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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 XXXVI |
OCLYMPI C PI PE LI NE COVPANY, ) Pages 4701 - 4833
I NC. , )
)
Respondent . )

A hearing in the above matter was held on
July 10, 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.

Parties were present as foll ows:

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 ynpia,
Washi ngton 98504; tel ephone (360) 664-1189.

OLYMPI C PI PE LI NE COVPANY, |NC., by STEVEN C.
MARSHALL, Attorney at Law, Perkins Coie, 411 108th
Avenue Northeast, Suite 1800, Bellevue, Washington
98004; tel ephone (425) 453-7314; WLLI AM H. BEAVER,
Attorney at Law, Karr Tuttle Canpbell, 1201 Third
Avenue, Suite 2900, Seattle, Washington 98101;
t el ephone, (206) 224-8054.

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
Attorney at Law, Energy Advocates, LLP, 526 Northwest
18t h Avenue, Portland, Oregon 97209; tel ephone (503)
721-9118.
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| NDEX OF EXAM NATI ONS

W TNESS:
ROBERT G. COLBO
Direct Examination by M. Trotter
Cross- Exam nation by M. Mrshall
Cross- Exam nation by M. Brena
Cross- Exanmi nati on by Conm ssioner Henstad

Redi rect Examination by M. Trotter

KENNETH L. ELG N
Direct Examination by M. Trotter

Cross- Exani nati on by M. Beaver

PAGE NO.

4706

4718

4779

4791

4792

4799

4812
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1
2 | NDEX OF EXHI BI TS
3
4
5 EXH BI T NO. MARKED: OFFERED/ ADM TTED:
6 2001-T 4707
7 2002 - 2003-C 4707
8 2004-C 4707
9 2005 - 2006 4707
10 2008, 2009 4705
11 2010 4717
12 2011 4705
13 2101-T 4800 4801
14 2102 - 2104-C 4800 4801
15 2105 - 2106-C wi t hdrawn on 4798
16 2107 wi t hdrawn on 4798
17 2113 - 2118 4799
18
19
20
21
22
23
24

25
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PROCEEDI NGS

JUDGE WALLI'S: Commission staff has called to
the stand at this time its w tness Robert G Col bo.

M. Col bo, would you please stand and rai se your right
hand?

MR. COLBO | testified in the interimcase.

JUDGE WALLIS: M. Col bo indicates he has
been previously sworn in this matter. W believe
that's correct. | will remnd you that you have been
SwWor n.

In conjunction with M. Col bo's appearance
today, the Commi ssion staff has presented Exhibits
2001-T through 2006 and has al so presented a docunent
i ncl udi ng one page, revised Page 29 of 40 to Exhibit
RGC 6-C, which is Exhibit 2002 for identification. In
addition, Oynpic has presented a docunment designated
2007, and Tesoro has presented docunents designated
2008 and 2009 for identification. 2001 through 2007
are identified in the record of the June 13
admi ni strative conference.

2008 is the deposition of Robert Col bo, June
5, 2002. 2009 is the deposition Exhibit 1 of Robert
Col bo, and in addition, we have marked as Exhibit 2011
a four-page docunent presented by A ynpic for possible

use on cross-exam nation consisting of Pages 111, 212,
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213, and 220 of FERC Form 6, 1999 for O ynpic.

M. Trotter?

DI RECT EXAM NATI ON

BY MR TROTTER

Q M. Col bo, please state your nanme and spel
your |ast nane.

A Robert Col bo, C-o-I-b-o0.

Q Are you enpl oyed by the WUTC as a
transportati on program consultant?

A Yes.

Q In the course of your duties in that
position, did you have cause to prepare testinony and

exhibits in this case?

A Yes.

Q I's Exhibit 2001-T your direct testinmony?
A Yes.

Q Woul d you pl ease direct us to a page where

you have an errata?

A. Page 18.

Q On Page 18, focusing your attention on the
sentence that begins on Line 8 with the words, "no such

ampount , " and continues onto Line 9, should that be

stricken?
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1 A. Yes. | think the inport of the statement is
2 that M. Collins in his case should have renoved the
3 551,000 from his rate-base nunber. That is an
4 i ncorrect inference since his starting point was
5 pl ant -i n-servi ce, which al ready excluded nonoperating
6 pl ant, so that sentence is probably inappropriate.
7 Q Wth the striking out of that sentence, if
8 ask you the questions that appear in Exhibit 2001-T,
9 woul d you give the answers that appear there?
10 A Yes.
11 Q In the course of that testinobny, you refer to
12 various exhibits you sponsor, Exhibits 2002 through
13 2006; is that correct?
14 A Yes.
15 Q Are those true and correct to the best of

16 your know edge?

17 A. Yes.
18 MR. TROTTER: Your Honor, | will address
19 Exhi bit 2010 in surrebuttal, so | will npve at this

20 time for the adm ssion of 2001-T through 2006.

21 JUDGE WALLIS: |Is there objection?

22 MR. MARSHALL: No objection

23 JUDGE WALLIS: Let the record reflect there
24 is no objection and the exhibits are received.

25 Q (By M. Trotter) M. Colbo, | would |ike
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first to talk to you about throughput. You sponsor

Staff's proposal for throughput in this case; is that

correct?
A Yes.
Q Does Staff's proposed throughput figure

i nclude any barrels associated with Bayvi ew bei ng
operational ?
A No.
Q The next subject is advertising expenses.
M. Cummings for Oynpic testified that the $19, 636
that you renoved for advertising expenses in your
adj usting RA-11 was for conmunications by Qynpic to
the public in conpliance with the federal rules. Do
you recall his testinony?
A Yes, | do.
Q How di d he respond?
| reviewed the Conpany's response to Staff
Dat a Request No. 333, and along with that notation with
respect to the $19,000 advertising that was discl osed
to be an ot her-expense item
Anot her part of the response of that data
request was that there was $90, 090 of federally-related
custonmer notification expenses also included in "other"
expenses. So it seens to ne that if there were

federally-rel ated customer notification expenses
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1 i ncluded within the 19,000, it would have been included
2 with the higher 90,000 nunber. | don't see any
3 evi dence in that data response that indicates that any
4 of the 19,000 relates to federally-mndated custoner
5 notification.
6 Q If, in fact, these costs are as M. Cumm ngs

7 represented them should they be allowed in Staff's

8 Vi ew?
9 A Yes.
10 Q I would like to turn your attention to

11 Bayvi ew term nal and your power adjustnent, and could
12 you refer to your Exhibit 2010? In your Exhibit 2003-C
13 at Page 29, was that the correspondi ng page for your

14 power and DRA adj ustnment?

15 A. What page did you give ne?

16 Q 29.

17 A. Yes.

18 Q At the tinme you prepared that page, did you

19 know the correct anmobunt of a rate increase for Puget

20 Sound Energy that was pending at that tinme?

21 A No.
22 Q Do you know the rate increase now?
23 A Yes. There was a settlenent in that case,

24 and the Comm ssion approved the settlenment, and there

25 now are tariff pages that will go into effect effective
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July 1st with those approved rates.

Q Does Exhibit 2010 take into account those new
proposed rates for O ynpic?

A Yes, they do.

Q How el se is Exhibit 2010 different from your
Page 29 of Exhibit 2003-C?

A Ref erences made with respect to the Bayview
expenses for power, and formerly, Bayview received its
power under Schedule 49, but now, they've been
converted over to Schedule 31, and that change is al so
noted on Exhi bit 2010, and in that regard, there was
testimony froma Conpany witness relating to a new
schedul e at Bayview, and | think it was Ms. Hammer, but
I could be nistaken, and she made reference to a
Schedule 13. | think she neant to say Schedule 31 is
effective for Bayview. In any event, that's what |'ve
given as effective in this schedule.

Q Are there any other differences between
Exhi bit 2010 and Exhi bit 2003-C, Page 29, or have you
addressed the changes?

A I think I have. Wth respect to that change
at Bayview on Line 8, the new anticipated future power
| evel for Bayview is $125,105 rather than the $259, 372
that | indicated on the original Page 29. | think that

summari zes the differences.
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1 Q Did the Conpany's power adjustnment in its

2 rebuttal case use the settlenent rates that were

3 approved by the Conmmi ssion?

4 A No.

5 Q Is Oynpic still relying on an

6 ener gy-cost - per-barrel approach?

7 A Yes. They rely on a cost-per-barre

8 approach. 1've addressed the differences between a

9 cost - per-barrel approach and segregating out the

10 variable portion and the fixed portion in ny direct

11 testi nony.

12 Q Ms. Hammer in her rebuttal testinony, Exhibit
13 801-T, Page 10, refers to the Conpany's new SAP

14 accounting system Do you recall that?

15 A Yes, | do.

16 Q She testified on that page that quote, Each
17 entry made into the SAP nodul es has an el ectronic audit
18 trail which allows users to trace back to the origina
19 source, unquote. And on that same page at the bottom
20 she said, quote, Each entry nmade in SAP can be traced
21 back to the original source whether it's a depreciation
22 table, a third-party vendor, or a journal entry,

23 unquote. Do you recall that testinony?

24 A Yes, | do.

25 Q Did you visit the place where Conpany records
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were made available to you?

A Yes. M. Twitchell and I visited the
Eccenture accounting offices for O ynpic in Houston,
Texas in February of this year.

Q Was that during a tinme when the SAP system
was operational ?

A Yes.

Q Did you find that the SAP system al |l owed you

to trace all entries back to their original source?

A. That was not our experience.
Q Can you anplify on that?
A Well, there are docunents that support the

entries into the | edgers. A couple of exanmples | can
cite to involve expenses where BP Pi pelines pays the
expense for A ynpic and then passes that charge back to
QO ynpic. The only docunent that deals with that is a
two- or three-page docunent that is called a "cash

call,” and it says X number of thousands of dollars,
and it got recorded in the expense, but there is no
detail as to what the vendor is, what the project is,
what anything is. It just says "cash call."

The ot her exanples | can think of include, as
| testified in ny direct case, we asked specific

verification questions as they related to the

depreci ati on expense in the SAP system and we were
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told that the basic raw data by asset is entered into
the systemalong with its cost, the date it was pl aced
in service, the depreciation rate and so forth, and
that the systemin turn based on that data generates a
conposite depreciation nunber. W were told while we
were there that there was no way to break out and

di splay by fixed asset what the detail of depreciation
was.

The ot her exanple | can think of relates to
outsi de services expense where there are individua
entries that are recorded in outside service, and then
the system after the nonthly entries are conplete,
goes in and pulls out entries that relate to fixed
assets and entries that relate to nmajor nmai ntenance and
puts themin a different account, but whereas there is
detail shown on the original entry that went into the
one-time maintenance account with respect to the
project and the vendor and the anobunts and so forth,
the entries that pull out those summary nunbers at the
end of the nonth and put themin a different account is
just a dollar anpunt. There is no way to track and
verify between the two which vendors, which projects,

t he conposite anpbunts that make up those totals.

So we asked a | ot of questions about

verification and tracking and trails through the system



4714

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

whil e we were down there, and the conmon response we
got is, "We can't do that. The systemwon't allow us
to do that. W can't drill down. There is no
additional detail available.” W were just running up
agai nst road bl ocks, so | take exception to her
testinmony in her supplenmental rebuttal case.

Q Was one of your assignnments in this case to
anal yze the testinmony exhi bits and work papers of
Ms. Hammer and M. Collins in support of both their
direct and rebuttal accounting exhibits?

A Yes.

Q In either its direct or rebuttal case, did
the Conpany present a restated and pro forma results of
operations in the sense generally applied at this
Conmi ssi on?

A No, | don't think that's the case. The
Conpany started with their basic test year and then
devel oped -- and they call that the base period, and
then they devel oped test period nunbers in nost cases
based on budget infornmation.

In their direct case, it was budget year 2002
information, and in their rebuttal case, it was actua
results for the seven nonths ended April, and there was
two nonths of budgeted nunbers for May and June of

2002, and then based on that nine-nmonth accunul ati on of
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data, they extrapolated it out to 12 nonths. There
were sonme exceptions to that, but basically, that's the
approach they took. There was no tie-in between the
base-peri od nunmbers and the test-period nunbers. In
effect, they have substituted either 100 percent
budget ed nunbers or a conbi nati on of budgeted and
actual and estinmated, and there is no tie-in between
the base period and the test period.

The way the Staff has presented its case, we
start with the actual test-year nunbers, and in our
case, it was for cal endar year 2001. Then we nmde
restating actual adjustnents to that, and after you add
the restating actual to the base period or test year
you get test year as restated. After that's done, then
you devel op the pro forma adjustnents which give effect
to known and neasurabl e changes not offset by other
factors.

VWhen those pro forma adjustments are added to
the test year as restated, then you are at the position
of | ooking forward on a forward-I| ooking basis as what
you coul d expect the operating results of the Conpany
to be in the future before consideration is given to
whet her rates are going to be approved or not. But in
each step along the way, the test period as adjusted

and pro fornmed is firmy rooted in the base-period
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nunmbers. We did not separately devel op test-period
nunbers and plunk it in the test-period colum. W
started with historic actual results, restated them and
pro formed them so that our forward-|ooking |ook is
still firmy rooted in actual operating expenses.

Q You indicated that the Conpany supplied as
part of their rebuttal case actual results through
April 2002. Do you recall that?

A Yes.

Q Has the Staff audited those actual results
t hrough April 20027

A No. There has been no tine.

Q Are you able to offer any restating
adj ustnments to those results without an audit?

A No. Neither to those actual results nor to
the budgeted results for the nonths of May and June.

Q In your 30 years' experience at the
Commi ssi on, have you ever reviewed a conpany's
financial records and not found any restating actua
adj ust nrent s when you' ve had an opportunity to audit?

A No. Invariably, we find restating
adjustnments in the way of extraordinary itenms or
nonrecurring itens or account msclassifications or
sinple errors or whatever.

Q M. Twitchell testified earlier that Staff is
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unabl e to audit budgeted anmobunts. Do you agree with
hi n?
A Yes, | do.
Q Have O ympic's budgets proved accurate?

Not in the conparison that |I've seen on an
expense- by-expense |ine nunber conparison basis.

MR. TROTTER: | nove for the adm ssion of
Exhi bit 2010.

JUDGE WALLIS: Is there objection?

MR, MARSHALL: No objection. That's the
power cost adjustnent, no objection.

JUDGE WALLI'S: 2010 is received.

MR. TROTTER: O her than the questions that
M. Twitchell made to the second page of his testinony,
we haven't tracked this conpletely through the Staff's
results of operations. W are willing to do that if
the Comnmi ssion wants, and certainly, we can do it in
the brief when we provide a final statenment of the
results of operations, but we thought this exhibit
woul d be an expedi ent way of getting the issue before
the Comrission in atinely way. So with that, thank
you for permtting nme to nake that statenent, and the
witness is available for cross.

THE WTNESS: | do have an addition to one of

your questions, if I may? |In ny parlance, "known and
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1 measur abl e” does not mean substituting nore recent

2 actual experience for budgeted numbers. Known and

3 nmeasurable is the test that you apply in devel oping pro
4 forma adjustnents to restate historic results of the

5 conpany. Known and neasurabl e does not nean

6 substituting one set of nunbers with another set of

7 numnbers.

8 Q And the substituting is what the Conpany did,
9 in your opinion?

10 A Yes.

11 MR, TROTTER: Thank you.

12 JUDGE WALLIS: M. Marshall?

13

14

15 CROSS- EXAM NATI ON

16 BY MR. MARSHALL:

17 Q Good afternoon, M. Colbo. On this power

18 cost adjustnment, 2010, that we just tal ked about, you
19 believe that's a known and neasur abl e adj ust nent;

20 correct?

