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UTILITIES, by S. Bradley Van Cl eve, Davison Van Cl eve,
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KROGER COMPANY, by M ke Kurtz,
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Kirk H G bson, Ater Wnne, 222 SW Col unbi a, Suite 1800,
Portl and, Oregon, 97201-6618.

AT & T W RELESS, by
Traci A .G Kirkpatrick, Davis Wight Tremaine, 1300 SW
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PROCEEDI NGS

JUDGE MOSS: Good norning, everyone. M nane is

Dennis Mbss. |'mthe designated presiding adm nistrative
|l aw judge in this proceedi ng styled Washington Utilities
and Transportation Conm ssion agai nst Puget Sound Energy.
Docket number is UE-011570 and UG 011571. These
proceedi ngs are consolidated and constitute rate case
filing on both the electric and natural gas sides of
Puget Sound Energy's business. W are convened today for
the settlenent hearing, the hearing with respect to the
settlenent stipulation that was filed on June 6th.

I have a couple of prelimnary comments before we
t ake appearances. One, | have passed out to the parties
a - three sets of questions. | want to say that we will
use these to guide us through the exam nation of the
various w tness panels today. There may be additiona
questions. Not all of these questions may be asked. The
list is not intended to be exhaustive. W have been
burning the midnight oil to analyze the settl enent
stipulation filing and prepare for our proceedi ngs today,
and so we have done as nuch as we can and we hope t hat
these are hel pful to the parties. W'II|l probably be

prepari ng sone additional ones as we go along and we'l
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distribute those as they becone avail able and the parties
will be able to use those as guidance in their
preparation for our oral testinony.

And with that, | think we are ready to take
appearances. So let's begin with the company. You may
use the short form of appearance if you have previously
entered an appearance in the proceeding. But if there is
anyone that is entering an appearance for the first tine
today, they will need to provide full information
i ncludi ng address, tel ephone nunber, fax nunber, and
e-nmai | address. So Ms. Dodge.

MS. DODGE: Thank you, Your Honor
Kirstin Dodge with Perkins Coie for Puget Sound Energy.
MR. QUEHRN: Good norning. Mark Quehrn with
Per ki ns Coi e for Puget Sound Energy.
MS. SPENCER: Good norning. Elaine Spencer from
G aham and Dunn, 1420 Fifth Avenue, Seattle 981 - 101.
Phone Nunber (206) 340-9638. Fax Number (206) 340-9599.
E-mai |, espencer @r ahandunn. com on behalf of the Seattle
St eam Conpany.
MR. VAN CLEVE: Brad Van Cleve for the
I ndustrial Customers of Northeast Utilities.
MR. KURTZ: M ke Kurtz for the Kroger Conpany.
MR, ROSEMAN. Ron Roseman for the joint

i ntervenors, Milti-Service Center of the Energy Project
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and the Opportunity Counci l

MR, FFITCH: Sinon ffitch, Assistant Attorney
General, for the Ofice of Public Counsel

MR. CEDARBAUM  Robert Cedar baum Conmi ssion
Staff.

JUDGE MOSS: We'Il turn to you, M. Spigal, and
ask you to start us off.

MR. SPI GAL: Harvard Spigal, Preston Gates and
Ellis, for Mcrosoft.

JUDCGE MOSS: | think we can pass that in the -
ei ther direction.

MR, STOKES: Chad Stokes, Energy Advocates,
526 Northwest 18th Avenue, Portland, Oregon, 97209.
E-mail is mail @nergyadvocates.com (503) 721-9118, and
the fax number is (503) 721-9121. On behalf of the
Nort hwest | ndustrial Gas Users.

MS. DI XON: Danielle Dixon, for Northwest Energy
Coalition and Natural Resources Defense Counci l

M5. THOVAS: Elizabeth Thomas, Preston Gates and
Ellis, for Sound Transit.

MR. FURUTA: Norman Furuta for the Federa
Executi ve Agenci es.

MR. G BSON: Kirk G bson, WrldCom
I ncor por at ed.

MR, KI RKPATRI CK:  Traci Kirkpatrick on behal f of
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AT&T W reless.

JUDGE MOSS: Are there other counsel that have
not entered their appearances? No one here for the
cities? Ckay.

Now, |'m assuming that those who intend to
participate actively in today's proceedings are here in
the room but we do have the tel econference bridge Iine
on. So as to avoid any difficulties, | will ask if
there's anyone on the tel econference bridge |ine who

woul d Iike to enter an appearance?

(No audi bl e response.)

JUDGE MOSS: Apparently there is not. Al
right.
We - we have sone brief discussion off the record
concerning slight changes in our agenda whereby
Ms. Harris would nake an opening statenent. But before

we get to that, we - we do have - the chair wishes to

make an openi ng statenent and we'll then turn to the
exhibits, which | believe we will probably introduce by
stipulation. At that point we'll call our first wtness
panel .

You're on our first witness panel, are you,

Ms. Harris? O are you? Yes, you are.
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M5. HARRI S: COkay.

JUDGE MOSS: So we'll call the panel and swear
them and all ow for the opening statenent at that tine.
So let ne turn the floor over to the chai rwoman

CHAl RMOVAN SHOWALTER: Wl |, good norning. |
want to congratulate all of the parties here. This is a

remar kabl e achi evenent. To have 33 parties who have

found a way to reach a proposed settlenent - | enphasize
the word "proposed” - on the range of subjects that are
in the proposed settlenent is - is just stunning. And

regardl ess of how we proceed or - or deliberate on this
settlenent, it's very clear that an enornous amunt of
wor k has been undertaken, and clearly not just work but
hard conprom ses have been made. So you are to be
congratul ated on the product that you have delivered
which is a proposed settlenent. |It's splendidly
presented, beautifully organized.

The supporting testinony makes a big difference to us
because it - it enables us to understand better what is
in the settlenent and what is the - a basis for accepting
it.

That said, the very fact that this is a very broad
settlenment with nultiple parts neans that there is a | ot
to digest here. The comm ssion is an i ndependent body.

We have an independent obligation to understand the
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proposal, to be confident that it conplies with the | aw,
and nost inportantly to be confident that its terns are
in the public interest. Unlike a court case where a | ot
of parties may have litigation and if they settle, well
that's virtually dispositive of the case. There's an

i ndependent entity here that needs to be satisfied, and
that's the commi ssion, nmeaning the three conm ssions -
conmi ssi oners.

I"m sonmewhat affected as | think some others in the
room are, but by our experience in litigating settlenent
agreenents later. One of the first cases that | sat on
was one of the early Schedule 48 conflicts, and it was
really a case where a careful, |ogical proofreading of
the agreement at the outset probably could have avoi ded a
two mllion dollar litigation, and that taught ne a
| esson. Not that | had been there at the origina
careful or noncareful proofreading, but it taught ne that
it is very inmportant for another set of eyes - that is,
the comm ssioners' sets of eyes - to | ook at these
agreenents and read them not fromthe point of view of
those who ki nd of know what they neant, but what the
words say on - on the page.

Subsequently we've had other pieces of litigation on
the settlenent. Many of you are famliar with the

Schedul e 48, but we've also had other litigations of
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settl enments where, you know, again, people envisioned one
thing or they neant one thing but then the situation
changed, and under stress it turns out that the
agreenents - the earlier settlenents either were not
definitive, did not anticipate a situation, that sort of
thing. It's inpossible, really, to predict the future
and it's probably an inpossi ble standard to hope that a
settl enent agreenent anticipates every possibility and
provides for it. But at least |I think we should try to
understand it that way.

So we are - we are nmarching through the agreenent,
but I have to tell you that we are terribly burdened at
this point. This year, 2002, is an unprecedented year in
terms of the commission's workload. And this nonth of
June is unprecedented, and | will say that the next two
weeks are probably unprecedented. W have the Avista
general rate case; we have the O ynpic Pipeline, two
weeks of hearing; we have the Qwest 271 proceeding, which
you may or mmy not know about, but it's a two-year
proceedi ng that has been cul mi nating, or we've just heard
our last hearings and are ainming to get an order out by
the end of the nmonth, and the issue is profound.

So we have a huge ampunt of work. We have
doubl e- booked our tine. W have held evening hearings.

So we are doing the best that we can, | can assure you.
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But | don't believe that we will be in a position to have
absorbed the entire agreenent and - and get an order out
along with our other orders we're trying to get out by
July 1.

There may be an issue that is severable and that may
be the city's right-of-way issue. And we'll have that on
t he cal endar for sure tonmorrow afternoon. But for the
rest, we're - we'll have to start through the issues,
which we'll do this morning, in the order that's been
proposed. The order is convenient in that the revenue
requirenent is listed first, and should we need - which
believe we will - to have sone kind of interimrate for
about a month - or a nmonth, pending our analysis in

hearings on all 11 issues or so in the settlenent

agreenent, we will have the basis for doing an interim
rate because we will have heard testinony and have
evi dence on the revenue requirement. So | - | think

we' re serving a dual purpose today by starting in with
the revenue requirenment and the rate spread and the rate
desi gn.

| hope it's not too disappointing to the parties that
we will not be able to do this by July 1. No one, either
the parties nor Wall Street nor anyone el se, should take
any - take it as any sign about the proposal itself.

It's sinply that we need to insure that this is a good
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settlenent, or if it's not, what needs to be nodified.
But | think that if we do need to take another nonth,
there are ways to fashion an order and acconpanyi ng
| anguage which should send a signhal that this is sinply a
month that we need to get through the proposal

So with that, again, | congratulate the parties.
W - we look forward to the hearings. There's just a |ot
for us, as you will have seen fromthe first sets of
guestions we have. W do have a |lot of questions. W do
want to understand it. This is as far as we've gotten in
terms of nmenorializing our questions. Various ones of us
have read, nore or |ess, of the other provisions and
di gested sone of it, but we just sinply haven't digested
all of it.

So thank you very rmuch.

JUDGE MOSS: All right. Thank you, Madam Chair

In terns of the exhibits, we've all worked together
on the exhibit Iist at our prehearing conference and had
the parties review that and confirmits accuracy. W
mar ked those exhibits with nunbers and | distributed this
norning, shall | call it, the final prelimnary exhibit

list, and use the word "prelimnary" sinply because we
may, of course, have additional exhibits introduced
through the course of the hearing. |1'm- | suggested at

the prehearing that we mght sinply introduce all of the
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exhibits as a group w thout going through them and do
that by stipulation. 1s there any objection to
proceeding in that nmanner?

MR. CEDARBAUM  No objection

JUDGE MOSS: Hearing no objection, the exhibits
will be admtted as premarked.

On second review it appears that Ms. Harris is not

part of the first witness panel. So, Ms. Harris, let ne
ask you to take the stand and I'I|l swear you in at this
time and we'll have the opportunity for the opening

statenment that we discussed earlier
Ms. Dodge?

M5. DODGE: Your Honor, we would like Ms. Harris
to sit with that first panel because revenue requirenent
may overlap in sonme of the policies that she's
responsi ble for, so either way --

JUDGE MOSS: That will be fine. W'I|l go ahead
and do this one step at a tine.

Pl ease rai se your right hand.

KI MBERLY HARRI S, Having first been duly
sworn, testified as
foll ows:

MS. HARRIS: | do.

JUDGE MOSS: Thank you. Please be seated.
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And, Ms. Harris, when you're ready, you may proceed
wi th your opening statenent.

MS. HARRI S: Thank you, Your Honor
Conmi ssi oners, Chai rwoman. And thank you very nuch for
your - your kind thoughts and - and support in this
settl ement.

My statement is not necessarily on behalf of the
conpany, but on behalf of what | will call as the
col l aborating parties. And - and | want to address sone
of your concerns that you - that you nentioned in your
statenent as well. | want to nake this statement in
support of the process.

|'ve heard the comr ssion - we have presented many
settlenents in front of the conm ssion, especially on
Schedul e 48, and - and |'ve heard many tines the
commi ssion say that the settlenment process is - is by far
the preferred approach to litigation. But | think that
this settlement that you have before you is a little bit
different than the normal settlenment as well

What you had here was a col |l aborative process. For
ei ght weeks 31 parties collaborated. And what that neans
is we had an ei ght-week di al ogue. It wasn't settlenent
negoti ations. We pulled back fromour litigation
positions, we pulled back from our negotiation positions,

and we had a di al ogue for eight weeks. And what that
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meant was number crunching and anal yses and subcomittees
and technical committees and big groups and snmall groups,
but we had an active dial ogue where we all participated
for eight weeks. So what you have before you is not just
a settlement position or a conprom se, but sonething that
the col |l aborative parties have taken ownership of.

You'll see as you march through many of the
agreenents there's many different categories. W want
t hat di al ogue to continue. There's many different new
processes and col | aboratives that kind of sprung from
this collaborative.

It - it reminds me of last - last year, | did a ngjor
renodel i ng of nmy house. And for about eight weeks we
nmoved out, we ripped apart a house, we rebuilt a house
and went through all of these different issues. And at
the end of it, many people asked ne, if you knew what you
knew today would you do it again? And | was kind of
rem nded of it in this collaborative process, and would
we do this again? Yes, we would do this again. It is by
far a better process than litigation.

So it's ironic and a little tragic that we bring you
this settlenment document and ei ght weeks of dial ogue.
We're back to preparing witnesses and preparing for
exam nation and trying to anticipate the questions that

you're going to give us so that we can sonmehow take this
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di al ogue and get it approved as - as a settlenent.

This settlenent is drafted as a whole and in - and
many tines we try to inpress upon the conm ssion: Please
don't nodify and tinker. There's provisions in there we
can reverse and go back to litigation, but there's nmany
parts that - that are tied together and the parties took
di fferent positions and had different dial ogs because of
the settlement as a whole. | don't know and - and | was
involved in all of the coll aboratives, was how you pul
apart this settlement, you know, which - which pieces
don't fit together

There are many dates in the settlenment that you will
see that - that are teed off of the July 1 date. W al
recogni ze the tinme constraints and we all recognize that
is a daunting agreenent to go through. But we al so
realize that nuch thought and nuch process and much
di al ogue was put into this settlenment. It needs to be
reviewed as a whole. It needs to be kept as a whole
because nmuch of it is very interactive. And in some way,
if we can do that, within the time constraints and
respecting those tine constraints, that is what we set
bef ore you today.

We wel cone shining the light on the settlenent.
There's no back door or back-roomtype of deals here. W

antici pate your questions. W would welconme the review
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by a second, third, fourth, fifth set of eyes. W do not
want to go into litigation over this settlement which is
why it is probably such a daunting agreenent that we set
before you. But we wel conme your challenges to the

settl enment agreenent. We hope that you give it your
attention and - and we appreciate all the attention that
you've given to it so far. Thank you.

CHAI RWOVAN SHOWALTER: The only response |'|
make is, settlenent processes are great. They - they are
in the public interest. 1It's just they do | eave one very
i mportant party out of the process, and that's the
commi ssion. And - and we sinply have to have our own
part in the process, not - not the negotiation process,
but it - it sinply nmeans that once the settlement is
done, there is yet another step that's got to be taken
And it's the time; we - we are in a terrible tine crunch

JUDGE MOSS:  All right. Thank you, Ms. Harris.
And why don't we have the bal ance of our revenue
requi renments panel come to the stand. And we'll need to
pull up an extra chair there and sonebody can just pul
up that chair off of the end of the first row, | suppose.

| see M. Dittmer is appearing by telephone. Quite
right. | have that noted here and just didn't notice it.
All right. So we're going to have M. Lott and

M. Karzmar is approaching the stand. And, Ms. Harris,
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you are to be part of this. And we apparently only need
three chairs because. . . Let ne confirm
M. Dittmer, are you on the tel ephone?

MR DI TTMER | am

JUDGE MOSS: Al right. M. Dittmer, the - it's
going to be necessary for you to speak quite loudly into
the tel ephone so that your voice cones through clearly
into the hearing room W do have the volunme turned up
here, but when you spoke just now | notice that your
voice was fairly faint. So I'mgoing to ask you to do
your best to deep your voice |evel elevated.

MR, DITTMER: Very good.

JUDGE MOSS: And you're not on a speaker phone,
are you?

MR DITTMER: | was the first response. | did
pi ck up the handset now. Does that hel p?

CHAl RWOVAN SHOWALTER:  No.

JUDGE MOSS: | don't - | don't believe - you're
not comi ng through clearly.

MR DITTMER. | will try to yell then. If |
speak up, now can you hear?

JUDGE MOSS: It's still quite faint.

CHAI RMOVAN SHOWALTER: Maybe you shoul d hang up
and call back to see if it helps.

MR, DITTMER. Okay. | wll do that.
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(Brief pause.)

JUDGE MOSS: Okay. M. Dittmer, was that you
com ng back on?

MR. DITTMER: It is. Does it help any?

JUDGE MOSS: No i nprovenent.

CHAl RWOMAN SHOWALTER:  Just as an asi de, since
there's so many people in the room this is why | really
don't like tel ephone participation. |It's too hard to
hear. And even if you can hear, you can't read the nouth
and the language and it's very, very hard to absorb what
the person is saying, which is to the detrinent of the
person saying it.

JUDGE MOSS: Well, we'll just have to do our
best .

Al right. 1'mgoing to ask the two w tnesses here

in the room who have not been sworn to please rise and

rai se your right hand. And, M. Dittnmer, | will ask you
to do the sane thing at your location and | wll swear
you in.
MERTON LOTT, Having first been duly
KARL KARZMAR, sworn, testified as
JI M DI TTMER, fol |l ows:

JUDGE MOSS: Pl ease say, "I do."
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MR. LOTT: | do.
MR KARZMAR: | do.
MR. DI TTMER: | do.

JUDGE MOSS: Thank you. Pl ease be seated.

Any of the witnesses have opening narrative
testinony? O shall we just launch into the questions?
Al right.

MR. FFITCH: Your Honor, may | just inquire of
M. Dittner? We did fax himthe bench's revenue
requi renment questions. | just want to meke sure he has
those before him also.

MR, DITTMER. | do not. Wen were they sent?

MR. FFI TCH: They have been sent about half an
hour ago. So we'll - we'll check on that and make sure
they're faxed to you and received at your address.

MR, DITTMER: | will poke ny head outside of ny
of fice and make sure they're not sitting there. Hold on.

MR. CEDARBAUM  Your Honor, Robert Cedar baum

Just to hel p, perhaps make this nove qui cker al ong,
when we get to question 2, which concerns cost of
capital, | had indicated to you that Dr. Wolrich, who
was the staff cost of capital consultant, is available by
tel ephone if | call him So if the witnesses are here -
if the witnesses on the panel can answer that question,

that's fine. Oherwise | would like to call him and
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arrange that ahead of tine.

JUDGE MOSS: Well, let's see if our wtness
panel is able to answer these questions, and if not, we
may have to return to the point and have some
suppl enental testinony.

MR DITTMER. By the way, | amin receipt of the
f ax.

JUDGE MOSS: All right. | believe that,

M. Dittmer, you are confirmng that you have received

t he fax.

MR DI TTMER:  Yes.

JUDGE MOSS: Okay. | think the way we will
proceed, then, is I'lIl sinply read the questions that are
listed here. And we'll get responses from one or nore

w tnesses, and then there may be foll owup questions from

the bench and we'll proceed in that fashion. But for the
- for the benefit of the record, | will sinply read the
guesti on.

First: How does the settlement rate of return
conpare with the currently authorized rate of return?
And that question calls for responses with respect to
capital structure and cost rates.

MR. KARZMAR: This is Karl Karzmar. The - the
settlenent rate of return of 8.76 percent conpares with

the current authorized rate of return of 8.94 percent.
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And the current authorized rate included a 10 and a hal f
percent return on common equity of 45 percent.

The settlenent rate of 8.76 percent includes an
11 percent return on 40 percent conmon equity.

JUDGE MOSS: Okay.

Second question: How were the interest rates
associated with cost of short-term debt, |ong-term debt,
preferred equity, and comon equity determ ned?

MR. KARZMAR: The interest rates were determn ned
i n di scussi ons between conmpany and ot her parties based
upon the financial projections and financing requirenents
that were projected in order to nmeet the goals of the
settl enent.

Short-termrate specifically was adjusted |ast, based
upon an updated Chase Manhattan forecast of |ife war
rates for the rate period which would begin in July.

MR. LOTT: | do believe that all of the other
costs, by the way, are either the actual costs that the
conpany were presented in the cases or the 11 percent
fromthe settlement.

JUDGE MOSS: Okay. Thank you.

Third question: What is the function of the, quote,
revised electric and gas revenue requirenent caps, close
quot e?

And I'Il just read the rest of the question: Since
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the parties have agreed on an electric revenue
requi renent, does this cap have any rel evance?
MR, LOTT: | found ny switch to turn it on

They may not have rel evance. Assuming the comi ssion
ends up accepting the settlenent and we come through with
the settlement on the gas side, that also cones in bel ow
t hat cap.

But to the extent that that adjustnent - or those two
adj ustnments that do change the gas and the electric
presentations that M. Karzmar made in the original case
are - are changed, it is staff and the conpany's
vi ewpoi nt that - that, assunmi ng we went back into
litigated node or some other node - that those caps
shoul d be changed to the levels that are included in - in
the settl enment here.

And it - it - again, there may not be a problem
because - because we end up with revenue requirenents
bel ow - bel ow the caps anyway. But - but if - if we get
back into a litigated node - or not, that then the caps
would still apply. And | think that that's one
adj ustment that - that would probably not be contested in
a-inalitigated case. | think the allocation changes
woul d still exist.

CHAI RMOVAN SHOMALTER: So t hese are caps that

apply to the - the positions that the parties nmay - m ght
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take should they need to be taking positions in any |later
litigation? O --

MR, LOTT: Well, inreality it's a cap on the
conpany in - in that interimfiling. [If you remenber
part of the interimfiling, we created these - they were
caps placed on what the conpany could request in the
general rate case and so it placed the cap. The staff
came in and said the revenue requirenents should be
hi gher, and | suspect that staff could come in and could
say the revenue requirenents could be higher. The other
parties did, but the cap was basically placed on - on the
revenue requirenents that the conpany could ask for in
gener al

CHAl RMOVAN SHOWALTER: All right. But in terns
of what was previously ordered, |I don't recall, did we
order that is the - the cap? O did we order - did our
order state the conpany has said that it will not request
nore than the cap?

MR, LOTT: | think you accepted a settlenent
whi ch included the caps.

CHAl RMOMAN SHOWALTER:  Okay.

MR, LOTT: And part of that settlenent, however,
di scussed that there m ght be changes, and what we're
trying to suggest, that this is a change between gas and

el ectric and therefore the other changes woul d have been
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things like lowincome, and that - that is part of the
settlenent and that did increase the revenue requirenent
to some extent, conservation also.
So those things were in addition to the cap, and
we' re suggesting that this should correct those caps.
JUDGE MOSS: Okay. Thank you.
Ms. Harris, did you have sonethi ng?

MS. HARRIS: | was just going to say that the
cap was put into the interimsettlenment - basically there
was a fear that during negotiations, since the - since
the equity structure and ROE had been determ ned that the
conpany may come in while we're negotiating and just add
a bunch of - enough adjustnents so that we could add to
the revenue requirenments, so during the interim
settlenent, the cap was placed there so the conpany could
not unilaterally nake such adjustnents to the revenue
requi renent as a negotiating ploy. That's - that's the
purpose of the cap, as far as the revenue requirenent in
this settlenent, or where we would come out, the cap has
no pur pose.

JUDGE MOSS: Okay.

Question 4: Attachment A to the stipulation includes
$537, 717 on Line 3, parens, sales for resale, close
parens, as a revenue requirenment deficiency.

These are whol esal e revenues, or appear to be
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whol esal e revenues, and | would ask the witnesses to
confirmthat, and please explain the relationship to
retail - to the retail revenue requirenent.

MR. LOTT: Okay. These are firm whol esale
customers simlar to ports that m ght be providing
electricity to people. It was also - used to be Sea-Tac,
the airport; Port of Seattle, the Sea-Tac. That
custoner, of course, is no longer in this category. This
beconmes a firmrequirement of the conpany. |It's in the
cost of service. |It's separately allocated. 1It's been
treated differently in different cases throughout the
years.

Sonmetinmes it's - pro forma adjustnment has been nade
to bring themup to the revenue, and yet the other
custoners were paying - sonetinmes it's been treated
through the rate spread, and in this proceedi ng we
treated through the rate spread by allocating them and
bringing themup to the cost of service. But it is a
firm custoner.

This is not sonething - this is not whol esal e sal es
like to California or to Avista or where the conpany has
an option. These are custonmers that are inside their
service territory.

JUDGE MOSS: Okay.

CHAl RMOVAN SHOWALTER:  What - what - what did
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10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

UE- 011570 / UG 011571 vOL. XV 6/ 13/ 02

you say was no |onger on a schedul e sonet hi ng?

MR. LOTT: The

M5. HARRI'S: W have - we used to have our - we
had one | arge whol esal e custoner, which was Sea- Tac
airport. Currently we only have - we have smal |
whol esal e custoners and those are six - or nine snal
marinas in the Seattle area that - those - those are our
whol esal e custoners.

JUDGE MOSS: What happened to Sea- Tac?

M5. HARRI S: Sea-Tac is now a Bonneville
custoner for energy.

JUDGE MOSS: (Question 5. M. Karzmar descri bes
changes to allocation of compn costs between electric
and gas operations. Are the new allocation factors
docunent ed anywhere in our record? Wre these sinply a
matter of negotiation?

MR. KARZMAR: The changes in the allocation of
the commn cost had to do with really a correction in how
costs were allocated. In the revenue requirenment
determination, the allocation factors didn't change and
the allocation factors remained in the settlenment as they
were before and set forth in the nmerger stipulations.

CHAl RMOVAN SHOWALTER: But just so I'mclear, on
Page 12 you say, "Electric, 99,441,000, 7.31 percent."”

