Uniform System of Accounts
that FERC requires Oynpic to follow according to

Page 5 of your testinmony, require AQynpic to record
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1 AFUDC on its books as opposed to calculating it and

2 putting it on Form No. 67

3 A It does not prohibit.

4 Q Does it require it?

5 A No, it does not.

6 Q Do you have any di sagreenent that AFUDC is

7 properly allowed as part of the rate-making process in
8 this proceedi ng as under FERC? |'m not asking whet her
9 you agree on the nunber, but do you agree it's an

10 appropriate el ement?

11 A Yes, it is.

12 Q It's appropriate whether or not O ynpic

13 records it on its books, isn't it?

14 A. Not relying on the nunber, but yes, that's

15 correct.

16 Q You tal ked in your supplenmental direct just a
17 m nute ago about the recording of the gain on the

18 SeaTac sale. |Is there any difference of opinion

19 bet ween you and O ynpic's rate case regarding the

20 cal culation of the anpunt of the gain and its effect in
21 this proceeding, or are you in agreenment on the

22 out come?

23 A. | agree with Staff's nethodology, if that's
24 what you are asking.

25 Q No. |'m asking you whether there is any
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di sagreenent between you or anyone else on the staff
and O ynpic's rate case in terns of the result; that

is, the effect, the financial or nonetary effect of the
gain on this proceeding?

A No.

MR, HARRIGAN: That's all | have. Sorry, |
forgot one whol e segnent.

Q I did want to ask you about the paragraph in
FASB 71 that you tal ked about. Wuld you be kind
enough to read Footnote No. 37 aloud that you referred
to in Order No. 5617

A Again, | want to highlight this in contrast
to the rest of the Order. "lIndexing fosters efficiency
by severing the |inkage between traditional cost of
service, rate-nmaking between a pipeline's rate changes,
and the changes in its current operating and investnent
costs. This provides the pipeline with the incentive
to cut costs aggressively since it is assured it may
retain a portion of the savings it generates."”

Q The rel ationship that's being severed there
is, according to that footnote, at any rate, the
rel ati onship between the specific enterprises costs and
the rate as opposed to the indexed costs.

A Again, | disagree, but what's that the

f oot note says.
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Q Looki ng at the paragraph from FASB 71, which
i s Paragraph 65, and that has now been narked, but |
don't have the nunber witten on it.

MR. TROTTER: 1807

Q What Paragraph 65 tal ks about is whether the
second criterion for applying FASB 71 is net; right?

A That's correct.

Q If that second criterion is not nmet in a
particul ar instance, then FASB 71 does not apply in
t hat instance.

A I"'msorry. You are asking ne if this was the
criteria as to if it was net. It is not the criteria.
It's one of the tests as to if it's not met.

Q In other words, as | understand it, there are
t hree bases on which it can be determ ned that FASB 71
does not apply, and this second one is one of those.

A. That's correct.

Q What this paragraph is tal king about is one
aspect of applying the second criterion.

A Correct.

Q And it says, "If rates are based on industry
costs or sone other neasure that is not directly
related to the specific enterprises costs, there is no
cause-and-effect relationship between the enterprises

costs and its revenues." And essentially, it goes on
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to say that where that is true, FASB 71 doesn't apply;

right?
A. Correct.
Q VWhat the footnote that you just read is

saying is that when rates are based on indexing, the
relationship to the specific enterprises costs is
severed; right?

A Again, the footnote is in conflict with the
rest of 561 and 561-A. If you read either of those,
you will see that actually there is a direct link
bet ween t he two.

Q When you say, "the footnote is in conflict

with 561," the footnote is in 561, is it not?

A. The body of 561.
Q The footnote is in 561, is it not?
A I"'mdifferentiating between the actual Order

itself and the footnotes. Yes, it is in 561, but it is
in conflict with the rest of 561

Q Do you have any know edge as to whet her
QO ynpic's rates have been the result of indexing?

A My research shows that it has not been

Q Does your research exclude -- did your
research extend to the cases in which the rates went
up, or was it limted to the three where they went

down?
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A | did an entire search of the entire docket
at FERC, and | did not open every case, but | also
sear ched conpani es that had i ndex changes, and the

description was explicit that there is index change.

Back to 1982, | saw no description that described index
filing.
Q Do you agree that there is a potential for

Oynpic's rates to result fromindexing at any point in
time?
MR, TROTTER: |'IlIl object --
Q In other words, is Oynpic potentially
subject to index rates?
MR. BRENA: Could I ask for clarification, if
we are tal king about federal indexing?
MR. HARRI GAN: W are.
MR, BRENA: Then | will object based on
rel evance. There isn't an indexing systemin this
state.
JUDGE WALLIS: The topic has been expl ored.
| believe that this question is within the topic, and
will allowit.
THE W TNESS: Could you ask the question
agai n?
Q (By M. Harrigan) |s Oynpic potentially

subj ect to FERC i ndex indexed rates?
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A. Yes, they are.