21 A Yes.

22 Q You are taking a nunber that used to be for
23 power costs and substituting a new nunber that's known
24 now as of July 1st; right?

25 A Yes.
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Q You are substituting an actual new nunber
that will be in effect in the rate year; correct?

A Yes.

Q And how do you find the rate year?

A. I didn't hear the question

Q In your testinmony, you used the phrase "rate
year." What's your definition of the rate year?

A Rate year is the period of tine from when the

order in this case comes out with a decision as to
whet her or not there will be a rate increase and how
much and the resulting operating results that would be
expected based on that determ nation.

Q So for exanple, the power costs, because
t hose power costs are going to be in place in the rate
year and you now know themwith sone agree of
certainty, that's why you are going to nake that

change; true?

A Did you ask with respect to power costs?
Q Yes.
A Yes, and | would further provide sone

additional information that that's true, and then we
al so gave effect -- when | did the power cost

adj ustnment, | also had to give recognition to a

di fferent throughput nunber that the Staff is

sponsori ng because power --
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Q Right. As salaries are going to go up for

the rate year, you would want to nmake that change;

true?
A Yes.
Q And i f expenses for maintenance, recurring

mai nt enance were goi ng up, you would want to neke that
change too; correct?
A Yes, if we could get a handle on it and if it

was known and neasurable --

Q I'"mjust asking for the overall concept right
now.

A That's correct.

Q Your testinony now because of the change in

power costs essentially doubles the anbunt that you are
recommendi ng for an increase in this case from 78, 000
to $161, 000; right?

A I think that was M. Twitchell's nunber, and
"1l accept it subject to check

Q Do you know what the Staff's allocation is,
the percentage between intrastate and interstate
revenues, what the percentage is?

A Just a moment. The FERC segment is
approxi mately 62 percent, and the UTC segnent is
approxi mately 38 percent.

Q You gave what the total would be for Staff



4721

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

using the allocation for Washington intrastate rates.
Do you know what the 59 percent rate increase that
O ynpic has in its rebuttal case, what the total dollar
anount is that Oynpic is asking from Washi ngton State
intrastate rates, the increase?

A | don't have that nunber in hand, no.

Q Is it less than $9 mllion a year, rate

i ncrease for Washington State intrastate rates?

A Yes.

Q Do you have an exact figure on that?
A No.

Q The throughput |evel that you are

recommendi ng in your case is approximately 108-mllion
barrels per year; is that true?

A That's correct.

Q And the current rates are set at a | evel of
121-mllion barrels per year, the current tariff in

pl ace now, is that approximtely correct?

A Yes.
Q So all other things being equal, if
t hroughput goes down by 13-million barrels a year, you

woul d expect a need for significant revenue increase
assuning all other things are equal; right?
A | don't think | could agree with that.

Q Didn't you say in your testinony at Page 29
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that throughput is critical because the revenue
requirenent is divided by the throughput, and that
gives you the rate, Lines 4 to 5 of your testinony?

A | have the page number. Could you give ne
the |ine number?

Q Line 5 through 6. Very sinply, the revenue
requi renent divided by the throughput gives the rate?
As the throughput increases, the rate decreases, and
the converse is true, is it not? As the throughput
decreases, the rate increases; correct?

A Yes.

Q So that factor alone, if we were able to
i sol ate that alone, the decline of throughput, al
ot her things being equal, would cause rates to increase

significantly; correct?

A This is in reference to the 121-mllion
barrel s?
Q I'"mjust asking this as a concept, just like

your testinmony was a concept.

MR, TROTTER: |'Il object to the question
The key term here is "significantly" or
"substantially,"” and if we could have some paraneters
so the witness can gauge what M. Marshall believes
that is, that mght help him but right now, 1'II

obj ect.
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MR, MARSHALL: I'Ill accept that as a friendly
amendment .

Q (By M. Marshall) If the throughput
decreases, the revenue requirenent increases, all other
t hi ngs bei ng equal

A Yes.

Q And if you have a 13 to 18 percent decrease
i n throughput, you are going to have an increase in
rates that you would call significant; right?

A Yes.

Q Switching to the cost side of the equation
in general ternms, have safety costs gone up for al
maj or oil pipelines in the United States foll ow ng new
federal regulations at the beginning of this year?

MR, BRENA: (bj ection, foundation.

JUDGE WALLI'S: Does the w tness know t he
answer ?

THE WTNESS: | know that there are new
federal regulations. | also know that Conpany
Wi t nesses have stated that A ynpic is ahead of the
curve and they've already adopted a | ot of the
provi sions that have been called for in the
regul ati ons.

Q (By M. Marshall) Right. So they were

al ready putting into effect sone of these costs that



4724

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

other U S. oil pipelines are now seeing for the first
time in 20027
MR, BRENA: bjection, fact not in evidence.
There is no evidence in the record at all other than
unsubstanti ated testinony that costs have gone up for
ot her mmjor pipelines or that it's inpacted the rates.
MR, TROTTER: | guess | agree. The question

was "all other pipelines.” That's a lot of pipelines,
and if this witness has personal know edge of that,
fine, but maybe the foundation needs to be laid first.

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

Q (By M. Marshall) Your |ast response to ny
question was basically that O ynpic was ahead of the
curve on adopting responses to federal regul ations
whi ch you agree, don't you, have increased costs for
all major U S. oil pipelines; true?

A I don't know how the regul ati ons affect other
pi pelines. | presune that they have increased costs,
but how they affect all the other pipelines, | don't
know.

Q Have you asked anybody about how t hese new
federal regulations are increasing costs for pipeline
conpani es in general ?

A No.
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1 Q Have you tried to figure out what percentage
2 of the increased costs Qynpic is seeing are due to

3 their being ahead of the curve, as you put it, of these
4 new federal regulations?

5 A. No, but to the extent that they are ahead of
6 the curve, those costs are already inbedded in our test
7 year.

8 Q Ri ght, but I'mjust focusing now on the

9 change between prior periods. Take 1998 and the year
10 2000 or 2001. There are increased costs that O ynpic
11 i s experiencing by being, in your terns, ahead of the

12 curve on these new federal oil pipeline regulations;

13 right?
14 A. I woul d expect so.
15 Q Let's go into your background a little bit.

16 Are you a certified public accountant?

17 A No.

18 Q Are you an econom st?

19 A No.

20 Q Are you an expert in the oil pipeline

21 i ndustry structure, financing, or operations?

22 A No, no, no.

23 Q Have you ever worked for an oil pipeline

24 conpany before?

25 A No.
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Q Have you ever been out to see any of
O ynpic's physical facilities, their control room
their operations center, their pipeline system any
segment of their system any of their physical assets
at all?

A. The only facility that |"'maware of is their
distribution facility in Tumwater that's a half a mle
fromnmy house. |'ve seen that.

Q So you don't know about their control center
and their comruni cations center and how they operate in
any way, shape, or form true?

A In general, | know about those things, but I

haven't physically been there to see themin operation

no.
Q Woul d you understand what a SCADA systemis?
A | think I know what it is.
Q A conmuni cati ons systenf
A A control systemthat operates the pipeline

and keeps the control center inforned as to what's
going on in the various segnents.

Q Woul d you know i f there have been changes in
t hose expenses and increased costs due to new
comuni cati ons standards or not?

A | know that M. Talley has testified to that,

and | don't have any reason to doubt that that stuff
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goes on.

Q Do you hold yourself out to be an expert on
FERC Form 67?

A No.

Q You are famliar though with the fact that
FERC Form 6 that O ynpic submits is required under the
Washi ngton Adm nistrative Code for reporting on an
annual basis?

A Yes.

Q Are you the one here at the Comm ssion who
reviews those FERC Form 6's when they cone in each
year ?

A No. Other than perhaps if there is a
subsequent filing, we mght review themin that
context, a rate filing.

Q Who gets those when they cone in?

A They go into the business office, and then

they get stored in the records center.

Q Is there anyone who reviews those, to your
know edge?

A Not that |'m aware of.

Q Have you seen the FERC Form 6's goi ng back to

before 1990? Since you started working on this case,
have you taken a | ook back in the history of FERC Form

6's that O ynmpic has submtted?
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A As | renenber, our records center has FERC

Form 6's available for the last four or five years, and

I'"ve |l ooked at those. | haven't gone back to 1990.
Q Are you aware they go all the way back to
1986? I'Il represent this is from Comm ssion files.
A Those files are not fromthe records center.

It may be from archives or sone other storage sight,
but with respect to the FERC Form6's at this
Conmi ssion that are readily available, | think those
are fromthe records center, and I'monly aware of them
back for the | ast hal f-a-dozen years.

Q Were you the one responsible for suggesting
t hat the Washi ngton Adm nistrative Code require FERC

Form6's to be subnmitted for oil pipeline reporting

pur poses?
A No.
Q That happened in 1989; is that right, when

that regul ati on got adopted?

A. I don't know when that regul ation got
adopt ed.
Q Were you the one at the Commi ssion that was

nost responsible for oil pipeline regulation in 1989?
A. Probably that's hal fway accurate with respect
torate filings, but with respect to adm nistrative

matters associated with regul ati ng pi pelines and
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setting up filing requirements using FERC 6, | didn't
have anything to do with that.

Q There used to be a statute requiring oil
pi pelines to submit finances for approval as opposed to
notice. Do you recall that?

MR, TROTTER. |'m going to object to the
question. It's beyond the scope of this witness's
di rect testinony.

MR. MARSHALL: I'll withdraw the question.

Q (By M. Marshall) Have you ever gone back
and nmade a systematic review of the material on file
here at the Conmmi ssion that O ynpic has submitted in
the formof FERC Form6's or any of the other filings
that A ynpic has had to make? Have you ever gone back
and nade a systematic review to make sure that you've
taken into account all that material ?

A ' m not exactly sure how you define
"systematic," but |I'msure there are docunents around
here soneplace that | haven't seen, so | don't know how
el se to answer.

Q Goi ng back to FERC Form 6, are you famliar
with the accounting approach that the FERC requires
pi pelines to use to fill out FERC Form 6, which is the
Uni form System of Accounts?

A I have seen the Uniform System of Accounts.
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Q So you are famliar with it but you aren't an
expert init. |Is that the distinction?

A | think that's a fair way of putting it.

Q Do you claimto have any expertise in the

Uni form System of Accounts? Do you hold yoursel f out
as an expert in any way, shape, or formon that?
A On the Uniform System of Accounts for oi

pi pel i nes?

Q Ri ght .
A. Not really.
Q Because of that, do you know in which ways

the Uni form System of Accounts approach differs from

that used by nonoil pipeline conpanies regulated by the

WJTC?

A. Coul d you repeat that?

Q Sure. Because you are not hol ding yourself
out to be an expert -- you are just generally
fam liar -- do you know how the Uniform System of

Accounts approach differs fromthat used by nonoi

pi pel i ne conpani es regul ated by the WJTC?

A I think not really.
Q There are certain instructions that go al ong
with filling out FERC Form 6 that are inbedded in the

forms itself. For exanple, on Page 700, there are

i nstructions on follow ng FERC 154-B, as an exanpl e.
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Do you recall that?

A I''m aware of that page.

Q Do you conpl etely understand the instructions
on that page and other pages on how you actually fil
out those forms?

A No.

Q Is there anybody at the WJUTC that has gone in
and done that, to try to figure out whether they
conpl etely understand the instructions on that forn?

A. I haven't. |'mnot aware of anyone el se that
has.

Q Have you read the Opinion 154-B at Page 700
that FERC Form 6 refers to?

A. At some tinme in the past, | have read it
yes.

Q But you don't consider yourself to be an

expert on that or know edgabl e about 154-B?

A No, sir.
Q Not in any way, shape, or form right?
MR, TROTTER: |'Il object to the question

He answered it.

Q ["lIl ask you just a wap-up question. Do you
consi der yourself in any way, shape, or form an expert
on oil pipeline regulation?

A No, | do not.
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Q Actual ly, a whole series of questions may
have been elim nated by a change that M. Trotter had
made, but |I'mjust going to make sure | understand
t hat .

You made a change to take out a reference to
testi nmony about an Exhibit CAH-4. Do you renenber what
page that was at that you made that change?

A Yes. It was on Page 18 of ny direct
testinony, Lines 8 and 9.

Q Let's turn to that. The part that you
elimnated was the part that says, "No such anount has
been renoved fromthe Conpany's rate base is devel oped
in CAH 4, which was Exhibit 703-C; correct?

MR. TROTTER: | believe it's 819

Q What you found fromfurther reviewis that if
you | ook at the FERC Form 6 form which reports
carrier, noncarrier property separately, what you found

out is that indeed, O ynpic never had that amount in so

it never had to renmpve that $551,000 ampbunt. |Is that
true?
A Yes, that is true. The starting point for

M. Collins' exhibit was plant-in-service. By
definition, that already excluded nonoperating
property.

Q But at the tine you wote your testinony, you
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didn't know that by definition it already excluded
noncarrier plant.

A I was under the inpression that M. Collins
had started with total assets, not plant-in-service as
hi s begi nni ng point.

Q Now you know from reviewing the FERC Form 6
whi ch we made those as separate exhibits, 2011, those
pages fromthe 1999 FERC Form 6, and that's where those
nunbers were derived for M. Collins' exhibit; is that
right? That's where you can go back and trace the fact
that he never had the $551,000 in the rate base to
begin with so there was no need to take it out. |Is
that correct?

A That is correct.

Q So when did you determ ne that you ought to
take that sentence out that criticized the Conpany's
rat e- base number for having 551,000 in that it should
not have had in? When did that first cone to your

attention?

A | can't renmenber exactly. It was fairly
recent.
Q Did you come to that conclusion yourself, or

did sonebody el se notify you of it?
A No, | came to it by nyself, and the reason, |

think, for the confusion on the point is that the Staff
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uses a different starting point for the devel opnment of
its case as opposed to what the Conpany did. The
approaches are totally different, npst notably being
what the base period is. W' ve used cal endar year
2001, and the Conpany used 12 nont hs endi ng Septenber
30t h.

The starting point in the devel opnent of the
Staff case was, as M. Twitchell testified, the
Conmpany's response to Staff Data Request 303. Those
asset balances in that schedule are total plant, total
assets, and therefore, in the devel opment of the Staff
case, it was appropriate to renpve the nonoperating
portion, and that's why the Staff did it in its case,
and | assune that it would, therefore, have been proper
for M. Collins to have done it in his case too.

Upon further review, | discovered the
starting point for his case was not total plant but
plant-in-service, so in effect, it had already been
renoved, so he didn't need to rempve it a second tine.

Q Your testinony was filed on May 24th, sane as
M. Twitchell's; correct?

A Yes.

Q Al so, you had work papers that backed up your
cal cul ati ons.

A Yes.
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Q Were those work papers filed with the
testinmony on May 24th, or were they filed also on June
3rd, sane as M. Twitchell's?

A They were filed in response to a data request
by the Conpany, and | think it was concurrent with
M. Twitchell's.

Q Do you have a copy of your work papers to

show how t hick those work papers were?

A Yes.
Q Are they about, what, five or six inches
thi ck?
A I would say that's about correct, yes.
Q Then here are literally hundreds and hundreds

of pages of cal cul ations, exhibits, and so on?

A. Well, there is quite a few pages, yes, of
dat a.
Q Do you have any estimate how many pages there
are?
MR, TROTTER: |'m going to object on

rel evance grounds. W provided the work papers. The
Conpany provided their work papers. |It's irrelevant.
Q The work papers were provided two days before
your deposition; is that correct?
CHAl R\NOVAN SHOWALTER: Don't we have an

obj ection on the table?
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MR, MARSHALL: | withdrew the question.