7.31 percent of what?
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10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

UE- 011570 / UG 011571 vOL. XV

6/ 13/ 02

MR. LOTT: Shoul d have been of revenue prior to

the rate case, not including the interimrates there.

CHAI RWOMAN SHOWALTER: | didn't understand that

answer. |'msorry.

MR LOTT: Ch, the rates --

CHAl RMOVAN SHOWALTER: What's the whole -

is 100 percent?

what

MR, LOTT: That is the total revenue the conpany

pro forma current rates excluding the interimrates,

t hat

proceedi ng that you granted in March. So you take the

rates that the conpany is currently charging, excluding

the interimrates, and the 7.31 percent would be 7.31

percent of those of the revenues generated from current

rates.
CHAl RMOVAN SHOWALTER: Gh, | see why

up. | was conflating two i ssues here.

JUDGE MOSS: And the 6th question, | am

referring specifically to M. Karzmar's prefiled

testi nony, which is Exhibit 533, at Page 4 - and

unfortunately nmy copy does not have |ine nunbers,

was ni xed

amreliably informed that it is at Lines 9 through 12.

There - there is a request that the commi ssion act

with specificity on the agreed-to accounting adjustnment

in sections - or Paragraphs 6 and 7 of Section C

bel i eve the reference there would be to the unbrella

CAPI TOL PACI FI C REPORTI NG (360) 352-2054

And |

1774



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

UE- 011570 / UG 011571 vOL. XV 6/ 13/ 02

stipulation. O would it be Part A? | guess it's
actually A the first issue agreenent. So we have a
series of questions pertinent to that request.

And this is our 7th question on the matrix we passed
out: Wth respect to depreciation rates, is it proposed
that to enter the conpany's original as filed
depreciation study? And that that's as exhibit - or was
premarked as an Exhibit JB-1T, Julius Breitling, if |
have that right. 1Is it the intention of the parties to
i ntroduce that into the record?

MR. CEDARBAUM  Your Honor, the witnesses are
certainly clear to answer that - that question. But |
think for commi ssion staff, that docunent is also
referenced in the stipulation itself under Part 6 of the
revenue requirenment stipulation. And | think it's a good
idea that we do admit that into evidence, and so | would
offer that into evidence so we can provide copies at a
conveni ent time.

JUDGE MOSS: Would you propose to have - who
woul d you propose to have sponsor that --

MR, CEDARBAUM | think we could just offer it
by stipulation if the comrission - if the conmm ssion has
guestions about - these witnesses can't answer, then
guess we can cross that bridge when we get to it and

provide a witness. But just for purposes of the record,
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it seens to ne to nake sense to have that entered into
the evidence by stipulation.

JUDGE MOSS: All right. If it's by stipulation

no objection, | assume. Hearing no objection, we'll make
it a bench exhibit for convenience then, and I'll mark it
as No. 527.

Now how shal | we describe that, M. Cedarbaunf

MR, CEDARBAUM | would just call it, "The
Depreciation Study of Julius Breitling." That's spelled
B-r-e-i-t-l1-i-n-g.

JUDGE MOSS: All right. And we'll just neke
copies of that after the noon hour?

MR, CEDARBAUM |'Il try to do that.

JUDGE MOSS: Okay. And that will be 527,

adm tted as marked.

Question 8 is a nultipart question. [|'ll go ahead
and read all parts in and then we'll have the response or
responses.

Explain the effect of the 70 percent increase in
st orm damage anortization, bracket, in 3.5 mllion
annually to 6.0 mllion, close bracket.

Does this mean that regardl ess of what PSE nust pay
for storm damage, it nust also amprtize six mllion
dollars a year? What is the current balance in storm

damage funds?
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MR, KARZMAR: Let me start with the effect of
the 70 percent increase in the stormdanage. The conpany
has been anortizing three and a half mllion dollars a
year for catastrophic stornms for deferred storm danage
costs that were on the conpany's books at the tinme of the
merger. And since then there's been additional storns
that has increased the Ilevel in the deferral account to
23.9 million which is the third part of this question
And the anortization of that is the - anortization rate
that was agreed to in collaboration to raise it to six
mllion dollars a year fromthree and a half mllion
dollars a year because of the increased |evel in that
bal ance. \What this nmeans is that the anortization
expense will increase by the difference and there will be
an increase in the revenue requirenment as a result of
t hat .

The six mllion dollars will continue to be anortized
regardl ess of the balance of the account until the next
determi nation in the rate case. The catastrophic stornms
will be deferred to the account it's anortized agai nst.
And if that bal ance becones zero, the conpany will
accunul ate credit.

JUDGE MOSS: I'msorry. | didn't catch your
l ast word.

MR, KARZMAR: If the - if the deferral bal ance
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for catastrophic stornms goes to zero, the conpany wl|l
continue to accrue six mllion dollars a year for storm
damage expense until the - it is redecided or reset in
the next general rate proceeding.

CHAI RWOVAN SHOWALTER:  So, you know, if storms
conme - come along, you know, with some regularity, things
should work out. But | guess I'minterested in the two
extrene scenari os. Supposing things are cal mand
peaceful for several years, does this account just grow?
And on the other hand, supposing you get a couple of
really, really bad storns and use up the noney. \Wat -
what happens in those two nore extrene cases?

MR, LOTT: Well, first of all, it's going to
take four years to bring that bal ance to zero in the
first place. There was an negotiation on the |evel of
anortizati on based on a bunch of progranms the conpany has
and you have a number that was agreed to. Four years
down the road, zero. |If there was no - no catastrophic
stornms in those four years - and by the way, those are
defined in - in an accounting order that was approved -
was it in '927?

MR. KARZMAR: | believe that's correct.

MR. LOTT: So there's an accounting order that
defines how, you know, catastrophic storm danage is

deferred to this account. And there could be a bal ance,
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it would grow six mllion dollars a year after that,
assuming at that point intine and - and if that becane a
mat eri al amount, | suppose sone party woul d probably
suggest that something be done about it.

It hasn't happened that way. The conpany continues
to experience some - sone |level of storm not necessarily
six mllion dollars a year, but sonme |evel of storms
usual ly over a period of tine, so

CHAIl RMOVAN SHOWALTER: What about the ot her
scenario? Lots of storms.

MR. LOTT: Lot of storns and the bal ance would
grow. And it would be sonething simlar here since the
nmerger rate - 3.5 was said in the nerger and that wasn't
enough to collect the catastrophic storms. And in
between tinme - again, when the conpany conmes in for a
general rate case they - they wouldn't want that bal ance
to clinb too much and they should conme in for - in the
next general rate proceeding and ask for an increase in
this anortization rate.

CHAl RMOVAN SHOWALTER: |Is that the only way, a
general rate case?

MR, LOTT: Well, | suppose we could cone in and
ask, we need to increase our rates because we have
100 mllion dollars sitting in the storm damge fund.

But | mean, it depends on how quickly after this point in
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time that happened. |If it happened five years from now,
| suspect a lot of parties would say that's single issue
rate making, let's | ook at your whole - your whol e case
and we' Il do that. |If it happened next week, you know, |
think we'd probably all agree an adjustnment should be
made.

CHAl RM\OMAN SHOWALTER:  Okay.

JUDGE MOSS: Looking outside today, we have the
next week as an unlikely prospect. All right.

Question 9: What is the balance for which
anortization is being adjusted in the Encogen - that's
E-n-c-0-g-e-n - acquisition adjustnent. What is the
remai ning plant life expected to be?

MR. KARZMAR: The original bal ance of the
acquisition adjustnment was 76 mllion dollars and the -
there remains 21 years' plant life for that - for that
pl ant and service.

And so the bal ance today, after the 22 million that's
been anortized since - since it was acquired, is 53.9
mllion dollars. So that now is being adjusted to be
anortized over the renmmining 21 years. The effect of
that is to reduce the revenue requirenent and spread out
the recovery of those costs.

JUDGE MOSS: Question 10: Explain the increase

in anortization of net gains fromproperty sales,
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bracket, from $695, 148 to $4, 734, 298, cl ose bracket.
What kind of property sales are affected? Does this
reflect an increase balance in net gains, or is this an
accel eration of anortization?

MR. KARZMAR: The - the net - the increase in
the anmortization of this account is associated with a
bal ance that is built up of deferred gains on property
sal es since an anortization rate was |ast set. These
properties that are sold primarily are facilities that
the conpany has that are no | onger used or useful and
were sold at market above book val ue, thereby a gain was
recorded and deferred to be passed on to custoners in the
future.

And so now we've - because that bal ance has built up
we' ve increased the anortization rate and the benefit to
customers to the $4.7 million a year from 695, 000 -
excuse ne - yeah.

JUDGE MOSS: Okay. The future is now.

MR. KARZMAR: The future is now.

MR, LOTT: Again, this is consistent with the
previ ous settlenent between the conpany and the
conmi ssion and settlement of the court case, and then -
how to treat property sales.

JUDGE MOSS: Okay.

Question 11: The settlenent proposes to adjust the
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annual anortization of deferred electric rate case
expenses to $767,264. What is the current anortization
rate? Wiat is the deferral bal ance being anortized?

MR. KARZMAR: The current anortization rate is
zero. There is no deferred bal ance being anortized and
the - the anpunt being anortized now is to spread costs
for bal ances that were deferred through May 20th of this
year. And this pertains only to the electric - the costs
associated with the electric portion of costs necessary
for - to conduct the rate case, the costs that were
deferred. | don't - I'mnot sure that | have the
bal ance. Let me check

MR. LOTT: Total rate case was $2.3 million
That was shown on Page 29 of ny exhibit.

CHAl RMOVAN SHOWALTER: The total for - for what?

MR. KARZMAR: That's the total amount that was
assigned to electric that was deferred to deferred rate
case expense through May 20t h.

CHAIl RWOMAN SHOWALTER:  Starti ng when?

MR. KARZMAR:  Well, it would have been when we
began work on this general rate case, last fall

CHAI RMOVAN SHOWALTER:  And can you just give ne
alittle idea of what goes into that account? Do the
attorneys' fees go into that account, or is that in your

litigation account?
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MR. LOTT: Yes. The nunber is broken down. The
nunber was, outside consultants, just over a mllion
dollars; attorney - |legal services, just over a mllion
dol I ars; and then other expenses, just $100, 000.

JUDGE MOSS: And when you say "broken down”
here, is that your preface to your exhibit?

MR, LOTT: |It's in the exhibit, yes.

JUDGE MOSS: |Is that your prefiled testinony
that you're referring to?

MR. LOTT: That's - yeah. Exhibit that's
attached, yeah. MRL-3, yeah.

JUDGE MOSS: Okay. So that's Exhibit 563, for
t he record.

Al'l right. That conpletes that series, and we'l
nmove on, then, to Question 12.

The proposal s exclude personal energy nmanagenent,
parens, PEM close parens, cost of 4,765,550, from
pro forma el ectrical expenses. \Wat does this expense
represent? Meters? Lease arrangenents? Back office
time? Billing expense? Are there other PEMrel ated
costs that have not been renoved frompro fornma
el ectrical expenses?

MR. LOTT: GCkay. This cost is supposed to
represent the extra costs to performng the additiona

reads in order to do tinme-of-use and the recordkeeping

CAPI TOL PACI FI C REPORTI NG (360) 352-2054 1783



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

UE- 011570 / UG 011571 vOL. XV 6/ 13/ 02

associated with that.

Yes, there are other costs related to PEM from ny
understandi ng, that are still included, such - within the
conpany's results of operation. This does not include
meter costs, would not include | ease costs. It would -
it would included billing expenses associated with that -
t he recordkeepi ng.

CHAl RMOMAN SHOWALTER: That is, the 4.7 mllion
i ncludes additional billing costs?

MR, LOTT: Yes, associated - that's correct.

MS. HARRIS: | think what we're experiencing
here is - is a - a problemthat we had in the
col l aborative as well. You had the real-tine pricing

mechani smthat was taken out at the interimsettlement;
you have personal energy managenent that, | believe,
i ncl udes when you can access the Wb site and see what
your consunption for the days past; and then you have the
ti me-of -use program which is the reads - the additiona
reads on the neter and the bl ocks rate adjustnents. This
was to pull out the costs only for the time of use, the
four reads a day, and the pricing conponents of
ti me-of -use

CHAl RMOVAN SHOWALTER: | think | have a question
of M. Dittmer.

Are you still there?
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MR DI TTMER:  Yes, | am

CHAl RMOVAN SHOWALTER:  All right. On Page 6 of
your testinony, and that is Exhibit 556, Lines 16 to 18,
you tal k about the inpact of the renpval of increased
automatic neter-readi ng costs and you cite a figure of
3.8 mllion. And ny - ny question is, how does this
3.8 million conpare with the 4.7 mllion that we're
di scussing, if it does?

MR. DITTMER: There are two different
adjustnents, and | could clarify the 3.8 is a typo. It
should be 1.8 million rather than 3.8. But they are two
different - two different conp service conponents.

The conpany had asked for additional neter-reading
costs to renove the automatic neter reading that did not
cost-justify based on the initial feasibility setting.
So this elenent that |I'mtal king about on the page you
referenced only includes the automatic neter-readi ng
costs that were ongoing as (indiscernible) it did not
have the CEM and ti ne-of-use costs that you' re tal king
about, the 4.7.

CHAl RMOVAN SHOWALTER: M. Dittnmer, we're having
a hard tine hearing you, and especially the court
reporter can't. But |I'mjust going to repeat a couple of
things in case people didn't hear it.

M. Dittmer said that on Page 6 of his testinony,
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Exhi bit 556, Line 18, the figure - now |I've witten over
it. Wat was it?

UNI DENTI FI ED PERSON: 3. 8.

CHAI RMOVAN SHOWALTER: The Figure 3.8 million
should be 1.8 million. And | believe he also said that
this figure of 1.8 mllion describes sonething different
than the 4.8 nmillion

MR. DI TTMER: That is correct.

CHAl RWOMAN SHOWALTER:  And |' m not sure we heard
a lot nore than that, but | think I got enough of the
answer. |'mnot sure the court reporter heard
everything, but | think probably we've done the best we
can.

COW SSI ONER HEMSTAD: M. Dittner, this is
Commi ssi oner Henmstad. You might attenpt to speak, if -
if required, alnopst shout into your tel ephone so that we
can hear your statements which are inportant.

MR. DITTMER: Very good. | will try to speak
| oudly and sl owy.

JUDGE MOSS: And |'m going to ask, too, when we
are calling for testinmony for M. Dittmer or any other
Wi t ness who may appear by tel ephone, that everyone in the
roomtry to not only not whisper, but also refrain from
shuffling papers and so forth, because unlike our

t el ephones, our microphones are very sensitive. And
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was noticing that the m crophones were picking up those
noi ses.
So | apologize to all of you assenbl ed here for
t hese, you know - with these concessions that have to be
made. But it is inportant that we get this stuff down.
All right. | think we're ready to | ook at No. 13.

CHAl RAMOMAN SHOWALTER: Just - before we do, |I'm
just going to kind of glance around the room Staff and
ot her people are - have any - has anyone interested in
that answer heard sufficient information for an answer?
O would - would anyone |like M. Dittner to repeat his
answer ?

MR, LOTT: |If sonmeone has a question, | night be
able to explain where everyone could hear it. | know
what - the adjustnment that M. Dittmer is referring to.

CHAl RAOMAN SHOWALTER:  Well, let's hear a
simlar answer from M. Lott. That might help

MR. LOTT: This is what | heard Jimtal k about.
AMR is a cost that the --

CHAl R\MOVAN SHOMALTER: What is AMR?

MR, LOTT: Autonated neter reading. The conpany
attenpted to pro forma in additional AMR costs, or
aut omat ed reader costs, when not pro formng the out the
of fsetting savings related to their enployees and - and

other things. So therefore, in the negotiations it was
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agreed that we would renmove the adjustment but | eave AMR
in, to the extent that it was represented in the test
period, realizing that the addition of AVR woul d have
cost benefits that would offset the costs associated with
it, and therefore there was no need.

M. Dittrmer refers to renoving the conpany's
pro forma adjustnents associated with automated neter
readi ng, and that's the adjustnent as opposed to renoving
anyt hi ng associ ated with personal energy managenent.

JUDGE MOSS: Al right.

Question 13: The renoval of the PEM expenses from
the general revenue requirenent and direct assignnment to
PEM parti ci pants suggests that only tine-of-use custoners
use the PEM program Do the parties present any evi dence
beari ng on whether non-tine-of-use custoners receive
educational or other benefits fromthe PEM progranf
Alternatively, are the expenses renoved from genera
revenues, that is, the $4.7 mllion only associated with
ti me-of -use neter reading and billing?

Now, | think part of the last part of that question's
al ready been answer ed.

MS. HARRIS: And - and, actually, | did answer
this in the prior comments, that the PEM adj ust nent
shoul d be called the tinme-of-use adjustnent. It was just

t hose costs for additional reads and the tine-of-use
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bl ocks.
The PEM expenses are still contained in the revenue
requirenent. We did not renmpve those

JUDGE MOSS: Okay. So the - in that sense,
there's no suggestion that PEMis a programthat is
limted to those who were on tine-of-use rights?

MS. HARRI'S: No, we are not suggesting that.

JUDGE MOSS: Okay. Thank you. All right. This
is a convenient subject matter point to take our norning
recess and so . . . Did you have something, M. Lott, on
t hat ?

MR, LOTT: Well, | think I'"mjust having a
problemwi th exactly where the $4.7 mllion is com ng
from and we're sitting here trying to figure out - I'm
sitting here trying to figure out where the 4.7 nunber -

I know of 6.7 nunber.

JUDGE MOSS: Okay. We'Il take an opportunity to
find a specific reference during our recess and we'l
follow up on this point when we return. W' Il be in
recess for 15 mnutes. Shortly after 11:00 by the wal

clock, we'll go back on the record.

(Brief recess.)

JUDGE MOSS: During the norning recess, was able
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to track down the references that we were nmaking in
guestions number - Question Nos. 12 and 13 to the figure
4,765,550 and what is described at Exhibit B to the
settlenent stipulation, or Tab B, that's the revenue
requi rement issue agreenent.

Page 3 there at item Arabic 8, which is | abel ed

"Personal Energy Managenent," nmkes reference to a figure
of 6,702,687 of test year electric personal energy
managenment expenses, and reference to the 4, 765, 550 of
pro forma el ectric PEM expenses.
Now, first of all, | think maybe | better clear one
point up, and this relates back to sonme of your
testimony, Ms. Harris. The reference here is to PEM and,
of course, that's what we're relying on in reading the
settlenment stipulation. But ny understandi ng of your
testinmony is, this mght be nore appropriate - |'m
sorry - mght be nore appropriately labeled "tinme of
use."
MS. HARRI'S: Yes. Yes, Your Honor
JUDGE MOSS: Okay. Is there any di sagreenent
anong the parties about that since we understand this -
as we understand this? W want to be clear. GCkay. So
we can refer to these in that fashion

So that's the reference, M. Lott. And perhaps you

can elucidate on any confusion that you perceive in |ight
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of these nunbers.

MR, LOTT: Ckay. Your questions always refer to
the renoval of $4.7 mllion and our answers were al
related to the rempval of $11 and a half mllion. The
conpany pro forned $4.7 mllion into the case because of
t he mandatory expansion of - of tinme-of-use, and
therefore they assuned all of their custoners were taking
it and therefore there would be $11 million worth of
expense that was rempved, the pro forma adjustnment.

But then per the agreement in the tinme-of-use
portion, the PEM cost that would be there for the
custoners that remai ned on the programwere al so renoved
fromthe general revenue requirenent, and that is the
$6.7 million. So those costs are also renpved fromthe

general revenue requirenent, and that can be seen in the

adjustnent, | think it's 2.10 where you see a
$6.7 mllion nunber been pro formed to zero. But that
nunber, as | indicated in ny original testinony, to the

extent that there are custonmers on it, it's a variable
cost and will be recovered fromthose custoners through
t he conservation rider
JUDGE MOSS: And that adjustnment at Line 2.01 --
MR. LOTT: 2.10.
JUDGE MOSS: 2.10 is in your Exhibit 563, which

was premarked MRL-3; is that correct?
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MR. LOTT: Right. It's Line 12. If you had
| ooked at M. Karzmar's original exhibits - not the ones
he has today but the original exhibit - you would see a
pro forma nunmber on Line 12 substantially larger than -
than zero. It would have been - |I'mnot sure what the
anount was.

MR. KARZMAR: |t would have been the 6 --

CHAl RWOMAN SHOWALTER: Pl ease use the
m crophone, M. Karzmar.

MR. KARZMAR: It would be the $6.702687 mllion
pl us the 4,765,550, would have been the sum of those two
originally.

CHAIl RMOMAN SHOWALTER:  The question | have if
we' re | ooking at revenue requirenent and we have a $58
mllion and figure it - but we want to know what was -
what that does not include, a different way to put it
woul d be, what is the revenue requirenment if it includes
not only the 58-plus nillion, but also - and I - is the -
also - | don't knowif it's tine-of-use and/or PEM but
it's whichever of those conponents is not in the 58
mllion.

MR. LOTT: It includes $1.26 per custoner that
takes time-of-use per nonth.

CHAl RMOVAN SHOMWALTER: Okay. My question is, if

we begin with 58 million and we want to add to that
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58 million some other nmillions that - then - that not -
that then would include tinme-of-use and/or PEM whatever
is not inthe 58 nillion, what is the figure? What's the
total - what would - how many millions would we add and
what woul d that total figure be?

MR, LOTT: There is no way to cal cul ate that
nunber because you do not know at that tinme how nany
custoners will be taking tinme-of-use, and it would be
di sagreenment upon the cal cul ati on of that number. That
is why it should be recovered on a variable basis and
that's why - that is one of the reasons why it's been
presented the way it has.

We' ve cal culated three different nmethods to recover
that thing on a variable basis and the - if - if one
custoner took it, it's going to be $12; if it's
800, 000 custoners that chose it, it's going to be
12 million dollars. It depends how nany custonmers wil
own time-of-use. It's a variable cost. |It's directly
related to the nunber of custoners that's in tinme-of-use.
So | couldn't calculate the nunber for you not know ng
how many custoners will be on tine-of-use

CHAI RMOVAN SHOWALTER: Wel |, assum ng the
current nunber - let's begin sonmewhere. Assuming the
current nunber that are on tinme-of-use, what would that

dol | ar anpunt be?
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MR. KARZMAR: Currently there's about 290, 000
custoners that are on time-of-use and the dollar for
t hose 290, 000 custoners per custoner, per nonth, works
out to be about $95,000 a week, mathematically, for
expense that would have to be recovered or would be
billed to custoners at - at the dollar rate.

CHAl RMOVAN SHOWALTER: All right. [|If we begin
with 58 nmillion and we're adding that amount for a
revenue requirenent, what is it?

MR, LOTT: We could add that, but - | nean you
can nake that calculation. There's no agreenent that
that is a proper nunber. There's no settlement - no - no
party in this roomis agreeing to adding 12 tines 290,
tinmes $1.26 to the revenue requirenent.

CHAIl RWOMVAN SHOWALTER:  All right. | understand
that. What is the product of those nunbers?

MR, LOTT: Twelve - well, you can nultiply 12
times 290,000 times $1.26.

CHAl RWOVAN SHOWALTER: W Il sonmebody with a
cal cul ator please cal cul ate that nunber?

MR. DI TTMER:  $4, 384, 800.

CHAI RWOVAN SHOWALTER:  Thank you. | think we'l
have sonebody else in the roomto nmake sure we have the
answer, but | appreciate your speedi ness.

MR. KARZMAR: Did you say $4, 384, 8007
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MR DI TTMER:  Yes.

CHAl RMOVAN SHOMWALTER: Okay, M. Karzmar. \Wat
was that nunber?

MR. KARZMAR:  $4, 384,800 woul d be the $1.26
applied to the 290,000 custoners, approxi mately.

CHAIl RWOMAN SHOWALTER:  All right. | understand
the parties have not agreed to that nunber, but |'mjust
trying to get at the revenue requirenent - of the revenue
requirenent that is before us, the 58 nillion, what are
the, let's say, types of things that it does not include?
And | think we got a little confused by the PEM versus
TOU possi bly.

But on the subject of TOU and PEM is this type of
nunber the only type of nunber that's not included? O
is there another nunmber that's not included?

M5. HARRIS: On that - or not that - and
actually, | think I can answer this because | had to

answer this for our board of directors.

The revenue requirement being 58 mllion, there are
what we call additional - additional sources of revenue
beyond the $58 million revenue requirenment, and that was

the anortization requirenents of the storm damage and the
Encogen plants and the recovery - the cost recovery of
the - of the time-of-use. And at that time we were

| ooking at just the straight adjustments. So both the

CAPI TOL PACI FI C REPORTI NG (360) 352-2054 1795



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

UE- 011570 / UG 011571 vOL. XV 6/ 13/ 02

anortization and the tinme-of-use resource - or revenue
increase is on top of the 58 mllion revenue requirenent.

MR, LOTT: What did you say?

M5. HARRIS: As far as additional revenue that
the - that the comm ssion - or that the conpany woul d
receive, that's not contenplated by the 58 mllion

MR. LOTT: | think we better talk.

MS. HARRI'S: Well --

CHAI RMOVAN SHOWALTER:  Well, 11l let you talk
about that later. But ny specific question is regarding
things related - anpunts related to tinme-of-use and/or
PEM |Is there any other category of expenses or
revenue - revenue that has not gone into the 58 nmillion
ot her than some ampunt not agreed to, that reflects the
ti me-of -use paynents that you - we just want to make sure
we have all of the conponents in mnd.

M5. HARRIS: | don't believe so.

CHAI RWOVAN SHOWALTER:  All right.

COW SSI ONER HEMSTAD: If | could pursue this
line of questioning on the time-of-use. | assune this -
we may get into this in nore detail when we get to that -
that chapter, but it's here.