Q In the circunstances of a conpany with a
si ngl e pipeline operation, does FASB 71 provide for a
situation where you would apply it to the intrastate
rate-setting process and not to the interstate?

A Yes.

Q Doesn't the situation of differentiating
apply only where there are nmultiple operations?

A No. They are tal king about jurisdiction. If
in one jurisdiction the criteria is nmet and in another
jurisdiction, the criteria is not net, the jurisdiction
in which it is not met, FASB 71 will be discontinued,
and the one that is net obviously continues.

Q You are suggesting that that is independent
of whether you can segregate the operation of the
busi ness when it has a single operation |ike a pipeline
where the same material is flowing through the sane
line that goes to the intrastate destinations as to the
interstate destinations?

A One is interstate. One is intrastate. W do
separations all the time. | believe your auditor
shoul d be able to do that, but he wouldn't have to
because indexing falls under FASB 71

Q According to your interpretation of Footnote

37 and the bal ance of 561
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A. Actual ly, the FASB rel eased -- off the top of
nmy head, | can renenber too there is a FASB 33 that has
been superceded. FASB 89, both of them deal with price
changes due to inflation, and what they do is they take
the financial statement and they adjust -- it was an
experinment during the periods of hyperinflation.

They adjusted financial statenents for the
effects of inflation, and they used basically the sane
approach. They used, | think, the CPl instead, and
they woul d adjust the assets up to the current cost. |
thi nk FASB woul d have a hard tine with sonebody saying
that by adjusting those financials under 33 and 89 that
those financials for that specific conpany is no |onger
cost-based. O course they are cost-based. They are
cost - based adjusted for inflation.

Q Has this Conmmi ssion entered an order creating
a system of accounting that it has directed O ynpic

Pipe Line to follow and is filing it for its rate

i ncreases?
A No, | believe not.
Q Has this Comnmi ssion accepted filings from

QO ynpic for years that were based on the FERC system of
accounti ng?
MR, TROTTER: |'Il object to the question

The word "acceptance" is a legal term or it's a
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confusing term

MR, HARRIGAN: |'ll change the question.

Q Has this Conmmi ssion acted upon and i ssued
rates based on filings by O ynpic under the USOA and
FERC- based accounting systens for nmany years?

MR, TROTTER. |'m going to object to the sane
guestion. "Acted upon,"” again, fromwhat | understand,
the Comnmi ssion did not act upon. They let the rates go
into effect by operation of law. | don't want to be
hung up on semantics here, but --

JUDGE WALLIS: We understand the difference
in perspective, and rather than resolve that here,

M. Harrigan, if you want to try to rephrase the
questi on.

Q (By M. Harrigan) Are you aware that this
Conmi ssion has in any previous year objected to
Oynpic's filing it for rate increases based upon the
submi ssion of a Form 6 and otherwi se conplying with the
FERC and USOA requirenents?

A It's nmy understanding they've allowed -- the
Commi ssion has allowed the rates to go in through the
operation of |aw.

Q Based upon filings that were prepared in
accordance with the FERC and USOA requirenents; right?

MR, TROTTER: |'Il object at this point. |
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1 think this is beyond the scope of this witness's

2 testimony. |If he has personal know edge, that's fine.
3 I don't think he does.

4 JUDGE WALLIS: The witness may respond, if he
5 knows.

6 THE WTNESS: | would rather not answer. |

7 believe it would be nore of a guess.

8 MR. HARRI GAN: | have no other questions.
9 JUDGE WALLIS: Let's take our break now
10 We'll return at 7:15.

11 (Di nner recess taken at 5:45 p.m)
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EVENI NG SESSI ON
(7:20 p.m)

JUDGE WALLIS: As a prelimnary matter
M. Trotter has provided copies of errata to the
testi nony of Danny P. Kernode consisting of one page
pl us cover sheet and certificate of service. |'m
mar ki ng that as Exhibit 1809 for identification. |Is
there any objection to its receipt in evidence? Let
the record show there is no response, and 1809 is

recei ved. Conmi ssioner questions?

CROSS- EXAM NATI ON
BY CHAI RWOVAN SHOWALTER

Q If you could turn to Exhibit 1105, and in
particular, it seenms to be Section 1-3.

A I'"mthere.

Q I would like to try to understand this a
little better, and | would like to |l ook at 1-3 and 1-4,
but 1'm hoping to go only one sentence at a tinme. So
focusing on the first sentence, which begins, "Each
carrier shall...", it seens to me to state that as near
as may be ascertained that you enter the transactions

into the account not 60 days after the |last day of the

period -- and here's what | want to concentrate on --
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the period for which the accounts are stated. So
doesn't that nmean if you are entering sonething for the
nmont h of Septenber, you should acconmplish it within 60
days after the last day of Septenber?