MR, TROTTER. |'mgoing to object to this
line of questions because it's for no purpose.

MR. BRENA: | will join in that. |If there
were any concerns with regard to discovery matters, the
time to have brought those is not when a witness is on
the stand with regard to what's been produced, but
they' ve had every opportunity to pursue adequate
di scovery for nonths --

MR, MARSHALL: The discovery was limted
until the time after the case was filed, as Your Honor
knows.

JUDGE WALLI'S: What point are you getting to,
M. Marshal |l ?

MR, MARSHALL: |I'mtrying to clarify the
record and show that sone of the statements about the
confusion between the two cases is also just a product
of the timng and the |ack of the work papers that were
not produced at the tinme that the Staff had this case.

We had representations nade when we first
started out that that was a rule, that when a case was
filed, work papers were supposed to be filed with it.
That was not the practice in this case, and in this
case, what we had is we had a situation where the tinme

to respond and to file the rebuttal case was very
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limted, and what we have found, for exanple, is one
error here on the 551,000. W are going to go through
some of the other, perhaps, m sconmunications, but
there is a reason for that, and the reason is one of
timng, one of not having work papers from Staff

avail able to us nuch before the testinony the Conpany
was required.

MR. BRENA:  Your Honor, if | could briefly.
There was consi derabl e conversati on about work papers.
It was within the context of a notion to conpel
di scovery. That's the proper context for discovery
di sputes to be resolved, not brought into the record.
It's irrelevant to the setting of the rate.

MR, MARSHALL: W actually didn't have the
notion to conpel. Work papers were produced foll ow ng
a data request, but the only point is they weren't
produced at the tine of the testinony, and given the
short tinme between the time of the May 24th filing of
Staff's case and the June 11th filing of the Conpany
rebuttal, we have -- to the extent an expl anati on needs
to be given for any kind of l|ack of communication or
l ack of connection between what the two cases are, this
is necessary, | think, for the Conm ssioners to have as
backgr ound.

MR. TROTTER: | woul d observe, nunber one
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very shortly after we were asked for the work papers,
we gave them In addition, as M. Twitchell testified,
we transmtted electronic versions of the exhibits,

whi ch have contained in them full backup show ng al

the cal cul ations. Those were provided to the Conpany
before the hard copy was provided.

And furthernmore, the Conpany -- we did point
out there was no explicit requirement on work papers
except in the initial notice of hearing for the
Conpany's initial filing. We did our best, and of
course, all our calculations are based on Conpany
figures to start with.

We are all laboring under very strict tine
lines, Staff and Conpany and |Intervenors not excl uded
fromthat. So if you can just get to the issues... |
don't think this is really probative of any issue
pendi ng before the Conm ssion

JUDGE WALLIS: The timng of the subm ssions,
the circunstances of the submissions, | think, really
are clear on the record. Unless there is a substantive
reason to pursue the matter further, | do believe that
the record is quite conplete in regard to those facts
and ci rcunst ances.

MR, MARSHALL: Thank you.

Q (By M. Marshall) 1'mgoing to turn to an



4739

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

i ssue in your testinony regardi ng throughput, and what
was the Staff's test year anount of throughput?
believe it's in your Exhibit 2003-C, Page 21 of 40,

Li ne 2.

A. Staff test year for cal endar year 2001 was
83,761, 000 barrels.

Q Staff chose a test year of 2001, January 1,
2001 through Decenber 31st, 2001. That was the choice
that Staff made for a test year

A. Correct, for the reasons specified in ny
di rect testinony.

Q In your direct testinony, you said the
primary reason for Staff to choose the 2001 test year
period was to, quote, capture an additional three
nont hs of actual throughput data, actual data, not
estimates; is that right?

A Yes. As you will recall, the pipeline becane
fully operational but at an 80 percent pressure |eve
about m dway through the year, so the Conpany's case
cut off nunbers as of Septenber. The Staff thought it
woul d be of considerable nerit to get three additiona
mont hs of what woul d amount to be nore, quote, normal,
unquote, facts and figures, one of which was
t hr oughput .

Q To get nmore nornmal, you wanted actual data.
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1 You t hought actual data was inportant.
2 A Yes.
3 Q You al so said that Staff believes that woul d
4 provide the best information available for the
5 Conmmi ssion to make a decision; correct?
6 A. Are you referring to sone part of ny
7 testi mony?
8 Q Do you agree that's why you did this was to
9 get the best information available for the Conm ssion
10 to make a decision?
11 A Yes.
12 Q You gave testinobny in the interimrate case

13 Do you renenber?

14 A Yes.
15 Q Part of the testinobny that you gave in the
16 interimrate case was al so on throughput. Do you

17 recall that?

18 A Yes.

19 Q Do you recall in the interimcase that what
20 you did is you took the second half of 2001, determ ned
21 what that was, and then nmultiplied that by two to get
22 an annual i zed anmount of throughput?

23 A | believe that is true, and it relates to the
24 fact that | just relayed to you with respect to when

25 the pipeline becane fully operational, but it reduced
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pressure, and | believe that happened sonetinme in June
of 2001, and so therefore, if we took the |ast six
nmont hs of 2001 and nultiplied by two, that was a crude
approxi mation, given the tinme frame we had to work with
in the devel openent of the interimcase.

Q Your testinony of the interimcase is already
part of the record, so | will represent to you subject
to check that you determ ned that the second half of
2001 produced an anount of 51 thousand 507 mllion
barrels, which you then multiplied by two for an
annual i zed t hroughput nunber of 103-nmillion barrels per

year. Do you recall that?

A ['ll accept that subject to check

Q Did that sound about right --

A Yes.

Q -- 103-nmillion barrels per year, based on

actuals for the last six nmonths for 20017

A "1l accept that subject to check. That's
about right.
Q You thought, at least in the interimcase,

that that was a fair way to adjust the test year
t hroughput nunbers, which were 83-mllion barrels, to a
nore representative year?

A | mssed the first part of that,

M. Marshall. Could you repeat that, please?
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Q Sure. The entire year of 2001, if you use
that test year, you are only going to get 83-mllion
barrel s because the first half of 2001 was nuch | ower.
So what you were trying to do is capture the change to
a full nunmber of segnents, although at 80 pressure, and
that's why you used the approach that you used in the
i nteri mcase.

A In the interimcase, yes. W've had a chance
to review nore nunbers and get additional details and
devel opnent of our direct case. The interimcase was
on an expedited basis.

Q In its rebuttal case, A ynpic used the | ast

si x nmonths of 2001 and additional data from 2002 and

came up with 103-mllion barrels approxi mately;
correct?

A That's correct.

Q So it came up with about exactly what you had

come up with in January using a few nore nonths of
actual data.

A There is sonme simlarity of the nunmbers, but
I don't know what value that is, particularly with
respect to the issue of downtinme and the actual nunbers
that were devel oped in the Conpany's rebuttal case.
There is no accurate count of that.

Q Actual nunbers reflect all variety of
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experiences that m ght happen in a nonth, whether it's
from schedul i ng, batching, downtine. The actual data
have to, by definition, inbed all of those factors in
it; correct?

A. Yes. |If the Conpany is involved in a
signi ficant construction and repair operation, how that
i mpacts throughput. | don't think that that would be a

proper basis to use to set rates in the future.

Q That's going to go on for as |ong as anybody
can tell, certainly into the rate year. There is no
testinmony that will stop in the rate year, is there?

A | don't know what |evel of future

construction and mai ntenance may or may not happen

Q There is no testinony that you are aware of
t hat woul d suggest that any changes will be made to any
of the construction in the future; is that fair to say?

A I've heard testinmony from Conpany witness's
that if they don't get enough nmoney, they are going to
have to start curtailing things.

Q Apart fromthat -- that probably goes without
saying. |If there is not enough noney to do sonething,
then that won't happen, but apart fromthat, if there
is the noney, is there any testinony anywhere that that
level will not continue, certainly into the rate year

and beyond?
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A. I don't know that there is any testinony that
it will not continue.
Q You actually did want to use the test year

2001, in order to, in your words, catch those three
addi ti onal nonths of actual data, throughput data.
That was the reason you gave, the chief reason you gave
to use a cal endar year 2001 test year

A That was the main reason, yes. There were a
couple of others as | explained in ny testinony
relating to year-end adjustnments, and | can't renenber

what the other one was.

Q What we tal ked about rate year before, you
said that it would not be -- it would be speculative to
go beyond the rate year with changes in the future. 1In

ot her words, if you were to think about sonmething that
nm ght happen beyond the rate year, that, in your

opi nion, would be too speculative to use. Do you
remenber that testinony?

A Yes.

Q And that's true. Do you believe that, that
general |y speaking, if you go beyond the rate year, the
cal endar year after the order goes into effect, you are
dealing with things that get beyond known and
measurabl e and into the real m of speculation; right?

A Yes. It becones nore specul ative the |onger
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you go into the future.

Q Let's turn to your reconmendati on here of the
t hroughput | evel of 108-million barrels in this case.
Unlike the interimcase where you took actual nunbers
and you annualized it, you use a different approach to
come up with 108-mllion barrels for your
recomendati on here; true?

A Yes, | did.

Q You are not using any nunbers fromthe year
2000 except for one nonth, July of 2001. You take that
nonth and then you do a ratio with one nonth in 1998,
August. You figure out a percentage, and then you
mul tiply that percentage by throughput for the year
1998. Is that basically what you did?

A. Yes. The proper approach we took was -- 1998
was the last full cal endar year before the Whatcom
i nci dent where operations were nost normal

Q I just wanted to confirmthat's what you did,
and |I'Il ask some further questions about that.

MR. BRENA:  Your Honor, | would like the
wi tness not to be cut off. | would like himto be able
to conpl ete answers.

MR. TROTTER: | agree --

MR, MARSHALL: He gave an answer to that.

asked him --
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JUDGE WALLIS: M. Marshall, let's take this
in an orderly fashion.

MR, TROTTER: | just think the convention
that's been permitted for Company witnesses, for them
to explain their answers, and this w tness should be
treated no differently.

JUDGE WALLIS: M. Marshall?

MR, MARSHALL: | believe he gave the answer
to my question, and | would like to explore, and he can
gi ve explanations later on as | explore, but | would
like to do it in an orderly way as wel |

JUDGE WALLI'S: We do have the convention that
Wi tnesses are allowed to explain their answer, not to
answer questions that weren't asked, and if during the
course of a response, you believe that the response
transgresses our practice, then please lightly
interrupt the witness and call that to our attention
and we will deal about that. Does the w tness have the
guestion in mnd and his response?

THE W TNESS: No.

Q (By M. Marshall) We were tal king about how
you devel oped the throughput nunber that you had, and
my next question, and I'Il let you explain fully how
you did it, but my next question was going to be

because of the way that you approached this, you did
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1 not apply that conversion factor to any of the actua
2 nunbers in the year 2001 or actual throughput nunbers
3 for the year 2002, did you?
4 A We scanned all of the actual throughput for
5 all of year 2001 and realized that July was the high
6 nont h because that's the nonth that the pipeline first
7 becanme nore nornally operational, and they had high
8 t hroughput that nonth because they had those two
9 five-day cycles, a total of 10 days where the pipeline
10 was operated flat-out with no downti ne.
11 Then we conpared that high nmonth with an
12 equi val ent high month fromyear 1998, which was the
13 | ast year of normal operations before the expl osion
14 and we nmade the assunption that there was probably a
15 great deal of simlarity between the two high nonths,
16 the high nmonth of July 2001 and the high nonth which
17 ended up bei ng August of 1998. Based on that
18 rel ati onshi p, we determ ned what an appropriate
19 t hroughput | evel should be in this case |ooking
20 f orward.
21 There was consi derable discussion in this
22 case regarding the effects of downtime, and | think the
23 consensus was that it was not a readily discernible
24 nunber from any party, and therefore, |I'mnot sure -- |

25 know t he Conpany is engaged in a significant
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fi xed-asset investnent construction program and | know
they are doing a |lot of mmintenance and repairs, and
I'"mconcerned that if you use actual nunbers as

Ms. Hammer does, there may be nore downtinme in there,
and if we relied on a nunber based on that, it would be
understating throughput, so |I've used the approach that
|'ve descri bed.

Q Use of actuals incorporates actual downti e,
does it not?

A. Yes, but because of the uncertainty with
regard to throughput, we don't know what's going to be
happening in the future or not.

Q The only variable there is whether the same
| evel of work that is going on now will continue for

the known and neasurabl e period com ng up; true?

A I don't know whether that's the only variable
or not. It's probably the nost apparent one.

Q It's the only one you've nentioned so far.

A Yes.

Q What you' ve done, to nake sure we understand,

is you took one nonth, July of 2001, another nonth in
August 1998, and you nultiplied that factor by the
entire throughput of 1998; right?

A Yes.

Q So by definition, you didn't use any of the
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actual data in 2001 that you were seeking to capture

when you used the test year of 2001

A No, for the reasons that | described. 1'm
not sure -- you said 2001, actual data for 20017
Q You didn't nmultiply your conversion factor by

any throughput level in 2001 or 2002. You nultiplied
that by a throughput |evel for 1998.

A Yes. We felt that was a nore typica
t hr oughput when the pipeline was operating under nornal
ci rcunst ances, and our concern with the actua
t hroughput that has transpired since July 2001 | ooking
forward, because of the uncertainty about downtinme and
construction and all the other stuff, we had sone
reservati ons concerni ng whet her those actual anounts
woul d have been understated because they contained
pl anned and unpl anned downti ne, and nobody coul d give
us a firmhandl e on what those anpbunts were, so we had
to go back and rely on cal endar year 1988 data, which
presumably was representative as being the last ful
year of operation before the explosion.

Q We know what past downti nme has been by
| ooki ng at past actuals. The only question is what
future downtinme will be, and that depends on future
regul ation, future permtting, future funding and so

on.
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A Correct.
MR, TROTTER: |'Il object to the question
The first part of the question said that we know what
the downtine is based on the actuals and we don't. We
just know what the actual throughput was. |It's
incorrect and it's also compound.
MR, MARSHALL: I'll withdraw the question
Q (By M. Marshall) The actual throughput
nunbers include all factors, including downtinme past

experience; true?

A Yes.
Q So what you are now | ooking at is you are now
specul ati ng about how much you will have in the future

by way of downtine; correct?

A Yes.

Q And t hat depends on the anpbunt of federa
regul ati ons, the amount of permitting that's required,
and partly some of the funding that would be avail able
to do the work; right?

A Yes.

Q When you go to adjust a test year nunber for
t hroughput, which is 83-nmllion barrels a year, by your
own test, it has to be through a known and neasurabl e
anount, not specul ative; right?

A It has to be known and nmeasurabl e and
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1 representative, yes, and we thought that 1998, being

2 the last full, conplete cal endar year before the

3 expl osion, odds are it would be nore representative of
4 what current throughput was with all these problens

5 that the Conpany is dealing with and significant

6 amounts of construction and so forth. W had no idea
7 what ever as to how nuch actual downtine was included

8 within that. That was a subject of great many

9 inquiries, and we were never able to get a good answer.
10 Q Of course, if you try to use 12 nonths of

11 actuals, is that the actual best known data that you
12 can get on what has occurred?

13 A In terns of what has occurred, yes, but in
14 ternms of |looking forward to the rate year as to what
15 m ght occur, who knows.

16 Q Ri ght. Who knows what night occur in the

17 rate year other than based on actual experience?