Dol - dol - is it a correct conclusion that I can
make fromthis that the $1.26 per custoner, acknow edgi ng

it as a variable source of revenue dependi ng upon how
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many customers partici pated and acknow edgi ng the parties
have not cone to any concl usi on about precise costs, is
that intended to roughly approxi mate an estimted cost
for the tine-of-use and program for custoner? 1In other
words, is that projected revenue of $1.26 per custoner

i ntended to cover the tinme-of-use costs so that - so that
it's a wash?

M5. HARRIS: It is. The - the - the cost for
the four additional reads per custoner, the additiona
cost - just for the tine-of-use conmponent custoners is
at - today is $1.26 per custonmer. |It's a variable cost
so that if we - for each custoner that we add, it's an
additional $1.26, and for each customer that falls off
it's a- less $1.26 is a variable cost.

COW SSI ONER HEMSTAD: Ckay. And this is a
gquestion to M. Dittner. |I'mlooking at his testinony
on - which is Exhibit 556, Page 7 and - could you
succinctly re - relate the figure that you have there of
the - I"'mreading at Line 15, Page 7, the conpany agreed
to remove all 17 nmillion dollar - mllion dollars of cost
fromthe devel opnent base rates that would be applicable
to non-tine-of-use custoners. And - and then it goes on
to describe the three conponents.

How - how does that $17 million figure relate to the

di scussi on that has been going on here?
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MR DITTMER: It - it - it is the sane dollars.
Oiginally the conpany's showed a $17 million pro form
request for electric. There was a mistake in the
al l ocati on between electric and gas and that nunber cane
down to approximately $11 mllion. So the - we're
tal ki ng about the sane anount of dollars. The nunbers
changed through the course of the negotiations as
corrections were made, but it is the same - sane dollars
that we're tal king about.

COW SSI ONER HEMSTAD:  Thank you.

CHAl RMOVAN SHOWALTER: But that anount that was
17 then 11 nmillion relates to PEMas well as TOU? O
just TOU?

M5. HARRI'S: Just TOU, but it was also - had the
assunption that we would have additional custoners on
TOU, in fact, that we would have all of our customers on
TOU as a nmandatory TOU expansi on.

JUDGE MOSS: Okay. Just to insure the clarity
of our record, M. Lott, you and |I were discussing your
exhibits and the placenent of this particul ar adjustnment.
And we referred to Adjustnent 2.10, and | just want to
confirmfor the record that that's Page 15 of your
Exhi bit 563, premarked MRL- 3.

MR. LOTT: Correct.

JUDGE MOSS: Okay. Line 12, | believe you said.
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MR LOTT: Yes.

JUDGE MOSS: Thank you. Al right. | believe
this will bring us back to our matrix then, and I'll | ook
at Question No. 14 and put that in the record. And I'm
| ooki ng here at your testinony, M. Lott, Exhibit 562 and
Page 4, Qutline 7, where you testify that the | ow i ncome
and conservation settlenments increase the total revenue
requi renent. Could you explain for us how they increase
t he revenue requirenent and by how nuch?

MR. LOTT: Okay. 1'll start with conservation.
The settl enent docunents that you have in front of you
do not think identify a specific amobunt of revenue
requi renent related to conservation. It's anticipated
that the agreenent on conservation will result in about a
$20 mllion filing that the conpany will make after they
devel op the prograns that they are - the parties cone
back in for a tracker increase, therefore there will be
probably about a $12 million increase in conservation
costs. At l|least that's ny understandi ng.

On the low income, a substantial position of the | ow

income programis - is taking from one person and paying
to another person. Yeah, it will increase residentia

rates about - | nean rates by $6 mllion, but then a | ot
of custonmers will get a nmajority of that $6 million back

through the low inconme program So in reality what you
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have is a rate spread. But there is a cost in there, and
the costs the agencies that handled this. And | think

the people in the Iow inconme, they can describe that

there will be sone noney that would be paid out for
adm ni strative costs that will - so not all of the
dollars that are collected will end up going back into

sonmebody's hands. So that would actually be an increase
in total revenue requirenment because the dollars will be
goi ng out to pay for an expense.

And that's what | meant by there's - but in general
inm mnd, the lowinconme programis a rate spread
i ssue. You're taking nmoney from one group of people and
giving it to another group of people. But the
adm nistrative costs would increase the rates, or
revenues, | shoul d say.

CHAl RMOVAN SHOWALTER:  Wel |, M. Lott, | was

writing at the begi nning of your answer. What did you

say the ampunts were?

MR, LOTT: | believe the nunber in lowinconme is
$6 nmillion.
MR. CEDARBAUM  Just for the record, | - | think

M. Lott is referring just to the electric side. The gas
si de was anot her --
MR. LOTT: 2.09.

MR. CEDARBAUM The total will be - for revenue
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requirenment was 8.9, 6.1 is electric.
CHAl RWOVAN SHOWALTER: The | ow i nconme?

MR, CEDARBAUM Yes. And also, just for the

record, Your Honor, | think M. Lott referred to a
$20 million increase in costs for conservation. |'m not
- and perhaps he can clar - explain to ne. |'mnot sure

if that's an increase or net anmount that is smaller that
woul d be the increase. There's an existing conservation
rider now | don't think he nmeant that it will be an
additional 20 mllion

MR, LOTT: Again, it's an unknown nunber and
think it would be best to ask the conservation
col | aborative how much of an increase. | don't think
t hey know exactly how nuch of an increase. They have a
target that they're going to attenpt to get, so - and
think they can explain the conservation. But it will be
dollars in the conservation and that will be - happen
down the road through a rider proposal that you will see
in front of you probably at a Wednesday norni ng neeting.

CHAl R\OMAN SHOWALTER: But | assune - does the
58 million include or assune any anounts at all that
have - for that conservation conmponent or not?

MR, LOTT: It would hold the current rate for
conservation where - where it's at today. So it would be

i ncl uded, i nbedded conservation rates. We didn't renove
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the conservation and said, okay, now they're going to
cone back and ask for the whole thing. Again, |'mnot
sure. I'mtrying to --

CHAl RMOMAN SHOWALTER: What is the current
i thedded anount ?

MR, LOTT: Current - current inbedded anount,
I"'mbeing told it's zero. And |I'mgetting shakes that
it's zero. Again, it's best probably to talk to
Joel l e Steward when she cones up, or the other people in
t he conservation coll aborative.

CHAl RMOVAN SHOWALTER:  All right. W - we
recogni ze that we're focused on the revenue requirenent,
whi ch obvi ously touches on a nunber of other areas where
peopl e m ght be nore expert. But if we need --

MR, CEDARBAUM  Conmi ssioners, to keep this in
context, if you want Ms. Steward to participate on this
panel for just this purpose, we can do that, or we can
cone back to it later.

CHAl RWOMAN SHOWALTER: If it's - it's sinply a
nunber we ask for, | think we got the answer zero. If -
if anyone thinks it's sonmething el se or needs further
expl anation, then we probably should have it clarified.
O herwi se | think we probably have the answer.

MR, LOTT: Karl says it's zero, so it's zero

JUDGE MOSS: So we have your witness,

CAPI TOL PACI FI C REPORTI NG (360) 352-2054 1802
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M. Cedarbaum or do we have confidence that --

MR, CEDARBAUM It sounds |like we're okay. |
was - just in case we needed to expand on the subject, |
was making that offer, but it sounds like it's
unnecessary.

JUDGE MOSS: Thank you. All right. Then we'l
turn to our Question 15 on our matrix. And, again, we're
| ooking still at Page 4 of your testinmony, M. Lott, and
down at Line 8, the question and answer begi nning there
where the testinony is that PSE's revenue will not
increase by the 58.8 mlIlion specified by the settlenent
stipul ati on because of certain distribution revenues
associ ated with Schedul es 448 and 449.

Ask you to explain that a little further for us, if
you coul d, pl ease

MR, LOTT: | can explain part of this and it
m ght be better to have the conpany explain part of this.

VWhat the conpany did in their presentation in the
general case in adjustnment 2.01 in the revenue adjustnent
is, they adjusted their revenues for Schedul e 448 and
449, who during the test year were Schedul e 48 custoners,
they adjusted themnot to the Level 6 revenue they were
bei ng charged after 448 and 449 were created, but to what
they believe were distribution cost based rates,

consistent with the agreenent in the - in the settlenent
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in 448 and - you know, on the Air Liquide proceedings,
and therefore the | evel of revenue that they've been
recei ving has been at a higher rate than what they pro
formed into the case

Now, we coul d have corrected that adjusted 2.01 to
show the | evel of revenue that these custoners are
currently paying rather than doing that - we agreed that,
okay, we'll go forward with your - your presentation in
the case, but we're going to phase in this rate
reduction. And therefore, in the rate design portion of
the settlement this is the Schedul e 126 and 127 issues
that | think you probably al so have questions on

This is a phase-in of the rate reduction for rate
di stribution services. And again, different people night
describe that differently. Sonme people would not agree
that phase-in is all distributions. This is one of the
things that you run into in these discussions. But the
way | describe it is, the services that we were
regul ati ng, we phased in that rate reducti on over a
two-year period and that's what Schedul es 126 and 127 are
intended to do. And therefore this pro forma adjustnent
that the conpany included in 2.01 includes a rate
reduction that will happen on July 1, or whenever we
i mpl enent this - this proceeding.

Now, these Schedul e 448 and 449 custoners wll get

CAPI TOL PACI FI C REPORTI NG (360) 352-2054 1804
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via the - the newrates we're - now transm ssi on charges
are fully removed fromthis jurisdictions rate, nmeking -
their rates before included - we calculated rate and then
subtracted the - whatever open access transnission tariff
fromthat to determ ne what Washi ngton rates were, and
the rates that we had, included transm ssion. The rates
that we have now do not include transm ssion. And
there's |l ost revenue that the conmpany will experience
because of this nmovenent, and that's what's
Transition 126 and that's what's included in this
pro forma adjustnent. And that's why |I'm saying that the
conpany really will not see a $58 million increase in
total revenue because there's this pro forma adjustnents.
CHAl RMOVAN SHOWALTER: |'mtrying to grasp this
conceptually and also legally, but does it mean that
there's a revenue conponent that used to be state

jurisdictional and that conponent is now federal, so the

revenue, sone amount of revenue will still be there as
federally approved? As - first of all, am1l right so
far?

M5. HARRIS: You are. And | think it's even a
little bit nore conplicated than that. 1In the Air
Li qui de settlenment, we were al so focused on the energy
conponent. The delivery conponent itself we put off

until the next general rate case, so that under the
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Schedul ed 48 settlement they paid the same tine anount in

del i very charges.

It was still a bundle until the next general r

ate

case, so here we are - we had to sonmehow, you know,

bundl e 448 and 449 delivery charges. Qut of that you

have the OATT charges, the transm ssion charges,

and

simlar charges and the backup energy conponent that's

schedul ed for our jurisdictional. The distribution

charges are state jurisdictional

But in addition to just the jurisdictiona

i ssues,

you also had - I'd have to say they were charges for

ancillary services in many different conponents of that

delivery charge. So we had to strip out some of the

ancillary service charges.

And there is also a margin that we were stil

collecting fromthemthat was on an energy conponent

because it was part of that old delivery charge.

We can

no | onger collect margin off of energy we're not selling

them So margi n conponent needs to be stripped out of

the delivery charges as well

So it gets a little bit nore conplicated but,

yes,

this - this represents true unbundling for the 448 and

t he 449 custoners, as well as you get that.
CHAI RAMOMAN SHOWALTER: So when we are

determ ni ng what charges will be inposed under

CAPI TOL PACI FI C REPORTI NG (360) 352-2054
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jurisdiction, are we, in effect, determ ning what we
expect the conpany to receive under the federal charges?
Are we maki ng any assunptions?

| suppose the question is: \What happens if we say,
"Here's the state jurisdictional anpunt because we think
X is the federal anount,” and then FERC says, "No, it's
| ess than X"?

This is an interregulator problem | guess, if it is
a problem But is that at |east what we're somewhat
doi ng here, making our assunptions of what has left our
jurisdiction and therefore what you'll probably still be
getting but maybe you really won't?

MS. HARRIS: | would have to say yes and no
because, to a certain extent, in all of our retail rates
the transm ssion is still FERC jurisdictional. So to
some extent we still have FERC | ooki ng at the
transm ssion rates but they're interrelated with the
retail rates. So to sone extent, you already have this.

For these custonmers in particular - and | have to say
we all conplicated this a little bit nore with the
seven-factor split and the divisions of reclassification
of whol esal e distribution and so forth, but - but to a
certain extent, yes, what remains in state jurisdiction
have a distribution facility rate. So to sone extent you

may be making a judgnment not understandi ng how t he

CAPI TOL PACI FI C REPORTI NG (360) 352-2054 1807
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conmponents are going to fit in together in the variant.

CHAl RMOVAN SHOWALTER: All right. Another
guestion - and | realize when we made ori gi nal decisions
on 448 and had 449, we cast whatever die we cast in termns
of FERC jurisdiction and retail wheeling and those sorts
of things. At a certain point intinme earlier, there was
a concern that if we did that we m ght be exposing the
conpany to broader FERC jurisdiction than just those
cust oners.

My main question is: Here are we doing - are we
doi ng anything other than followi ng up on the accounting
of our original decisions?

MS. HARRI'S: No.

CHAl RMOVAN SHOWALTER: We're not nmaki ng any new
deci sion that would have an inplication, | suppose, for
additional jurisdiction by FERC

MS. HARRIS: No. This is - this is pure in -
and to go a step further, when we made our filings at
FERC - these custonmers have a special FERC schedule. W
call it 4-R - which | believe retail, 4-R?

UNI DENTI FI ED PERSON:  Yes.

M5. HARRI'S: Thank you. - which the FERC
recogni zes these custoners as retail and that it's only
because of this specific decision that this comm ssion

has made that they will have a FERC conponent. So it in
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no way broadens the FERC jurisdiction over any other
cust oners.

CHAl RMOMAN SHOWALTER:  Okay.

COW SSI ONER HEMSTAD: So is there a precise or
an estimted amount for the anmpunt that the - by which
the $58.8 nmillion increase will be reduced?

MR, LOTT: It's very difficult to get to this
nunber. It was inbedded in a very |large nunber in - of
the conpany's adjustnents. | believe that the revenue
will be reduced by - M. Schoenbeck's probably better at
this - | think it's three to six mllion dollars. |'m
| ooking for him

JUDGE MOSS: We'll have M. Schoenbeck on the
stand | ater and perhaps he can nake a note if he needs to
change that figure. | don't think we should probably try
have testi nony of one witness through another. Probably
have a clean record.

MR. LOTT: Right. | think he spent nore tinme on
these figures than | did. | just note that
Chai rwonan Showal ter was aski ng how this went through.

Ri ght now we deal with FERC firm custoners in a
speci fic fashion but - by leaving themin our pro form
statenents and assumi ng that they're paying their fair
share of cost of service.

Down the road, you know, after this whole 448, 449

CAPI TOL PACI FI C REPORTI NG (360) 352-2054 1809
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goes through and if FERC underestimates the revenue
requi renent, we're either going to have to separate out
the costs associated with serving 448 and 449 custoners
and renmove themfromthe pro forna estimte, or we'l
have to assunme the | evel of revenue that we would assune
appropriate and have the conpany fight for that and in
anot her - another venue. That's in the future.
Ri ght now | think everybody believes that these

custoners in total are paying their fair cost and
that's - can be seen in the rate spread proceedi ng where
we actually gave this class a | ower percentage increase
than - than the average. So within the future that may
change.

MR. VAN CLEVE: Your Honor, if | could just
clarify one thing. Brad Van Cl eve for | CNU

| think | heard M. Lott say that the phase-in of the

449 distribution rates that is inplenmented through
Schedul es 126 and 127 woul d be over two years, but it's
actual ly one year.

MR, LOTT: | nean it could would take two years
to get a full phase-in. One year, you're right.

MR. VAN CLEVE: Okay. Thank you.

MR. LOTT: Just a one-year period for 126 and
127 in effect.

CHAl RMOVAN SHOMALTER: | didn't really

CAPI TOL PACI FI C REPORTI NG (360) 352-2054 1810
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understand that part.

JUDGE MOSS: Twel ve-nonth period over to two
year - two cal endar years? |s that what we're tal king
about? No. Heads are shaking. Let's clear the record
up. Go through it, M. Lott.

MR LOTT: \What | nmeant by two years is, one
year we inplenment one change now, a reduction today; and
a year fromnow they'll get a further reduction as to two
years. That's where it takes one year to fully phase-in
their |owered rates.

If you talk about 12 nonths fromJuly 1, they wll
then be at the rates that they'll be on a pernanent
basi s.

MR. VAN CLEVE: And what | neant by one year was
that the Schedule 126 and 127 will be in place for one
year.

JUDGE MOSS: Okay. | think we're clear. Let's
return to our matrix.

Question 16, | believe. And here, M. Lott, this one
and the next one will be referring - and others of course
may respond as well, but we're referring to your
testimony, M. Lott, or your exhibit actually, 563 which
was premarked MRL-3. And | ooking specifically at Page 6,
Line 23, could you please describe the restating

adj ust nent that appears there, and this is their effect.

CAPI TOL PACI FI C REPORTI NG (360) 352-2054 1811
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MR, LOTT: This is M. Karzmar's adjustment, so
he will explain it.

JUDGE MOSS: All right. Thank you.

MR, KARZMAR: This is sinply a renoval of costs
that were nonrecurring that were in the test year
associated with the settlenent of Schedul e 48 custoners.
So there was $34, 765, 000, and one-tine paynment ordered as
cost during the test year. And that was renoved in this
exhibit. Sinply stated, it's renoving a nonrecurring
item

CHAl RMOVAN SHOWALTER: All right. | apol ogize
agai n, given your answer, before | actually got to the
page and |ine reference.

First of all, what is this anmount?

MR. KARZMAR: The $34 nmillion - $34, 765, 000
anount is a settlenent paynent that was nmade to
Schedul e 48 customers in settling the action they had
agai nst the conpany. |It's a one-tinme nonrecurring
expense and it's been renoved here for rate-nmaking
pur poses.

CHAI RMOVAN SHOWALTER:  And |I'm - this is ny
problem |'msure, but it says "renoved" but it shows a
positive ampunt. So can you just explain, are - are
t hese subtractions or additions? |Is this - | understand

the word says "renoved."
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MR. LOTT: Renoving a refund. This is not
revenue. They're renmoving a refund, so they're adding
revenue back

CHAl RMOVAN SHOWALTER: So . . . All right. This
explains it. So this has the - does this have the effect
of increasing the revenue requirenment?

MR, LOTT: That adjustnment decreases the revenue
requi renent, because of added revenue.

CHAl RMOVAN SHOWALTER:  All right. | get it.
Thank you. It decreases the revenue requirenent
because .

MR. LOTT: It added revenue.

CHAI RWOVAN SHOWALTER:  Thank you.

JUDGE MOSS: Now, our next reference is again to
Exhi bit 563, prenmarked MRL-3, and we're | ooking at -
let's | ook at Page 23.

MR. LOTT: | have it

JUDGE MOSS: And the question: How has PSE s
recent outsourcing of |abor for certain functions
affected cost and required revenue, with specific
reference to the exhibit as just given and the point
titled "Wage Increases"? Do we understand this schedule
to mean that no pro forma adjustnent has been nmade to
test year wage cost? Does this nean that the parties

agree that PSE's wage cost will not increase beyond test
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year |evel s?

MR, LOTT: GCkay. | will attenpt to answer part
of this question and the conpany m ght want to fill in on
some of the other items, especially related to benefits
of outsourcing.

This adjustnent, and a | ot of other adjustnents in
this case, were restated to zero. | think M. Dittner
tal ked about, you know, the rempval of these automated
net er-reading pro forma adjustnents, not the actual cost.

We | ooked at a bunch of factors. W |ooked at what
the conpany was actually doing with their enployees. |
mean, this is all of the parties. This is the dial ogue
that Ms. Harris was tal king about earlier. W had a
group of people |ooking at these things. W were |ooking
at a lot of factors, we were tal king about the
outsourcing, the tree trimng.

There's nunerous issues that were being discussed,
and it was decided that a nunber of the adjustments of -
that the conpany was proposing that - that were
i ncreasing the conpany's cost seened to be inconsistent
with the presentation and the argunments that the conpany
was nmaking. And therefore the conpany and the parties
agreed to renove various pro forma adjustnents, including
the pro forma adjustnents to the AMR

We created the - the storm- that fill-out in the
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storm damage anortization, the $6 mllion there. This
was part of the discussion. There were a nunber of these
things trying to say what's really happeni ng, how do
these things fit together? And it was decided that there
was no need to pro forma cost when the company was
actual Iy experiencing declines in cost associated with
net er readi ng, associated with various other portions,

t hei r busi ness.

The conpany has - as the commr ssion's probably aware
of - been very proud of their ability to increase
custoner service with declining nunber of enployees and
ot her types of factors as that. Al these factors were
taken into consideration.

On the opposite side of this, if the conpany is able
to achi eve greater benefits, we didn't go in and add
additional benefits by - by subtracting additional cost.
If the conpany is able to achieve even nore benefits
than - than they've been achieving through the AMR and by
expandi ng their automated neter-reading system then the
conpany will be able to get sone benefits and reduce -
increase their earnings in the future. W didn't go out
here and try to extrapolate, well, you should really be
reduci ng by an additional 5, 10, 15 nillion dollars.

The settlement was to renmove the nunber of these

i ncreased costs, including the pro form wage
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adj ustnments, including these automated neter-reading
costs that they were trying to pro forma in the case, and
some insurance costs. There's a nunber of these

adj ustments that have been reset down to zero and were
kind of settled in group as to where the conpany's actua
costs were going. So there is roomfor the conmpany to
actual ly receive some benefits by reducing their costs.

We did not assune, you know, reductions in other
areas related to outsourcing. Yet, outsourcing is one of
the issues that was being | ooked at when we did - when we
made this adjustnent. WII| the conpany's cost, the
payroll, go down because they outsource their - their
peopl e? Yes, they'll have a big reduction in the nunber
of enployees. But that will be replaced by paying
sonebody else to provide that service. 1In total, is that
going to be a reduction in costs? |t appears to be that
it has been a reduction in - in cost to some extent.

VWhat will actually happen, you know, in one area or
the other is - is really difficult to say. Again, |
woul d really have the conpany describe the benefits
related to their outsourcing, if that's the intent of
your question. We've listened to these discussions and
t hi nk they can best describe them

MS. HARRIS: | think that the difficulty we had

in the revenue requirenent discussions was the - what you
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can quantify and what you can qualify. So many - in many
di fferent areas where we included our cost for the
out sourcing and AMR and t hose types of things, yet we
didn't have a specific anmount that we could quantify the
savi ngs.

And - and so as far as where the conpany | ooked at
as - on - on a wage adjustnent was that it does not
mean - and | should actually | ook at the conpany
representatives - and it does not nean that we cannot
i ncrease wages. It just neans we have | ess enpl oyees or
we nmay have | ess enpl oyees to pro forma those wages,
i ncreases. And so this was one adjustnent where we could
quantify a savings that we will achi eve because of the
out sourci ng, where in other adjustments, we left the
adj ust ments al one because we couldn't quantify any sort
of savings.

CHAI RWOVAN SHOWALTER: So - is this figure a
total - an assunption for total wages? So if it stays
the sane and wages go up, if you want to keep within that
total you have to have fewer enployees; is that right?

MS. HARRIS: Actually, what this adjustnment was,
was a pro forma so it pro forned. It made an assunption
that we were going to increase enpl oyees and increase
wages, so it was a pro forma. There was not a reduction.

And basically, just took that pro forma adjustnent and
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brought it to zero where, in fact, we nost likely wll
not have additional enpl oyees because of outsourcing
where we actually have | ess enpl oyees.

So for the conpany, although the adjustnent was nade
so was on the expense side as well, we won't have those
expenses. Therefore we believe it was a proper and
justified adjustnment.

CHAIl RMOMAN SHOWALTER:  All right. | - | think -
t hough my question is that the - the dollar amounts
i nvol ved don't have to deal with average wages, or they
just have to do with total anpunts being paid to
enpl oyees; is that right?

MS. HARRIS: | believe it's an assunption on
wages and an assunption on how many enpl oyees we have.

CHAl RMOVAN SHOWALTER:  Which results in a total ?

MS. HARRIS: It's just a total anount.

CHAI RWOVAN SHOWALTER:  Thank you.

JUDGE MOSS: Al right. W'Il turn then to
Question 18 in the matrix, which | believe is the | ast
one in this particular set.

And | believe | just heard M. Lott testify that
net er-readi ng costs have declined. So |let me perhaps
rephrase the question to ask whether the reduction in
nmeter-reading costs is attributable to the inplenentation

of the automated nmeters or if there are other reasons for
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t hat .

MR, LOTT: | don't want to say that
nmet er -readi ng costs have declined. |'m saying that
this - there's an assunption that automated nmeter reading
reduces costs.

JUDGE MOSS: Okay.

MR, LOTT: | think I've actually been told that
the costs have shown that nmeter-readi ng category are
slightly increased or are an increase but there are other
costs that are reduced.

O course, neter reading also included that $6
mllion worth of - of the tine-of-use reading, too. So
that's - that's what | was referring to, is that, yes, we
did reflect the inpacts. And what |'m saying is that
zero in and out of the payroll adjustments, zeroing out
of sone other adjustnents, insurance adjustnents and sone
ot her adjustnments throughout the case.

There are a nunber of adjustments, if you go through
there you will see that the rate year was set at the pro
forma - that the historic year, and therefore there was
no adj ustnent nmade. That was part of that discussion
that 1 was - | was telling you this dial ogue, about what
has really gone on with the conpany's total cost, not
just their payroll cost, back - |ooking at the conpany's

total cost, |ooking for payroll cost, have reduction in
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t he payroll because they don't have to have a meter
readi ng, because they al so have to pay sonebody el se to
make that automated nmeter, also have to pay for the
nmeter, you know.