A. Yes. Usually, we call it a closing period.
We have 60 days to close that nonth's books.

Q But this sentence al one doesn't tell ne what
should go into Septenber. So far, all it says is for
things that are going into Septenber, get it done by 60

days after the | ast day of Septenber, this sentence

al one.
A. Correct.
Q So now |' m asking, the next question is,

wel |, what should go in the nonth of Septenber, and
that wasn't the question to you. | read to 1-4, which
is the accounting nethod, and it says, "This system of
accounts shall be kept by the accrual method," and that
led me to speculate, well, maybe that will tell us
what's supposed to go into Septenber as opposed to
things that don't.

Now, the next sentence sinply says, "The
basis for accruing shall be consistently applied." So
to nme, that sentence also isn't actually telling me
what goes into the nonth of Septenber. It just says,

what ever you do do, do it consistently. Do you agree
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with that?

A I think accounting, per se, no natter what
basi s of accounting you have -- you have regul atory
accounting, financial accounting -- they all have at
their root a basic understanding, if you will, of when
a transaction is incurred, and so | believe when they
say the basis used for accruing i ncome or expense itens
for each nmonth shall be consistently applied, that
basis is when that transaction is incurred, and | think
that applies to at least the forms we are tal king
about, the regulatory formand the GAAP form so
thi nk that when that transaction is incurred, that's
when it should be recorded, and it should be recorded
on a consi stent basis.

Q Well, 1 understand the consistent part, but
it seenms to nme that without reverting to sonething
el se, perhaps a commn understandi ng of what accrua
met hod neans, | don't know, but the only thing I'm
getting out of these sentences, per se, is do it within
60 days and be consistent.

But as to the third piece, which | think was
your piece, was saying, And furthernore, you must
account for the transaction in the nonth in which
well, in which, what, in which its billed to you or

theoretically the nonth that the liability arose, but
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for that third piece, in your view, is it stated right
here, or do you have to know from el sewhere what the
accrual method is?

A | believe you have to know from el sewhere,
and | believe that's sonething that | refer to in ny
testinmony that the FERC USOA is really a road map, a
general road map, but you have to go deeper. You have
to go into that general accounting literature, which is
basi cal |y GAAP, and the FERC USOA relies heavily on
GAAP.

Q So when the sentence says, "This system of
accounts shall be kept by the accrual nethod of
accounting,"” it's alluding to sonething called the
accrual nmethod of accounting, which it's presuni ng
readers, or at |east experts, will know what it neans.

A And it has a defined term |It's when
expenses incurred or revenues earned. That's a nice
broad Accounting 101 cut at it.

Q Of course, | never took Accounting 101, which
is one of the problens here, but it's not a defined
term actually, in this docunment. | |ooked that up,
and it's not there, so we have to | ook el sewhere for
what the accrual nethod neans.

A And | believe that accounting literature, per

se, discusses that concept deeper
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Q So is it correct to say that given your
under st andi ng of what the accrual nethod neans to begin
with, then when you conbi ne that understanding with
these sentences here, it nmeans, to you, that
transactions for which one receives a bill in the nonth
of Septenber should be accounted for in Septenber and

shoul d be booked within 60 days of the end of

Sept enber ?
A That's a valid statenent.
Q Next | want to turn to the discussion of does

or doesn't FASB apply, and | think | want to focus on
M. Ganz's testinony, which is Exhibit 1101-T on Page
7. At least that's a good place to start. One of ny
problems with trying to understand this is that there
seens to be exceptions to exceptions or nmultiple
criteria. By the tine you get finished, |I forget where
I am So can we begin in the nost elenmentary way so
I"mnot going the wong way? To begin with, is it your
view that FASB 71 does apply?

A FASB 71 does apply, yes.

Q Then do you agree that in order for FASB 71
to apply, three criteria nust be net?

A Yes.

Q Now | ooking at M. Ganz's testinony on

Page 7, he's focusing on the second criterion. The
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first point is that all three criteria nmust be present
in order for FASB 71 to apply; is that correct?

A Yes. |If one fails, it does not apply.

Q But now that we are just focused on the
second one, he has four elenents, and am | right that
if any of the four is applicable, then does the second
criterion apply, or nust all four of these apply?

A Those four, Line 8 through 16 are rate-naking
met hodol ogi es that the FERC uses so --

Q But they are in the alternative, aren't they?

A | believe the indexed rates on Line 8 is the
primary, what FERC considers the primry rate-naking
nmet hodol ogy. The other two, market-based rates,
settl ement rates, and cost-of-service rates, are
secondary.

Q Al right, but let ne ask this question. The
criterion is up at Line 4, and it's that rates are
designed to recover the specific enterprises costs, so
that's the criterion. So now we have to decide, or
this line of thinking is trying to decide, whether

rates are designed to cover the specific enterprises

costs.

A. Correct, through the FERC net hodol ogy.

Q The first thing on the second criterion --
it's not all laid out here, but is the criterion that
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rates are designed to recover the specific enterprises
costs, or is it that rates are designed to recover the
speci fic enterprises costs under FERC net hodol ogy?