18 A No, | disagree with that.

19 Q In January, that's exactly the nethod you

20 used. You took half a year, annualized it, and came up
21 with 103-million barrels.

22 A | told you that was the interimcase. It was
23 handl ed on an expedited basis. There was no in-depth
24 review of anything related to throughput. W did the

25 best we could with what we had in a |inted period of
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time.
Q The difficulty in nmaking future predictions
about throughput is conpounded by the change in

regul ations at the federal |evel and the proposed

change of regulations at the state level. |Is that fair
to say?

A In the context of throughput?

Q In the context of trying to find out how much
work will have to be done on the pipeline, which also

affects throughput in the future, would you agree that
that difficulty in making those future estimates is
conmpounded because of the recent change in federa
regul ati on and the proposed changes in state
regul ati on?

A. That is a factor that affects it, yes.

Q Those regul ations affect it because they will
in turn affect the testing and repair frequency; is

that right?

A. I think they will have sone inpact on those
t hi ngs.
Q Are you an expert in that area, on those

federal regulations and the testing requirenents and
the repair requirenments?
A No.

Q Is there anybody that you relied on that's an
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expert in that area?

A No.

Q You said earlier that it would be specul ative
to assume that O ynpic would be able to achieve 100
percent operating pressure any time during the rate
year. Do you recall that?

A Yes, | think | did say that, and we have
asked a | ot of people when the Conpany will be getting
back to 100 percent pressure, and nobody knows for
sure.

Q The rate year goes from let's say, it's
Oct ober 2001 to Cctober 2003. |Is the earliest anybody
has indicated to you that pressure could go up to 100
percent, assum ng everything goes correctly, is after
that period of tinme?

A Yes.

Q At Page 28 of your testinony, you propose
that your estimate of throughput at 80 percent pressure
be used to set rates in this case but that those
tariffs inplenenting those rates expire on Decenber
31st, 2003, at Page 28, Lines 15 to 17.

A Yes.

Q So your recomendati on about throughput has
an additional protective |layer there so that whatever

the throughput is, people are going to have to cone in
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and nmaeke a change before Decenber 31st. You are going
to have to file a case before then to nmake that change
before they expire; right?

A I think in ny deposition and under
questioning fromM. Brena, | think | alluded to the
fact that rather than have the rates returned to their
prior level, it mght be a better idea to require the
Conpany to file a rate case

Q But in your testinony here on Page 28, you

are recommending that the tariffs expire on Decenber

31st, 20037
A Yes, in any testinony here, that's correct.
Q Are you changing that testinony?
A. No. Well, I"msaying -- yes, | guess | am
This testinony says that rates will revert to their

prior level, which is essentially where they are now
because the Staff recommendation is a small percentage
i ncrease, and in ny deposition for M. Brena, he
pointed out that if there were changes in throughput,
it mght be better to require a rate case rather than
just have the rates revert to their prior level.

Q Are you changi ng your testinony or not?

A. | agreed with himthat that would be a better
way to go, yes.

Q So you are changing your direct testinony in
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this case?

A Yes.

Q What's your direct testinmony nowin this
case?

A. That rather than have them expire and revert

to their prior level in January 1, 2004, that the
Conpany be required to cone in and file a new case.

Q If the rates had expired on Decenber 31st,
2003, dynpic would have had to cone in for a new rate
filing sonmetine next spring at the latest, right, in

ot her words, seven nonths before the end of that year,

20037
A Okay.
Q That's right, isn't it?
A Yes.
Q If we were to use an 11-nonth schedul e,

because this has becone nore like a utility case, that
woul d nean that you would have to file in January in
order to get those rates in effect by the end of
Decenber, 2003, or close to it; right?

A Yes.

Q So what test-year data would we have if the
Conpany did that, filed in January of next year?

A Hopeful |l y, anong other things, we would have

a better handle at that point on throughput in
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particular and nore recent results across the board on
revenues, expenses, everything.

Q But just focusing on throughput, so what we
woul d have is we woul d have January, February, March
April, My, June, and so forth for throughput for 2002.

Don't we already have a half year of throughput for

20027
A VWhen and if Oynpic were to file in 2003
effective 2004, whatever, | don't know what the

t hroughput nunbers would be that O ynpic would present.
I don't know what the Staff position with respect to
t hroughput in that case would be.

Q " mjust asking you right now what the test
year would be. The test year is the actual 12-nonth
cal endar period prior to the time you file.

A That's probably reasonabl e.

Q That's what you basically did in filing
Staff's case.

A. That woul d be the starting point, yes.

Q So if Aynpic cane in for arate filing on
January 1st of 2003, it would submt as test-year data
the prior 12-nmonth actual data for throughput; right?

A. Presumabl y, they woul d, yes.

Q I's your proposal for comng in for new rates

or to have rates expire on Decenber 31st, 2003, based
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on an assunption that AQynmpic will, in fact, have
i ncreased operating pressure by January 1st, 2004? |Is

that the assunption that's built into that?

A In fact, no, but the presunption was that by
that time, hopefully, either it will have happened or
there will be a date certain where it will happen, and
there will be a nore firm approxi mati on of what

t hroughput will actually be at whatever pressure |evel.

Q Is that another way to say that it's likely
nothing will happen prior to January 1st, 2004, to
actual ly achi eve 100 percent operating pressure?

A | didn't say that at all

Q Your assumption is sonehow that people would
know nore about where things mght be in the future on
getting back to 100 percent pressure?

A O at whatever pressure level. |'m saying
there is a lot of uncertainty about throughput now.
Even in the Staff case where we have cal endar year
2001, for the first six nonths of the year, throughput
was degraded because the pipeline wasn't fully
oper ati onal

If we cone in with a rate increase effective
January 1, 2004, we will at the very |east have 12
nmont hs of actual throughput at 80 percent, which wll

be significantly higher than the 83, 700,000 barrels
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1 that we used as the base period in our test year, and
2 presumably, we will also have a great deal of nore
3 certainty at that point as to when or if 100 percent
4 pressure will be achi eved and what the inpact of that
5 will be. [I'mjust saying that it will tend to reduce
6 the uncertainty about throughput by having nore recent
7 dat a.
8 Q Are you aware that the Conpany has proposed
9 suggested that there be a throughput adjustnent
10 mechani smthat could be defined by a coll aborative or
11 sonme ot her process so that nobody is concerned about
12 what the actual |evels might be. There is not going to
13 be anybody harmed or hel ped by what may occur by
14 setting an actual throughput nunber.
15 A. I''m aware of that proposal
16 Q In your direct testinony, you said that
17 proposal would have a beneficial effect of removing a
18 contentious issue and renovi ng specul ation. Do you
19 remenber that, in general?
20 MR, TROTTER: |'Il|l object since the rebutta
21 proposal was filed after the direct testinony so it
22 coul d not have been referred to.
23 MR, MARSHALL: | will withdraw and nodify
24 t hat question.

25 Q (By M. Marshall) At Page 30 of your direct
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testi nony, you said at Lines 5 through 7, "A tracking
mechani sm woul d seemto resolve a very contentious

issue in a way that would protect both Aynpic and its

custoners." Do you renenber that?
A Yes.
Q I tip ny hat to you. Actually, Odynpic was

agreeing with you that that kind of adjustnent
mechani sm mi ght well be advantageous to adopt and
propose that a tracking nmechani sm be devel oped in a
col | aborative. Do you recall that testinony?

A Yes, | do.

Q There are only two shippers here out of 70.
Wuldn't it be appropriate to have a coll aborative to
do that kind of tracking nmechanismrather than to try
to do it here in this setting?

A Rat her than to do it here in this setting?

Q If you are trying to adopt a tracking
mechani sm here in the nmddle of this rate case, first
of all, that would take additional time to try to
devel op a proposal. Second of all, not all the parties
that might be affected by that woul d necessarily be
here. Are both those things true?

A Yes.

Q If you wanted to avoid having to come in for

a rate case just because of uncertainty about what
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t hroughput mght be in the future, isn't it true that a
tracki ng mechani sm woul d be one way of allaying that
type of cost, expense, and tinme?

A That woul d be one option, yes.

Q Did you have any particul ar tracking

mechani smin mnd when you made that proposal ?

A No, nothing specific, just the concept.
Q Do you think that concept is workable?
A I don't know whether it is or not. | know

there has been sone prelimnary discussions regarding
tracking in the settlenent discussions, but | wasn't a
party to that, and | don't think they progressed very
far.

MR. BRENA:  Your Honor, | would nove that
that |ast answer be struck fromthe record. The
content and substance of settlenent negotiations should
not be brought into the transcript or the rate
proceedi ng. The very nature of settl enent
negoti ations -- and one of Aynpic's w tnesses, Wtness
Fox, went into a little bit too, but I want to draw a
line and say that settlenment conversations shoul dn't
cone into this room

MR, TROTTER: | think we are all going to
agree. | will remind the witness not to refer to that

if you can help it.
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Q (By M. Marshall) You referred in your
testimony at Page 30 to a PCA, which actually you
changed to PGA, in the gas industry to renove tracking
mechani sm desi gned to renove sone volatility. The
costs are large and volatile. Have you had direct
experience with that kind of tracking mechani sn?

A Not directly, no.

Q Do you know that those tracking nechani sns do
tend to work to snooth out volatility and protect both
the regul ated conpany and custoners?

A | think that's true, yes.

JUDGE WALLI'S: Let's take a 10-m nute break.

(Recess.)

JUDGE WALLIS: Shortly before we took a brief
recess, we heard a notion to strike certain testinony
of M. Colbo. Al parties agreed that a notion was
wel | -founded and the notion is granted. M. Marshall
have you had the opportunity to review the renaining
Cross-exani nati on?

MR. MARSHALL: Yes, | have. | should be able
to finish before 5:30 and maybe before.

Q (By M. Marshall) Turning to Page 20 at Line
7 of your testinony, you discussed the adjustnment to
what you call one-tinme nmaintenance expenses or OTM

expenses. Do you see that?
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A Yes.
Q The total ampunt of those OTM expenses that
you are adjusting is $5.6 mllion, and of that, you

take 98 percent of the 5.6 mlIlion out of the expense
category, capitalize 40 percent of it and normalize 58
percent of it for a five-year period; right?

A Just a monent, please. No, that's not
exactly correct.

Q Let me back up. There is a total of 5.6
mllion in OTM expenses that you are going to nmake an
adj ustnent to; right?

A The actual OTM expense recorded by the
Conmpany for year 2001, according to Page 9 of Exhibit
2003-C, is $3,295,502, so | have capitalized 40 percent
of that nunmber and anortized 58 percent of that nunber
to make the adjustnent to this account. | haven't used
as the starting point the 5.6 mllion

Q VWhen you say that you normalized that, the 58
percent of that $3-million anbunt, when you say
"nornelized," what do you nean?

A | thought | said "anortized", but nornalize
nmeans to recast for a nore representative nunber that
can be included in the base of expense, which would be
used to set rates for the future as opposed to what was

actually recorded on the books of the Conpany.
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Q You picked a five-year period?

A Yes.

Q As opposed to some other period?

A Yes.

Q There were two percent of these expenses that

you left in as expenses; right?

A That's correct. 1've left it all in. The
guestion is one of timng and how nuch is to be
included in the test-year nunbers.

Q Did you hear M. Kernode's testinony
yesterday about the tank-painting exanple where you
take a third of the tanks over three years and start
pai nting one-third. You go to the next year, another
third, and then the cycle would repeat itself, so you
coul d have nine years of one-third, one-third,
one-third. Do you remenber that, basically?

A | renenber his testinmony in that regard, yes.

Q In that regard, he said for adm nistrative
convenience, it really doesn't nmatter whether you
expense it or capitalize it. You could do either, and
you cone up with basically the sane result.

MR. TROTTER: 1'Il object. | don't think
that was exactly his testinony. He talked about a
three-year anortization period, | believe.

JUDGE WALLI'S: Perhaps you could reask the
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question, M. Marshall

Q (By M. Marshall) Taking an assunption, if
you had a situation where you had tanks and you were
pai nting them every three years starting with a third
of them one year and so on, isn't it fair to say that
it doesn't really matter whether you expensed that or
anortized it or capitalized it if you kept doing it for
a |l ong enough period of tine?

A If you had been doing that for a | ong period
of tinme and if you could denpnstrate that throughout
time in historical experience or whatever for a period
of time, you could show that you had, for exanple,
three tanks and you painted one a year and that the
effect with respect to recordi ng expense woul d be the
same if you just wote off your actual painting expense
for each year or capitalized it each year and wote off
a third of each years, in each of the three years, if
you could denponstrate that that was your experience for
a period of tinme where that was, in fact, happening,
then -- and | think the phrase that M. Kernpde used
with respect to that denonstration was sonmething to the
effect that if you could establish that as a track
record -- then yes, | think his point was well-taken,
but that has not been denonstrated in this case.

Q Take the pipe replacenent exanple. |f you
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had a situation where pipe was being replaced year
after year and the Conpany was treating that as an
expense every year, year after year, and all of a
sudden in one period of tinme, somebody said, Well, we
ought to be capitalizing that, wouldn't it be proper to
do one of two things, to either go back and | ook at al
of the pipe that has been expensed and capitalize it so
it's a rate base, or continue that same process in the
future of expensing it?

A No, | don't believe that would be correct.
Wth respect to continuing doing that in the future,
my answer is as | earlier stated. |f you could
denonstrate that that kind of stuff was happening on a
routi ne basis and there was not nuch of a difference
between capitalizing it and anortizing it over a nunber
of years or just expensing it every year, if you could
establish that as having been an historic pattern, then
yes, that would probably work, but with the second part
of your question related to if you had expensed it in
the past and now you've changed gears and say, should
it be capitalized, would it be correct to go back and
i ncrease rate base, which in your question, | think
presupposed that rate base mi ght be understated because
all that other stuff had been expensed and not

capitalized, that part is not correct because in the
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past, if the Conpany had been expensing those itens,
rates woul d have been set on those expenses, and those
expenses woul d have already been fully recovered in the
present rate, so that would not be correct.

Q But there would be sonme gap between the | ast
time rates were set and the current rates had been set,
and the fact that you have a question about goi ng back
in time and recharacterizing an item as capital rather
t han expense neans that we ought to be careful about
maki ng a change now between what the Conpany has been

doing on its records and how it treats plant in this

period. |Is that fair to say?
A Coul d you repeat that, please?
Q Sure. Your question about going back and

capitalizing things that have been put on the books as
expenses, and there nmay be periods where it's between

rate periods, so you night recover those expenses;

true?
A. No. If it's between rate periods --
Q -- you don't recover.
A You do recover themif they were included in

the base that the rate was set with in the beginning.
Q But not otherw se.
A | don't know exactly what that neans. |If

rates are set with a high level of expense because
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there was a | ot of heavy mai nt enance goi ng on, painting
or whatever, to use your exanple, and if rates were set
on that basis and the Conpany didn't cone in for five
years, those |levels of expense would still be inbedded
in the present rates that the Conpany woul d be
continuing to collect in the future, and so that's ny
answer. You continue to collect as |ong as present
rates are in effect, so those anobunts are recovered
even nore than once, potentially.

Q At the beginning of this testinmony of your
cross-exani nation, you nentioned that O ynpic was ahead
of the curve in ternms of responding to federa
regul ati ons on a nunber of new things that had to be
done for repair, replacenent, education and so on. Do

you renenber that testinony?