So there's increased costs and there's decreased
costs, and what we've done is taken back and say we'l
make no adjustnents to these things. You have sone
benefits com ng.

And again, it's the combination of all these things
that we were trying to reflect and allow the conpany to
keep ongoi ng benefits that create, after the test year
you know, for - to cover other increased costs that we
may experience that aren't properly neasured in this
pro form statenent.

JUDGE MOSS: Does your answer that you just gave
fully respond to the second part of the question there,
with the effect on the revenue requirenent? |n other
words, the - the zeroing out of the pro forma adjustnents
and so forth.

MR. LOTT: Yes, | think so.

JUDGE MOSS: Let ne just ask one foll owup on
this. In ternms of the non-TOU-rel ated nmeter cost, how
are those treated?

MR, LOTT: The autonmated neter reading that was

included in the test period, in other words, to the

CAPI TOL PACI FI C REPORTI NG (360) 352-2054 1820
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extent that the conpany already inplenmented it and

al ready was expendi ng noney for automated nmeter reading,
those costs are left in the test period; and the actua
net er readers that went out and read people's neters are
no | onger there because new automated neters are out
there, are also still in the test period.

In other words, we did not renove the nmeter readers
that are now replaced, nor did we pro forna in or renove
any automated neters and the costs associated with them
In other words, we didn't add any, we didn't subtract
any. We left themat test year |evels.

And this again is part of that total discussion of
how many - how nany benefits does the conpany get from
this? And should the conmpany be able to keep sone
benefits as they obtain nore benefits to a new
nmet hodol ogy?

JUDGE MOSS: And in terms of how those costs are
treated in rates, are those costs distributed over and
i mhedded in general rates?

MR. LOTT: Yes.

JUDGE MOSS: To all customers?

MR LOTT: Yes.

JUDGE MOSS: I ncluding those on time-of-use?

MR. LOTT: Yes.

JUDGE MOSS: Okay. Well, we are at the noon

CAPI TOL PACI FI C REPORTI NG (360) 352-2054 1821
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hour. | know there will be sone foll ow up questions
based on the colloquy we've had so far. So | think we
better keep our witness panel on the stand for the --
CHAI RMOVAN SHOWALTER: We have ot her required
nmeetings, so we better nmake it --
JUDGE MOSS: Okay. We'll be in recess unti

1: 30 this afternoon.

(Adj ourned for lunch recess at
11:59 a.m)

(Resuned at 1:34 p.m)

JUDGE MOSS: All right. Let's be on the record.

During the luncheon recess the bench was provided
with a copy of what was previously marked and admtted
for the record as Exhibit 527, which is the depreciation
study. Just by way of full description, the - there's a
brief excerpt fromM. Breitling' s testinony that
apparently refers to this study and just describes what
it is, | gather - | haven't had an opportunity to | ook at
this - and al so the depreciation study itself.

Now, I"'minformed that the parties all have copies of
this, but to the extent they're - any of you wish to do
so, you can check with staff counsel to insure that you

are confortable and that if there's any issue or problem
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you |l et nme know. But at the noment at |east, | have
accepted this docunent as the piece that we will have in
our record.

A coupl e of other points - procedural point, a
couple - you asked me during the recess whether the
comm ssion would, in addition to having its public
comment hearing this evening, continue with substantive
evi dence. And the answer is no. W will have the public
comment hearing this evening, and when we concl ude t hat
busi ness, we will retire for the evening.

The final point that was raised to ne during the
break was that M. Lott has a clarification with respect
to one of the questions and answers that canme up this
norning, and | want to give himthe opportunity to
furnish that clarification to the record before we nove
on.

M. Lott.

MR. LOTT: Okay. Sone of the questions asked of
us this nmorning - or me this norning were about - about
ny testinony that says that the revenue requirenent of
$58 million, in addition to that there's - there's an
amount of conservation, and that is true. And what |
wanted to do is clarify, | said that there would be
conservation in the nei ghborhood of $20 million. And

that's - that's included in the settlenent terns for
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conservation. | think it's on Page 2. And that
20 mllion --

CHAl RMOVAN SHOWALTER: Page 2 of what?

MR. LOIT: The settlement terms for
conservati on.

JUDGE MOSS: Which - give ne a nonent.

MR LOTT: Exhibit F

JUDGE MOSS: Thank you. That would be Exhib
to the settlenment stipulations.

MR. LOTT: At the top of Page 2 there's a

reference to a nunber - an esti mated nunber of 17 to

02

it F

21 million dollars. That nunber does not represent an

i ncrease, that represents a total program Currently
included in rates for current prograns, as approved
March of this year, was an anpunt of about nine - nin
and a half million dollars for conservation. So curr
rates include conservation in the anmount of about nin
and a half, and the new prograns will be sonme pl ace
the range, or close to the range, of 17 to 21 mllion
dol | ars, depending on what's found appropriate.

So there is an addition to the $58 million rate
increase, a rate increase related - anticipated rate
i ncrease for conservation to cover about a $10 nmillio
i ncrease in conservation costs that will be presented

you at the future time related to the tracker
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CHAI RWOVAN SHOWALTER:  Now, does this nean that
the prior discussion, when | asked what is inbedded in
rates and the answer was zero, that the right nunber is

9.5 mllion? O is that - are we talking two different

t hi ngs?

MR. LOTT: What's inbedded in current rates
today is the nine and a half or 9. - if you gross it up
for expenses, about 9.8 mllion dollars. [It's not

included in the pro forma statements because the
pro forma statenents renove both the cost and the
revenues, and so that's why you get an answer of zero;
but it is included in current rates. It was not renoved,
you know, fromthe case so that the rate increase of
$58 million does not include any increase in
conservati on.

CHAl RMOMAN SHOWALTER: But it does assume, or
has i mbedded in, $9.5 mllion

MR. LOTT: It assunes that would continue,
right.

CHAI RWOVAN SHOMWALTER:  Thank you.

JUDGE MOSS: Okay. W appreciate the
clarification, M. Lott.

Now | believe the bench had sone foll ow up questions

on the revenue requirenent piece, and so let's have those

now.

CAPI TOL PACI FI C REPORTI NG (360) 352-2054 1825



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

UE- 011570 / UG 011571 vOL. XV 6/ 13/ 02

CHAI RMOVAN SHOWALTER: | just have three or four
fol | ow ups.

Ms. Harris, continuing with sone - the same thene as
an earlier question, if you | ook at Question 4 which has
to do with the whol esale custoners. | have a simlar
jurisdictional question. Are we presum ng that the
conpany will be able to extract fromthese whol esal e
customers certain dollar amounts that are due to sales
not jurisdictional to us?

M5. HARRIS: Yes, | believe so. And if I'm
wrong, Mert, well, correct ne. But basically if we are
not recovering these revenues - or adequate revenues from
t hese custoners, fromthe small whol esal e custoners, it
is up to the conpany to take that up w th FERC.

CHAIl RWOMAN SHOWALTER: Thank you. M next
foll owup question is on page - is on Question No. 10.
This has to do with the anortization of property sales.
We forgot to ask, what is the current balance in this
account? One of you who knows.

MR. KARZMAR: There is one of Mert Lott's
exhibits, which is MRL-3, Page 22 --

JUDGE MOSS: That's 563, for the record.

MR. KARZMAR: -- shows that the deferred gain
to - to be anortized at - is 14,202, 895.

CHAl RWNOVAN SHOWALTER: I's that Line 3?

CAPI TOL PACI FI C REPORTI NG (360) 352-2054 1826
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MR, LOTT: Yes.

CHAl RMOVAN SHOWALTER:  All right. So if the -
if there's 14 - if the balance is 14 mllion and we're
anortizing at 4.7 mllion or so a year, then how | ong
does that | ast and how long will that take?

MR. LOTT: Three anortizations, | believe.

CHAl RMOVAN SHOWALTER: Okay. And what is it
that the - what did you sell recently to cause the
increase? | don't mean to be exhaustive .

MR. KARZMAR: This would include property that's
been sold since - since the nerger, which would include
conpany has sold sonme operating bases, the conpany - and
some of the - sone of the equipnent that's - that was
sold during this period of tinme in accordance with merger
stipulation, the conpany was allowed to keep the gain
because it was part of the benefit of the nmerger. And
the ones that were not specifically identified as nerger
synergy savings then were deferred to this account.

CHAIl RWOMAN SHOWALTER: Ckay. Next, on
Question 11, this is about the electric rate case
expenses, unclear. |Is this a new account that includes
only expenses for this docket or this rate case? O is
this establishnent of a new account? And if there's
another rate case later, this account also covers that?

O
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MR. KARZMAR: This includes only expenses for
this case.

CHAl RWOVAN SHOWALTER: Okay. Last question is
back on the first page, Question No. 3. I|I'mgoing to
have to turn to the agreenent, so |I'mgoing to | ook at
revenue requirenent, Page - Page - where's - Page 3.
Let's see. Wiere is it? Page 12.

This is back on the question of these percentages.
I - 1 understood M. Lott's answer as to how to cal cul ate
t hat percentage, but what is - what are these percentages
and what do they mean to us? Wat - what is the
conmmi ssi on supposed to either do or know about these
per cent ages? Speaking of the 7.31 percent and
7.22 percent.

MR LOTT: It's ny understanding - | nean this
is what my belief is fromthe settlenent that we had -
this comes fromthe interimsettlenment. This is the
maxi mum rate increase the conpany could request in this
proceedi ng carrying out the general rate case, you know,
through the - you know --

CHAIl RA\OMAN SHOWALTER: That's anount. \What -
what is - what is 7.31 percent?

MR LOTT: Seven --

CHAl RMOMAN SHOWALTER: What do | need to know

about that 7.31 percent?

CAPI TOL PACI FI C REPORTI NG (360) 352-2054 1828
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MR. LOTT: Al that shows the percentage - it's
just the percent that the increase of - of that
$99 mllion is to the total revenue prior to that
increase. So if | take the $99 mllion and divide it by
what was the pro forma revenue before the rates of
1 mllion, 361 mllion - $1, 361, 000, 000, you get 7.31
percent. That's all that nunmber represents.

CHAI RMOVAN SHOWALTER:  $99 million represents a
7.31 increase over old revenue anmounts?

MR. LOTT: Right.

CHAl RMOVAN SHOMALTER: Okay. Thank you. That's

JUDGE MOSS: Anything further fromthe bench?

COW SSI ONER OSHI E: No.

COW SSI ONER HEMSTAD: | have just one question.

Can soneone give nme a brief further explanation of

the pro forma adjustnent 2.16, the SFAS-133 adjustnment?

JUDGE MOSS: And just for reference, that's
Page 21 of Exhibit 553 - I'"msorry, not 553, 563.

MR. KARZMAR: |If we could refer to MRL-3,
Page 21, which is calculation adjustnent. |t shows that
FAS- 133 operating expense during the year was 23 mllion
524 - excuse nme - 534,336, and that anmount net of federa
tax should be renobved for wit-nmaki ng purposes associ ated

with gains and | osses on tining differences with power -
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associated with power purchases and sales. These are -
these itens - these itenms should not - should be excluded
from- fromearnings for wit-neking purposes and - and
this is where it gets adjusted.

MR. LOTT: | would just like to add that in both
Paci fi Corp and Avista, we put out accounting orders
because the conpani es asked for them asking for this
type of treatnment. And it was comr ssion staff's
recommendati on that those accounting orders, we wanted
the conpanies to ask for them we wanted this type of
accounting for wit-nmaking treatnent.

Basically what it does is, it says that FAS-133,
which requires these timng differences, which is the
conpany makes a purchase into the future and you have -
before that purchase actually takes place on a physica
basis, they report it - they record incone and - and
expenses on their books relating to changing in prices.
And it was our opinion that those should not flow through
on wit-making or accounting as reported to this
conmi ssi on.

This adjustnment, in fact, does the sane thing that
the accounting orders that we had you approve - or asked
you to approve, and you did for both Avista and
Paci fiCorp. So this is consistent with the type of

treatment that the comm ssion has proposed for the other
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compani es.
COW SSI ONER HEMSTAD: All right. Thank you.

And then with regard to the m scell aneous operating

expense adjustnments, |'mlooking at adjustment 2.10 and
Page 15 of the M. Lott's exhibit. | realize that

there's certain trade-offs made here. |'m curious about
the reduction at No. 2 - Item No. 2, the incentive nerit

reduction. Can soneone give nme sone brief description of
the - what was at issue here?

MR. KARZMAR: This adjustnment here for incentive
nerit pay restated what the actual test year anbunt was
for incentive nerit pays, and it restated as a norma
adjustnment. | don't have the detail ed work papers here
in front of me. You - | could get them

COW SSI ONER HEMSTAD: All right. For sone
reason the actual - in the test year were above what
woul d be expected to the case going.

MR. KARZMAR: That's correct.

COW SSI ONER HEMSTAD: Ckay. Thank you.

JUDGE MOSS: All right. Al right. Do the
parti es have anything further that we need to do with
this panel right now? Al right. I1'mgoing to - of
course, some of our wi tnesses are appearing on nultiple
panels. In any event, | will make it a practice to

rel ease the witnesses subject to recall. And with that |
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suppose, M. Lott, you're on the next panel as well, but
our other three wi tnesses are, for the nonent at | east,
excused.

And | suppose it will be nost efficient if | take up
the role that the council sometimes play and call the
next witnesses. Qur rate spread is our next subject
matter and the witness panel includes M. Lott, as |I've
i ndi cated; and M. Lazar, who is approaching us now in
the center aisle; and M. Schoenbeck, who is rising there
in the blue shirt; and M. Pohndorf for the conpany.

MR. FFITCH: Your --
JUDGE MOSS: Yes, sir.
MR. FFI TCH: Before we begin with this panel,

just to clarify for M. Dittmer who is on the phone,

you' ve indicated he's excused subject to recall. And
with your perm ssion, he will just now go on about his
busi ness and we'll contact him by tel ephone if the bench

needs to recall him
JUDGE MOSS: That woul d be perfectly acceptable,
M. ffitch.
MR. FFI TCH: Thank you, Your Honor.
MR. FURUTA: Your Honor, | don't know if this is
an appropriate time, but Norm Furuta for FEA
At sone point | wanted to clarify, we had originally

signed the rate spread stipulation, but wanted to nake
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clear that there were two other collaboratives that we
were involved in. For some reason or another, our
signature bl ock didn't appear on the drafts that were
circulated, so our name actually doesn't appear on - it's
the rate design and the PCA col | aboratives. But during
the course of negotiations, we worked it out that | would
state on the record that we were involved in those

col | aborations, we do approve of the resulting

stipul ations and that we support them and that we
actually have a witness that is available on call for al
three of those areas.

In light of the questioning - the witten questions
t hat have been subnitted by the conmmi ssioners, it appears
that our witness probably - it's not necessary for himto
be on tel ephone call. It appears that the designated
panel menbers are - are nore appropriate to answer those
types of questions.

So if it's alright with the comm ssioners, ['ll go
ahead and |l et our wi tness know that he doesn't have to
remai n on standby for the rest of the --

JUDGE MOSS: M. Furuta, that is consistent with
the arrangenents we nade at prehearing, that if the
parties were confortable with the panel that was being
presented |ive was adequately inforned to address the

conmi ssion's questions with respect to a particul ar piece
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of the settlement proposal, that we would not need to
have the so-called - the on-call witnesses, as it were.

If we get stuck and we need sonebody, then we'll neke
the appropriate arrangenents to supplenment the record.

MR. FURUTA: That woul d be fine.

JUDGE MOSS: And you can do that. | appreciate
you coning up to counsel table so that we were able to
hear you clearly and so forth.

Unl ess sonebody has pawned it, there should be a
m crophone out there sonewhere, so maybe we can find out
where it is if people need to - here on the table, so
peopl e can use that if they need to. Ckay.

Al right. For those of you who have not been sworn,
woul d you pl ease rise and raise your right hand and I'|

swear you at this tine.

GEORGE POHNDORF, Having first been duly
JI M LAZAR, sworn, testified as
MR. SCHOENBECK, fol |l ows:

JUDGE MOSS: Pl ease say, "I do."

ALL W TNESSES: | do.

JUDGE MOSS: Please be seated. And, of course
M. Lott remmi ns under oath.

Qur subject matter is rate spread. Do any of the

CAPI TOL PACI FI C REPORTI NG (360) 352-2054 1834
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Wi t nesses have prelimnary narrative testinony before we

| aunch into our matrix of questions?

(No audi bl e response.)

JUDGE MOSS: Hearing no indication, then we will
start with Question 1. It was - it's - this first
gquestion relates to the rate spread stipulation, which is
Exhibit Cto the settlenent stipulation, and the specific
reference is to Page 2.

The question is: The table on Page 2 of the rate
spread stipulation is okayed by summary class. Pl ease
i ndi cate whether the table includes all rate schedul es,
and if so, where the schedules fall into the summary
cl asses.

And t he exanpl e given are 31, 43, 49, 448, 449,
et cetera. So | think basically to match up the
descriptive descriptors in this table to the
correspondi ng rate schedul es.

So, M. Pohndorf, would you be the npbst appropriate
wi tness for this?

MR. POHNDORF: Sure. And | think the easiest
way to do this is march down the table and explain these
general classifications.

The first one that says RESSVC, that's residentia

CAPI TOL PACI FI C REPORTI NG (360) 352-2054 1835
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service and that's Schedule 7. The next one is
Schedul e 24, it says SECSVC 2 - 24. The one after
that --

CHAl RMOVAN SHOWALTER: M. Pohndorf, you m ght
as well - since - let's have each - each row have both a
descriptor and a nunber, so residential is No. 7, and
24 is small nonresidential, whatever it may be.

MR. POHNDORF: Yeah. That's - that's secondary
service 24, and that's Schedule 24. The --

JUDGE MOSS: And what is secondary service?

MR, POHNDORF: GCh, what is secondary service?
It's service to - to - actually, the secondary
service 24, it serves very small comrercial custoners at
t he secondary service volt - voltage |evel.

The next line, the - the third row, there is
"secondary service 25," that's larger commercia
custoners. Again, Schedule 25. The next one, "secondary
service 26," that's Schedul e 26.

CHAl RMOVAN SHOWALTER: What is that - oh, I'm
sorry.

MR, POHNDORF: | should just back up. Under
Schedul e 25, where it says "secondary service 25," that
al so includes Schedule 29, which is a - a schedul e,
believe, that's only popul ated by one custoner.

MR, LAZAR: No, that's irrigation - secondary

CAPI TOL PACI FI C REPORTI NG (360) 352-2054 1836
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irrigation.
MR. POHNDORF: Secondary irrigation. Excuse ne.
So | believe we're now on prinmary service at PRI SCV

COW SSI ONER HEMSTAD: | don't believe you
said - what is 267

MR, POHNDORF: Oh, 26 is sinply Schedul e 26,
but - what is it?

CHAl RWOVAN SHOWALTER:  Who is the custoner?

MR. POHNDORF: Ch, who are the custoners. These
are even |arger commercial custoners. Generally is the -
as the schedul es go up, kind of an overall class, it goes
fromsmaller to | arger customers.

JUDGE MOSS: Would that - for exanple, a |arge
grocery store?

MR, POHNDORF: It could be, yes.

MR, LAZAR: Maybe | can use an exanpl e.
Twenty-four would be the little deli that we go to for
sandwi ches over in the next office park over.

Twenty-five would be this building, and 26 coul d be
the conpany's headquarters at One Bel |l evue Center or a
Fred Meyer, Costco-size store

JUDGE MOSS: Thank you.

MR. POHNDORF: COkay. Then on to primary
service. Those are Schedules 31, 35, and 43.

CHAl RMOVAN SHOWALTER: Why don't you tell us

CAPI TOL PACI FI C REPORTI NG (360) 352-2054 1837
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what 31, 35, 43 are.
MR. POHNDORF: Those are custoners served at
primary voltage

Schedul e 31 custoners are custoners who tend to have
their own distribution system

Thirty-five is the one | referred to once before,
that's - that's one with just one custoner, | believe.

MR, LOTT: Irrigation.
MR, POHNDORF: It's an irrigation schedul e.

Forty-three is schools.

The next classification, retail wheeling, these are
Schedul es 448, 449, 458, and 459. 448 and 449 and 458
and 459 were schedules that resulted fromthe early Air
Li qui de settl enent.

H gh voltage are Schedul es 46 and 49. These are
typically very large customers who are served at high
vol tage, such as an oil refinery.

The next - next line is lighting service and there
are a nunber of schedules here. They are 50, 52, 53, 54,
55, 57, and 58.

And then firmresell is actually --

CHAI RMOVAN SHOWALTER: Before you go --
MR. POHNDORF: Ch, sure.
CHAl RMOVAN SHOWALTER: Maybe you don't need to

tell nme each one of 50, 51, 52, 53, et cetera. But

CAPI TOL PACI FI C REPORTI NG (360) 352-2054 1838
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general |y what does this class describe and why are there
di fferent schedul es?

MR, POHNDORF: It generally describes the street
lighting schedules. The differences between the
schedul es are sonething that maybe Mert or Jimcould
speak to better than - than |I. They have nore history on
t hat .

MR. LAZAR: There's both street |ighting
schedul es and area lighting schedules. And within the
street lighting schedules, sone of the cities own their
own facilities and only buy energy fromthe conpany; and
others, the cities contract with the city to provide the
pole, the illum nator naintenance, and energy. And the
same is true in the area lighting schedul es.

So they're - they're divided up because the costs are
quite different and the conpany's providing just energy
or the entire lighting service.

MR. POHNDORF: Ckay. And then the last line is
firmresell. This had been discussed a bit in the review
requi renent panel. This is an allocation of cost to,
effectively, the marinas that Kinberly Harris tal ked
about .

CHAI RMOVAN SHOWALTER: I n what schedul es?

MR, POHNDORF: Yeah. They're FERC schedul es.

We don't have a retail rate schedule for these custoners.

CAPI TOL PACI FI C REPORTI NG (360) 352-2054 1839
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CHAl RWOVAN SHOWALTER: I f we don't have a
schedul e, how do we - what is this increase? |s that the
of f-systemincrease that's assuned here, the
nonj uri sdi ctional increase?

MR. LOTT: This was the question that you asked
earlier and Ms. Harris answered. This is where they'l
have to go to FERC to request rate increase on these
customers in order to achieve that.

CHAl RMOVAN SHOWALTER: Okay. So for - for
purposes of this chart, the settlenent said that we would
approve - would - if we do approve, would approve the
entire columm called "Percentage |Increase" with the
exception of the bottomone, "FirmResell." It's
somet hing that we would approve - it's something that's a
natural fallout fromwhat woul d be approved; is that
correct?

MR, LOTT: \What you're approving is the
assunption that the - that the conpany is responsible for
collecting those fees. They could get nore or |less from
FERC.

CHAI RMOVAN SHOWALTER: Are we even approving an
assunption? We're sinply approving everything but that
| ast percentage; isn't that right?

MR, LAZAR:. Perhaps as the witness who testifies

in multiple jurisdictions - in many jurisdictions there

CAPI TOL PACI FI C REPORTI NG (360) 352-2054 1840
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woul d be a separate jurisdictional cost allocation study
and assignment of certain costs to the nonjurisdictiona
custoners that would conme out of the revenue requirenent,
we'd be done with it. This conpany has such a snal

nonj uri sdi ctional revenues requirenent that there's not
two studi es done. They just get a colum in the regul ar
cost allocation study.

And for the purposes of the collaborative, we said
we're going to assune those guys pay their share. And if
they do, great; and if they don't, not our problem

CHAl RMOVAN SHOWALTER: But from our point of
view, if we approve it, we are approving everything other
than - we are not approving a firmresell increase.

MR. POHNDORF: That's correct.

MR. LAZAR: That's correct.

JUDGE MOSS: Okay. Does that conplete the
response, M. Pohndorf?

MR. POHNDORF: Yes, it does.

JUDGE MOSS: And others. All right, then.

Let's |l ook at Question No. 2. And the reference
here, we're in Exhibit Cto the settlenent stipulation,
and on the first page there, we see sone discussion at
Part B, and there's an Arabic 2 associated with that as
wel | .

The cost of service study assumed - referred to there
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assuned a revenue deficiency of $89.7 mllion whereas the
settlenent stipulation specifies $58.8 nillion revenue
deficiency. Did the parties nmake any adjustnments in the
proposed rate spread to account for the $3.9 mllion
difference in the two revenue deficiencies anounts?

MR. POHNDORF: What we did here is, we |ooked at
the cost of service study that's relevant to a range of
revenue requirenents, and then we applied the - the
$58.8 mllion revenue increase across the schedul es using
the - the proportions - the sane relative proportions
as - as was for - indicated by the cost of service study.
So we basically |ooked at it proportionately.

MR. LAZAR It's quite unusual to have a cost of
service study done at the final revenue requirenment. |
can renmenber one or two tines in ny 20 years at the
commi ssi on where that's been done, but in general one
does a cost of service study, argues over the
nmet hodol ogy, but does one at some assuned revenue | eve
and applies those relative class results to whatever
revenue requirenent results.

JUDGE MOSS: All right. Let's |ook at
Question 3. Does the proposed rate spread nove the
various classes closer to unity with cost of service than
is the case in current rates? And if so, by how nuch?

And if you can explain that to us, we would

CAPI TOL PACI FI C REPORTI NG (360) 352-2054 1842



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

UE- 011570 / UG 011571 vOL. XV 6/ 13/ 02

appreciate it.
MR, POHNDORF: 1'Il take the first part of
answer. It does nmove the classes generally closer t

cost of service. W would have to respond by a benc

t he

(o]

h

request to tell you by exactly how much. We'd actually

tried to calculate that this norning on a | aptop, bu
haven't had - had tinme to do that today so we could
respond in a bench request to that.