A No. \Whatever nethodol ogy, the methodology is
wi de open as long as the rates are designed to recover

that specific enterprises costs.

Q So in general, if rates are cost-based, then
the criterion will be net; is that correct, in your
opi ni on?

A. | believe that's true, yes.

Q We mi ght have some argunents about what is or

isn't cost-based.

A That's correct.

Q But whatever it is, it need not be FERC s
cost - based.

A That's correct.

Q In fact, is this criterion linmted to the
jurisdiction at issue?

A. No. It's any regulatory body as |ong as
those rates of that regulated entity are set to recover
its costs.

Q But let's suppose in this state, we have
cost-based rates and that at FERC, they don't have
cost-based rates. \What does that nmean for the second

criterion?
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A. There is a provision in FASB 71 that says if
in one jurisdiction, the criteria does not neet, and in
anot her jurisdiction, it does neet, the jurisdiction of
which it does not meet, FASB 71 will not be appli ed,
and the jurisdiction it does will be applied, so you
could have --

FASB 71 says AFUDC is allowed for regul ated
entities, not for regular entities, so they would
literally have the AFUDC fromthe jurisdiction that the
criteria applies to on the books. The other part of
the operations of the sanme conpany that the criteria
did not apply to would not be allowed to approve AFUDC
for financial reporting purposes.

Q For our purposes here in this Conmmi ssion
aren't we trying to deci de whether we either have or
will have -- let's not splice that one -- rates
designed to recover this specific conpany's costs?

A | believe even if -- again, just
esoterically -- if the Commi ssion took the FERC
approach or maintained the regular depreciated origina
cost approach, both of those nmethods are designed to
recover AQynpic's costs, and therefore, FASB 71 woul d
apply.

Q That wasn't ny question. M question is

regardl ess of where we get our own rates from isn't
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the question for us whether our rates, however derived,
are designed to recover costs for purposes of our
applying FASB 71 or not? Supposing we decide not to
have a cost-based rate but FERC does. Wuld the second
criterion be met for this jurisdiction?

A No.

Q So isn't the only question that we need to

answer is whether this Conm ssion's rates have

been/are/wi |l be designed to cover costs?
A Yes.
Q Then the next question is, well, what are our

rates designed to do, and one of the proposals in front
of us is to use the FERC net hodol ogy.

A Correct.

Q So now where you were | eading, so if we adopt
the conpany's proposal to use the FERC net hodol ogy,
then we get into the question of whether the FERC
nmet hodol ogy, or not the FERC nethodol ogy, but the
conpany's rates are designed to recover costs under
FERC net hodol ogy.

A Yes.

Q Then that brings us over to this Footnote 37,
I think, in the Order, so maybe we can turn to that,
but 1'mgoing to cone back to those other points under

M. Ganz's testinony.
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I"'mnow | ooking at this Order 561, and the
pages on the cover, Footnote 37, and | did have time to
look at this a little bit. This Oder nmay be out of
date, but let's stick with this Oder for the tinme
being. On Page 30947, which is the page before the
footnote, | see that it says, "The indexing systemis a
nmet hodol ogy for changing rates. Generally, the initia
rate will be established by a cost-of-service show ng,"
and that would be ny first clue that index rates are
designed to recover costs because they start with,
general ly, by establishing the costs and then
ratcheting up or down.

A Correct.

Q And then | also noticed on the next page, on
Page 30949, the bottomof the first columm, it says,
"First, the indexing nethodol ogy sel ected by the
Commi ssion in this final rule is cost-based. That's
further discussed below," and it goes on

| guess what |'m wondering about is the
interplay of this |anguage and the footnote, and would
this interpretation be correct, indexing begins with
costs and is a cost-based net hodol ogy, but once the
costs are established, the rates go up and down
according to an index, not, per se, the costs of the

conpany, but that the index itself is designed to
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roughly correlate with the costs once they are
est abl i shed.

A I would consider the indexing is a surrogate
for the actual costs.

Q So it's a matter, | suppose, of
interpretation in the end whether we on this Comm ssion
woul d, should we use the FERC net hodol ogy besi de that
the indexing nmethod, if the conmpany uses it, is
cost - based or not?

A. One reason | guess | spend sone tinme | ooking
at this is that Oynpic Pipe Line will be getting a
financial audit, and the prior auditors apparently did
not think, Arthur Anderson did not think that FASB 71
appli ed.

As pointed out, the AFUDC is obviously an
integral part of their rate case. By having FASB 71
apply, the conpany's auditors would review the AFUDC
cal cul ation annually, and if it's probable that the
recovery will happen, then they will put it on the
books, and I think for this Conmm ssion, it gives sone
| evel of assurance that that AFUDC nunber is not only
bei ng recorded contenporaneously with the rest of the
financials but it has been reviewed by an independent
party.