A Yes.
Q So on a foward-going basis, isn't it true
that O ynpic will have continuing expenses subject to

those new regulations that it hasn't had in the past?
A | presune that's the case. |'mnot 100
percent sure. To the extent they are ahead of the
curve and already i nmbedded in the historic results as
captured in the test year, then yes, but ny
recollection is there has been no show ng of the

Conpany in any of their pro forma or restating or any
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ot her ki nd of adjustnments updating expenses to the nore
current levels in their case. They have not nade any
nmeasured i mpact of what those additional expenses for
mai nt enance or safety or whatever else is a result of
t hese new regul ati ons. The Conpany has made no show ng
of that and haven't included any of that in their case.

Q Your recollection is that no testinony from
M. Talley and the other witnesses that the current
| evel of expenses that they are incurring are likely to
stay at that sane high plateau for the foreseeabl e
future?

A ' m saying that the Conpany -- there has been
testimony that costs are going up, but there has
been -- as a result of federal rules and state rules
and everything el se, there has been no adjustnents in
the Conpany's case giving effect to any of those
i ncreased expenses, whether they exist or not. |
presune there is something there, but the Conpany
hasn't made any showing in its direct case or its
rebuttal case as to what those initial costs are in
terms of a nunmber we can get a handle on and give
effect to.

Q You are unaware of the testing program the
repair and repl acenent and educati on progranf

A I''m aware they happen, and |I'maware to the
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extent they have happened, they are in the base test
period. Beyond that, the Conpany has nmade no pro forma
adj ustment giving effect to those increased costs
either in its direct case or its rebuttal case

Q I need to understand. You are not saying
that they haven't said that the same | evel of expenses
that they are now incurring won't incur into the future
and continue on at the sane |evel they are now
experi encing.

A. ' m not saying what?

Q You are not disagreeing with any of OQynpic's
Wi t nesses who have said that the | evel of expenses that
they are seeing now are not going to occur in the
future. Let me rephrase that.

MR, TROTTER: Your Honor, can we just be

gi ven sone specific testinmony? | don't think that's an
accurate characterization of the Conpany's testinony at
all. 1 don't see anything about identifying any
specific cost level, and that's what this wi tness has
just testified to. So I'll object to the question and
ask that M. Marshall direct us to sonme specific
testi nony.

Q (By M. Marshall) You have testinony about
exi sting ampunts being spent; right?

A | have said that to the extent Aynpic is
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ahead of the curve, that that base level of effort is
reflected in the Staff test year for the year 2001 with
respect to federal regul ations.

Q Maybe | can say it this way better. There is
no testinony that you are aware of that that level wll
go down in the future; correct?

A I''m not aware of any.

Q There is also testinony about tests that are
bei ng currently done, evaluated, and the repairs and
repl acenent that will have to be done follow ng those
tests. You've heard testinony about that too;
correct?

A I don't recall anything specifically. |If you
coul d show ne.

Q You are aware that they are doing TFl runs
right nowto | ook for anonalies on weld seans and that
those TFI runs are being exami ned for the test data,
and when the test data is known, they will have to get
permits to do the actual excavation, and the excavation
will either lead to repair or replacenent; you are
aware of that testinony?

A | think you are correct that M. Talley
testified regardi ng those things.

Q And you are aware that that effort is going

to continue on to the foreseeable future, according to
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his testinony; correct?

A I'"'m not sure how often you have to do that,
but | guess it will continue.
Q You have no information that it won't

continue, is a better way of putting that.

MR, TROTTER. |'mgoing to object. He now
has the wi tness guessing. The Conpany has provided no
quantification of these inpacts. So this is purely
calling for specul ation.

JUDGE WALLIS: M. Marshall?

MR. MARSHALL: [|'Ill nmove on to another area.
I think I've exhausted this witness's know edge in this
area. Let's stand on what M. Talley and M. Batch
have sai d.

Q (By M. Marshall) Did you rely on anybody
outside of the rate staff for any information on
whet her to expense or to capitalize a certain itemin
this collection of costs?

A Yes.

Q Who woul d that be?

A Some of the engineers in the Comni ssion
pi peline safety.

Q Did you rely in particular on Kim Wst to
gi ve you sone advice?

MR, BRENA: Your Honor, we are just repeating
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t he deposition again.

JUDGE WALLIS: If counsel nmerely wants to
have that information in the record, then the
deposition is an acceptable way to do it. |If you are
| ooking to i npeach or lay a foundation for further
guestions, then that's a different matter.

MR. MARSHALL: | think we've deternined from
the last two witnesses that sonetinmes they agree with
t he deposition and sonetines they don't, so | think
it's a fair question to ask, and |I'm not the one
sponsoring the depositions in this exhibit. It's
M. Brena.

JUDGE WALLI'S: You may proceed.

Q (By M. Marshall) Ws that person Kim West?
A Yes.
Q Do you know i f she ever even | ooked at a

line-lowering project, for exanple, or any other
proj ect ?

A. The inpression | had in ny discussion with
her that she was fanmliar with the kind of things we
| ooked at, and | know that engineers routinely go out
in the field and review vari ous aspects of Aympic's
operation and facilities. Whether she has actually
physically gone out to a specific |ine-lowering, |

don't know.
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Q In your deposition, you said that you didn't
have any i dea whet her she | ooked at any |ine-Ilowering
or berm projects or anything else, did you?

A I think that's what | just said. | know that
they go out in the field and revi ew physical stuff
about the pipeline, but whether it related to a
specific line-lowering, | don't know.

Q Just a few nore questions. Wth regard to
the change in operator, if you assune that a new
operator is better than a prior operator, would there
be benefits to the shippers?

A "Better" is a pretty broad term | don't
even know how to respond to that. | guess there would
be sonme benefits if it was a better operator for
everybody invol ved.

Q If there are benefits to the shippers,
shoul dn't transition charges be paid for that benefit
by the shippers?

A. Solely as a result of an ownership or
operatorship change, no, | don't believe so. That's
not related to the specific service of providing
transportation, and | don't think those costs should be
passed on. | think it's nore related to additiona
acqui sition costs rather than additional operating

expense.
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Q So even if you make an assunption that an
operator is better, you would disallow all costs in
maki ng a change from one operator to the other?

A | don't think it's proper for ratepayers to
pay for additional costs of acquisition solely based on
the cost of transition between the two. If it is a
better operator and there are efficiencies, those wll
be reflected in the operating results that the operator
i npl ements, and they will be passed on to ratepayers in
that matter, but | don't think the additional costs
i ncurred by the new operator or owner should be passed
on automatically to the ratepayers.

Q So if it's not passed on automatically, it's
worth | ooking at the question as to whether a new
operator provides nore benefits than a prior operator
At least you will admit that's a factor that should be

consi der ed.

A That's a factor that should be | ooked at, but
as | said, |I'mopposed to those kind of costs being
passed through to ratepayers. It's not directly

related to the cost of providing the basic
transportation service, and that's ny answer.

Q In your testinony, did you identify any
public interest factor beyond just cost information in

your testinony? For exanple, did you | ook at
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specifically safety as a public interest factor in your
testi nony?

A Safety as it's being inplenented by the
Conpany is inmbedded in the base-period expenses that
the Staff used for their test year, cal endar year 2001
Those safety costs are given recognition to in the
Staff result of operations.

Q One nore series of questions on the SeaTac
renmedi ati on. Because SeaTac facilities have been sold,
does that nmean that the renediation costs go away for a
prior owner, or do they stay with the prior owner, or
do you know?

A I know what the Company has represented. My
basic sense is that if you sell the facility, then the
remedi ati on costs associated with it should go away,
but we have sone testinmony in this case to the effect
t hat even though the SeaTac facility is sold that
AQynpic in some manner will still be liable for those
remedi ati on costs. That's what the Conpany has
represent ed.

Q Have you | ooked at the documents on the sale
of the SeaTac facilities to see whether any of the
remediation liabilities have been retained, either by
operation of |law or by contract?

A No, | have not.
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Q Are you fam liar generally with Superfund
responsi bilities for remedi ati on of a prior-owned
facility?

A No.

Q Do you understand that owners of property, no
matter what they would like to do with responsibility
for renedi ation, always continue to have that
obligation unl ess otherw se provided for in contract?

A I know that there are some stringent federa
requi renents about Superfund site and cleanup in
general ternms, but in specific ternms as it relates to
the SeaTac facility, |'mnot aware, and the other part
of that is that the SeaTac renedi ati on ambunt that's
i ncluded in the Conpany case is a budget nunber, not an
actual expenditure nunber, so there is a difference
t here too.

Q Do you know whet her the power costs for
SeaTac have gone down sinply because they sold sone
termnaling facilities at SeaTac? Aren't they stil
going to have to punp the sane anpunt of material jet
fuel to the end of that line, and therefore, have the
same anmount of power costs, or is it sonething that you
don't know?

A Wth respect to the transportation of the

fuel that gets to SeaTac and the operation of the punp
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that gets it there, there will continue to be power
costs consuned and incurred by O ynpic.

I woul d have expected that with respect to
t he noverment of fuel within the termi nal and punping it
out the tanks and into the trucks or out to the planes
or however they do it, | would assunme that once that
facility is sold, that obligation is no |onger the
obligation of Aynpic but rather the obligation now of

the Port of Seattle that owns that facility.

Q So that's an assunption both as to the anpunt
of that power and who may still have that obligation

A Yes.

Q Goi ng back briefly to this changeover to BP

as the operator, do you know that that was a result of
a bid where there was any acquisition of majority share
of the pipeline?

A The acquisition cost was a result of a bid?

Q No. [It's just the opposite. The acquisition
cost didn't have anything to do with the change in
operator. The old contract with Equilon expired; do
you recall that?

A Yes.

Q The new contract was put out to bid;, do you
recall that?

A Yes.



4778

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Q And that happened before there was any
acqui sition change by BP becoming the majority

shar ehol der of QO ynpic; correct?

A Yes. BP becane najority owner of the line
after the operator change happened. Is that what you
sai d?

Q Do you agree with that?

A. Yes.

Q So it wasn't part of any acquisition cost,
was it?

A What wasn't a part of any acquisition cost?

Q The change in operators was not part of an

acqui sition cost as you just testified a few nonents
ago.
A | don't believe so.

MR, MARSHALL: Thank you. No further
guesti ons.

JUDGE WALLIS: Of the record for a
schedul i ng di scussi on.

(Di scussion off the record.)

JUDGE WALLIS: We will take our dinner
recess.

(Di nner recess taken at 5:40 p.m)
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EVENI NG SESSI ON
(7:00 p.m)
JUDGE WALLI'S: Back on the record. | believe

we are ready to move on to M. Brena.

CROSS- EXAM NATI ON

BY MR. BRENA:

Q Good evening, M. Col bo.
A. Good eveni ng.
Q I was a little bit confused by your testinony

with regard to the transition costs from one operator
to the other. Wre you suggesting that they should be
di sal |l owed because it was unrelated to providing
service, or were you suggesting that they should be
di sal | owed because they were related to the acquisition
or both or neither?

A Irrespective of whether BP has gai ned
majority control of Oynpic, acquisition costs are
di sal | owed because they aren't related to the providing
of the basic service of the line, that is, transporting
oil.

Q You just said acquisition costs are not
allowed. Did you nean transition costs?

A Yes. Transition costs are not all owed
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regardl ess of whether or not they have acquired contro
of the pipeline.

Q And you were asked if a case has been nade
that the new operator was better than the ol d operator
-- renmenber that |ine of questions?

A Yes.

Q Do you know how rmuch the managenent fee was
for the old operator, offhand?

A O fhand, | don't. | know what it is for the

present operator.

Q Do you know how nmuch it increased?

A No, not between the new and the ol d.

Q Coul d you accept subject to check that it
doubl ed?

A. | believe that |'ve heard sone testinony to
that effect. | would accept that subject to check

Q Wth regard to the representativeness of

t hr oughput, you had enphasi zed the inpact of downtine,
and you were asked a series of questions about whether
or not the projects would continue, and therefore, the
downtime woul d continue to be representative.

First of all, has the Conpany put on ny
evi dence to show that the actual throughput that is
used in this case will be representative of future

operations?
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A. I'"'mnot aware of any.
Q Isn'"t it true that the type of work that's
bei ng done on the pipeline will also inpact throughput,

not just that there is projects ongoing, but the type
of projects?

A. That will have influences on throughput as
wel |, yes.

Q Take hydrotesting, for example. There has

been extensive hydrotesting through the | ast period;

correct?
A Yes, as testified to by M. Talley.
Q You cannot operate a line as you hydrotest

it, can you?
A No.
Q What you hydrotest with is water, so you have

to shut down the line entirely to conduct that type of

testing.

A Yes. | think M. Talley testified to that in
sone detail

Q In the type of testing that they will be

doing in the future, does it require shutting down the
line entirely to conduct it?
MR, MARSHALL: bjection, lack of foundation.
Q I f you know.

A I'"'m not sure how often they have to do
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hydrotesting. One of the problenms we have in
conparing -- | nmentioned problems of neasuring downtine
in the actual nunmbers from July 2001 forward through
April of 2002, but also, we don't have any anal ysis of
downtime for the historic year 1998, which was the |ast
year of normal operations, if | can use that term so
that's the problem W don't know how to get a handl e
on that downtime issue, and it relates both to historic
'98 and current experience.

Q Does the type of product flow ng through the
line inpact the throughput?

MR, MARSHALL: Objection, lack of foundation
This witness has testified he has no know edge of
pi pel i ne operations, and | al so object on friendly
Cross.

JUDGE WALLIS: The inquiries appear to be
related to the accounting treatment of practices, and
there has been quite a bit of inquiry in that regard.

I think the witness ought to be able to explain whether
he knows or not.

THE WTNESS: | know that heavier-grade
products nove slower through the line that gasolines,
et cetera.

Q (By M. Brena) Batch size, does that also

i mpact it, how the batch size may have changed fromthe
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representative year to currently to the future?

A Yes.

Q Are these all things that discovery was
requested on?

A | believe so.

Q Have you seen any discovery produced that
woul d i ndicate whether or not the throughput that they
are using is representative or not?

A I know there was a considerabl e amount of
effort trying to get at downtine, and | don't think
that was ever successful, and | think there was
inquiries in the other areas as well

Q Are you aware of whether or not Tesoro's
refinery was shut down for nine-and-a-half weeks during

t hat period?

MR, TROTTER: |'Il object to the question
until "during that period" can be defi ned.
Q During the period in which Qynpic is using

its actual throughput.

A Did that relate to a fire?

Q There was actually a fire in a different
refinery. If you don't know...

A. I guess | don't know.

Q Do you think the type of product flow ng

through the |ine woul d have changed as a result of the
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Septenber 11lth events?

A | don't know

Q Woul d you expect there to be a little less
jet fuel flow ng through that line as a result of
Septenber 11th?

A. I would presunme that there was | ess flight
activity out of SeaTac due to passenger uncertainty.

Q You were asked a series of questions with
regards to OTM \What does OIM stand for?

A "One-tine maintenance."

Q How shoul d nonrecurring expenses be treated

for rate-nmeking purposes, generally?

A Nonr ecurring?
Q Yes.
A. They shoul d be nornalized, snpothed out so we

don't have peaks and valleys. That would be a peak

and the object of regulation is to get a representative
test period, and that would involve snoothing things
out and avoiding the highs and the | ows.

Q If a cost is truly not going to reoccur at
any point in the future, do you agree that rate-nmeking
is prospective in nature?

A Yes.

Q So if | spend a million dollars today on

sonmething that will never reoccur again, then you agree
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that that cost nust be adjusted in some fashion.

A In sone fashion, yes. As | said, | think the
appropriate nmethod would be to snooth it out.