JUDGE MOSS: All right. This case has been
t hrough a consi derabl e process, and sitting here tod
have no i dea what the next bench request nunber is.
I"'mjust going to say that will be Bench Request No.
and we will reserve Exhibit No. 528 for that. So th

you for that suggestion, M. Pohndorf, and we'l

t we

ay, |
So
100

ank

appreciate knowing that. And let us knowif it's going

to be del ayed beyond tonorrow.

And that was the first part of the question. Was

t here nore?

MR LOTT: | just wanted to point out that
did utilize looking at this cost of service study.
is no firmagreenent that this is the right cost of
service study. So when you say "nobve closer to unit
the staff's position, | think, is in nmy testinmony th
they did nove closer, but to what cost of service st

we can make the cal culation that M. Pohndorf has st
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but again different parties would indicate different cost
of service studies. This is one that we utilized in
setting that rate spread issue

JUDGE MOSS: For purposes of settlenent
stipul ations that would be the rel evant --

MR, LOTT: But, again, there - the parties al
have their own idea what the proper cost of service study
is. Sone people, if they use their own cost of service
study, would come up with a different answer --

JUDGE MOSS: | see

MR LOTT: -- is all I'"'mtrying to suggest.

CHAl RWOMAN SHOWALTER: So this noves the cl asses
closer to cost-based on a yardstick, that yardstick is
the cost of service study. It's not particularly
endorsed by anybody, but it is a study, is that - am
right so far?

MR, POHNDORF: That's right.

CHAIl RMOMVAN SHOWALTER:  And now what - what is
the date of that cost of service study? You know, get
the right year.

MR, LAZAR: April 11th of this year

CHAl RMOVAN SHOWALTER: All right. So it's a new
cost of service study?

MR. POHNDORF:  Yes.

MR, LAZAR: It's the nethodol ogy, the
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assunptions, the allocation nethods that there's not
agreenent on. And what the parties agreed on is that the
rate spread that we have agreed on is reasonable and this
was the principle reference point used by the

col | aborative in reaching that.

The parties who didn't like this study al so had ot her
reference points that we referred to in reaching that
concl usi on.

CHAIl RMOMAN SHOWALTER: | see. Because | ater on
we have sonme questions, but there's reference to a 1992
or earlier study. It's the 1992 case. So |l was a little
unclear - | think it was maybe your testinmony |ater that
it's within reasonabl e range of another ol der cost of
service study?

MR, LAZAR: This study has the current year
costs and the nmethodol ogy that the commi ssion explicitly
adopted in the '92 case utilized. And that is one of the
rare cases where the conm ssion ordered a cost of service
study to be done on the final revenue requirenment. It
was a very specific order, and how cost of service was to
be done in that case. But that doesn't nean that parties
woul d agree that that's the right way to do it in this
case.

CHAl RMOVAN SHOWALTER: Ri ght.

MR, LAZAR: But the nethodol ogy from'92, the

CAPI TOL PACI FI C REPORTI NG (360) 352-2054 1845
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data, the costs, the consunption, the peak demands are
al | updat ed.

CHAI RWOVAN SHOWALTER:  Thank you.

COW SSI ONER HEMSTAD: |1'd like to pursue that.
I haven't | ooked at or reread the '92 case. It's ny
first big case on this comm ssion. Could you briefly
describe or - for - for - to refresh nmy menory and the
ot her commi ssi oners, what was enconpassed in the
nmet hodol ogy order?

MR. LAZAR: The '92 case actually had two
dockets. There was a 920499, which was a rate spread and
rate design docket; and it was imediately foll owed by
921262, which was the revenue requirenents case. And the
commi ssion's deci si ons on net hodol ogy were split between
the two orders.

Just nost generally with respect to production plant,
the commri ssion ruled that the peak credit method that
assigns a small percentage, | think 14 percent, of
production plant to peak demand and the bal ance to annua
energy be used with respect to transm ssion plant, that
the sane nmethod used for production plant be used with
respect to distribution plant, that everything down to
and including the transformer be allocated based on
demand and that the service drop fromthe pole to the

house, the neter, neter reading, and billing be allocated
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on a per-custonmer basis.

And finally, that the admi nistrative and genera
costs be allocated based upon the - nost of themon the
subtotal of all other costs that were allocated in the
study, with exceptions for such things as insurance that
was related to property and sone other specific
adnmini strative costs. That was after --

MR. SCHOENBECK: Two hundred hours of denand.
Two hundred hours of denand.

MR. LAZAR: Ch, yes. And the - the costs that
were classified as peak-demand-rel ated and producti on and
transm ssions then got allocated on the classes based
upon the 200 hi ghest hours of demand on the system

Each of those mmjor elenents that |'ve described was
contested by one part - one or nore parties in that case
and the comm ssion made what, in nmy experience, is the
nost explicit set of decisions on cost allocation that -
t hat have been made here.

CHAIl RWOMAN SHOWALTER: M. Schoenbeck, woul d you
like a mcrophone? W don't want to | eave you out.

MR, SCHOENBECK: |'m just fine.

CHAI RMOVAN SHOWALTER:  Very lucid, so . . . Now
you have to sit still.

MR, SCHOENBECK: Yeah, | guess so.

JUDGE MOSS: | was going to furnish the other -
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one of the other witnesses with a lavalier mke, but one
of themthat was up here is nmssing. So if sonebody has
that and cares to produce it, that will work.

COW SSI ONER HEMSTAD:  Wel |, M. Pohndorf, so
the cost study that was currently done was based upon the
' 92 net hodol ogy?

MR. POHNDORF: That's correct.

COW SSI ONER HEMSTAD:  And | suppose the point
is that with the passage of tinme - and |like the other
parties or even the conpany m ght have sone different
views on that today. But for purposes of the settlenent
t hat nmet hodol ogy was accepted?

MR. POHNDORF: That's right. And actually, if
you l ook in the settlement terns for rate spread we - we
call that out explicitly in Paragraph B(2), | believe.
Yes. That was it was for purposes of settlenment only.

JUDGE MOSS: All right, then. W can | ook
believe at Question 4 on our matrix. And the reference
here is to your testphoney - testinony, M. Pohndorf, and
that's - and |1'd ask the court reporter to transcribe
only as | corrected nyself.

MR. POHNDORF: | appreciate that.

JUDCGE MOSS: Freud would have a field day with
me someti mes.

Exhi bit 535, Page 4, Lines 11 through 17. And there,
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M . Pohndorf, you're testifying with respect to some BPA
dollars and I'I|l read the question

The indication is that the BPA dollars were not
included in the calcul ation of percentage increase for
the residential class. Wat percent increase does the
residential class receive if the BPA dollars are
i ncl uded?

MR. POHNDORF: Considering all BPA dollars, and
if you | ook at what the customers' net bills | ook Iike
before the rate case and then what they | ook |ike as of
this October when the BPA print steps up a bit, the
typical residential custonmers will see a 7 percent bil
decr ease.

CHAI RWOMAN SHOWALTER:  But | guess ny question,
without BPA it's 5.27 percent?

MR. POHNDORF:  Yes.

CHAl R\NOMAN SHOWALTER: W th BPA what is - what
happens to that 5.27 percent?

MR, POHNDORF: It will be slightly smaller. But
this calculation here is a little bit nore conplicated,
and | think Jimand |I can explain that, in that these
i ncreases on the 5.27 and the 107.9 | ook at the
$31 million - $31.8 mlIlion as an increase on top of a
base rate, that is the - the custoner's rate not

consi dering any residential exchange, and then decreased
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by 10.85 mils.

So it's just on that basis decreased by 10.58 nils,
not on a basis decreased by the full anount of the
exchange. And if that's not clear, | understand. But --

CHAl RMOVAN SHOWALTER: We know you under st and

MR, LAZAR. Maybe | can explain it another way.

MR. POHNDORF:  Sure.

MR. LAZAR: The 10.85 mils residential exchange
credited that was in effect during the nerger rate
stipulation period was rolled into general rates on
June 30th of 2001, at the end of that - that contract
with Bonneville. These rates are cal cul ated agai nst the
rates that were in effect, then, on July 1st, 2001 after
that transfer. And these percentages are agai nst those
general rates, including the transfer to general rates of
that exchange credit but not including any exchange
credits that are reflected in schedule 1994 that is over
and above the - the 10.5 nmils that were transferred to
general rates.

The interimstipulation provided that rate spread in
this case woul d be done on the basis of the July 1, 2001
rates. And so this calculation follows that. |[If you
took the - the - 1'll call it the penny, if you took the
penny back out, then the base agai nst which we're

measuri ng goes up by about $100 million. The percentage
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increases all go down a little bit because the - the

denom nator grows. The dollar amounts woul d renmin

exact

r emai

bi |

Iy the sane. The change per kil owatt hour woul d
n exactly the sanme. The inpact on the custoner'
in dollars would remain exactly the sane.

CHAI RMOVAN SHOWALTER:  Sanme as what .

MR, LAZAR: As - as what's in the stipulation

As the - the percentages are neasured agai nst that Ju

base.

And that's the reason why the increase for

02

S

ly 1

Schedul e 24, for primary service, for high voltage, and

for

ighting all comi ng out exactly the sane is the

nmet hodol ogy that the coll aboratives said those cl asses

t hat

are paying well above their fair return rate wil

get a smaller than average increase; those that are

payi ng well below will get a larger than average
i ncrease; and the rest will get the residual increase
And that came out to 5.1 percent. Those are the res

cl asses.

But that was all consistent with the interim

stipul ati on based upon the July 1 general rates. You

have to pick sone kind of a base to neasure against.

stipulation shows the - the rates that were in effect

after

what

that transfer.
CHAl RMOVAN SHOWALTER:  All right. But | th

I"'minterested in is a - beginning, let's say,
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October 1 - | forgot when the new BPA credit starts.

isn't

goi ng

But

- | think it's October 1st. On that day there's

to be a credit on the custonmer's bill that says

"BPA credit." | - how much - what percent credit is

t hat ?

be a

MR. LAZAR:  That --

CHAl RMOVAN SHOWALTER: It's a percent. It will

percent, right?

MR. LAZAR: No. It won't be a percent. It wll

be a cent per kilowatt credit. The ampunt that is

curre

ntly in effect is 1.456 cents per kilowatt hour

CHAl RMOVAN SHOWALTER:  Right. | don't think

want to know what's currently in effect.

Cct ob

MR. LAZAR: The one that will be in effect
er 1 will be 1.817 cents per kilowatt hour

CHAl RMOVAN SHOMALTER: Okay. 1.817 cents pe

kil owatt hour. Now, is it possible to multiply that

sonet

5.27

of th

hing to - to tell ne what kind of offset against
percent that would be? O is that not possible?
MR. LAZAR: | have prepared a cal cul ati on of

e rate inpacts that are happening and wi |l happe

r

by

al

nif

the stipulation is approved. That includes the exchange

credit, the expiration of the interim the assunption

that this stipulation is adopted, the Schedule 127 cr

t hat

is a part of the stipulation, the estinated effe
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of the change in the conservation tariff rider, an
estimated effect of the low incone rider, and the change
in the exchange credit.

CHAI RWOVAN SHOWALTER: But you haven't separated
t hose things out?

MR. LAZAR: Well, 1've calculated themas a
group to see what happens to a custonmer's bill from
then - you know, from- fromrates in effect before
January 1 of '02, that is before the interim and today,
and July 1, if this stipulation is approved there on
October 1 after everything is presumably in effect.

CHAl RMOVAN SHOWALTER:  Al'l right. But --

MR. LAZAR: We can provide that whole
calculation to you. But it's such a |arge nunber of
changes that to isolate one is a little chall enging.

CHAl R\MOVAN SHOWALTER: Maybe | could try it this
way. |If you look at the 5.271 increase, can you tell ne
how many cents per kilowatt hour that increase is?

MR. LAZAR It's about three and a half mls a
kil owatt hour.

CHAl RMOVAN SHOMWALTER: Okay. Then am | right
that if all I'mlooking at is the 5.27 percent increase
and I wish to conpare an offset called "the Cctober 1
Bonneville rate,"” that | would subtract from3.5 mls per

kilowatt hour 1.817 cents or mls? | think | did -
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meant cents before. | would subtract from3 cents -
3.5 cents per kilowatt hour, 1.817 cents per kilowatt
hour - no.

MR. LOTT: | think you should only be
subtracting change and the credit on Cctober 2, not the
total rate on Cctober 2nd.

CHAl RMOVAN SHOWALTER: | see.

MR, LOTT: You take the 1. - 1.817 cents and you
woul d subtract the current credit, and | thought | heard
Jimsay it was 1.4.

MR, LAZAR: Fifty-six.

MR, LOTT: Fifty-six. And you take the
difference in those two rates and what would that be?

MR. LAZAR:  About three and a half mls.

MR. POHNDORF: About three and a half mls.

CHAl RMOVAN SHOWALTER: Okay. So | woul d
subtract fromthree and a half cents, three and a half
mils.

MR, LAZAR. No, no. They're both about three
and a half mls. They're about the sane size.

CHAl RMOVAN SHOWALTER:  All right. So --

MR. POHNDORF: So that's a total of the

CHAl RMOVAN SHOWALTER:  Well, I'msorry I'm
having a hard tinme understanding this. Are you saying

that in addition to the - to the 5.27 percent, there
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exists a current credit?

MR. LAZAR: That's correct.

CHAl RMOVAN SHOWALTER:  And that current credit
beconmes sonmething the same or different on Cctober 1?

MR. LAZAR: That's correct. It goes up - the
ampunt of the credit increases by 3.61 mls per kilowatt
hour. So other things equal, residential rates would
decline by 3.61 mls per kilowatt hour on October 1

CHAI RMOVAN SHOWALTER: | think that's ny
question - the answer to ny question. Thank you.

JUDGE MOSS: All right. Let us turn to Question
No. 5. W're still on Exhibit 535 and the reference is
to Page 3 there. And it would be the - | believe the
second question and answer. Again, | don't have |line
nunmbers on ny sheet. | have funny | ooking synbols.

So if you look there, M. Pohndorf testifies that
servi ce Schedul es 25, 26, 29, 448, 449, and 459 recover
nore funds than it costs to serve those schedul es.
However, the cost of service that is reflected in the
appendi x to Exhibit Cto the settlenent stipulation,
Page 2 of 28, seens to indicate that only Schedule 25 is
above parity on the basis of realized real return

Pl ease expl ai n.

MR, POHNDORF: The line on Page 2 of 28 for the

cost of service study that | relied upon for that

CAPI TOL PACI FI C REPORTI NG (360) 352-2054 1855



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

UE- 011570 / UG 011571 vOL. XV 6/ 13/ 02

statement is Line 13. And what Line 13 does is, it |ooks
at the total revenue requirenent. So it |ooks at not
just where rates are before a rate increase but | ooks at
adding in an increase per this case.

And then if you | ook through the various columms of
that, it shows that those rate schedules |I listed are
above parity. That's - that's the line we were | ooking
at to see whether a given rate schedul e was above parity
rather than | ooking at realized ROR  So, for instance,
Schedul e 24 you see a 102 percent. That indicates that
that is above parity. \Whereas, for residential service,
right before it, it's a 97 percent. That indicates it's
bel ow parity.

JUDGE MOSS: Al right.

Let's turn to Question 6. And still in your
testimony, M. Pohndorf. We're now at Page 4, Lines 5
through 10. And we can also refer to Exhibit 552 which
is M. Lazar's prefiled testinmony regarding electric rate
spread at Page 2, Lines 3 through 12.

And the question: Certain nodifications are proposed
to reduce the differentials between Schedul es 26 and 31

First please describe these two schedul es and the
ki nd of custoners they serve

Second - and that may have al ready been answered -

second, the proposal is evidently to increase Schedul e 31
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rates while decreasing Schedule 26 rates in each of the
next three years. Are these rate changes to occur on any
particul ar schedule? | think "tinme schedule" there as
opposed to "rate schedule."” Are they anticipated to be
conpliance filings? |If so, where is this time schedule
described in the rate spread stipulation?

MR. POHNDORF: Just to review a bit, Schedule 26
servi ces secondary voltage for custonmers with demands
greater than 350 kilowatts. Schedule 31 is prinmary
voltage with customers that typically require their own
di stribution system

And what we found is that Schedule 31 basically has
two sets of customers, sonme |arge custoners with demands
greater than 250 kilowatts. And that indeed many of the
custoners between Schedul e 26 and 35, these |arge
custoners are very simlar except that sone Schedule 31 -
Schedul e 31 custoners own their own transformer.

What - what we had anticipated in ternms of a
conpliance filing is that upon the conm ssion's order in
this case, there would be just be one conpliance filing
i mediately and it would | ay out those one percent
changes, so it would have a tariff with sort of the
programed rate changes and the dates by which they woul d
be enacted already on the conpliance filing with - with

this - with this order, and that those rates woul d be
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based on pro forma billing determ nants per the
assunptions in this case. So there would be - just be
one conpliance filing. The changes woul d be every year
every July 1st.

MR. CEDARBAUM  Your Honor, if | mght add, just
for the record, that the - the schedule, naybe not - not
with that spec - specificity, but this is described in
the rate design part of the stipulation, which is Tab D
on Page 2, the third bullet under ItemNo. 7. It was not
specified that way in the rate spread stipulation, but it
is in the rated design.

JUDGE MOSS: Okay. Thank you. Appreciate the
clarification.

I'"'m not sure what there mght be to add by M. Lazar
| ooki ng at Question 7. M. Lazar describes certain
phase-in provisions for Schedul es 126 and 127 related to
Schedul e 449.

And the question is to please explain the purpose of
the phase-in. And where is this specified in the rate
spread stipulation or perhaps el sewhere in the
stipul ati on?

MR. LAZAR It is on Page 3 of the rate design
stipulation. It is the third bullet on that page, where
it is described. And the purpose of it --

CHAl RMOVAN SHOMWALTER: M. Lazar, can you speak
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into the m ke or have it on.

MR, LAZAR. Oh, |'msorry. It is contained
on - on Page 3 of the rate design stipulation and the
third bullet on that page. And the purpose of that is,
for the first year that rates would be in effect,
essentially the retail wheeling custonmers woul d get about
hal f of the overall rate decrease that they would receive

in this proceeding. The permanent rates would go into

effect that would provide, |I'mgoing to say, roughly a $6
mllion decrease in what they will pay.

But for the first year, they'll pay a surcharge of
$6 mllion and that surcharge will go away. And that was

done so that a single filing would put the pernanent
rates into effect, but the other custoner classes would
benefit fromthat $3 nmillion in the first year

JUDGE MOSS: All right. And staying with
M. Lazar's testinony, Page 1, for purposes of Question
8, M. Lazar identifies a reasonable range of paynent to
cost within a class at 90 to 110 percent. Does this
ranges sinply reflect the inherent inaccuracy of cost
studies? Do the parties offer any other factors besides
the cost study in support of their agreement on rate
spread?

MR, LAZAR: |'ll start the response with, yes,

it reflects the inherent inaccuracy of cost studies, but
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it also takes other factors into account. Factors that

t he comm ssion has often cited in orders include
gradual i sm perceptions of equity in fairness, economc
conditions in the service territory, and rate shock. And
we took all of those things into account in - in the

col | aborative.

Ot her parties may have other factors that - that they
gave consi deration to.

JUDGE MOSS: Anybody have anything to add?
Okay.

Qur negotiation question, No. 9, refers to M. Lott's
testi mony, Exhibit 562, and sonme di scussion of rate
spread that appears at Page 7 of that testinony.

The question is: Staff - or M. Lott testifies that,
quote, gradualism close quote, is an inportant principle
when deternmning rate spread. Wat is the appropriate
time frame for noving to parity?

MR, LOTT: Well, that's a good question. |
mean, | think if we - it seens |like if you were noving to
parity over any tine frame, you would finally get there.
But it's kind of - and | think |I've heard other people
say - a noving target, the man to my left here, as Jim
has referred to that, and | agree.

I worked a lot of these cost service studies. One

seens to go one way, and you go to the next general rate
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case and all of a sudden they're farther away or closer
than they should have been. | think that's one of the -
one of the concerns.

There's al so conpl ete di sagreement as to what the
costs are and there's dis - disagreenents in - in how
good the cost studies - cost of service studies are. The
commission, in a |ot of cases when there's been |arge
i ncreases, has used three-year anortization - three-year
peri ods supposedly or three novenents, one-third- or
one-hal f-type approaches, sonetinmes referring to rate
shock and sonetines referring to gradualism

Again, | think it depends on the person, which side
of the parity line they're on, how quickly they want to
nove - want to nove to it. It's just an idea of not just
all of a sudden junping one class of customers' rates
i ncrease or cost increase, why - you know, by substantia
or greater than other classes when you've had numerous
rate proceedi ngs that say these rates are fair, just, and
reasonabl e and all of sudden this class needs a ten
percent and anot her class needs no increase. There just
doesn't seemto be nmake - | think that's kind of the
basi s of gradualism as opposed to rate shock, is that
there are problens that are - that go on in these studies
and - and noverent towards them

New theories will conme up and change the idea of

CAPI TOL PACI FI C REPORTI NG (360) 352-2054 1861



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

UE- 011570 / UG 011571 vOL. XV 6/ 13/ 02

where you're going to be. | - | don't have a specific
time frane that says you're supposed to get there in
three years, four years, two years, one year

CHAl RMOMAN SHOWALTER: This is nore of a comrent
than a question, but we had a little discussion about
this same i ssue yesterday in the Avista settlenment case,
and part of it is that you tend to be | ooking at these
guestions only in the contention of a general rate
i ncrease rate case. That's when the conpany wants nore
nmoney, that's usually when there are going to be other
increases. And so it - it - aggravates the rate shock
issue to be dealing with a general rate increase and at
the sane tinme reallocating the rates anong custoners.

So general rate cases tend to be never the right tine
to go - get very far toward parity. The right tinme seens
to be when things are going well, when sone kind of
surcharge is comng off, or sonmehow there's a little
wi ggl e roomto nmake an adjustnent that doesn't have such
a big effect. But we tend not to be in proceedings at
t hose tines.

Yest erday we had discussion of - of, well, when a
certain deferral account gets down to zero and a
surcharge needs to be renoved, that's a good tine. |
don't think - maybe there is a simlar period here. |Is

there any tine, whether it's a date certain or a type of
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event, that would likely be a better tinme to make sone

adj ustnents toward - toward parity than, say, today?

MR, LOTT: | - | generally agree with that | ast
conment. It always seens to me when | was working with
the comm ssion, well, we're going to nove one-third, but

when are we going to nove the other two-thirds. But on
the other hand, one of the things we're doing with this
case is, when there's a major discrepancy, you know, in a
class or different Schedule 31, 126 problem or the
Schedul e 448 problem is we've designed things that wll
get there or it's - we didn't do it at all at once. W
didn't nake 31 junmp up to 26's |evels.

In this case we're proposing three-step phase-in of
those type of things. So when we see a mmjor
di screpancy, | think we need to design sonething to get
there.

When - when Jimhas referred to 90 to 110 percent
range as being in the range of normal range to nove
towards parity, but said when you're sitting there with
449, something so far out of that bracket, you can't do
that. You can't sit there and say 449 shoul d be paying
200 percent and on gradualism nove them down to 167
percent. That wouldn't be fair to - you know, never go -
never - never have a plan to get them down closer than

100 - than 90 to 110.
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So our plan is to get Schedul e 448, 449 down into
that range of reasonableness in a relatively quick period
of tinme.

The Schedul e 31, 126 is not that 90 to 110 percent
range problem It's a problemwi th two schedul es, that
there's just this incentive that's inappropriate between
the two schedul es and therefore we have a - we - we are
| ooking forward. W're not doing it all at once because
there are custonmers on Schedul e 31 who won't appreciate
bei ng nmoved up towards the cost of service that quickly,
doing it in one year. So when there's that nuch
di screpancy, the problemyou're trying to resolve - but
again, you look at all the problenms, you |l ook at the
range of reasonabl eness.

I'"'mnot saying that 90 to 110 is the proper range of
reasonabl eness. | think it's an idea, though, to
consi der - consider the, you know, problemw th cost of
service studies in the first place.

And to nme, yes, if there is a ngjor problem | think
you need to | ook forward and try to say, How are we going
to resolve this problen? And we did that in this case
related to two issues. We did that in Northwest Natura
Gas case, with industrial customers. W noved themto
cost of service in order to give those nedi umsized

i ndustrial custoners in that area rates they really could
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utilize. And | think when you see a mmjor problem you
have to figure out a way to resolve it. But | think when
you have m nor problens, you can live with them

MR. LAZAR: Just a couple of points. First of
all, there's no consensus on how to neasure parity.
There are as many ways of neasuring cost of service as
there are people doing testinony.

And secondly, there's no consensus that parity itself
should be a goal. In some jurisdictions comm ssions have
found that sonme classes of custonmers are riskier than
ot hers and should pay a different rate of return than
others. On Puget System the secondary general service
class, which is the one paying the prem um over parity as
we've neasured in this exhibit, is also the class that's
been growing by far the fastest. And all sorts of
argunents about, well, shouldn't they be allocated sone
of the costs of growmh? W haven't had those argunents.
We're not presenting anything to you in the stipulation
on that. But those are issues that cone up when you
start tal ki ng about whether parity itself should be a
goal

JUDGE MOSS: Okay. And it is a small point, but
for the clarity of the record, we have had severa
references by various witnesses to "Jim" and that would

be M. Lazar for the record. And | would ask that we try
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to use surnanes for the purposes of a clear record.
recogni ze you all have spent quite a bit of tinme together
over the last few nonths and know each other quite wel

by now. Sone other commission ten years from now may not
know who Jimis. O may. You may be seeing M. Lazar

UNI DENTI FI ED PERSON: | think I mght be
interrupting a phone call here.

JUDGE MOSS: All right. You are actually
interrupting a hearing, and so |'d appreciate it if those
on the conference bridge line would remain silent. And
if you have called in by m stake, you can hang up now.
Thank you.