Q Back on M. Ganz's testinmony, 1101-T, Page 7,
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he lists between Lines 8 and 16 these four
possibilities. |If we are down at Line 16,
cost-of-service rates, rates based on 154-B

nmet hodol ogy, if that is the case, is the second

criterion clearly nmet?

Q My last area of inquiry is on the painting of
t he pi peli nes.

A The tanks.

Q Now |I'm mi xed up already. Renmind ne what was
the operation that had to do with the length of the
pi pel i nes?

A That was replacenent of pipe.

Q In your view, how should replacenent pipe be
accounted if it's less than 1,000 feet?

A Usi ng the units-of-property theory, it should
be expensed. And what happens, and you see this when
you have a multiple-year history, using units of
property, those costs will reoccur. They will conme and
reoccur and reoccur, and it's proper. That works.

It's when regul ated conpani es --

The New York Times had the article about
conpani es that tend to overcapitalize to increase the
bottomline. Regulated conpani es have the tendency to

undercapitalize to decrease the bottomline. | think
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the problemthat |I'm approaching in ny testinony is the
maj or mai ntenance expenses that are being expensed that
are not reoccurring.

Now, rates can be set to recover a previously
incurred cost, and I think you nentioned at one tine
about earthquake damage. That damage can be recovered
over a three-year period. That's an incurred cost
that's all owed for regulatory purposes to be recovered
over a period of time. That's a previously incurred
cost.

Then you have a cost that you expect to
reoccur, so the rates are being put in place not
because of that expense but because we expect sinilar
expenses to cone in the future. The line |owering and
some of the other nmjor nmaintenance issues, | don't
think, do not appear to be recurring in nature.

Q But my question was nore about pipe
repl acenment.

A. Pi pe replacenent, | think in a solid
conpliance with the units-of-property approach with
realistic standards, and they nention they maintain the
FERC standard, | think should be expensed.

Q Is that what the Staff proposal contains?

A | believe, and | guess that's why |

digressed. | believe that Staff's proposal is renoving
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t he maj or mai nt enance expenses as bei ng not reoccurring
and not based on a unit-of-property concept.

Q I's pipe replacenment in the Staff's view
t oday, your view today, considered to be a reoccurring
expensed cost or not?

A I will have to defer that to M. Col bo. |
don't know. | just know that it seens |ike an oxynoron
to me when we tal k about mnor units being replaced
under maj or mai ntenance one-tinme expenses. It doesn't
seem to make sense to ne.

Q What |'mtrying to do is get away froma

| abel called "mjor maintenance" and trying to
determine, is it something that should be called an
expense or is it sonmething that's capital, and what
actually is it? Wat's happening on the ground and how
shoul d we treat that, because in the end, don't we have
to make that kind of judgnent. That is, it's not a
matter of labels. It's a matter of judgment as to what
| abel to give it?

A That's correct.

Q So you think M. Colbo is the better person
to ask that particul ar question?

A. I believe he | ooked closer at those specific

transactions better than | did.

Q What about painting the tanks? |s he the
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nore appropriate person to ask that question?

A | addressed it just because M. Ganz
addressed it. As far as the actual expenses being
cl ai med by the Conmpany, M. Col bo would be the one.

M. Ganz refers to it as, like | said before, that this
is a maintenance itemthat increases |ife over one
year. However, it's a nmintenance itemthat's
expensed, and that's why | discussed it. As far as
that it's nore of an adm nistrative convenience that's
done that way than actual conpliance with any type of

t heory.

Q As far as line lowering, why the line is
bei ng | owered and what the effect of it is on the line,
is M. Colbo better for me to ask that question or you?

A Let me try.

Q Al right. First of all, am| correct that
in Staff's case, that's considered to be a capita
expendi t ure?

A That's correct.

Q So the question is why? |Is it because it's
one time or because it has sone |ife-extending property
about it or both?

A. I would say both, and that it's -- | believe
the Conpany is trying to somehow bring the 1,000 feet

of pipe replacenment to a line lowering. In my mnd, |
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can see a crew going out and pulling 100 feet of |ine
and replacing it.

To me, there is no conparison between
stopping a river, digging a trench, reengineering,
lowering it down. There is no conparison, so | think
that not only is it extending life, the question of the

reengi neeri ng, everything involved, and frankly, |

think the size of the expense -- | think regulatory
theory allows, like you said on the earthquake damage,
if this thing is truly -- | believe it was 400, 000 --

if this is extraordinary, then it either should be
renoved as one time or as a matter of fairness,
recovered over an extended anount of time, and that's
just giving the benefit of doubt that it should not be
capitalized, but to run it through the incone statenent
for recovery and rates in one year w thout any type of
track record that this line | owering happens every
year, | think Staff would be very hard put to recomrend
t hat .