Q Under certain circunstances, is it
appropriate rate-making treatnent just to disallow the
cost?

A That woul d be an option too, depending on
what circunstances the cost was incurred for, what the
pur pose was, what purpose it served, what related to

provi di ng service or whatever.

Q Did you attend Ms. Hanmer's deposition?
A Yes, | did.
Q Do you have in mnd when the one-tinme

mai nt enance expenses when she was cross-exam ned on her
sponsori ng those |l evel of maintenance expenses?

A I do recall that, yes.

Q Do you recall whether or not she had any
know edge with regard to any of the expenses that was
set forth as one-tine expense so that they could be
properly categorized or used?

A She had little, if any, specific know edge
about what was actually expended versus what was in the
budget .

Q Did she answer any questions that you recal

relating to what the projects were for?
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A. She had no know edge about projects.
Q Do you recall how she conpil ed that
particular |ist?

MR. MARSHALL: There were objections about
deposi tions speaking for thenselves, and I think we are
now just asking a witness to try to sunmmarize sone
ot her deposition from another wtness, so given the
| at eness of the hour, |'Il object.

MR. TROTTER: | will join. [I'massumng this
April deposition is in the record.

MR, BRENA: These are foundational questions.
Tesoro has disallowed costs that this w tness has
normal i zed, and the question that I"'multimtely
exploring is in the absence of information, what sort
of rate treatnment is appropriate in a case.

Here's a situation where the wtness that
sponsored the one-time maintenance expenses was not
able to answer a single question with regard to what
they were for or whether they would be reoccurring or
nonrecurring, and this witness has capitalized to
normal i zed those expenses, and if there is a conplete
failure of a case, then what's the appropriate
rate-making treatnment, but I will rephrase the
questi on.

JUDGE WALLIS: M. Marshall, are you



4787

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

per suaded?
MR, MARSHALL: Absolutely. | just hope we
don't go through Talley and all the other depositions

and ask M. Colbo to summari ze t hose too.

MR. BRENA: |t was foundational in nature,
but I will rephrase.
Q (By M. Brena) When counsel for O ynpic was

aski ng you questions, they were asking you about I|ine
repl acenents. Are there any line replacenents in the
one-time mai ntenance costs at all?

A In the study that | did of 2002 proposed
budget for one-tine maintenance on Pages 10 and 11 of
ny Exhibit 2003-C, there is all kinds of expenses for
river surveys, risk studies, matrix surveys, painting,
nowi ng, study on control center l|ocations, |line depth
surveys, hazardous operating assessnents, and there was
one itemthat | see on Page 10 involving |ine-Iowering
on East Creek, so there is a mx of a whole bunch of
di fference things there.

Q So far as you are aware, was |line replacenent
on the list at all?

A | don't see it there.

Q Now, there has been a lot of testinony in
this proceedi ng about whether or not 900 feet or 1,100

feet of line replacenent should be capitalized or
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expensed. You've sat in the hearing roomand heard

t hat .
A Yes, | did.
Q Is that an issue in this proceeding at all?
A. Well, | don't know specifically whether there

was |ine replacing recorded in ny test period for this
Conpany. W heard testinony fromthe Conpany that this
kind of thing routinely goes on
VWhat | did was take the study that | did from

the 2002 budget of one-tinme maintenance expense and
devel op percentage rel ationships as to what | thought
shoul d be capitalized and what | thought shoul d be
anortized and what | thought should be expensed, and
applied those percentages agai nst the base of the
one-tinme maintenance expense as it was incurred by the
Conpany during our test period.

Q Let me phrase nmy question slightly
differently because it was inartful. If |ine
repl acenent has been done by the Conpany, it's included
in their costs and has not been adjusted, so far as you
are aware, by you or any party; correct? It's not a
contested issue.

A. It's been adjusted by ne to the extent that |
applied -- well, line adjustnents aren't in this study,

so specifically, no. M position was the budget for
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2002 was a representative basis to formto get it to
establish rel ati onshi ps between what was expensed, what
| think properly for rate-nmeking purposes should have
been expensed, anortized, and capitalized, so that was
meant to be a representative test.

Q But you did not, nor did anybody that you are
aware of, recharacterize the treatment for rate or
ot her purposes of l|ine replacenent.

A No, | did not.

Q Wth regard to Page 10 and 11, different

types of containnent are included on it. Do you see

t hat ?
A Yes.
Q What do you understand "contai nment” to nmean?
A. Bernms or other devices that are designed to

| ocalize and keep from spreadi ng | eaks on tanks or from
t he pi pe.

Q I's there any question in your mnd that if
you built a contai nnment dyke that it would last for

greater than a year?

A I think those are permanent-type efforts.

Q And t he dyke restoration project, would that
fall in that same category?

A Yes, and can you point me to the |ine nunber

or where you see that iten?
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Q Page 10, Squam sh County dyke restoration
project, $230,000? You have it capitalized.

A Yes. Thanks for the reference, and that's
why | capitalized it, because | think that the benefits
to that extend well beyond even five years. That's the
point of the capitalization entries. That's a
per manent -type effort.

Q You were asked a series of questions with
regard to whether or not some |evel of expenses may be

expected to continue in the future. Do you recal

t hat ?
A. Yes.
Q As far as you are aware, has there been any

quantification of what |evel of expenses are expected
to continue and when?

A No. | made a couple of references to a track
record, and if it can be denonstrated that that would
happen over a period of years, and that hasn't been
done.

Q Even assum ng that that is correct, that
t hese expenses of this type will continue at sone
| evel, then does that make them correct to expense what
shoul d ot herwi se be a capitalized iten?

A No. That's the point of ny adjustnents.

Those sane percentages would apply in the future as
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wel | .

MR. BRENA: | have nothing further.

JUDGE WALLI'S: Commi ssi oner questions?

CHAI RMOVAN SHOWALTER: | think you've
answered the questions | had stored up for you. | have

no questions.

COW SSI ONER HEMSTAD: | have just one.

CROSS- EXAM NATI ON
BY COWM SSI ONER HEMSTAD:

Q Are you aware of what other states that
regul ate pipelines do with regard to traditional as
agai nst the FERC net hodol ogy?

A. I know what's been represented from coments
on Tesoro's witnesses, and that is that no other state
has ever approved the TOC FERC 154-B approach.

Q But you don't know of your own know edge.

A No.

COW SSI ONER HEMSTAD:  Thank you.

COW SSI ONER OSHI E: | have no questi ons.

JUDGE WALLIS: Followup should be I[imted.
M. Trotter, do you have redirect?

MR. TROTTER: Yes, | do.
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REDI RECT EXAM NATI ON
BY MR TROTTER
Q You were asked sonme questions regarding

envi ronnental renedi ati on at SeaTac; do you recal

t hat ?
A Yes.
Q | believe you testified that you did not

permt that cost, one basis being it was a budgeted

nunber ?
A That's true.
Q Do you know whet her or not AQynpic is insured

for that sort of activity?

A I know that they do have pollution contro
i nsurance. That's one conponent of their insurance
expense.

Q To the extent environnmental renediation
expenses are of fset by insurance, is that an adjustnent
t hat shoul d be made?

A. That woul d be one factor to give
consi deration to, yes.

Q Has the Conmpany made such an adjustnent, to
your know edge?

A Not that I'm aware of.

Q You were asked the question regarding your

power - cost adjustnent by M. Marshall, and he asked
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whet her you substituted a nunber in your adjustnment.
Can you identify what nunber you substituted? Was it
the new rate?

A It was the rates that were applied agai nst
the kilowatts consunmed to arrive at the new change
power -cost nunber. That's my answer.

Q Did you use the test-year usage at the
facilities that you had listed on your exhibit?

A Yes. The usage units didn't change, only the
cost of the kilowatts consumed. The rate in the tariff

schedul es that were applied to arrived at the billed

anount s.

Q So the units stayed the sane but the new rate
applied?

A Yes.

Q Is that by definition the proper pro forma

adj ust ment ?

A That is the proper definition of pro forma,
yes.

Q You were asked questions about the known and
nmeasur abl e concept, and | think an exanple was offered
if wages go up; do you recall that?

A Yes.

Q If you were told that wages go up, does that

automatically nmean a pro forna adjustnent is
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appropri ate?

A In and of itself, no. Known and measurabl e
nmeans there has to be sonme quantification of it in
terms of how nmuch it went up, fromwhat to what, the
effective date, and it has to be -- just to say that
costs have gone up, there is nmore to it than that.

Q Woul d you al so have to take into account
whet her there were offsetting factors?

A Yes.

Q Assune that wages went up but the nunber of
enpl oyees went down. Would that be an exanple of an
of fsetting factor?

A It could be, yes.

Q You were al so asked some questions with
regard to throughput. All else being equal, as
t hroughput goes down, rates go up. Do you recall that
i ne of questioning?

A Yes.

Q I would ask you to assune that a conpany,
hypot hetically, a conpany was earning in excess of a
fair rate of return and throughput went down. Under
that assunmption, all else being equal, would that
automatically nean that rates would have to go up?

A No.

Q You were asked about public interest
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considerations. In your opinion, is a fair, just, and
reasonabl e rate of public interest consideration this
Conmi ssion should consider in this case?

A It's statutory mandate, yes.

Q I's your analysis directed toward that
public-interest factor?

A Yes.

Q You were asked some questions about the
i npact of new regul ati ons on costs and al so either
i ncreased use of SCADA or costs associated with SCADA
Do you recall those questions?

A Yes.

Q Has the Company offered any pro forma
adj ustment to take into account the alleged increases
in those types of costs?

A I think | stated that a couple of tines in ny
response to M. Marshall. The Company has proposed no
such pro forma adjustnents.

Q Wth respect to throughput, is it true that
Staff's adjustnent reflects an 80 percent pressure
condi tion?

A Yes, it does. Turning again to Page 21 of 40
in Exhibit 2003-C, specifically Line Nos. 1 and 2 where
| show the '98 throughput of 116.2-mllion barrels,

that was the throughput at 100 percent pressure, and on
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Line 2 where | capture the 2001 throughput, that is at
80 percent pressure. That's the reason why we picked
those two tine franes, to try to get a handle on that
pressure differential and the inmpact it would have on
t hr oughput .

Q You were asked a nunber of questions about
the downtine, and | asked this question of M. Talley.
If I told you a specific pipeline had 50-nillion
barrel s of throughput in a particular year, does that
tell you anything about whether that |evel is
appropriate for rate-nmaking purposes?

A Well, it's a good starting point. In ny
responses to M. Marshall, | made sone references to
inability to neasure throughput in the current period
that the Conpany is basing its throughput assunptions
on, but equally inportant is the question of throughput
for year '98, and we don't have any downtime in the
current nmonths and downtinme in 1998, and there has been
no determnation of either part of that, so it's
difficult to say where that |eaves us in terns of
setting a normal throughput |evel for setting rates.

Q Did the Company provide a study of downtine
for cal endar year 2001 or year ended Septenber 30,
20017

A Did you say downtine study?
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Q Yes.

A No. We don't have any good numbers on
downtinme. That's the whole point.

Q What about for any period covering 2002? Did
they provide a study for that period?

A There has been no definitive downtime studies
at all.

Q Was the point of your analysis on Page 21 of
Exhi bit 2003-C to make a reasonable estimate of the
Conpany' s throughput at 80 percent pressure?

A Yes.

MR, TROTTER: That's all | have. Thank you,
M. Col bo.

JUDGE WALLIS: Is there recross?

MR, MARSHALL: No.

JUDGE WALLIS: |Is there anything further of
the wi tness? M. Col bo, thank you very nuch for
appearing today. You are off the stand. Let's be off
the record while M. Col bo steps down and M. Elgin
st eps forward.

(Di scussion off the record.)

JUDGE WALLIS: M. Elgin, did you testify in
the interim proceeding.

THE W TNESS: Yes.

JUDGE WALLI'S: Conmm ssion staff has at this
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1 time called back to the stand Kenneth L. Elgin, who was
2 a witness in the interim phase of this proceeding.
3 M. Elgin, I'll merely rem nd you that you have been
4 previously sworn in this docket.
5 THE W TNESS: Thank you.
6 JUDGE WALLIS: In conjunction with
7 M. Elgin's appearance, Conmi ssion staff has presented
8 sonme prefiled testinmony. These have been marked as
9 Exhi bits 2101-T through 2104-C at the administrative
10 conference on June 13th, and we will |ook to the
11 designations and marking in the transcript of that
12 docket for these docunents.
13 In addition, Comr ssion staff had presented
14 docunents al so there marked as 2105, 2106, and 2107,

15 but Conmmi ssion staff is withdrawi ng those exhibits from

16 use in this docket. |s that correct, M. Trotter?
17 MR. TROTTER: Yes.
18 JUDGE WALLIS: In addition, Oynpic has

19 presented several docunents for possible use on

20 cross-exam nation of this witness. Those include

21 Exhi bits 2108 through 2112 for identification, which
22 were marked at the June 13th conference.

23 Tesoro has presented for possible use on
24 cross-exani nation an exhibit nunbered 2113, which

25 consists of the deposition of M. Elgin on June 5,
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2002. Finally, AOynpic has recently produced some
addi ti onal docunments for use potentially on
cross-exanination of this witness. These include a My
6th letter to M. Marshall from M. Trotter nunbered
2114 for identification.

MR. TROTTER: Excuse nme, Your Honor. |
offered that as a potential redirect exhibit.

JUDGE WALLIS: Thank you for that correction.
A ynpic has offered the 1997 FERC Form 6, which is
mar ked as 2115, a reformatted conpil ation of
M. Elgin's KLE 6, which is marked as 2116, and a FERC
Form 6 docunments for 1999 and 2000, which are marked as
2117 and 2118 for identification.

In addition, we note that the testinony
mar ked as 2101-T is substituted direct testinony of
this witness, and the 2102 is a revised version of the
document. Wth that, | believe that the witness is
avail able. M. Trotter?

MR, TROTTER: Thank you, Your Honor.

DI RECT EXAM NATI ON
BY MR. TROTTER
Q M. Elgin, please state your nanme and spell

your last name for the record?
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A. Kenneth L. Elgin, E-l1-g-i-n

Q You are enpl oyed by the WUTC in the
regul atory services division as the case strategist; is
that right?

A Yes.

Q In the course of your duties in that
assignment, did you have cause to prepare testinony and

exhibits in this case?

A Yes.
Q Is Exhibit 2101-T a substituted version
which 1"l just call 2101-T fromnow on, is that your

direct testinony?
A Yes.
Q If I asked you the questions that appeared

there, would you give the answers that appear?

A Yes.

Q Do you sponsor Exhibits 2102, the revised
version, which we will refer to as 2102, 2103, and
2104-C?

A Yes.

Q Are those docunents true and correct to the

best of your know edge?
A Yes.
MR. TROTTER: | nove for the adm ssions of

2101-T, 2102, 2103, and 2104-C.
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JUDGE WALLIS: |Is there objection?

MR, BEAVER: No, Your Honor.

MR. TROTTER: | have a few areas to cover in
surrebuttal

JUDGE WALLIS: Let the record show the
exhibits are received in evidence.

Q (By M. Trotter) M. Elgin, M. Fox in his
rebuttal testinony stated that O ynpic's financia
situation should be considered in the context of the
practices of other oil pipelines. Do you recall that?

A Yes.

Q Did you evaluate FERC Form 6 information for
ot her pipeline companies in preparation of your
testi nony?

A No.

Q Why is that?

A My anal ysis was specific to Aynpic, and ny
under st andi ng of the Conmmi ssion's order in the interim
phase requested an analysis related to the
ci rcunstances which gave rise to the situation facing
O ynpic at the tinme, and so | did ny analysis
exclusively to its Form 6.

