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PUGET SOUND ENERGY, INC.

PREFILED REBUTTAL TESTIMONY (CONFIDENTIAL) OF
DONALD E. GAINES
I.
INTRODUCTION

Q.
Are you the same Donald E. Gaines who submitted prefiled direct testimony in this proceeding on February 15, 2006, on behalf of Puget Sound Energy, Inc. ("PSE" or "the Company")?

A.
Yes.

Q.
What is the purpose of your rebuttal testimony?

A.
First, my prefiled rebuttal testimony responds to assertions regarding capital structure and rate of return made by Mr. Stephen Hill, witness for the Staff of the Washington Utilities & Transportation Commission ("Commission Staff"), and Mr. Michael Gorman, witness for the Industrial Customers of Northwest Utilities ("ICNU").  This testimony demonstrates that the Commission should reject the capital structures proposed by Messrs. Hill and Gorman because such proposals (i) are inconsistent with the methodology this Commission described in its most recent general rate case order for PSE, (ii) ignore the Company's financing plans, and (iii) contain much smaller equity ratios than authorized capital structures set by regulatory commissions, on average, over the past few years.

Second, my prefiled rebuttal testimony demonstrates that the capital structures and resulting rate of return recommendations of Messrs. Hill and Gorman are inappropriate for the Company.  My prefiled rebuttal testimony also corrects certain errors and addresses inconsistencies made by Messrs. Hill and Gorman.

Third, my prefiled rebuttal testimony shows that the return calculations prepared by Mr. James Russell, witness for Commission Staff, inaccurately depict the Company's actual earned return--the return with which investors are concerned.

Fourth, my prefiled rebuttal testimony demonstrates the harmful impact on the Company if the Commission were to adopt the rate relief proposed by Commission Staff.

Finally, my prefiled rebuttal testimony comments on the comparison of power cost volatility of PSE and Avista Corporation in the prefiled joint response testimony of Mr. Donald Schoenbeck, on behalf of ICNU, Dr. Yohannes Mariam, on behalf of Commission Staff, and Mr. Jim Lazar, on behalf of Public Counsel, Exhibit No. ___(JOINT-19T).

Q.
Does your testimony address the calculation of the appropriate return on equity ("ROE") for the Company?

A.
No.  Dr. Roger Morin addresses the Company's cost of common equity in his prefiled direct and rebuttal testimonies, Exhibit No. ___(RAM-1T) and Exhibit No. ___(RAM-15T), respectively.  However, my prefiled rebuttal testimony and supporting exhibits use Dr. Morin's recommended ROE of 11.25% to calculate the Company's authorized rate of return.

II.
CAPITAL STRUCTURE AND RATE OF RETURN

Q.
Would you please summarize the capital structure and rate of return proposals of other parties to this proceeding? 

A.
Yes.  Two witnesses provided testimony on capital structure and rate of return:  Commission Staff witness Mr. Stephen Hill in Exhibit No. ___(SGH-1CT) and ICNU witness Mr. Michael Gorman in Exhibit No. ___(MPG-1CT).  Please see Exhibit No. ___(DEG-8) for a summary of their respective proposals.  Exhibit No. ___(DEG-8) also compares and contrasts the proposals of Messrs. Hill and Gorman with the Company's proposal.

Commission Staff proposes a capital structure that contains an equity ratio of 43%--the authorized equity ratio on which Company rates are currently set.  ICNU proposes a capital structure that contains an equity ratio of 44%--the actual equity ratio of the Company as of December 31, 2005.
  The Company proposes a capital structure that contains an equity ratio of 45%--the expected average of the monthly averages for the rate year (calendar year 2007).

The most significant difference among the various proposed rates of return is the weighted cost of equity (i.e., the product of the equity ratio and the ROE).  The following chart illustrates (i) PSE's proposed weighted cost of equity (5.06%); (ii) the weighted cost of equity authorized by regulatory commissions, on average, since January 1, 2005 (5.03%);
 (iii) the authorized weighted cost of equity on which PSE's current rates are set (4.43%); (iv) ICNU's proposed weighted cost of equity (4.36%); and (v) Commission Staff's proposed weighted cost of equity (4.03%).  This is the result of the relatively wide spread among the ROE's proposed by the various witnesses.
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Both Commission Staff and ICNU use the same cost rates for long-term debt, trust preferred and preferred stock.  Additionally, ICNU and the Company propose the same cost rate for short-term debt.  Commission Staff states that it uses the Company's proposed cost rate for short-term debt but actually proposes a cost rate that is slightly lower.  In response to PSE Data Request No. 098, Commission Staff has indicated that it accepts the Company's proposed cost rate for short-term debt.  See Exhibit No. ___(DEG-9).

Q.
Have you changed the recommended rate of return included in your prefiled direct testimony based on the response testimony of Messrs. Hill and Gorman?

A.
No.  The Company remains convinced that the appropriate rate of return for this proceeding is 8.76%.  


As I will discuss later, I have updated the Company's financing plan to reflect financings that have occurred since my prefiled direct testimony was submitted.  However, those updates did not result in a change in the overall capital structure of the Company or the resulting rate of return.

This proposed rate of return is based on a capital structure that contains an equity ratio of 45%.  The components of this rate of return are illustrated in Exhibit No. ___(DEG-10) and are summarized in Table 1 below. 