Q If you had a section of pipe of the sane
I ength, but somewhere el se, sone nondescript farn and,
but somet hi ng had happened to it causing the Conpany to
have to dig it up and replace it, for a nornmal type
cost to dig such a pipe up and replace it, would you

categori ze such an expense differently fromthe line
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lowering in this instance?

A Yes, | would, because | believe it's routine,
and that's probably sonething that happens every nonth
of the year, probably nultiple times. Especially since
Aynpic is spending an awful |ot of tinme breaking on
t hi ngs, obviously, it's going to happen a lot. | guess
the only caveat is that this routine expense in this
case higher than normal because of their programis so
strong, but in general in the theoretical sense, yeah
| believe that woul d be a nmi ntenance expense.

Q For the line lowering cost, if it were
anortized over some period of years, then sonme of the
costs woul d be recognized in expense items for the test
year; is that correct?

A. Correct, depending on the length that you
were anortizing it. The theoretical recommendation
woul d be that that inprovenment would be anortized or
depreci ated over the |life of the remaining section that
it was added to, assunming that that whole section would
be repl aced.

And | frankly don't know engi neering, but
let's say that section is the last 10 years and it's
now t hree years old, | would depreciate that |ine
| owering over seven years so that it would synchronize

with the rest of that pipe, but again, that's a
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t heoretical approach, but they would recover it.
CHAl RAOMAN SHOWALTER: | think that's all the

guestions | have. Thank you.

CROSS- EXAM NATI ON
BY COW SSI ONER HEMSTAD:

Q M. Kernopde, I'minterested in your sumrary
on Page 3 at Line 9 through 12 in which you say in your
pr of essi onal opinion, the accounting policies,
practices, and procedures of O ynpic Pipe Line cannot
be reasonably expected to produce financial data that
conforms to GAAP on a consistent and conprehensive
basis, and then in your conclusion on Page 15, you take
a paragraph to say it nore el aborately, and your | ast
sentence is, at 9/11, "Reliance on the financial data
for the test year that O ynpic has produced based on
its accounting systemis linmted due to the weaknesses
in that accounting systemthat | have di scovered."

Al well and good, so what do we concl ude
fromyour conclusion? | assune what you are saying is
t hat the Conpany's financial statenments cannot be
relied upon?

A I'"'mnot saying they can't be relied on. |

believe it's in a gray area there. |1t's not that they
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are totally worthless, but | believe that a close eye
has to be put on the accounting of O ynpic Pipe Line.
They are going through the audit. | guess I'm
concerned that in the future or as they go forward that
they have to get their books in a better position
I know our auditors have spent a lot of tine

wor king with the nunbers and have tried in all fairness
to put together the best case they can, so | believe
you can rely on -- I'll leave it at that. | believe
the auditors have tried the best to put together the
fairest case they can.

Q You are saying the Staff w tnesses that
wor ked the issue did the best they could to cone up
with what they think are the best nunbers for the
pur poses of this case.

A Yes, sir.

Q | take it fromyour testinony it's as much
about the future and adnonitions about how the Conpany

shoul d function in the future.

COW SSI ONER HEMSTAD:  That's all | have

Thank you.
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CROSS- EXAM NATI ON
BY COW SSI ONER OSHI E:

Q M. Kernode, were you in the hearing room
during M. Fox's testinony when he testified as to the
audited financial statenents that were being conpleted
by Ernst and Young for 2001?

A Yes, | was.

Q Is it unusual for a conpany to audit the
books of the nobst recent past year w thout having
audi ted the books of prior years?

A Yes. Wien | heard that, | was kind of
confused. 1've seen audits of inconme statenent only,
and that relied on just that current year, that there
was no opinion given for the bal ance sheet, because
obvi ously, the bal ance sheet is a cunulative type of
t hi ng.

One of the concerns of any auditor is not
only are things -- they fear that things may be
m sstated, but they fear that things may be omitted
intentionally or just by m stake. By auditing the
bal ance sheet fromthe |ast audit, the auditor -- as a
matter of fact, there is auditing standards -- the
auditor that is currently auditing the bal ance sheets
nmust make explicit reference in his work papers that he

is relying on a predecessor's audit for his bal ance
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sheets for the purposes, so to -- frankly, | don't know
how they are going to produce an audited bal ance sheet
that says it is not nmsstated in any naterial terns

wi t hout having an audit for the prior bal ance sheets.

Q In your opinion, would this result in a
qualified opinion after the conpletion of the audit?

A It can be a qualified. It could be a clean
opi nion on the inconme statenment with qualified on the
bal ance sheet.

COW SSI ONER OSHI E:  Thank you. No further
guesti ons.

CHAl RMOMAN SHOWALTER: | have one nore
guestion just in case you are the right w tness, but if
you aren't, let nme know M. Fox testified that a
normal ratio of revenue to O&M for a pipeline conpany
is in the range of 1.75 to 2.25. Do you have any
opi nion not on what is normal but what is justified, or
is another witness for the Staff a better person to ask
t hat question?