Q Has O ynpi ¢ shown that maintaining high
payout ratios and highly-Ieveraged capital structures

is appropriate froma financial perspective?
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A No, it has not.

Q Has O ynpic provided evidence as to how ot her
oil pipelines with the sanme financial policies or
simlar financial policies as Oynpic responded when
there was a significant decline in revenues due to a
| oss of throughput?

A No.

Q VWhat are the financial inplications of an oi
pi peline nmai ntaining a high payout ratio and
hi ghl y-1 everaged capital structure when a nmjor
di sruption in throughput occurs?

MR, BEAVER: |I'mgoing to object. This is an
area that actually was covered directly in his direct
testinony. | don't really see what was added by our
rebuttal case that would have pronpted additiona
surrebuttal on this issue. He spends a substantia
amount of tine on this very issue in here.

JUDGE WALLIS: M. Trotter?

MR, TROTTER: This is followi ng on the
substantial rebuttal case that was filed, and this is a
di fferent question than what M. Elgin addressed
directly.

MR. BRENA:  Your Honor, | would |ike to be
heard on this matter as well. As | understood it, we

woul d have flexibility with regard to the types of
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1 questions that we would ask as a result of the

2 substantial rebuttal case that was put in, and | think
3 that it's going to be a trenendous waste of our

4 val uable remaining tine to try to parse through what

5 has changed fromthe rebuttal to the direct, where to
6 draw that |ine and when to draw that line, and we

7 haven't drawn that line yet in this proceeding, so

8 think a certain amount of flexibility is appropriate

9 and called for under the circunstances.

10 JUDGE WALLIS: The objection is overruled.
11 Q (By M. Trotter) Proceed.
12 A I think I recall your question to be what

13 were the financial inplications.

14 Q What are the financial inplications of an oi
15 pi peline mai ntaining a high payout ratio and a

16 hi ghl y-1 everaged capital structure when a ngjor

17 di sruption in throughput occurs?

18 A First, the pipeline, Oynpic, and really for
19 that matter, any firmthat has significant financia
20 | everage that pursued simlar financial policies, in
21 the event of a disruption of throughput on the system
22 or any disruption in its ability to deliver service or
23 any curtailnment in revenues, in all likelihood, there
24 woul d be a default on the debt, and it would force the

25 conpany in a default situation either to, in this
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specific instance, to issue additional equity, or in
the alternative, sell assets to pay down debt.

Q M. Fox testified that in his opinion there
were three significant factors affecting Qynpic's
financial situation in the sunmer follow ng the Whatcom
Creek explosion, and his factors were a significant
decline in throughput, significant increases in capita
and O&M costs, and a decision not to seek an inmedi ate
rate increase as a result of the Whatcom Creek incident
and the fallout of that. Are there other factors the
Conmi ssion shoul d consider in that context?

A Yes. | think that | agree with M. Fox, or
he agrees with ne, that there was a decline in
t hroughput, but what his rebuttal testinony failed to
address was the lost financial flexibility as a result
of its past financial practices, and that includes the
significant expenditures for new projects, its decision
to finance those projects with additional debt, and the
failure of those investnents to provide any new source
of revenue in order that the Conpany coul d service that
i ncreased anount of debt burden occasioned by those
i nvest ments.

The other thing that M. Fox in his rebutta
testinmony failed to acknowl edge is that the Conpany did

i ssue additional debt to finance its ongoing
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operations, and this created as a result a rea
problem in my estimation, with its financia
statements. So therefore, he seens to suggest that it
was just related to the | oss of throughput and

i ncreased expenses but failing to give a conplete
picture of really, what were the financia

ci rcunstances that gave rise to this situation

Q The investnents that you identified that did
not provi de additional revenue, you are referring to
the cross-Cascades project and Bayvi ew?

A Yes, | was.

Q In your testinmony in the interimphase of
this case, you identified the disparity between the
Conpany's total capital invested in the pipeline and
its investnment in, | think you called it long-Ilived

assets; do you recall that?

A Yes, | do.
Q Wth the potential wite-off of
cross- Cascades, assum ng that does occur, wll that

narrow that gap or wi den that gap?

A It will create further problens by w dening
the gap. | was surprised to hear that testinony in
ternms of what the Conpany's plans were to do with that,
and it just further exacerbates the problemthat we

were faced with in the interimcase.
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Q I would like you to turn to your Exhibit
2102.

A Yes.

COW SSI ONER HEMSTAD:  Are you on 2102 or
2102- R?

MR. TROTTER: I'Il call it 2102-R

Q (By M. Trotter) What are the inplications
of this exhibit in context of what M. Fox referred to
as standard industry practices for oil pipelines?

A. This exhibit, in ny estimation, clearly shows
that by any standard of neasurenent, whether it be
accounting rates of return on book equity or a
cash-flow analysis that M. Fox referred to with
respect to this econonic analysis of cash flows or net
present val ues, by any standard that you would want to
nmeasure, this Conpany over a period of 10 years
achi eved extraordinary returns.

If I could point out the significance of what
this exhibit states is you will see that the dividends
for just a very narrow period, 1990 to 1995, were $42.4
mllion, and during that sanme tinme period, Qynpic
generated about $46.7 million in incone, so
approxi mately 90 percent of the income was paid out in
di vidends. Then in 1995, if you look at the tota

property line, the balance of property, that's
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1 $39, 227,000. Over a five-year period, the entire
2 i nvestment and facilities serving the public were
3 returned to the owners.
4 | just can't overenphasi ze how incredibly
5 qui ck the Conpany was able to realize a return of its
6 entire investment in its facilities. | think that what
7 this exhibit does say is in a way, and why | undertook
8 this is to try to take another | ook at what we woul d
9 call an "end result test.” 1In other words, what did
10 the Conpany actually experience with respect to
11 revenues, expenses, and rate base, and what kind of
12 returns did it achieve over sone extended period of
13 time, and it clearly shows to me that, as | said, by
14 any standard, these are extraordinary returns the
15 Conpany realized.
16 Q M. Fox testified that the regulatory
17 approach to A ynpic should be tailored to acknow edge
18 the fluid nature of O ynpic's operation and send
19 appropriate signals to attract capital -- on these
20 terms with enough incentives to nmanage the pipeline.

21 Do you recall that testinony?

22 A Yes, | do.
23 Q How woul d you respond to that?
24 A First, | would note that in the Conpany's

25 case, | don't see any testinony or exhibits that put
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forth a financial plan and a showing to this Comm ssion
under what circunstances the Conpany would be able to
attract capital on reasonable ternms. There is no

evi dence what soever that says, These are the terms and
conditions. This is the financial plan. This is how
we plan to go forward.

The second point | would make in the context
of that testinmony is that the test in terns of
attracting capital is truly net by the Conmi ssion's
adoption of its traditional rate-of-return nethodol ogy
for rates. Applying a fair market rate of return to
the Conpany's investnent and |ong-1lived assets neets
that capital attraction test.

It's the basic prenmise that virtually every
regul atory Conmm ssion operates under. It is truly the
| anguage, the historical |anguage of Anerican finance.
This is how investors nake capital available. They
make an investment. They expect a return on that
i nvestment, and all accounting standards and
measurenments of that investnment is on the basis of
i nvested capital, the book investnent.

|"ve already talked a little bit about that
di sconnect in the bal ance sheet, and I want to
enphasize, it's clearly sonething that deserves

attention by this Conpany's nmanagenent. They need to
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fix that bal ance sheet. Again, | want to enphasize
that the Conpany's entitlement to earn a fair return on
those investnents devoted to public service in nmy mnd
nmeets that capital attraction standard. By any other
nmeasure, whether it's a total invested capital which

t he Conpany seens to put forth, it's beyond reason, and
it's just not fair to shippers.

Q There was sone discussion in the
cross-exam nation of M. Smith that [ed to Exhibit
1218, which was the chart showing a straight line for
trended original cost and a curved |ine for depreciated
original cost. Do you recall that exhibit and that
questi oni ng?

A Yes, | do.

Q In your opinion, what does Exhibit 1218
attenpt to show?

A It's an attenpt to show under sone very
narrow theoretical assunptions that the cash flows or
the return over the life of an asset under trended
original cost or depreciated original cost, the net
present value, or the area under the curves are
i dentical, and those very narrow assunptions for al
intents and purposes in the real world of a corporation
that's a going concern never in my estimation apply

over a long period of tine.
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Q What are the assunptions underlying the graph
on Exhibit 1218?

A The underlyi ng assunptions are a constant
rate of return, which inplies a constant real rate of
return and constant inflation, constant depreciation
rates, so in other words, there can be no change in the
life of the asset, so there would be no adjustnents to
the reserve with respect to negative salvage or a gain
on the asset at the end of its useful life.

The other assunptions are that there are no
changes to investnments over tine. In other words,
nothing is done to the investnment to enhance the life
or to deal with any changes to the property, and
finally, ny biggest problemw th the exhibit is that
there is a basic disconnect between how assets are
financed and how the cash flows accrue under trended
original costs.

Q Fol I owi ng up on that |ast point, are the
assunptions that you listed, the constant real rate of
return and so on, could that be termas steady state?

A That's correct.

Q Do firms in the econony in this country
fi nance based on those assunptions?

A No, they don't.

Q Can you expound on that?
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A. The cost of capital changes over tinme both in
terms of real and nominal dollars. W've all witnessed
in particularly the nost recent five to ten years the
drastic changes in reductions in cost of capital for
any hol der of any type of security, so that the TOC
with its steady state of assunptions did not take into
account the dynam c changes in the economy and the
underlying cost of capital to change over tine.

The other thing is that assets are financed
based on first-year capital costs, that you can't
finance a major project unless there is specific types
of project financing where you securitize the cash
flows froma specific project in order to levelize out
the streans so you have those constant paynents.
That's not the way corporations finance and it's not
the way investnents are nmade. Investnents are |unpy,
and capital additions are lunpy, and the rate-setting
process recogni zes that with the
depreci ated-ori gi nal - cost net hodol ogy.

MR, TROTTER: Those are all ny questions.
Thank you, M. Elgin. He's available for
Cross-exaim nation.

JUDGE WALLI S: M. Beaver?
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CROSS- EXAM NATI ON

BY MR. BEAVER

Q Good evening, M. Elgin.
A Good eveni ng, M. Beaver.
Q Did you prepare any work papers at all for

your testinony?

A No.

Q So for exanple, your Exhibit 2102, there were
no work papers at all for that exhibit?

A. No. As you can tell, those are summry
nunbers pulled directly off specific line items off the
Conpany's FERC Form 6's over the periods that are
designated. They are just put into a colum and the
cal cul ations are made. They are very straightforward

cal cul ati ons.

Q So the calcul ations, for exanple, for return
on equity, | assune that those are cal cul ations that
you made?

A. Yes. Return on equity is sinply incone

di vi ded by book equity, so the two figures right above
it, if you divide the $2,626,000 of book equity divided
by $8 nmillion of income, return on equity is 305
percent. |It's a very straightforward cal cul ati on.

Q Prior to just now, when did you provide that

information to A ynpic?
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A. I don't think it would be necessary. | think
this evidence speaks for itself, that anybody who woul d
see this exhibit would know that's how that cal cul ation
i s done.

Q Were you here when we had di scussi ons about
how A ynpi c cal cul ated annual i zati on esti nates?

A Yes, | was.

Q And about how we were supposed to provide
wor k papers with regard to that cal cul ati on?

MR. BRENA: (bjection. Beyond the scope of
this witness's cross, and enough on the work papers
al ready.

MR. BEAVER: Your Honor, | believe we should
have been provided with at | east sonme explanation as to
how t hese numbers on this docunent were obtained, and
was here during a very |engthy, over one-hour
di scussion, about why it is Oynpic was being chastised
for not providing a calculation for an annualized
nunber .

MR, TROTTER: Your Honor, | can respond. |
do think the exhibit speaks for itself, but in
addition, we did make M. Elgin available for
deposition. He was deposed, and no questions were
asked about this, so if the Conpany was truly concerned

about how the nunbers were cal cul ated, they could have
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1 asked him

2 MR. BRENA: Again, Your Honor, that was

3 within the context of a notion to conpel the production
4 of work papers under very specific circunstances

5 conpletely outside of the rate proceeding in terns

6 of --

7 JUDGE WALLIS: W do see sone distinctions

8 bet ween the circunstances M. Beaver nentioned and

9 t hese circunmstances. M. Beaver, is this your ultimte
10 guestion, or are you planning to take it further?

11 MR, BEAVER: | actually was wanting to know
12 if there were other work papers, because we were not

13 provi ded any with how this docunent was nunbered or

14 generated, and it's ny understanding there are none.

15 JUDGE WALLIS: | believe M. Elgin said that;
16 is that correct?

17 THE W TNESS: That's correct, Your Honor.

18 Q (By M. Beaver) | would like to talk about

19 your background. Are you a CPA?

20 A No, sir.

21 Q Have you ever attenpted to beconme one?

22 A No, sir.

23 Q Have you ever been an accounting auditor?
24 A No, sir.

25 Q Have you ever been enpl oyed by a petrol eum
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pi pel i ne?

A No.

Q Have you ever had any responsibilities
operating a petrol eum pi peline?

A No.

Q Have you ever provided any services of any
kind to a petrol eum pi peline?

A No.

Q O her than this matter involving O ympic,
have you ever provided any testinony in any proceeding
i nvol ving a petrol eum pi peline?

A No.

Q Have you ever been qualified as an expert
with regard to the financing or financial policies

concerning the oil pipeline industry?

A I don't think there would be any need for ne
to say -- the expertise that | have in finance would
transfer across all industries.

Q I think ny question was whet her you have ever

been qualified as an expert; in other words, whether
you have been qualified by a conm ssion or a court to
provi de expert testinony concerning the financia
policies of the petrol eum pipeline industry.

MR. TROTTER: You nean in addition -- other

than this proceedi ng?
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MR. BEAVER: Yes.
MR. TROTTER: |'m not sure the w tness
under st ands what "qualified" neans.

Q (By M. Beaver) Do you understand what that
means? | n other words, have you been all owed
previously to provide expert testinony with regard to
the financing or financial policies of the oil pipeline
i ndustry?

A Wel |, again, the financial policies of the
oil pipeline industry and how they operate and report
items on their bal ance sheet and inconme statement woul d
transcend all industries. | don't see anything unique
about oil pipeline industries. | will say ny expertise
in finance could not be used to ascertain the financia
policies of an oil pipeline conpany.

Q Let me ask you this: \What, if anything, did
you do to study the oil pipeline industry in the United
States as far as its financing policies?

A. | answered this simlar question in the
deposition. | began my efforts with some genera
readi ngs of oil pipeline regulation, and | don't have
the titles, but |I just did sone general research on oi
pi pelines, their cost characteristics, the nature of
the industry, famliarized nyself with a little bit

about that industry, noticed sone differences and
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simlarities between oil pipelines and natural gas

pi pelines, and then began to understand a little bit
about rates. | did sone research when the Conpany
filed the initial case, and so that's the extent of ny
specific research and understandi ng and how I went

about familiarizing nyself with the oil pipeline

i ndustry.

Q Can you give nme any titles of anything that
you read?