Al right. Question No. 10, and the reference here
is to the stipulation on rate spread. There's a table
again on Page 2. W had a question about this before and
some or all may have been responded to, but let ne read
this question and we'll see.

The proposed rate spread includes firmresale with a
37.3 percent increase. What is this class? Are these
whol esal e transactions that are not jurisdictional to
this comm ssion? How can costs be allocated to this
class? And pl ease explain

MR. LOTT: O her than the last question, | think
we' ve answered all of these questions.

How can cost be allocated to this class? Because
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they created costs. But they are - they are firm
custoners, so that's --
JUDGE MOSS: These are the ports and --
MR. LOTT: These the ports.
JUDGE MOSS: Well, you said the |ast part hadn't
been answered --
MR, LOTT: That's how you can allocate cost to
them We can allocate cost to them because they create
cost and they are firmcustoners, so there is --
JUDGE MOSS: | thought we had covered that
ground but wanted to be certain. All right.
Are there any nore questions fromthe bench
concerning the rate spread at this tinme? Apparently not.
Well, with that, then, | think what we'll do is .
We'll - we'll excuse this panel subject to recall

And did | see a hand go up? M. Quehrn, just
stretching.

We' I | excuse this panel subject to recall as before
and the next panel will be the rate design panel.

UNI DENTI FI ED PERSON: \Which is the sane panel.

JUDGE MOSS: Which is the same panel. Okay. It
is the same panel for rate design. So rather than take a
break now, we'll press ahead and see how nmuch time it
takes us to get through this, and perhaps we will be able

to conplete it prior to our usual afternoon break.
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So let us begin.

First question: W understand the rate design
proposals to inplenent the follow ng general thenes:

A. Renpve seasonal differentiation in energy
char ges;

B. Inplenment or preserve seasonal differences in
demand char ges;

C. Rebal ance between certain schedules to renove
di sparities.

Is this a correct interpretation of the intent of the
parties? And have we m ssed any thenes?

MR. LAZAR Yes. This is a correct
interpretation. | would add three things.

First is to sinplify rates where - where that could
be done easily. Best exanple is the residential rate,
the elimnation of the seasonality. W had input from
t he conpani es' custoner service people who actually
answer the phone, and they said that the seasona
changeover and prorate of bills at that tinme was very
confusing to custoners. And since we were | ooking at
renmovi ng seasonality, that sinplification was an - an
attraction to maeking that change.

A second was to increase the eversion of the
residential rate to reflect the cost characteristics of

resi dential usage.
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And a third was to, in the |arge user schedules, to
try and set the demand charges equal to the demand costs
as neasured in the cost study.

JUDGE MOSS: Okay. Nunber 2. And we nmay wi sh
to - wish to refer to M. Pohndorf's testinmony, Exhibit
535, Page 7, and M. Lazar's testinony, Exhibit 553, Page
2, specifically Lines 4 through 14.

The parties support the elimnation of the seasona
rate structure with the argunent that, quote, there is
little difference between sumrer and w nter margina
energy costs, close quote. This is a departure from
previous theory. |s this based on experience or on node
proj ections? Please explain and provi de any avail abl e
evi dence to support this departure.

So perhaps if there's sonme el aboration on your | ast
response, M. Lazar, or if sonmeone el se wishes to speak
to this .

MR. POHNDORF: | think I'Il start and then
M. Lazar can add that - add his points.

We | ooked at a nodel projection fromthe aurora nodel
and it was part of the response to a Public Counse
Request 19 that indicated margi nal energy costs are not
largely different on a projected basis, sunmer to w nter

We al so | ooked at our recent experience - again,

it's - it's in energy cost not - not capacity cost - and
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saw a simlar trend. This is different than things were
last tine we were in a general rate case.

CHAI RWOMAN SHOMWALTER: How recent is the Aurora

nodel - or the Aurora projections that were being used?

MR. POHNDORF: They were run for this case. |I'm
not exactly sure on what date they were run. | don't
know i f --

MR. LAZAR: W received the response, | believe,
in February of this year. And when we - during the PCA
col  aborative, we referred to these and there wasn't a
newer set of results shared with us at that tine.

MR. POHNDORF: The nodel was run on
Novenber 15th, 2001.

CHAIl RMOVAN SHOWALTER:  |'m just wondering, if
either the data or the nodel, one or the other, were
affected basically by events, would it be the sane today?
O woul d those types of projections be the sane? O has
anyone observed any trends in forward prices and that
ki nd of thing?

MR. LAZAR: The forward prices show sub -
somewhat hi gher sunmer prices than winter prices. That
is consistent with the Aurora nodel results of the
Nor t hwest Power Pl anni ng Council, produced prior to the
energy crunch back in April of 2000. | served on their

regi onal technical forum and those were showi ng sunmer
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prices slightly higher than winter prices.

The conpany's - Aurora results showed sumrer off-peak
prices |lower than w nter off-peak prices and summer
on-peak prices higher than w nter on-peak prices. But
taken as a whole, not nuch differentiation at all
That's as shown in the response to Public Counsel Data
Request 19. | think we have copies - you asked for
avail abl e evidence and we do have, | think, copies of
that available for the bench if you'd Iike.

MR FFITCH: That's correct, Your Honor. W had
copi es nade of the response to Public Counsel Request
No. 19, and | can tender those now for the record if you
would like us to do that.

JUDGE MOSS: Al right. | had - | think that's
an idea we will subscribe to and

MR. LAZAR: Now, | also have, but have not
printed, the power planning council's results fromlate
'99, early 2000 era, before the crunch happened. | don't
have results fromthem during or post-power crunch; that
is, May 22, 2000 through June 1st, '"01 | refer to as the
power crunch period. But these are 10, 15, 20-year
forecasts. They shouldn't be heavily influenced by
short-term events.

JUDGE MOSS: All right. [I'mgoing to mark as

Exhi bit 529 what bears the title "Loss Adjusted Power
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Cost at COB" - | should - COB is California-Oegon
border, and that will be a bench exhibit. And absent
objection, it will be adnmitted as marked.

MR, QUEHRN: Your Honor

JUDGE MOSS:  Yes.

MR, QUEHRN: No objection. This isn't clear if
it was the conplete response. As |long as we could have
the conplete response in the record, that would be fine
wi th the conpany.

JUDCGE MOSS: This was response to data request

whi ch - -

MR, QUEHRN: 19 - Public Counsel's 19.

JUDGE MOSS: All right. So the response to be
Counsel Data Request 19, which is - includes the |oss

adj usted power cost at California-Oegon borders, as |
just described it, we can have the full response
submtted for the record so that the exhibit is conplete.
And you can furnish that either later today or tonorrow

MR, QUEHRN:. Thank you, Your Honor

JUDGE MOSS: Thank you.

Had the wi tnesses conpleted their response to

Question 2?

MR. LAZAR | also | ooked at sone historical data
and | worked on this for a nunber of years, and it was

based on history that | made the statenent in ny
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testimony that comes up in one of the - your Question 5.
And except for the power crunch period, recent history of
actual has al so been slightly higher in the sumer than
the - than the winter
It's a big change from where we were 20 years ago

Twenty years ago, we had a strong wi nter seasonality, but
the California dog seens to be wal ki ng the Nort hwest
tail.

JUDGE MOSS: M. ffitch, did you have sonethi ng?

MR. FFITCH: | was just going to inquire what
exhi bit nunber had been attached to this docunent.

JUDGE MOSS: 529.

MR FFI TCH:  529.

JUDGE MOSS: Al right. Let's |ook at
Question 3 on our matrix. And again, the reference is to
M. Lazar's testinony, Exhibit 553, at Page 2. This may
have been answered in part, but let's see if there's sone
el abor ati on.

M. Lazar argues that one justification for

i ncreasing the end block retail rates by 150 percent of
the average increase is that the conpany has linmted
anounts of | ow cost energy. Did the parties use any data
to size the blocks to the ampunt of | ow cost energy
available to the conpany? What will be the actual rate

for this bl ock?
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MR. LAZAR: In the collaborative we did not use
any data to size the block. That is the existing block
size and it was not studied for change. It was studied
for change, | believe, in the '89 proceeding, but it had
been - been 400 kilowatt hours and was increased by the
commi ssion to 600 at that tine.

The actual rate for this block before the residential
exchange credit will be 6.27 cents per kilowatt hour

JUDGE MOSS: Okay. Let us look at Question 4 in
our matrix. Continuing on this point, if the conpany's
| oads vary seasonally and the conpany has insufficient
| ow cost energy to neet higher winter loads, isn't it
faced with seasonal differentiated energy costs? How can
we square this with the statenent that "Energy rates
shoul d no | onger be seasonally differentiated because
costs or value do not vary by season"?

MR. LOTT: | think both nme and Jim Lazar refer
to the fact that because of the tail block rate would be
nmore utilized during the winter - during the winter heat
| oad, that the average rate that these custonmers would
pay woul d be substantially higher during the winter than
during the sumrer. So there - | nean that is part of the
answer, as you're |ooking for collection of the higher
cost, and the average rate being charged to these

custoners will be substantially higher during the w nter
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if the |oads are higher during the w nter

MR, LAZAR: Because hydro is - is a - can be
stored and in the Northwest is stored for use in the
winter, the - the | ow cost energy is available in the
winter. The 600 kilowatt hour initial block is not -
does not change by season. For exanple, in Seattle's
system it's a different size block summer and wi nter on
this existing and proposed rate. So for Puget it's 600
year - ar ound.

It m ght be easier analytically to think of this as
dedi cating the benefits of the - econom c benefits of the
| ow cost resources to neeting essential needs of
custoners, which is what the comni ssion adopted when it
adopted the baseline rate concept back in the generic
rate proceedi ng under 7805.

One of the goals of this rate design was to get that
tail block fairly close to the market cost of energy,
plus the delivery costs at the |oad factor of upper bl ock
usage for residential customers and hol di ng down the
initial block allow that tail block to nore accurately

reflect the cost of serving custonmers' discretionary

usage.

JUDGE MOSS: Okay. M. Lazar, you've already
referred once to our Question 5, but I'Il put it in the
record and we'll see.
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M. Lazar states, quote, For the past five years or
S0, sumrer energy prices at trading points in the
Nort hwest have been higher than winter prices, close
quot e.

The reference there is to page - well, | can't nmake
that reference. But anyway

This seens startling and inconsistent with our
experience for years outside of 2000 and 2001. It appears
not to be the case this year, for exanple

Is this statenent right?

MR. LAZAR: The statenment is correct. It is
correct for this year so far. |t appear - the forward
prices for the sunmer are significantly higher than the
prices fromthe winter that we' ve i mediately cone
t hrough. The summer prices were higher in '"99 than the
winter prices. And, of course, fromthe May of 2000 to
June of 2001, we had chaos and | don't want to ascribe
much neani ngful long-term predictably to what happened
bet ween the announcenent of the drought on May 22nd and
the FERC "nmust offer" order that took effect at the
begi nni ng of June and hel ped bring order back - back to
t he market pl ace

But the - |ooking back, the last five years, except
for the crunch, it's been true. Looking forward, in the

forward markets, it appears to be true. It may be usefu
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to pose that question to M. Gaines who will be on the
PCA panel as well. He's in that market every day that
he's not in this hearing room

CHAI RMOVAN SHOWALTER: Are there - are there any
distinctions to be made between forward prices versus
short-term prices versus spot market prices? |'mtrying
to see why there appears to be confusion on this point
but - or, for exanple, what about the forward prices for
the next winter - next winter?

MR. LAZAR: | think questions on the forward
mar ket should be put to M. Gaines --

CHAI RWOVAN SHOWALTER:  Okay.

MR. LAZAR: -- when he's on the stand tonorrow.

JUDCGE MOSS: He nmust be out in the market. |
don't see him here

Al right. Let's |ook at Question 6. M. Lazar
states that nore steeply inverted rate design ensures
that customers with | ower |evels of usage do not
subsi di ze | arge users.

This statenent appears to assunme hi gh whol esal e
prices. Wuld | ow whol esal e prices change the direction
of any subsidy? And perhaps we should tal k about
confirmng or not the assunption first, M. Lazar

MR. LAZAR: Yeah. 1t does not assune high

whol esal e prices. And so that assunption is incorrect.
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There are two different approaches that we di scussed
in the collaborative that support the steeply inverted or
the inverted block rates. Even with this change, this
conmpany will have the | east steeply inverted rates of the
three regulated utilities in the state. Pacific and
Avi sta have nore steeply inverted rates.

The first nethodology is the baseline nethodol ogy
that the commi ssion adopted and has i npl enented over the
| ast 22 years, that an initial block, to neet essentia
needs, should be priced at a | ow cost and that - the
genesis of that was originally hydro allocation of each
conpany's limted hydro power.

But the second net hodol ogy that we discussed within
the coll aborative is to recognize that upper bl ock usage,
and in particular space heat usage, has a very poor | oad
factor. Those big transforners sit out there all year
waiting for a cold day in the winter to arrive, and if
you don't charge a higher price for the energy that flows
on those - on - on those high-load nonths, you're
shifting the costs to the | ow | oad period.

The whol esal e cost - the rate design analysis that |
prepared and presented to the collaborative was a part of
the - the discussions, certainly not all of it, showed
that with a 3.7 cent winter whol esal e cost, the delivered

cost of energy for space heat, including the production,
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transm ssion, distribution, demand costs, and | osses, and
so forth, that 3.7 whol esal e cost of energy translates
into a 9.25 cent retail cost of energy to neet space
heati ng | oads because of the very poor |oad factor of
space heating usage, because all of the capacity has to
be avail able from generati on down to the transforner at
your houses all year to provide that type of service.
Cust oners who have gas heat already pay for the
conmparabl e costs in their gas rates, which is why
residential gas rates are so nuch higher than those for
ot her classes. And using the |oad factor approach, you
can nelt all of the power together, ignore the hydro
al l ocation concept, and you still get a pretty steeply
inverted block rate. Because to meet nonheating
residential uses, about 5 cents a kilowatt hour by the
same met hodol ogy, so 5 cents for nonheat, 9 cents for
space heat, based on the sane whol esal e power cost.

JUDGE MOSS: Okay.

CHAIl R\OMAN SHOWALTER: | was followi ng that, at
| east toward the end. But I'mtrying to tie it back to
the question of - of why it is or isn't a subsidy?

MR. LAZAR By giving every custoner an - a
price for their nonheating use that is comensurate with
the cost of serving nonheating use, which | said is about

a ni ckel
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CHAI RMOVAN SHOWALTER: Ri ght .

MR, LAZAR. And a price for the heating use,
which is comensurate for the supplying heating use,
which is about 9 cents, you have a cost-based rate, even
if you're starting fromthe sane whol esal e power cost for
everything. The inverted rate noves in that direction

If you instead look at it as a hydro all ocati on,
gi ving everybody their share of the cheap hydro - which
on Puget systemwas a little over 600 kilowatt hours a
nonth at one tine, last tine | renmenber |ooking at it;
but the hydro's gone down and custoners have gone up
since then - was a nethod that the comn ssion had
repeatedly endorsed, the baseline rate concept.

CHAI RMOVAN SHOWALTER: Does this mean that
there's an assunption that space heating should cone out
of the second block, or at |least after the | owest bl ock
is used for the | esser cost power? | nean --

MR. LAZAR: The commi ssion nmade an explicit
finding that space heat was not an essential need and
shoul d not be served out of the |ow cost baseline bl ock

But if you instead abandon all of that history and
just look at what would a cost rate base rate be today,
based on a uniform whol esal e cost but recogni zing the
differences in | oad factor between the end uses, you

woul d get al nost exactly the rate designed that's in this
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stipulation. You can get there either way.

And if you conmbine the two, you get a rate design
like Seattle's, with a three-cent initial block and 16 or
18-cent tail bl ocks.

JUDCGE MOSS: All right. Let's |ook at
Question 7, and with that we're returning to
M. Pohndorf's testinony, Exhibit 535, and the references
to Pages 7 and 8.

M. Pohndorf states that there were comon rate
design elenents applied to nonresidential general service
custoners. Yet the settlenent appears inconsistent with
regard to only partial elimnation of the summer-w nter
rate differential for general service custoners.

Pl ease explain. And please reconcile M. Pohndorf's
testi nony at Page 7, Lines 17 and 18 with Lines 3
t hrough 25.

MR. POHNDORF: Thank you. | appreciate this
question, because it leads nme to an error in ny testinony
that 1'm sorry about.

CHAl RMOVAN SHOWALTER:  You don't know how good
t hat makes us feel

MR, POHNDORF: We put this testinony together
qui ckly, as you may imagi ne, and there was a |line |eft
over froman earlier draft. So | would like to direct

you to that so it could be stricken. And that is Page 7,
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Lines 17 and 18 should be stricken in their entirety.
That statenent is incorrect.

CHAI RWOVAN SHOWALTER: | hope it makes you fee
good that we're catching inconsistencies.

MR, POHNDORF: It does. | certainly appreciate
t hat .

CHAl RA\OMAN SHOWALTER: So wit hout that sentence
everything el se fl ows.

MR. POHNDORF: It is consistent. And | believe
the rest of it explains why we do not fully elimnate
seasonal differentials. But if you have further
guestions on that, we're happy to answer them

MR. LOTT: | would also like to - when | read
George's testinmony, | wasn't 100 percent sure whether it
represented staff's viewpoints. Wiy - particular, we're
| ooking at two schedules. W' re |ooking at Schedul es 24
and 25.

Schedule 24 is an - as you say, it's small conmercia
custoners, secondary service custoners. Schedul e 24 does
not have the demand charge. 1In all the larger classes
there is seasonally differentiated rates between, for
demand charges. The demand charges are therefore
included in the - in the energy rates. Unlike the
residential class, you do not have the inverted bl ock

structures in the commercial class schedul es, and
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therefore the demand charges are not included in the - in
the sane way that they could be conpensated for in the
residential by having a large tail block, which neans

t hat people that used high consunption during certain
times of the year would end up payi ng a higher price.
Ckay.

Anot her issue that will to be taken into
consideration and one of the - there's nultiple parts.
This is particularly related to Schedule 24, is what is
the inpact on custoners within the class. Are there
custoners within the class that are getting substantia
i ncreases because of the shift that you nake. In other
wor ds, when you elimnate the sumrer-winter differentia
does this all of a sudden hit season because they're 100
percent. Summer custoner, some park |ighting, whatever
it is, you know, for baseball ganes or whatever the
situation may be, there could be custoners in that class
who now, all of a sudden, get a huge increase because
their rate has junped up to the winter rate which you had
been by totally elinmnating it. So there were multiple
i ssues being | ooked at.

First of all, the demand charges - again, |I'ml ooking
at Schedule 24 - the demand charges are seasonally
differentiated and there is nothing in Schedule 24 to

conpensate for that, other than energy charges. Ckay.
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And second of all, there was concern about making
sure that custoners within a class didn't get nore than
about 50 percent of the average increase that class took.
So if a class took a six percent increase we were trying
to avoid a custonmer in that class getting nore than |ike
a nine percent increase. So that's sone of the reasons
we kept sonme of those seasonal differentiation in there.
There are nore reasons associated with that.

Schedul e 25, the seasonal differentiation in the
energy rate is in the first block for the first 20,000
kil owatt hours. Those charges are related to the denmand
charge for that first 15 - 50 kilowatts of demand. The
conmpany has no - no demand charge for the first 50
kil owatts of demand in Schedule 25. That - that anpunt
isin the differential between the first block and the
second bl ock

Now, again, the rate is not even an inverted bl ock
rate, it's a declined block rate. That decline is
because you're renoving the demand charges in the second
bl ock. Those demand charges are paid - are paid through
a direct demand charge. Therefore the addition to the
price in Schedule 25 is directly - and this is, | think
the area | had a little problemw th George's testinony,
caught it too late. But the - the increase in - and the

reason why the winter rate in Schedule 25 is higher is
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directly related to the demand charges in Schedule 25
bei ng higher during the winter than they are during the
sunmmer in the remainder of Schedule 25 for |oads above 50
kilowatts. And therefore the difference in the
summer-wi nter and the initial block in Schedule 25 is
related to the differential in the demand charges.
So .

JUDGE MOSS: Okay. And again, for the clarity
of the record, the reference is to CGeorge or to
M . Pohndorf.

MR LOTT: Sorry.

JUDGE MOSS: That's fine.

MR. LOTT: | apol ogi ze.

JUDGE MOSS: That's fine. All right.

Reference for Question 8 is to the rate design issue
agreenent, which is part of Tab E. And we're | ooking
specifically at the Paragraph No. 7, which is on Page 2
there. Please describe the effect of the agreement to
provide refunds to Internet Service Providers for costs
charged to those custoners under then-existing |line
extension policy. Wre these custonmers charged anounts
i nconsistent with or in violation of the existing
approved policy? |Is this a rebate?

Pl ease explain the rationale, details including

magni tude of refunds, and |legal basis. And | think we

CAPI TOL PACI FI C REPORTI NG (360) 352-2054 1885



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

UE- 011570 / UG 011571 vOL. XV 6/ 13/ 02

may need to hear from counsel as well as from w tnes
with respect to this particular question.

CHAI RWOVAN SHOWALTER: And - and actually,
before you do, one other question. Looking at the
Internet Service Provider section, it says, "based u
the line extension policy in effect as of the date
bel ow," and | would Iike to know what "the date belo
refers to, and then the rest of the questions.

MS. DODCE: "The date below' refers to the
that the issue agreenent was executed. And just so
know, it was a - | think it originally read "the cur
line extension policy," and that was just clarified,
we have a fixed date

JUDGE MOSS: So that was the policy - or
actually the tariff, | should say, the tariff schedu
effect. That's Tariff Schedule 85 and |ine extensio

CHAl RWNOVAN SHOWALTER:  But what was the dat

JUDGE MOSS: June 5th, 2002.

M5. DODGE: It's still in effect now.

JUDGE MOSS: Currently in effect.

Okay. Wth that clarification, M. Pohndorf is
| eaning forward so he's no doubt prined to give us a
response.

MR. POHNDORF: These custoners, and there a

three of them served under special contracts unti
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rate case is decided. Those special contracts called
for, inthis rate case, these custoners being put onto a
general rate. And the application of the Iine extension
policy is - as described in the settlenment stipulation
is part of the process of putting themonto Schedule 31
These are custoners who have paid up-front for

facilities that they do not own or operate. And that
is - that - that is - the intent of applying line
extension policy is to make them|ike Schedule 31
customers so we have a rate - a rate of genera
applicability to handle them - handl e those custoners on.
The anount is about one and a half nmillion dollars let's
- and that's as for the anount.

CHAl RMOVAN SHOWALTER: That's the anmount of ?

MR, POHNDORF: O the refund.

CHAl RAOMAN SHOWALTER: Is this a refund under a
speci al contract or under new tariffs?

MS. QUEHRN: Are you directing the question --

JUDGE MOSS: | think the question needs to go to
counsel. This is essentially a | egal question. As |
understand the situation, the - the - these custoners -
these Internet Service Provider custoners have initiated
service under their existing special contracts. Those
speci al contracts have provisions which require that they

pay for the installation of certain facilities, and this
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provision of the settlenent stipulation appears to
contenplate they will be refunded the paynents they have
al ready made under those special contracts, which | m ght
note are considered to be tariffs under our lawin this
state.

And so the question - our questions are addressing
that point and our concerns with what that mght inply in
terms of the statutory prohibition against rebates.

MR. QUEHRN: Thank you, Your Honor. | just
wanted to make sure that the question was directed to the
conpany and we'll have M. d ass respond to the question
Thank you.

JUDGE MOSS: Okay. M. dass, have you entered
an appearance in this proceedi ng?

MR GLASS: | did about a nmonth ago in this
proceeding with the King County settlenent.

JUDGE MOSS: That's fine. Thank you very rmruch.

MR. GLASS: And when these Internet data centers
were put onto special contracts, it was contenplated that
at the end of that period, at the end of this rate case,
they would go onto a rate of general applicability. At
that time the conpany required them through their
speci al contracts, to pay completely up-front all of the
costs of the facilities that were installed for service

to those custoners. That total cost anpunted to,

CAPI TOL PACI FI C REPORTI NG (360) 352-2054 1888



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

UE- 011570 / UG 011571 vOL. XV 6/ 13/ 02

believe, 1.5 million for all three custoners.

Now, they are - as a result of this settlenent,
they're going to be placed on Schedule 31. They - and -
they are - they sort of fall between. Because of the
vol tage of their service and the type of service, they
need sonewhere between 31 and 49, but they have been
pl aced nost appropriately under 31. Under Schedule 31
the line extension policy would enable themto have a
revenue credit for the costs that they have paid up-front
for the facility that ultimately will remain owned and
operated by the conpany.

UNI DENTI FI ED PERSON:  Hel | o.

JUDGE MOSS: Co ahead.

MR. GLASS: In - in order to place theminto
this category of customers and to treat them equally as
ot her custoners are - are - they need to or be afforded
these - these credits, basically, under the current |ine
extension policy so that they will basically be placed
into this same category. It would be under Schedule 31
and 85, it - you would not have thempay their full costs
up-front without any credit.

So it's sort of a creature of timng and transition
that, in order to get themonto Schedul e 31, the conpany
deens it appropriate to give themthe credits that they

woul d deserve under Schedul e 85.
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CHAl RWOMAN SHOWALTER:  You nentioned 31 and 85.
I"'mnot sure which is correct, but in any event, if a
brand- new custoner comes and is on one or the other --

MR, GLASS: Schedule 31 is the type of electric
energy they get. Schedule 85 is particular to the line
extensi on policy.

CHAl RMOVAN SHOWALTER:  So if there is a new
custoner who has paid for sone - sone facilities already,
not paid to Puget, but sonehow installed them then are
you saying that that new custonmer would not have to -
wel |, obviously wouldn't have to pay because they
woul dn't have incurred the cost.