THE WTNESS: | have no opinion of it, and
I"'mnot sure if another wi tness does, to tell you the
truth.

CHAl RWOMVAN SHOWALTER:  Thank you.

JUDGE WALLI'S: Fol | ow-up questions?
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FURTHER CROSS- EXAM NATI ON
BY MR. HARRI GAN:

Q I's replacenent of 500 feet of pipe ngjor
mai nt enance?

A. Well, | think it's precisely what the Chair
says. You start putting |labels on things because of a
certain criteria. |f that 900 feet of pipe happens to
be under bedrock in which a nountain had just slid over
the top of, | would say that's major, but if that sane
bit of pipe is actually held up by cenent posts that
they can get to in a Jeep trail, | would probably say
no, but | don't think, at least in pure accounting
term nol ogy, mmjor maintenance, | don't think that's
defi ned anywhere.

Q You' ve excluded all nmjor nmaintenance

expenses that are included in the Oynpic O&M cat egory;

right?
A | have not. Maybe Staff, yes.
Q That's without regard to whether those are,

in fact, repeated operations over a period of years and
different areas of the facility; right?

MR. TROTTER: |'m going to object to the
gquestion as being beyond the scope of this witness's
testinmony. He's not sponsoring the adjustnment.

Q Do you know how many |ine | owering operations
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A ynpic has to engage in each year?

A No.

Q Do you know how |l ong the section of |ine was
that was |lowered in the case that you refer to in your

testi nony?

A No.
Q Do you know why it had to be | owered?
A | forget. | contacted the County. The

County said there was actually three projects that
O ynpic Pipe Line was doing at the tine. Two were --

Q Do you know why it had to be | owered?

A I'"'mgetting there. Two, | think, were
conpl eted, and they were mnor projects, and the one
that they discussed was a pi pe that was bei ng exposed
because of runoff and that they were doing sonme type of
bri dge buil ding, but that had not occurred yet, so what
I"msaying is, | tried to find out, but the County
seemed not to know anything about it, so | don't know.

Q If the line was being | owered sinply because
there had been erosion of the surface above it so that
it no longer net the mninmum depth requirenents, do you
know how frequently that sort of problem occurs?

A No.

Q Do you know what it would cost to replace 900

feet of pipe that was buried at the nornmal el evation of
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1 nmost of A ynpic's line in not particularly

2 extraordi nary conditions?

3 A No.

4 Q Is it possible it would cost nore than

5 $400, 000?

6 A. As a hypothetical ?

7 Q Yes.

8 A ' m sure.

9 Q But it would still be appropriately expensed

10 because it occurs frequently; right, as long as it's

11 under 1,000 feet?

12 A And | think that goes to --
13 Q Is that correct?
14 A. Yes, it would be for financial accounting

15 pur poses or for FERC purposes. However, the Comm ssion
16 woul d have the ability to take that expense and renpve
17 it for rate-meking purposes, and like |I was saying

18 before, anortize that period over, that expense over a
19 reasonabl e amount of tine.

20 Q But the criticismin your testinony relates
21 to how O ynpic accounted for it, doesn't it? It

22 doesn't relate to what the Conmi ssion mght do with it
23 | ater.

24 A Yes.

25 Q Do you know O ynpic is running smart PIG s
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through its line to detect anomalies that may require
attention?

A Yes.

Q Do you know how many occasions O ynpic has to
excavate lines that are in water ways or other
| ocations |like that because it plans anonmalies and
needs to figure out what's going on?

A The Conpany did not provide any of that
i nformati on, no.

Q Did you ask themfor it?

A Again, | was exam ning the records. | would
assune that the Conpany would have provided it, so no,
| didn't ask for it.

MR. HARRI GAN. | have no other questions.

REDI RECT EXAM NATI ON

BY MR TROTTER

Q Turn to Page 7 of your Exhibit 1801-T. On
the | ast paragraph, you were asked several questions
about the 148 transactions in the Conpany's Septenber
2001 | edger.

A Yes.

Q I think the Chai rwoman focused you in on

this, but for the invoices that were dated July and
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August and May and March and February that were booked
i n Septenber under the 60-day rule in the Uniform
System Accounts, in what nonths should those invoices
have been booked under the accrual method of
accounti ng?

A. July expenses would be booked in July, August

expenses in August, May in May.

Q And so on?

A And so on.

Q When did Aynpic, in fact, book thenf?

A Sept enber.

Q I want you to assunme that Septenber was the

first nonth of a test period for rate-nmaking purposes.
Do you have that assunption in mnd?

A Yes, sir.

Q In order for Septenmber to be representative,
woul d you have to renove the transactions with invoice
dates in the prior nonths?

MR, HARRI GAN: (Objection for |ack of
foundation since it depends on what happened the other
nont hs.

MR, TROTTER: | can respond if you want.