A | believe one of the books was titled, "Ol
Pi peline Regulation in the United States." Another one
was entitled -- | can picture the book. | can't picture
the title. | also |looked at Bonbright to see if there

was anything in Bonbright about the industry.
| recall some softcover publications about

the industry. | looked in our library on sone
softcovers regarding oil and pipeline gas industry and
regul ations. Just in general, | can't renmenber the
specific titles, but again, it was a m ni num amunt of
research to began to famliarize nmyself with the
i ndustry and to understand it in the context of ny
know edge about public utility regulation in general

Q Did you study any particul ar petrol eum
pi pelines, the financing policies of any particul ar

pi pelines to conpare with O ynpic?
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A No, | did not.

Q How many interstate petrol eum pi pelines are
in the State of Washi ngton?

A Inter?

Q Inter. You do agree that Qynpic is an
interstate petroleumpipeline; is that correct?

A It has both a jurisdiction of inter and
intrastate. At the time of ny deposition, | believe it
was the only one. | did not know the jurisdictiona
status of the Chevron pipeline, and | believe there is
one ot her pipeline, and | don't know what the
jurisdictional status is of that either.

Q Are you aware of any other utilities or
public service conpanies that this Conm ssion, the
WUTC, regul ates that provide both inter and intrastate
service over the sane facilities that are not publicly
traded and that are solely owned by very |arge
publicly-traded entities who al so have either provided
or guaranteed all of the regulated entities' debt?

A No, |I'm not aware of any.

Q Now, if | limted that question to any
entities who provide sinply intrastate service, are you
aware of any?

A Just sinply intrastate service with all the

other restrictions in your prior hypothetical?
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Q Ri ght .
A No, |I'm not aware of any.
Q Woul d you accept subject to check, and

actually believe this is found in Exhibit 219, Lines 2
and 5, that the conbined equity in 2001 for BP and
Shell was over $117 billion?

A "Il accept that subject to check. Their
conbi ned book equity; we are tal king book equity?

Q Yes.

A. I want to nmake sure what |'m checking. W
aren't tal king market capitalization or --

Q Book equity. Would you agree that QO ynpic's
debt is either guaranteed by its two sharehol ders or
was provided directly by those sharehol ders?

A. Currently, that's correct.

Q Do you by any chance know the percent of the
vol une of product that O ynpic ships that is intrastate
versus interstate?

A The actual volumes, | don't know. | believe
there is probably a correlation. | heard M. Col bo
earlier testify of the approxinmately 60/40 percent
revenue, so | would presune there would be a
correl ati on between the revenues and the volunme, but |
did not study that and | ook at those specific figures.

| looked at themin the FERC Form 6, but then in terns
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of did | remenber them no. | could |ook that up for
you if you would liKke.

Q Is it your recollection that the 60 percent
was the interstate and the 40 percent was the
i ntrastate?

A. That's my under st andi ng.

Q Do you know the percent of the intrastate
vol une that travels down Oynpic's facilities that
necessarily has to go down facilities that O ynpic uses
also for interstate transportation?

A | don't know how one would unwi nd the
commodity in the pipeline to say this commodity is the
interstate and this is the intrastate, but I've not
done that study. | don't know.

Q But you agree that all of the product that is
shi pped on Qynpic's line originates as one of four
refineries?

A Yes.

Q And in order for that product to get to a
destination point, it necessarily has to go down either

the 16-inch main line or the 20-inch nmain |ine;

correct?
A. Yes, that's ny understandi ng.
Q The 16-inch and the 20-inch main line are

used for interstate transportation; isn't that correct?
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A I don't know.

Q Do you know if in nmaking Staff's
recomendation to this Commission, it considered
whet her there was any reason to have a rate-making
met hodol ogy for intrastate shipnents that was
consi stent with the nethodol ogy used for interstate

shi pnment s?

A In this case?
Q Yes.
A. If | understand your question, did Staff

consi der whether there was nerits to having the sane
nmet hodol ogy for both inter and intrastate? 1Is that how
| understand your question?

Q Let nme try to rephrase it. In devel oping
Staff's recomrendation to this Conmm ssion, which as |
understand it is currently at about a one percent
increase in the intrastate tariff; is that correct?

A Yes.

Q Did Staff consider whether there was any
reason to have a nethodology for intrastate tariff
rate-setting that was consistent with the nethodol ogy
used for interstate rate-setting?

A. I"mnot aware of any specific discussions
that we had regarding that.

Q Are you finished?
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1 A. I"'mtrying to go back and think over the

2 course of the time and what discussions we had and what
3 consi derations that we gave to that, but ny prinmary

4 responsibility was not to look at -- initially was to

5 do cost-of-capital

6 Subsequent to that, Staff hired M. WIlson to
7 do that, and so | don't believe that | was involved,

8 and I'mtrying to go back and renmenber what kind of

9 di scussions | was involved in regardi ng what we would

10 do and what kind of case we would put together, but I

11 don't renenber specifically addressing that. | don't
12 recal | .
13 Q Let's assume that this Comm ssion adopts the

14 Staff's recomendati on of a one percent tariff rate
15 increase, and let's assunme that ultimtely the FERC

16 adopts O ynpic's request for essentially a 59 percent

17 i ncrease. Do you have those assunptions in mnd?
18 A Yes, | do.
19 Q Wul d you agree that if that, in fact, was

20 the case that the interstate shippers would end up
21 payi ng a di sproportionate share of AQynpic's cost?
22 MR. BRENA: Objection. As a matter of |aw,
23 there is no disparity in rates or subsidy as a result
24 of that actual scenario. The answer to that question

25 cannot possibly be relevant to rate-setting in this



4823

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

pr oceedi ng.

MR. TROTTER: | will note, Your Honor, that |
think it's beyond the scope of this witness's
testimony. W have done sone | egal briefing on these
i ssues that were raised by the Conpany in the interim
case, but it's beyond the scope of this witness's
testimony on these federal state issues.

MR. BRENA: It's been settled |law for 40
years that we have concurrent jurisdiction with regard
to oil pipeline in that the rates may be different from
one to the other, and there is not a cross-subsidy
i ssue.

MR. BEAVER: (Obviously, we don't agree, and
this is truly an issue that needs to be briefed. 1I'm
sinmply trying to get facts into the record that wll
allow nme to make the legal argunment. | will indicate
that on Page 18, Line 15 through Page 19, Line 8, of
M. Elgin's testinony, he goes in-depth as to what he
or the Staff is recomendi ng that the Comm ssion do,
and it says here that Staff reconmends the Conmi ssion
adopt the approach recommended by M. W/ son.

I"mtrying to explore what went into that
recomendation, and | think this particular issue is
fair game, and all I'mtrying to do is find out whether

this was consi dered and al so whether or not this
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potential great disparity between the two jurisdiction
of rates was consi dered.

JUDGE WALLIS: The objection is overruled.

Q (By M. Beaver) Do you have the question in
m nd?
A Yes. No, | don't think that that is an

unreasonabl e outcone. The FERC has its reasons for
doing what it wants to do and interprets the statutes
that give rise to that agency, and this Comm ssion has
its own enabling statutes and its own rate-making
policies, and it's not unusual to see different
jurisdictions have divergent policies regardi ng cost
recovery regardi ng net hodol ogies with respect to rates
under any nunber of issues, so | don't think it's
unr easonabl e.

Thi s Commi ssion would act and determ ne
what's a fair rate, and the FERC woul d act
i ndependently, and because there would be a difference
in rates does not nean that one rate is unfair and the
other is fair.

Q Actually, | don't think reasonable or fair or
unfair were in ny question, and really what | was
asking, and | believe this would be an accounti ng
i ssue, is whether if the assunptions that |'ve asked

you to nmake prove to be true, the interstate shippers
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woul d end up paying a disproportionate share of

A ynpic's cost of service.

A And that is an incorrect statement.

Q That' s your opinion?

A. Yes. [It's not opinion. That's factually
incorrect. It's not an opinion. |It's based on fact.

The Commi ssion would determ ne what's the appropriate
cost and woul d design rates based on a cost of service
for the intrastate operations. That is a reasonable
rate. What the feds do with respect to its
jurisdiction and how it wants to determ ne cost of
service is an independent matter, and that's the way it
wants to classify and identify costs, and that's up for
the FERC to deci de.

Q M. Elgin, you nade a statement that | found
very confusing, and it was suggesting that this
Commi ssion is basing rates upon the intrastate
facilities, and I"'mtrying to understand. Did the
Conmi ssion staff attenpt to separate out those costs
that were for intrastate shipnents versus interstate
shipments and try to segregate facilities that were
intrastate versus interstate?

A. The facilities aren't segregated. That's
what M. Twitchell did when he did an allocated cost

results for the Washington intrastate operations, and
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it's not unusual. |It's commnplace all the tine where
you have joint costs of service to do cost allocations
between jurisdictions, whether it be inter or
intrastate or for any nunber of different kind of

servi ces, whether they be regul ated or unregul at ed.

The Commi ssion does it all the time inits

adm nistration of the public service laws and in
establishing rates that are fair, just, and reasonable.

Q I"mgoing to nove on to a new topic,

M. Elgin. Do you have your testinony, which is 2101
in front of you?

A Yes, | do.

Q Coul d you turn to Page 4, Lines 18 through 23
and | et nme know when you' ve got that?

A Yes, | have that.

Q You state that throughout the 1990's and up
until the Whatcom Creek explosion in 1999, the
Conmpany' s dividend policy, its investnent decisions,
and its financing decisions were extrenely aggressive,
and then on Line 22, you indicate Oynpic inplenented a
di vidend policy under which virtually all its earnings
were paid to its owners in the formof cash dividends.
Do you see that?

A Yes, | do.

Q Did you study the dividend policies of any
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1 ot her petroleum pipelines in the United States?
2 A No.
3 Q So | take it you don't know how A ynpic's
4 di vidend policy actually conpared to the petrol eum
5 pi peline industry in this country?
6 A. I've not done a personal study. 1've heard
7 the testinony of Dr. Schink regarding that issue, and
8 I'"ve read M. Fox's rebuttal testinmony, but I've not
9 done a study.
10 Q Are you aware of the five conpanies that were
11 selected by M. Hanley, who is one of Tesoro's experts,
12 as a proxy group?
13 A Yes.
14 Q So you understand that those are al
15 st and- al one conpanies? 1In other words, they are not
16 owned by sone entity like a BP or a Shell?
17 A They are limted partnerships, is ny

18 under st andi ng.

19 Q And they are all publicly traded?

20 A That's correct.

21 Q Do you know what their dividend payout policy
22 is?

23 A. My understanding is their dividend policy is

24 one of the things that needs to be tenpered with that,

25 and | don't have the specifics in front of ne so
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can't answer that, but | recall Dr. WIlson's testinony,
and it's ny understanding when | initially reviewed
that that one of the things with those conpani es was
their dividend policy was not only paying dividends in
cash but also in the context of a special dividend,
which were a return of capital.
So to the extent that you | ook at the

di vi dends, you have to consider that those conpanies
have uni que policies with respect to a stand-al one
conpany, so | don't recall the specifics, but | do know
that they do have that unique circunstance surrounding
t hem

Q Do you recall the testinony being that their
payout actually approached 100 percent and in sone

cases even nore because of what you descri bed?

A That's correct, but they al so have equity.
MR. BEAVER: | guess |I'mgoing to nove to
strike the last part of that answer. |'mnot really

sure how it was responsive of the question

MR, BRENA: | think it was directly
responsive. He was putting it in the conparative and
he responded to it in the conparative and explained his
answer .

MR. TROTTER: M. Brena is correct.

JUDGE WALLI S: | believe the answer was
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responsi ve.
Q (By M. Beaver) Did these limted partners

have entities like BP or Shell guaranteeing all of

t heir debt?
A. No, they don't.
Q During the 1990's, do you know what Puget

Sound Energy's dividend payout was?

A. Yes.
Q VWhat was it?
A Anywhere from 85 percent to sone years over

100 percent.

Q And that's an entity regulated by this
Commi ssi on?

A Yes.

Q Is it one of the | argest ones regul ated by
this Conmi ssi on?

A It is the largest energy utility regul ated by
this Comm ssion, and its only operations are within the
St at e of Washi ngt on.

Q Is that dividend payout sonething that you've
reconmmended?

A No. In fact, |1've consistently taken the
position that dividend policy is sonething that the
Conmi ssi on ought not to be engaged in. It's sonething

up to the discretion of the board, and | m ght add that
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Puget Sound Energy recently cut its dividend because it
was out of line and was sonething that was not

sustai nabl e, so their dividend policy currently is nore
inline with what you would traditionally see for an

ener gy conpany stand- al one.

Q I know because ny checks are less, but it's
still about 80 percent, isn't it?
A No, | don't believe so. Depending on

earnings, it may go up to 80 percent, but | think under
nor mal weat her and normal power supply conditions, it
woul d probably be nore on the order of 55 to 65
percent.

Q M. Elgin, in your testinony, | don't believe
you have indi cated what you woul d have recomrended as
the dividend payout for AQynpic. All you've indicated
that you believe, at |least as you have interpreted its
policy, it was too high

A Well, I think you are m scharacterizing ny
testinmony. It's not just the dividend policy. |It's
the dividend policy conbined with its investnent
deci sions and how it chose to invest and finance those
i nvestments over the period, so it's a conbination of
all those factors.

Q | understand that. |'monly talking about

the first one so far, just the dividend payout, and you
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have objected or at |east have criticized the, as you
put it, virtually all of Oynpic's earnings being paid
to its owners in the formof cash dividends. So |I'm
assum ng that the payment of sone dividends to the

owners, in your mnd, was not inprudent or inproper.

A. No. If you look carefully at ny testinony
and read it, M. Beaver, all it says -- there is
not hi ng normati ve about ny testinony at all. It says

that paid virtually all of its earnings in the form of
cash di vi dends.
Q Are you criticizing that fact?
No. I'mjust stating a fact.
JUDGE WALLIS: M. Beaver, | want to cal
your attention to the tine. W set 8:30 as our target.
Time really has flown. |If you are at an appropriate
point to break, perhaps we could do that now [|f you
have a few nore questions to conplete this area of your
Cross, you mmy proceed.
MR, BEAVER: Could | ask a couple of
guestions?
Q (By M. Beaver) M. Elgin, could you take a
| ook at both your Exhibit 2102 and our exhibit, which
is 21167 That's the one that summarizes sonme of the
i nformati on from yours.

A Yes, | have that.
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Q During the tinme period covered by your
exhibit, Oynmpic had profits from 1990 through 1998; is
that correct? | should say net incone.

A Well, according to ny exhibit, even in '99,
it had sonme net inconme, but there was a significant
drop-of f between '98 and ' 99.

Q | actually excluded '99 because of the
accident thinking it was kind of an anomaly, but it
pai d dividends to its sharehol der from 1990 t hrough
1997; is that correct?

A That's correct.

Q It actually retained all of its earnings in
1998; is that correct?

A Yes.

Q If you actually do the sinple math, you find
out that from 1990 to 1998, its dividend payout ratio
actually was only 76.7 percent. Do you agree with
t hat, subject to check, given the hour?

A. If you would cal cul ate dividend payout ratio
and say that we would |unp that entire period together
"Il accept that you did the math correctly.

Q Then from 1996 through 1998 again, three
years where O ynpic had substantial net earnings, its
di vi dend payout was, in fact, only 44.7 percent. Do

you see that?
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1 A. Yes, and again, if you do that, that is

2 significantly weighted by the fact that one year, you
3 did not pay, so the percentage is weighted by that one
4 observation, but your math is correct under those

5 assunpti ons.

6 MR, BEAVER: This is a good place to break.
7 JUDGE WALLIS: Let's be recessed. W will
8 resunme the examination of M. Elgin at 9:30 tonorrow
9 nor ni ng.

10

11 (Hearing recessed at 8:35 p.m)
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