MR, GLASS: |If | understand your hypotheti cal
if there was a new custonmer com ng onto the system would
be served under Schedule 31, that had or was in the
process of paying for facilities or had paid for
facilities that would then becone owned and operated by
t he conpany for provision of service under Schedule 31 to
t hose custoners, they would get the sane type of credit
under Schedule 85 as we are proposing to do to these
Internet data center customers.

CHAI RWOVAN SHOWALTER:  Wel |, they woul d get -
they would get a credit, they wouldn't get a refund.

MR, GLASS: They would get a credit under

Schedule 85. It's - yes.
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CHAl RAOMAN SHOWALTER: | guess the question
we're trying to get at, | think, is there - there nmay be
equities here, I'mnot saying there aren't, but we're -

we're trying to determ ne under the | aw whet her these
customers were obligated to do sonething under our tariff
and did it. And that was then and this is now, and that
it's difficult to reach back --

MR. GLASS: Right.

CHAl RWOMAN SHOWALTER: -- under a tariff unless
there's sonmething that says we can do it.

MR, GLASS: It would not be ny word to use
"refund" at all with respect to this situation. It is a
credit that is afforded under Schedule 85, which is the
line extension policy. That would be the correct way
legally, | think, to categorize this.

CHAl RMOVAN SHOWALTER: M. Cedarbaum do you
have any comrent ?

MR. CEDARBAUM | - not beyond what M. G ass
has stated. That's ny understanding of - of that
situation and | agree with his interpretation of how it
shoul d be interpreted legally. And | - it sounds to ne
i ke our use of the word "refund” in the stipulation was
probably just a bad idea and that we should have said
"credit" instead and woul d have hel ped clarified things.

CHAl RWOMAN SHOWALTER: That word woul dn't have
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jumped out at us.

MR, CEDARBAUM It was the sets of eyes you were
tal ki ng about hel ped out in this situation.

COW SSI ONER HEMSTAD: It m ght have obfuscated
it a bit nore.

MR, CEDARBAUM | wouldn't put it that way.

CHAl RMOMAN SHOWALTER:  Well, | - | - so then - |
guess, then, the question is, if these customers go onto
Schedul e 31 and are eligible under 31 for a credit
apparently, or - or in general customers are eligible for
a credit, then is - does - is the credit under 31 going
to operate in the sane way it would to any custoner? O
are we doi ng sonething unusual in our admnistration of
this credit?

MR, CEDARBAUM | think it's probably best for
M. G ass to answer that one, because he's been a | ot
nore involved with the details of this.

MR. CGLASS: The credits for the Iine extension
conme through operation of Schedule 85. And that is
correct - you are correct that every other customer
under - that has served with electric service under
Schedul e 31 that has this type of facilities will get
credits under Schedule 85 for the cost of their line
extension that they have paid for.

JUDGE MOSS: So it treats everybody the sane.
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MR, GLASS: Correct.

JUDGE MOSS: So there's no problemwith
discrimnation with custonmers sinilarly situated.

MR, GLASS: Correct.

JUDGE MOSS: Thank you. Appreciate the
clarification.

Al right. That brings us to Question 9, which is
the final question in this set. And the reference here
is to the rate design issue agreement at Page 3, where
Subsection 7 continues. Certain rate adjustnents are
proposed for Schedul es 448, 458, 449, and 459. These
i nvol ve new Schedul es 126 and 127 and have been menti oned
in both the revenue requirement and the rate spread
stipul ati ons.

Pl ease hel p us understand what the parties are
addressing with these adjustnents. Again, | note sone of
t hese poi nts have been addressed previously, but perhaps
if we could have a succinct response to this question
here, it would be hel pful

MR, LOTT: You're right. W've tried to answer
this, | think, related to another coll aborative panel

Again, 126 is a surcharge on Schedul e 448, 449
customers. And Schedule 127 is intended to be a credit
to all other custoners, all other sales custoners, that

the conpany has. | believe that's the correct schedul e.
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This thing is of a - the surcharge is intended to

approximately three mllion dollars over the next year

That surcharge is, as | described before, a phase-in of

the great reduction caused by the changes that we

di scussed earlier. These are the changes associated with

- | think Ms. Harris response to Chai rwonman Showal t er

tried to describe the pieces included in the current

rates. These custoners are receiving a substantia

decrease and over this - | don't want to get into this

two-year, one-year period - by July of next year

if this

thing's approved and that decrease is being phased in.

And that is the purpose of this thing, rather

t han

putting in a rate that would be higher than this and

having to file a new Schedule 48 - | mean 448 and 449

next year. This surcharge represents the 44 - you know,

when you add to the rest of the 448 rates, that

represents the rates 448 custoners woul d get for the

first year. Then once renoved, now we have 448 where we

believe it belongs at the end of this process.

MR, SCHOENBECK: | guess | would sinply -

and |

woul d characterize it as - | guess | would just sinply

characterize that the schedule as a - as a mechanismto

transition froma bundled delivery rate, "bundl ed"

both transm ssion and distribution costs, as wel

bei ng

as

ancillary services, to - to a truly unbundl ed delivery

CAPI TOL PACI FI C REPORTI NG (360) 352-2054
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rate. And it's just a vehicle to get to the endpoint at
the end of the phase M. Lazar alluded to.

JUDGE MOSS: All right. That brings us to the
end of this particular matrix. And let me ask if there
are additional questions regarding rate design? Al
right.

We'll go ahead - we'll keep the panel for now and
we' ||l take our afternoon recess for 15 minutes. So
around 10 before the hour by the wall clock. W're in

recess.

(Brief recess.)

JUDGE MOSS:  All right. Let's be back on the
record.

I - | have one followup question, which is in the
formof a bench request. And |I'd draw your attention
M. Lazar, and yours, M. ffitch, as counsel. The bench
request - M. Lazar you referred a nunber of tinmes in
your responses to certain forward prices. | believe
those may have been California-Oregon border forward
prices. The bench request would be if you could provide
us wi th supporting docunmentation regarding those forward
prices. |Is that sonething that you could provide to us?

MR, LAZAR: | believe that it would be npre
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effective to have M. Gaines to provide that when he's on
the stand tonorrow. And he has just indicated that he
t hi nks he can do --

JUDGE MOSS: | wonder if there's sinilar data
avail able with respect to the mtsey (phonetic).

MR. LAZAR: Yes, there is.

JUDGE MOSS: M. Gaines has been out in the
market this afternoon, has the nost current data for us.
Hi s col |l eagues can explain the joke later. Al right.

Well, we'll expect to receive that in response to the
bench request and - why don't | do this. 1'Il go ahead
and reserve No. 575 for it. That's at the end of our
exhi bit nunbers.

MR. LAZAR:. My reason for deferring that is,
see these when | net ny client in California, and ny
access to themfromhere is not very good and M. Gaines
has easi er access to equival ent data here.

JUDGE MOSS: Sure. Thank you. Just so we get
it, that's the concern.

Al right. Wre there any follow up questions from
t he bench or shall | turn it over to the chair?

CHAI RMOVAN SHOWALTER: Do you want to excuse the
Wi t nesses?

JUDGE MOSS: | suppose that would be polite of

me to do that. This witness panel is excused subject to
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bei ng recall ed.

CHAl RMOVAN SHOWALTER: Okay. Let's have a
process discussion. W've - we've finished the first
three sections. First question, and | - it's probably
for the counsel to answer - is, does anybody have
heartburn if the conm ssion puts on a separate track the
city's undergrounding issues? And by "separate track"
mean potentially get an order on it out before an order
on the other matters?

Real question is, is this severable or is this
enneshed in any way? And if it is, tell us, with the

ot her i ssues when.

M5. DODGE: | think that in terns of - the
settlenent as a whole is integrated. | think it causes
everyone a |lot of heartburn to take anything out. In
terms of practicalities of rates or otherwise, | do not

believe that there is substantive overlap with other
ar eas.

CHAl RWOMAN SHOWALTER:  Anyone el se want to add
to that?

MR, CEDARBAUM | think | agree with that, that
that as a substantive nmatter, the city's issue is not
interrelated with everything el se and could be broken
out. And | don't think staff would object to that

happening. | would just indicate, though, that - that |
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think it is a - is an exception to our settlenent that
really does present everything el se as a package and
we' ve heard about that, but the renmmining pieces are very
much interrelated. But as to the city's issue | don't
think staff would have any heartburn, as you say, with
respect to that.

JUDGE MOSS: If | might interject.

M. Charneski has been here today, but did not enter
an appearance this morning. He's representing one of the
cities in the case. | would like to give himthe
opportunity to enter his appearance at this tinme and nake
a statenent.

MR. CHARNESKI: Yeah, | didn't earlier because
Kent had not intervened with respect to any of the other
i ssues that have been addressed. But certainly state on
this issue | think part of the concerns about putting it
on a separate track is that, as you know fromlitigation
filed last fall - or argued last fall, a nunber of cities
had potential concerns with projects that would be
del ayed. And | can't speak for anyone now except Kent,
but I will say Kent does not have that concern now
because interimagreenents have been worked out so that
the projects are noving forward subject to adjustnent
|ater to be consistent with any order the conm ssion

m ght enter. So | don't want you to think that Kent is
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being held up on projects if you don't go ahead and order
or rule separately, in all fairness.

MS. DODGE: | should just probably add that be -
I noted that the representatives for the other cities
isn't here, maybe because we're on cal endar a fixed tinme
1: 30 tonorrow, and probably should be heard as well

CHAl RNOVAN SHOWALTER:  Well, |'m assum ng and we
can confirmit tonorrow afternoon that the cities in
general very much want an order by July 1 because of the
construction schedule. |'mnot sure | even want to ask -
start to ask questions about constructions and contracts
subject to a later tariff. But - but I'm- |'m assum ng
that the cities do have a conpelling reason, although we
woul d ask them about that tonorrow.

So ny real question to this crowd is: |Is there
anyt hi ng substantive that would be problematic if we put
it on a separate track?

I fully understand the sense that everybody has
wor ked on this together and everyone would |ike the issue
decided by July 1. W're just trying to be practical
And - and what | hear so far is it would be di sappointing
not so nmuch to have the cities issue handl ed separately
so much, as not to finish the rest of the issues also by
July 1? |Is that about right?

MR. CEDARBAUM  Well, | - | think that's right.
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And just to be clear, if you ook at the cities
stipulation, which is Tab I, other than the cities and
Sound Transit and King County, the only other two
signatories on that are the staff and the conpany. And
part of our stipulationis that if - if any one of the
agreenents that we signed is nodified or rejected by the
conmi ssion, we can back out of everything we've signed
including, in this case, the cities agreenment.

But with respect to the cities, because it is
substantively not interrelated with the others, | think
staff is - is willingto - to go that route if the
conmi ssion wants to issue that order prior to its order
on the rest of the stipulation.

CHAl RMOVAN SHOWALTER: Okay. Well, let's turn
to the rest of the issues now.

The next question is: \Whose world is going to end or
what is the heartburn of our not getting this order out
by July 1 but instead having a date of August 1? And
assune for purpose of the question that we would have a
one-nonth interimrate that is sufficient to cover the
conpany's needs. W can - the third area will be, what
m ght that rate | ook |ike?

But right now | would just |ike sone discussion on
the problens, if any, of carrying this case one nonth.

MS. DODGE: There are a number of concerns, one
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is the question of finality and nmoving forward. There's
still work on the gas case com ng up. Parties have spent
a couple of months working on this and | think the idea
for many is to - to have that finality and nove forward

There are al so a nunber of itens within the
stipulation that are tagged to the July 1st date.
Exanpl es being, for exanple, the power cost adjustnent
mechani sm There's an overall cap for the four-year
period that commences July 1, 2002 and goes forward to
2006. There is a conservation filing called for as of
August 1, 2002 that's going to require a |lot of work
before that date. The cost of capital, the cost of
short-term debt projection, was updated for the July 1st,
2002 period forward. Now, | don't know that a nonth
woul d change that or not. | just don't know. But it is
one of the - again, a point where the July 1st date was
i mportant.

And then | think there's - there's also - there was
sone di scussion at the prehearing conference and perhaps
sonmeone from conservation can speak to that, that funds
start to build up, that a nonth of not accruing those
funds m ght nmake a difference. For exanple, the |ow
income fund and things |like for the coming wnter.

And then - and then the - | think the overriding

concern as well is in terns of perception fromfinancia
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mar ket s about the settlement, about the settlenment being
a good one. It's going to be accepted and nove forward.
It may not be entirely rational, but there's a concern
that the markets will not understand that this is
simply - that the commi ssion needs nore tine,
particularly if you have say an Avista settl enment that
goes through relatively quickly and is approved and then
somehow Puget Sound Energy settlenent was not approved
and will be delayed for further investigation by the
conmi ssion, that that would send a fairly negative
si gnal

The conpany will - is on track, or thought it was, to
deliver new rates by July 1, 2002. And now we're talking
about not having that, and it's hard to quantify or make
tangi bl e exactly what that inpact will be, but there's
signi ficant concern about it.

CHAI RWOVAN SHOWALTER:  Any ot her coment s?

MR. CEDARBAUM | - | would just - | agree with
all of what Ms. Dodge just said, although | can't speak
to the perception of Wall Street as well as the conpany
can, obviously.

But | would just add that the current situation we're
in nowis, we're - we're comng up to the end of the
interimrate surcharge that's to end June 30th. And

after that, the - the exception of the parties was that
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we woul d anal yze what the conpany needed for, in terms of
permanent relief, going forward and have that effective
July 1.

In our stipulation by agreenent we have found that
the - that the conpany has a revenue requirenent of an
additional about 59 million in general rates to begin
July 1. And so that's an inportant interest to try to
foll ow through on. And | don't think you conpletely get
there by allowi ng tenporary rates to go into effect
because there's still that |lack of certainty, |ack of
per manence, that a tenporary rate situation has the
per menent rates do not.

So | think there's a recognition that July 1 is a
critical date because that's the date on which we believe
t he conpany needs permanent general relief to go into
effect to maintain its - its financial well-being.

And it's a little - | guess, just to add to that or
separate - separate subject, it's a little bit difficult
to separate out the - whether the rates go into effect on
July 1 or not, it's alittle bit difficult to separate
out trying to cure that with tenporary rates but not | ook
at the type of nmechanismthat the tenporary rate would
come through if those were interrelated subjects. And so
we can discuss that as --

CHAl RMOVAN SHOWALTER: Wel |, okay. Let's -
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let's turn to that. Let's assume that for . . . Ch, I'm
sorry. M. ffitch.

MR, FFITCH: |'msorry, Madam Chai rwonman, but |
guess | wanted to comrent on Question 2.

CHAI RWOVAN SHOWALTER:  Okay.

MR, FFITCH. And also later on the question that
you were just getting into.

But Question 2, | think is - what is your |evel of
concern with August 1, and | just want to echo the
coments - very strongly echo the comments - of staff,
counsel, and counsel for Puget Sound Energy. W are very
supportive of the conpany's effort here to get rates
effective July 1st, the conpany and other parties to the
col l aborative. But | want to give the conpany particul ar
credit here, has really participated in the
col | aboratives in an extrenely constructive and
productive fashion and, | think, met all the targets that
we set ourselves to nmeet in the interimsettlement with
the goal of getting rates effective July 1st.

And we have reached agreenent with them as well as
the other parties, on all the issues that we had with the
expectation and the understanding that - that that was an
i mportant interest of theirs. And so we strongly support
them here today and actually achieving that for the

reasons that they laid out.
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And in addition to that, as Ms. Dodge has pointed
out, there are large nunbers of interrelated pieces here
that are all keyed to the July 1st date. And we just
have a problemw th - with what happens when you start to
sort of deconstruct that. So wi thout bel aboring the
point, we very strongly agree with counsel's previous
comments and do have heartburn with August 1st.

MR. ROSEMAN. Ron Roseman representing
conservation of the [ow incone conmunity.

As Ms. Dodge said, in addition to our conmunity
clients totally supporting the conpany in - in the
settlenent of this case, we're al so concerned that
several prograns that were thought through, that people
could start gearing up to address the wi nter heating need
of the Iow income community, could be put off by a nonth.

There's a brand-new program there's to be additiona
start-up tinme, training, publicity, in order to |et
peopl e know about the programto avail of it - avai
t hensel ves of it during the winter nonths. And we are
very concerned that that would be delayed if put - put
off for a nmonth in - as - as Ms. Dodge nentioned in the
conservation area.

There's a trenendous anount of work that needs to be
wor ked out with the advisory boards on devel opi ng

conservation prograns for the upcom ng year. There is
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a - a planning document that needs to be presented to the
conmmi ssion, | think, by August 1st sayi ng what those
prograns are going to be. There are nmany, many people

i nvol ved who will be working with the conpany on that,
and July is the nonth for that to be acconplished.

CHAIl RWOMAN SHOWALTER: |Is there any work goi ng
on about that now?

MR. ROSEMAN. No. The first meeting | believe
in conservation is Tuesday of next - of next week; is
that correct? | think that's correct. Mcrosoft is
i nvol ved, and the conservation community, and it's al
geared on this August 1st deadline.

CHAI RWOVAN SHOWALTER: But those neetings are
goi ng to occur before our order is out?

MR, ROSEMAN:. The conservation apparently is.
The | ow i ncome one cannot because it's - it's - it's
driven by those communities - those conmmunity action
agenci es having incone to start doing the publication -
the publicity, hiring staff, getting up with a brand new
program

MR, FFITCH: | - perhaps M. Pohndorf wants to
add to this, but with the conservation prograns, | think
as | understand it, what's occurring is that in the
interest of getting the work done that needs to be - get

done under the stipulation by August 1st, the parties
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have diligently decided to at | east have the first
neeting as soon as possible, which | believe was
schedul ed for - for next week, to get started on that
work. | mean that's, | think, a characterization of
what's going on there.

MS. DODGE: Part of the concern is that sone
work may be able to be done ahead of an order, but
without the final order it's alittle bit working toward
a vacuum

CHAl RMOVAN SHOWALTER: Ckay. Let's turn not -
don't - | nmean, believe ne, we're going to do the best we
can. W are going to try very hard to juggle our
schedul e, but we've just got to take into account al
possibilities.

So turning to a one-nonth surcharge if we need one.
The idea that we have would be - would be - |look simlar
to the current interimsurcharge, that it wuld be a flat
per cent age amount across cl asses, sufficient and inforned
to - to a cover - and informed by the revenue di scussion
that we had this norning.

In other words, it would not be inplenentation of the
settl enent agreenent because that woul d prejudge our
i ssues and we would rather not do that. It would be an
anount, you know, at |east equal to what the conpany says

it needs. And so | - and | recogni ze several of the
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i ssues that you laid out would still be issues with such
a surcharge. But let's talk about that type of flat rate
sur char ge.

MS. DODGE: There's no question that it would be
better and very inportant to have dollars com ng as
opposed to nothing for - for a gap period. | nean,
there's no question that's extrenely inportant.

CHAl RNOVAN SHOWALTER:  No. We're not
contenpl ating a gap

MS. DODGE: In ternms of filling the gap,
however, there is a significant concern that extending
interimrates would be very nuch not as - as hel pful and
a step backwards rather than noving forward with the new
rates on a tenporary basis, because it's - it's a -
again, it's a step backwards fromgoing toward finality,
goi ng towards sone signal in terns of, you know, the
i kelihood of where things will cone out.

We had this discussion a little bit on Tuesday, that
there's a very high | evel of confidence anong, | think,
all of the parties here that - that ultimately there will
be approval of the settlement. W are not - of course,

t he commi ssion needs to conduct its own independent
process. But still, the risk of having things changed
fromtenporary rates that would be put into effect

subject to refund, we believe is quite low --
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CHAl RMOVAN SHOWALTER: | didn't say subject to
ref und.

MS. DODGE: Okay. That's even better. But it -
but it's better to take a step forward. That's still -
then - then you' re making some progress. Again, some of
the perceptions in ternms of the conmpany's ability to
deliver on its statenent that it will go out and set up
the case and get rates in effect by a certain date, that
you are maki ng progress towards delivery of what you said
you will do and have conmitted to do. And that - that
even though it may not seem conpletely rational, again,
from perspective of just - you feel - need nore tinme to
ook at this, and still yet that sends an inportant
signal that we're noving forward.

CHAIl RWOMAN SHOWALTER:  Any ot her conment s?

MR. CEDARBAUM Yes, conmi ssioners. Let me
start by just explaining kind of the foundation that |
think we're starting fromand then | ook at the options
that you may have. We are currently under an interim
rate of surcharge to collect $25 mllion fromApril 1
t hrough the end of June. At the end of June that
surcharge will go away and the comm ssion's order
all owi ng that surcharge said there's a need for interim
rate relief, and that will be satisfied by collection of

that 25 mllion ending June 30th. After June 30th
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there's really no basis wi thout some further process for
interimenergency relief to continue.

CHAI RMOVAN SHOWALTER:  Why isn't the hearing -
formal hearing on it would be tonorrow, since we issued a
notice that said it would be tonorrow, but we have taken
testi nony on the conpany's revenue requi renent. Wy
woul dn't the comm ssion be - have the basis to issue an
interimrate of one nmonth based on the di scussion and
testi mony and evidence that it has in front of it today
and tonorrow?

MR, CEDARBAUM |'mtrying to characterize this
portion of the interimrate discussions as energency rate
relief under the PMB standards that was applied - that
were applied in the interimphase of the proceedings that
Il ed to your nine supplenental order. That's what |'m be
talk - that's what I'mtrying to limt ny discussion to
now.

VWhat |'m saying is that we've had this discussion
about revenue requirenments but it hasn't applied an
emergency relief rate standard. W would need to figure
out whet her the conpany is in need of additional rate
relief past June 30th to go down that road of options.

I would also add that part of the settlenent in the
interimrelief phase also had one of these "escape to

litigation" clauses, that if the commission materially

CAPI TOL PACI FI C REPORTI NG (360) 352-2054 1910



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

UE- 011570 / UG 011571 vOL. XV 6/ 13/ 02

changed the stipulation, all parties have the option of
going to litigation. |If what you're saying is you may
want to change that $25 million anpbunt of energency rate
relief to some larger anount, it's a possibility that
escape clause could be triggered.

CHAI RMOVAN SHOWALTER: That's this rate case
isn't it? In other words, wasn't - that litigation would
be over general rate issues, which we're in the niddle
of ?

MR. CEDARBAUM |'mtal king solely about the
heari ng you schedul ed for Friday, which was to consider
whet her or not to anend your nine supplenmental order on
energency rate relief would be nodified.

CHAIl RWOMAN SHOWALTER: | see

MR, CEDARBAUM  And part of that process and
stipulation at that point in tine had a provision that
allowed parties to send to litigation an enmergency rate
relief - energency rate relief portion of the case if the
comm ssi on changed the stipulation at that |evel, which
was the $25 million

CHAl RMOMAN SHOWALTER:  And what woul d be
litigated?

MR. CEDARBAUM  Whet her or not the conmpany had
the need for energency rate relief past July 1st. Al

I'm saying, we've tal ked about interimrate relief and
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just want to nmake it clear I'mnot - the options you have
avail able to you beginning July 1 without sone additiona
heari ng process don't involve enmergency rate relief.

But now we can tal k about the options that are
avai |l abl e absent energency rate relief, what - what the
commi ssion's typically call tenporary rates.

CHAI RMNOVAN SHOWALTER:  Okay.

MR. CEDARBAUM There are two itenms that | think
you need to consider. The first are all of these
practical consequences of - if all you were to do were to
i mpl enent the additional revenue requirenent we've agreed
under a particular rate spread but not allow the PCA to
go and do a fact and the | ow i ncone surcharge and al
those other things that practical trigger dates for
i npl emrentation, then all those other elenents of
stipulation can't be on the schedule that - that we've
agreed that they can be.

And with respect to the PCA, you - that's a nore
difficult consequence because deferrals that were
supposed to start July 1 wouldn't be starting July 1. So
those are those practical, serious problens.

But there's also the package-deal problem and that
is that we've presented a package to the comm ssion
anyone who signed onto that package can escape and send

the case to litigation if there's a material change to an
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agreenent they - they executed and all the other
agreenents that they executed.

And so it's the staff's position that if you're going
to allow tenporary rates, it should be the entire package
beginning July 1 and that - that can be with refunds. |
think it's the staff position that it should just be
tenporary rates without refunds or surcharges, just
tenporary rates until the comm ssion's final order were
to come out. But a refund nmechanismis available to you
if you want to do that, and a surcharge mechani sm coul d
be available to you if it was appropriately desi gned.
And there's some retroactive rate-making problens with
that which we would have to avoid but that we could
figure out a way of doing those.

CHAIl RMOVAN SHOWALTER: And what are those
probl ens?

MR. CEDARBAUM Well, the problemis - | think
when we were thinking about this on Tuesday during the
preheari ng conference, | think perhaps | nuddl ed the
record so may be ny fault. | think we all had in mnd a
surcharge rate beginning July 1st. And then if
commi ssi on orders cane out August 1st, that through a
rate desi gn change caused sonebody's rates to go up over
the tenporary rates, that they would be surcharged back

to July 1, and that's a retroactive rate-nmaki ng problem
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I think that could be cured, though, if - if the
conpany coul d cal cul ate how nuch of the difference under
tenporary rates and permanent rates was - woul d have
applied for that interimperiod of tine, or tenporary
period of time, and then applied that to the entire
custonmer class perspective fromthe date of the
conmi ssion's final order that we can avoid the rate -
retroactive rate problem

CHAl RMOVAN SHOWALTER: Because it woul d becone a
revenue need of the conpany's perspective that needs to
be met sonmehow?

MR, CEDARBAUM  Going forward, that's right.

And it woul d be assessed against a class in total as
opposed to an individual by custonmer basis.

So again, it's the staff's position - and, you know,
at sone course when M. Lott may be back on the stand, he
can explain the staff position better than | can fromthe
rat e- maki ng perspective.