JUDGE WALLIS: Very well

MR, TROTTER: The question was asked fromthe

Bench about representativeness of the Conpany's books
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of accounts, and now I"'mtranslating the
representativeness of the books of accounts into the
rate-making context. | think it's pretty obvious if
there is transactions in Septenmber that were incurred
in prior nmonths, you would need to renove them for
rat e- maki ng purposes, and that's the point I'mtrying
to make.

JUDGE WALLIS: | don't believe that there are
any assunptions necessary as a foundation for the
question. | believe the question is proper

THE WTNESS: Wthout renoving them it would
gi ve the appearance of Septenber had a | evel of
expenses that in fact it did not have.

Q (By M. Trotter) Likewise, if the test
period from 2001 only included the nonth of January and
February but a February invoice was recorded in
Sept enber, woul d February be representative?

A No, it would not.

MR, TROTTER: Those are all ny questions.
Thank you.

JUDGE WALLIS: |Is there anything further of
the witness? There is no response, and M. Kernpde,
you may step down. Let's be off the record for a
monment .

(Di scussion off the record.)
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JUDGE WALLIS: Let's take up tonmorrow with
M. Twitchell. W' ve made inquiries about the expected
I ength of the open neeting for tonorrow and understand
that it is expected to be short. Now, sonetines our
expectations are not net, but that's the best we have
to go on. So we are looking forward to starting at 11
o'clock. |If the unexpected happens and the neeting
runs |long --

(Di scussion off the record.)

JUDGE WALLIS: W are continuing this
eveni ng's session for the purpose of preparing
M. Twitchell for his exam nation tonorrow. Maurice L
Twi tchell has been called by Comr ssion staff to appear
at this time. M. Twitchell, will you please stand and
rai se your right hand?

(Wtness sworn.)

JUDGE WALLIS: In conjunction with
M. Twitchell's appearance, the Conmi ssion staff has
prefiled a nunber of documents. These docunents have
been marked for identification at the June 13
admi ni strative conference as Exhibit Nos. 1901-T
t hrough 1915. The description of those docunents is on
the record of that proceeding and need not be repeated
here.

In addition, Tesoro has presented two
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docunents for possible use on cross-exam nation of this
Wi tness. Those are the joint declaration of Robert

Col bo and Maurice Twitchell in support of Staff's
notion to dismss dated March 27, 2002, which is marked
as Exhibit 1916 for identification, and the deposition
transcript of Maurice L. Twitchell, dated June 5, 2002.
That docunment is marked as Exhibit 1917 for
identification. M. Trotter, do you wish to qualify
M. Twitchell at this time and deal with errata?

MR. TROTTER: Sur e

DI RECT EXAM NATI ON

BY MR. TROTTER

Q M. Twitchell, please state you nane and
spell your last nane for the record.

A My nanme is Maurice Twitchell
T-w-i-t-c-h-e-1-1.

Q You' re enployed by the WJUTC as a regul atory
consul tant?

A That is correct.

Q In the course of your duties as a regul atory
consul tant, did you have cause to prepare testinony and
exhibits in this proceedi ng?

A Yes, | did.



4600

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Q Subj ect to sonme corrections, is Exhibit

1901-T your direct testinmony?

A Yes, it is.

Q Can you proceed to meke the corrections that
you have?

A Yes. First of all, | wuld like to turn to

Page 2, Line 19. The sentence reads, "Collect tota
revenues of..." and it reads 14,641,838. It should
read 14,724,886. On Line 20, it reads, "permanent
rates of $78,614." It should read, $161,662, and then
it goes on and says, "...or 0.54 percent." 0.54 should
be changed to 1.12.

On Page 10, Line 9, it reads, "Operations for
known and reasonably measurabl e charges to the extent

that charges are... Both "charges" should read
"changes. "

Q Wth those corrections, if | asked you the
qguestions that appeared in 1901-T, would you give the
answers that appear there?

A Yes, | woul d.

Q In the course of that testinobny, you sponsor
Exhi bits 1902 through 1915; is that right?

A That's correct.

Q Are those exhibits true and correct to the

best of your know edge or accurately portray what they
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purport to portray?

A They portray everything except for the
changes we' ve made because of the change in the power
supply.

Q I"msorry. So the change you nade on Page 2
did reflect the power supply adjustnment?

A That's what it reflected.

Q But your exhibits that you sponsor do not
reflect that at this tine?

A. Not these exhibits, no, they do not.

MR, TROTTER: Those are all the questions |
have, and | would offer the exhibits.

JUDGE WALLIS: Is there objection to the
exhi bits?

MR, MARSHALL: The only objection we would
have woul d go to weight.

JUDGE WALLIS: You are free to argue that on
brief, and the Exhibits 1901-T through 1915 are
received in evidence. The witness is available for
cross-exani nation. Because of the hour, the
cross-exanination of this witness is deferred unti
tonmorrows session which we expect to begin at
11 o' clock. Thank you all very rmuch.

(Hearing recessed at 8:25 p.m)