It's the staff's position that if the comm ssion -
that the conmi ssion has the option without running the
risk of the "escape to litigation" clause of having
tenporary rates on the package that we presented to you
and that that be done wi thout refunds and w t hout
surcharges. But the staff does not object to refunds or

a properly crafted surcharge along the lines that | just
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di scussed.

CHAl R\MOVAN SHOWALTER: And why isn't tenporary
rates along the lines of a package a material change that
would - why wouldn't that itself be a material change?
That is, we didn't adopt it by July 1.

MR, CEDARBAUM  Well, it could be. | guess what
I"'msaying is that there's risk that if you were to - if
you were to allowto go into effect tenporary rates on
| ess than the package, then any party could exercise
their rights, which we - you know, as - as a group would
support their right to do so, to have the case go to
litigation.

Now, how real is that risk? | can't speak for other
parties and I'mnot sure | can speak today for staff, but
it"'s a-it's - it's arisk. So I'mnot saying you - you
couldn't do it. I'mjust saying you run the risk of the
house of cards crunbling.

CHAI RMOVAN SHOWALTER: And we' re bal anci ng t hat
ri sk agai nst our own needs to understand the package as
well as trying to bal ance our other obligations. So we
are - we recognize the risk. And we recognize the

drawback of having to do sonething like this, and we

still haven't decided we will. We're just trying to --
MR, CEDARBAUM | understand that. | - you
know, | can understand the frustration from both sides of
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this bench on that issue. I'mjust trying to explain
what options | think you have avail able to you.

CHAI RMOVAN SHOWALTER: And explain to nme if
there's a difference legally, not in ternms of the
dynam cs here, between tenporary rates that reflect the
package versus a tenporary rate that is - looks like a
flat surcharge on all classes.

MR. CEDARBAUM The difference is - is that the
latter is not what - what we reflected in the
stipul ati on.

CHAl RAOMAN SHOWALTER: | - | understand. And
I'"mjust saying legally, fromthe com ssion's point of
view, getting through a nonth, is there a |ega
di fference between a tenporary rate that's 4.-sonething
percent or sonething along - sonething between 4 and 5
percent on all classes versus the set of different rates
that will be enbodied in the settlenent agreenment?

MR. CEDARBAUM Wl |, the parties have presented
to you a stipulation which says that the rates spread in
the rate design that we propose result in just fair
reasonabl e sufficient rates. You would have to decide
that you have a record before you to deci de sonething
el se. But that's not the party's proposal to you.

CHAl RMOMAN SHOWALTER: So we woul d have to find,

based on whatever record we have or woul d devel op, that
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such a flat surcharge was fair, just, and reasonable for
one nont h?
MR, CEDARBAUM | think so.
CHAl RMOMAN SHOWALTER:  Any ot her questions?
MR. FFITCH: May | be heard, Madam Chai r woman?
CHAI RWOMAN SHOWALTER:  Sure.
MR, FFITCH: OQher parties may have conments.

First of all, | would like to agree with the carefu
di scussion that M. Cedarbaum has just engaged in. 1'd
also just like to perhaps help with an answer to a
guestion that you just asked, which is: Wlat's the |lega
di fference between inplenenting a tenporary rate that's
consistent with the settlement versus sone other
tenporary rate that - that has not been requested? And
think an additional answer to that question is one that
M . Cedarbaum nentioned earlier, which is that there
actually is no pending request for interimrelief before
t he conmi ssi on.

The pendi ng request for interimrelief has been rul ed
upon and adj udi cated and the interimrelief is being
col |l ected and expires on June 30th.

There is no pending petition before the comn ssion
right now for interimor energency relief under the PMB
standard or any other standard. The only renmining

pendi ng request is for general rate relief under the
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general rate request standard.

O course, we have one other matter before the
commi ssion, which is the parties' resolution of that
general rate case. But - and that kind of |leads ne to ny
addi ti onal comments, if you will.

How do we | ook at this at public counsel? In a way,
it's very sinple. Puget filed a general rate case which
included an interimrate relief request. The interim
rate relief request was resolved by agreenent, which |I've
just nentioned, and the anmount of $25 million to be
col l ected by June 30th was established. That anount is
al nost collected. W' re al nost there.

That al so provided that the conmpany's general rate
request woul d be resolved in one of two ways. They would
either bring before you a settlenent of that proceeding -
or excuse ne - settlement of those requests or sone
subset of the requests for rates to be effective July
1st; or we would litigate the unresol ved i ssues, sonme or
all of them for rates to be effective in the nornal
course of general rate case litigation. And, in fact, we
have an established schedul ed for those issues should
t hey not be resolved through the settlenent. W have a
schedul e for litigating those issues which takes us out
to electric and gas rates effective in the fall

The situation that we're in right nowis that we
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have, | think, successfully achieved the goal of settling
all of the issues in the general rate case by the
deadl i ne that we had established in presenting themto
the commi ssion for rates to be effective July 1st. |If,
however - I'msorry, | forgot to - | forgot one other
critical piece of sort of the lay of the land, if you
will.

The understandi ng has al ways been that, in fact, if
we didn't nmeet July 1st and if the case didn't settle and
if issues were going to be litigated, there would be a
gap. This case has built into it the potential for a
gap. Puget's interimrecovery goes away if the case
isn't settled and rates take effect by July 1st. That
was the agreement. No party cane in saying Puget gets
some kind of interimrate - rate relief, no matter what,
on July 1st. Nobody has agreed to that. The agreenent
is as | described.

So we woul d expect, and | think perhaps other parties
woul d expect, that if issues are not resolved, if issues
are going to go to litigation, if there's some other kind
of basis for rates adopted by the comm ssion, that we
woul d be into the gap situation, rather than a basis
for - because that would trigger - | think as Bob is
suggesting, that would trigger the litigation escape

clause. And as long as things are being litigated, we
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don't have general rates going into effect until later in
the year.
Having said that, |'ve already indicated that | agree

with - with the staff comments and we agree with staff,
if the comm ssion wi shes to adopt tenporary rates on the
basis of the stipulations of all of the parties to this
case, which are based upon the agreenent that has been
pl aced before you, we would not object to that.

You had asked if there were, you know, |egal problenms
with that that were sonehow different fromother interim
relief legal problens. And | guess ny answer to that
is - and | believe it's an adequate answer - is that that
coul d be done through the stipulation of all the parties
to the settlenent and that would address a concern that -
that's been raised about that and that - that would
adequately address that, in ny view.

CHAl RMOMAN SHOWALTER: What concern was that,

t hat was addressing?

MR FFITCH  Well, you were - you were
anal ogi zing the problem of tenporary interimrates. | -
I'"mjust sort of tracking your question to - to
M. Cedarbaum which was, as | understood it, that: |If
there are problens with interim- with - with newinterim
rates on sone other basis, why aren't there problens with

tenporary rates that are fashioned to carry out the
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stipul ati on?

And | - | guess I'msinply saying that in the latter
i nstance, | think that, as has already been presented to
the judge on Tuesday at the prehearing conference, you
woul d have the latter set of rates presented as a
recommendation of all the parties. | can't speak for al
of the parties and they're going to get a chance to
address that today again if they want to. But ny
understanding is that would have a broad support and
woul d, in effect, be sonething that the parties can
stipulate to as a way of going forward. Whereas ot her
approaches, | think, would not have that sane support.

And | - for - to state public counsel's position, we
woul d strongly object to the adoption of any other
interim- formof interimrelief for the conpany for the
reasons that |'ve stated.

However, we strongly support inplenentation of this
settlenment. We, again, give great credit to the conpany
for its efforts in the settlenent process and we strongly
support them having these rates effective July 1st.

CHAl RWOVAN SHOMALTER: Okay. Wbul d anyone el se
want to be - |ike to be heard?

MR. SPI GAL: Yes, Madam Chai rwoman. We woul d
join in staff comments. W strongly support the rates

being effective July 1st. We're respectful of the
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conmi ssion's need for tinme to deliberate and consider the
information that's been provided and the testi nony and
the settlenent agreenents, but we think it's inmportant
that the rates that cane out and the proposals that cane
out of the settlement be adopted.

VWhat we're concerned about, even if there's an
interimrate process or interimrate applied, based on
the totality of the settlement, that it sets the rates up
for splintering if the comrission is going to go into and
ti nker with, make changes, and - what has been a very
protractive process.

And | should say that Mcrosoft participated in five
of the collaboratives and that Puget was extrenely
constructive, as well as other parties that participated
in the coll aboratives were extrenely constructive and
cooperative. It was probably the | ess adversaria
process that | can renenber participating in. W cane
out of it with a package. And if the prospect is the
commi ssion is going to splinter that settl ement package
as result of its deliberations, | think that makes it
very chal | engi ng.

I think that it increases - it does two things:

i ncreases the probability that there be litigation and
don't know who will litigate and |I'm not saying that

M crosoft would, but it was a package deal; and second, |
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think it - it sends a signal about future efforts to
settle highly contested rate cases as opposed to
litigating issues. That's not hel pful

JUDGE MOSS: M. G bson.

MR. G BSON:. Thank you, Your Honor. |'m here
representing - this is Kirk G bson, WrldCom |'malso
speaki ng on behalf of AT&T Wreless in this particular
i nstance.

I want to say that ny 18 years of experience up and
down the West Coast has been on all three sides of the
rate case, and that's the conm ssion, the conpany, and
now an intervenor. And | wanted to say that the
col | aborative process that was used in this case was one
t hat provided the npst access to those parties that
normal Iy don't play. This is a very expensive process
and when you think about the 31 parties that are in this
process, it provided access to themthat - unprecedented
in nmy experience.

And what | want to say - |'mnot going to bel abor
everything that's been said, and you have a job to do and
you have to do it in the best way that you think
possible. But what | would urge you to think of is, you
have - you can take great confort in the fact that
31 parties participated in this collaborative, 31 very

di verse parties, and they cane up with a deal. That's
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all I would say. Thank you.
MR. VAN CLEVE: Thank you, Your Honor
Brad Van Cleve for | CNU

First, | just want to state for the record that we
would be willing to stipulate with going forward with a
tenporary i nplenmentation of the settlenent and that
woul dn't trigger the material change clause as M. ffitch
suggested. And | also agree with everything that
M. ffitch said.

And in particular | just want to point out that |
think the record before the comm ssion right now is based
on normalized results of operations and justifies a
permanent rate increase. And M. ffitch indicated a
different type of record based on the company's current
financial condition and projected financial results would
be necessary to inplenent sone other kind of rate relief.
And that's all | have.

CHAl RMOVAN SHOWALTER:  Anyone el se? M. Harris?
M5. HARRIS: If | may. We strongly support -
wel |, step back. We strongly support the tenporary rates
to include the entire settlement. And I'lIl only speak
dynam cs, because | don't have to speak |legally anynore.
But with the dynanmic fromthe conpany's concern is, if
you just put the rate inpact as tenporary rates and we do

not incorporate all the other provisions and all the
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ot her progranms as part of the collaborative, basically
what the conpany's done is to |leave all the other

col | aborative nmenbers behind. | have nmy noney, thank you
very much. And | haven't - | haven't necessarily

i mpl enented all of the issues that they brought to the
table. And maybe that doesn't - you know, it's not
heartburn, it's kind of that in the pit of my stonmach |
have | eft nmost of the collaborating parties behind.

CHAI RMOVAN SHOWALTER:  Well, let me just say it
woul d not be you, Ms. Harris, that did it.

MS. HARRIS: |I'mfeeling this.

CHAl RWOVAN SHOWALTER:  And t he conmi ssion woul d
have in front of the settlement agreement in which al
parties were not |left behind. They collaborated and gave
a proposal. So |l - | - should this occur, | don't think
you shoul d take such an action on your own consci ence.

MS. HARRIS: | understand that. And thank you.
"Il be able to sleep at night now. But | guess ny - ny
concern is - is that Tuesday, on the hearing, we had
unani nous support as far as inplenmenting on a tenporary
basis the settlenent. All parties agreed to that within
m nutes. And the support of the coll aborative parties as
far as giving the comm ssion enough tinme to | ook and ask
those questions, we want to give you that - we want to

give you the time and - and the necessary process to
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approve this settlement. But the nost that - it is al
dynami c.

The nore you can keep us together, the nore we will
stay together and you can al ready hear splintering in the
room as far as the longer that this draws out and the
nmore that we are splintered, even tenporarily, you start
to see doubt and you start to see the splintering of the
group. Fromthe conmpany's basis, you know, and just
under st andi ng the dynam c of this group, the settlenent,
al t hough we appear to be very unified, is very, very
fragile. And - and ny concern is that the | onger that
this period is drawn out, the nore fragile the settlenent
becomes. And - and so | understand the tine constraints.

The biggest concern that | had on ny Monday - or on
Tuesday wasn't necessarily the tenporary rates. All the
parties got beyond the tenporary rates very quickly. As
long as we could put the entire settlenent into effect on
a tenporary basis, the parties were fine. | think the
| argest concern we had was that hearings would conti nue
through the nonth of July. It was kind of this - that
the uncertainty and the doubt would continue for a |ong
period of time. That - we had quite a bit of discussion
off the record and when Judge Moss was not in the room
Wi th us because that creates this type of doubt and

uncertainty. So | realize that we're having a |l ega
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di scussion but | think that the dynamic is very
i mportant.

CHAl RMOMAN SHOWALTER: Wl |, one concern we have
wWith tenporary rates is that it puts into place all -
many, many, many el enments. Sone of which we literally
have not had tinme even to read yet. W have a little
ways between now and July 1st. But |'m saying we sinply
have not anal yzed them

So what happens if it turns out we really can't buy
it? 1'mnot saying that will happen. | don't want
inmplications to be drawmn. But one of the effects of
putting everything into place July 1 is not just a rate,
it's many, many features, is that then, if it should
happen we don't accept it, we've gone one way one nonth
and anot her way anot her nmonth. A surcharge, which would
be a reduction in the current surcharge, is sonething
that's easily inplenmented and easily adjusted one nonth
later as distinct froma raft of changes.

M5. HARRIS: W actually went back and - and -
and it nay be nore hel pful to naybe prepare some sort of
an exhibit. But we thought about that, the conpany did,
after - after the prehearing conference, as far as what
are the different - what - what are the price signals
that we're going to be - not necessarily price signals,

but the rates we're sending to our custoners. And no
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matter which | evel or which nethod you inplenented for

tenporary rates, we all run the prospect that the

custoners are going to see different rates in Jun

e,

July,

August, and then we'll put the gas rates in in Septenber.

So no matter which nmethod, | think inplenmenting the

entire settlenment proceeding, you actually have t
possibility that you will send | ess confusing pri

signals to the - to the custoners than any other

he

ce

met

hod

that's bei ng proposed, because we're - | guess we're al

very conp - confident that we have proposed a settlenent

that you will approve.

So if you put it into effect, called it "tenporary"

on July 1 and called it "permanent" on August 1

customers will never know.

t he

CHAI RWOVAN SHOWALTER: O course. But that's if

things go swmingly. |If they - but we - we have to
think in a - in a nonprejudiced way, a neutral way,
wi Il happen if we don't? That is, we have not yet
approved this or any portion of it.

MS. HARRI S: Ri ght.

CHAl R\MOVAN SHOMALTER: We may do all of it

what

but

we go into it in an inpartial node, trying to understand

every piece of it. So yes, if we agree it's not

a

problemif we were going to do that, we could approve it

today and it would be even |l ess of a problem but we've

CAPI TOL PACI FI C REPORTI NG (360) 352-2054
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got to take a look at it.

MS. HARRIS: And | think we anticipate if y
make changes, it will be changes to the rates on
August 1. But ny point is, if you put tenmporary rat

into effect that are not the interimrates they curr

ou

es

ently

receive and they're not the pernmanent that nmay go into

ef fect August 1, they're going to have to have sone sort

of arate signal in July that isn't the sanme as June or

August anyway.

| guess that was our point of - if this is the type

of process because of the tine constraints that we'r
| ooking at, shifting rates for the custoners at this
point, | guess, is a given. And we were just |ookin
a met hod that maybe woul d gi ve the snpothest transit
into permanent rates for our custoners that we could

possi bl e.

e

g at
i on

see

CHAI RWOMAN SHOWALTER: Sone of the issues are -

what | would call programmatic rather than just a rate

and |'mnot sure that | even know all of them But

seens to nme sonewhat problematic to i nplenent a prog

it

ram

or a change in a service and get started for one nonth or

less - well, it would be Iess. W would not expect to

get an order August 1st, it would be before August 1st.

Then i f sonething swi tches, whatever announcenent or

hiring or sonething has gotten under way, has to be

CAPI TOL PACI FI C REPORTI NG (360) 352-2054
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undone, which is different than a rate of 5 percent
versus 5.2 percent.

M5. DODGE: Madam Chai rworman, |'m not sure that
there are that many programmtics that would directly
affect the custonmer within the course of a nonth.

CHAIl RWOMVAN SHOWALTER: Maybe you can tell ne
what you think there is of that sort and nmaybe --

MS. DODGE: Well, for exanple, | nean, if
conservation gets off the ground and is going forward,
| ow i ncone pl anning, and so forth, a lot of that is kind
of the back - is - is preparation work. [It's background
work. It's not that custoners are going to see an end
product at that point in July and then beconme confused if
that' s adj usted.

So whereas that they - if they have a rate now, if
there's sone sort of interimrate put in that's not the
final, there's 100 percent chance that will change in
August. That's what we're saying. There is sonme |ess
percentage chance that the settlement would be
di sapproved or changed and so that there would be any
change at all in August going forward with tenporary
rates and the whol e package.

MR. KURTZ: Madam Chai rwoman, M ke Kurtz for
Kroger. Can | take one additional stab at clarification?

I'"ve listened to this whol e discussion as everyone has.

CAPI TOL PACI FI C REPORTI NG (360) 352-2054 1930
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First of all, if you don't think you're going to

approve the package eventually, you shouldn't put it

in

on a tenporary basis or any basis. Now, no one thinks

that's the commission's general lean. |f you do think

that ultimately the comm ssion may approve this package,

if - if we've gotten over sort of the initial - this is

an i nperfect analogy - but TRO standard on an injunction

standard, if you think there's a substantial I|ikelihood

that this package would ultimately be approved, then it

does nmmke sense to put it in on a temporary basis,

t he

whol e package, for July 1. It would not be prejudging.

You woul d still have the opportunity to nmake changes to

t he package, but that would probably be the |east

di sruptive way to go because of all of the - the noving

parts that have been descri bed.

CHAl RMOVAN SHOWALTER:  All right. And | want to

say, | don't think we won't and | don't think we wll.

We're genuinely - or |I'm genuinely approaching this from

an inpartial point of viewuntil | make my way through

the parts of the package.
Well, we're nearing --
MR. STOKES: Madam Chad Stokes. Northwest

I ndustrial Gas Users.

| just want to echo the comments of staff and public

counsel and say we would agree to inplenent the

CAPI TOL PACI FI C REPORTI NG (360) 352-2054

1931



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

UE- 011570 / UG 011571 vOL. XV 6/ 13/ 02

settlenent in this interimperiod before the pernmanent
rates are in as well
CHAl RWOVAN SHOWALTER: | - | just want to assure

everyone in the roomthat if we did not have two straight
weeks of A ympic Pipeline rate hearings and the other
things we have to get out, | guarantee you we woul d get
the order out by July 1. And we haven't nade a deci sion
whet her, despite all of that, we will still get it out by
July 1. But | just want you to know we - we understand
the desire to have the package adopted by July 1 and we
understand the consternation if we can't make it. But
we've - we sinply have to, one way or the other, be able
to satisfy ourselves what is in there and whether it's in
the public interest.

So |l - | think maybe we ought to take just a little

pause here.

(Brief pause in proceedings.)

CHAl RMOVAN SHOWALTER:  All right. W're at the
end of this day and we need to take a break in order to
acconplish a few things before our 6:30 hearing. W are
going to tal k about this anong ourselves, what we've
heard this afternoon, and we'll take it up again tonorrow

afternoon at 1:30. | think we'll probably begin at 1:30
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with the city since they are counting on that tine slot,
but they did not expect that we woul d need the whole
afternoon, so we will continue.

And | apol ogi ze to those prospective wi tnesses in the
room who wondered woul d they get on today, wll they get
on tonorrow. W are marching through this as we need to,
so .

Ms. Di xon

MS. DIXON: |'mjust wondering if you -
Dani el | e Di xon. Sorry.

I'"'mwondering if you could tell us what tinme you
estimate the hearing going until tomorrow. |s this going
to be an all-nighter or a 5 o'clock end tinme? 1s there
sonet hing that the comm ssion has in mnd or Judge Moss
has in m nd?

JUDGE MOSS: Well, | think the pretend death
mar ch hearings that we held a year ago taught us a
l esson, so | don't really anticipate it will be an
all-nighter. Qur typical hearing day runs into 5 o' cl ock
in the afternoon, and sometines we will extend that if it
appears that we can finish for that case. | would want
to retain sonme flexibility in that regard and not make a
hard and fast pronouncenent at this juncture.

CHAl R\MOVAN SHOWALTER:  Well, | should say we

currently have the conm ssioners schedul ed at 4:00, two

CAPI TOL PACI FI C REPORTI NG (360) 352-2054 1933
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ot her dockets to discuss. So nmaybe we can nove that
around. But our current time slot for this, | believe,
ended at 4:00.

JUDGE MOSS: Oh, | wasn't even fully aware of
t hat .

MR. STOKES: Your Honor, Chad Stokes. W have
the conflict because our panelist for the |low income and
conservation is not available for tonmorrow s hearings.

It was our understanding that was going to be finished
this afternoon.

JUDGE MOSS: | don't know what to tell you,

M. Stokes. W're proceeding as expeditiously as we can
and it took us all day to get through the three issues
that we dealt with today. And, of course, a typica
course of a hearing is to commence on the day noticed and
to proceed fromday to day thereafter until conplete, if
possible. In this instance, even that may not be
possi bl e, but we've been trying to accommopdat e people's
schedul es as best we can.

CHAl R\MOVAN SHOWALTER: Are there other panelists
who are famliar with the terns and questions that we
likely would ask?

JUDGE MOSS: That's been our process so far, is
to have a panel that we are sure can answer the ful

range of questions, and if we're satisfied we have that
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panel, then the presence of a particular witness is not
necessary.

MR, STOKES: Right. | guess we'll have to neke
counsel available for that. That will be fine. You
know, if there's no other way to accommopdat e
M . Schoenbeck.

JUDGE MOSS: We have an - actually, don't we
have a rather significant panel? W have a panel - on
conservati on we have a panel of six w tnesses including
M. Schoenbeck. And on |ow income we have - well, he's
not on that one. So your concern would be with
M. Schoenbeck's availability on conservation?

MR STOKES: Yes, Your Honor.

JUDGE MOSS: Well, we have five other w tnesses.

MR FFITCH | was just going to note, Your
Honor, the panel - the panel w tnesses are those that
have filed prefiled testinmony on conservation and | ow
i ncone --

JUDGE MOSS: W th the exception of
M . Schoenbeck did not prefile testinony.

MR. FFITCH. Those - | believe those w tnesses
woul d be available. | can't speak for all the parties.
Qur witness would be avail able on the conservation panel

JUDGE MOSS: All right. The only witness

availability problem | believe |'mhearing is
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M. Schoenbeck for the Northwest Industrial Gas Users,
and it appears to ne that our panel may well be adequate
to the task. And of course we would niss having

M. Schoenbeck's presence.

CHAl RMOMAN SHOWALTER:  You know, another thing
we can do, if it turns out there's a question that only
M . Schoenbeck can ask, we can put a little bench request
that he can respond to.

MR. STOKES: Thank you.

JUDGE MOSS: We'll find a way to accommdate the
probl em

Al right. Anything else? Any other housekeepi ng
matters?

Ms. Di xon

MS. DIXON: I'msorry. Danielle Dixon. One
nor e.

In the past | seemto remenber that the com ssion
has on occasi on held hearings on the weekend, and since
I"'mtrying to reshift around my travel schedule for this
weekend, just wanted to ask up-front now, is there any
consideration to extending the hearings over this conming
weekend?

CHAl RMOVAN SHOWALTER: We' Il - we have to talk
anong oursel ves about how we're going to juggle our

calendar. What | can tell you is that we have, you know,
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anong ot her things, about a hundred pages of rebutta
testinmony that cane in on the A ynpic Pipeline case that
we haven't read yet. |In other words, we have just
nmount ai ns of other things that we have to get through
where - with real deadlines, statutory deadlines. So I -
Il think it's quite unlikely. But - but we need to talk
about what we're going to do and see if we're - there are
any extrene renedies.

M5. DI XON:  Thank you.

MR. CEDARBAUM  Commi ssi oners, just one quick
point on that point. And | don't know - |I'mnot on the
QA ynpic Pipeline case, luckily. And | don't knowif it's
going to take a full two weeks, your hearings, or not,
but in your discussions on scheduling, if you could
consider a day of that, you know, maybe next week to take
out of the A ynpic Pipeline block of tine to finish the
hearings on this case, that would, | think, be helpfu
for the parties because we're anxious just to have the
heari ngs over with.

CHAl RMOVAN SHOWALTER:  And just for your
informati on, we've already taken two days out of - in
fact, | think nore, maybe four days out of the originally
bl ocked tine. And if you're interested in the Aynpic
Pi peline case, go read the | ast several orders as to how

it's proceeding.
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COW SSI ONER HEMSTAD:  She neans by that, not
wel | .

JUDGE MOSS: Not to put too fine a point on
things. 1s there anything else?

CHAl RMOVAN SHOWALTER: It's actually the nost
recent order by Judge Wall ace is something you attorneys
woul d be interested in.

JUDGE MOSS: All right. It appears that the
[imts of human endurance have been reached and that
there is nothing further to be said this afternoon. So

let us be in recess until 1:30 tonorrow afternoon.

(Proceedi ngs adjourned at 5:06 p.m)
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