TABLE 1

CAPITAL STRUCTURE & OVERALL RATE OF RETURN
	Capital Component
	Capital Structure
	Cost Rate
	Weighted Cost

	Short-term Debt
	2.11%
	6.66%
	0.13%

	Long-term Debt
	48.44%
	6.64%
	3.22%

	Trust Preferred
	0.70%
	8.54%
	0.06%

	Preferred Stock
	3.75%
	7.61%
	0.29%

	Common Equity
	45.00%
	11.25%
	5.06%

	Overall Rate of Return
	100.00%
	
	8.76%


Although the Company's proposed overall rate of return is unchanged from that included in my prefiled direct testimony, the mix of short-term and long-term debt has slightly changed to reflect the Company's current financing plans.  The increase in long-term debt and reduction in short-term debt results in a slightly higher short-term debt cost rate because the amortization of fixed costs are spread over a lower balance.  After these minor changes, the total weighted cost of short-term and long-term debt of 3.35% (0.13% + 3.22%) remains unchanged from that contained in my prefiled direct testimony.  The cost rates for long-term debt, trust preferred, preferred stock and ROE also remain unchanged from that contained in my prefiled direct testimony.

Q.
What methodology did the Commission use in selecting the appropriate capital structure in the Company's last general rate proceeding? 

A.
In the final order from the Company's 2004 general rate case, the Commission stated as follows:

Our goal in this proceeding should be to set the Company's equity ratio at the level that the evidence shows is mostly likely to prevail, on average, over the course of the rate year.

Q.
In making their capital structure proposals, do Messrs. Hill and Gorman follow the above-quoted methodology?

A.
No.  Only the Company proposed a capital structure in a method consistent with the methodology used by the Commission to set PSE's capital structure in the Company's last general rate proceeding.  Neither Mr. Hill nor Mr. Gorman proposes a rate year capital structure, and both Mr. Hill and Mr. Gorman ignore the Company's financing plan.  Thus, the capital structure proposals of Mr. Hill and Mr. Gorman fail to set the "Company's equity ratio at the level that the evidence shows is mostly likely to prevail, on average, over the course of the rate year."

Commission Staff's proposed capital structure with an equity ratio of 43% is backward looking and simply proposes the capital structure on which the Commission set rates in the Company's last proceeding.
  Mr. Hill's proposed capital structure not only ignores the Company's financing plans as shown in Exhibit No. ___(DEG-10), but his proposed 43% equity ratio is below the Company's equity ratio of 44% that exists today. 

ICNU witness Mr. Gorman also proposes a backward-looking capital structure that is set equal to the Company's actual capital structure as of December 31, 2005.
  That capital structure contained an equity ratio of 44.13%.

III.
REBUTTAL OF THE PREFILED RESPONSE
TESTIMONY OF MR. HILL

Q.
Have you reviewed the prefiled response testimony of Mr. Hill in this proceeding and do you agree with his findings?

A.
I have identified the following errors in the prefiled response testimony of Mr. Hill with respect to capital structure and rate of return:

(i)
PSE's Current Equity Ratio.  Mr. Hill incorrectly identifies the Company's equity ratio as of December 31, 2005, as 42%.  In fact, the Company's equity ratio as of that date was 44.13%.  

(ii)
Equity of Non-regulated Subsidiaries.  Mr. Hill improperly calculates the amount of equity by excluding non-regulated subsidiaries.

(iii)
Overstating the Cost of Additional Equity.  Mr. Hill incorrectly determines the additional cost to customers of moving from the currently authorized equity ratio of 43% to the proposed equity ratio of 45%.

(iv)
Impact of Imputed Debt.  Mr. Hill presents an irrelevant comparison of purchased power expense to electric plant and fails to recognize how rating agencies consider the debt-like characteristics of purchased power agreements.

(v)
PSE's Equity Ratio vs. Comparable Ratios.  Mr. Hill improperly relies upon irrelevant holding company data rather than regulated utility data in asserting that the Company's proposed capital structure contains more common equity than used on average in the electric industry.

(vi)
Equity Offerings.  Mr. Hill falsely implies that the Company made an equity offering "[o]nly in the eleventh hour, just before the filing of the instant proceeding.…"
  In fact, my testimony and supporting exhibits in the Company's 2004 rate case demonstrated that the Company planned to issue equity and it did so.

(vii)
PSE's Financing Plans.  Mr. Hill questions the Company's projected equity ratio at the end of 2006 as somehow reflective of "the Company's willingness to permanently increase its common equity ratio."
  This statement ignores the Company's long-stated plans and its three recent common equity offerings, in which the Company raised over $500 million in common equity and increased its common equity ratio from a low of about 30% to the current rate of 44%.

(viii)
Proceeds from the Sale of InfrastruX.  Mr. Hill glosses over the full use of proceeds from the sale of InfrastruX, conveniently ignoring Puget Energy's equity contribution into PSE and instead focusing only on the small portion of the proceeds temporarily lent to the utility.

(ix)
Cost of Short-term Debt.  Mr. Hill erroneously identifies the Company's projected cost of short-term debt as 6.19%, when, in fact, the Company proposed a cost of short-term debt of 6.22%.

A.
PSE's Current Equity Ratio
Q.
Is Mr. Hill correct in his assertion that "the equity capital portion of Puget’s capital structure has increased from about 39% of total capital at the end of 2004 to 42% at year-end 2005"?

A.
No.  The Company's equity ratio as of December 31, 2005, was 44.13%, as shown in Table 2 of my pre-filed direct testimony.  Mr. Hill also erroneously states the following with respect to the Company's capital structure at year-end 2005:

In response to Staff Data Request No. 49, the Company indicates that its capital structure at year-end 2005 consisted of 40.06% common equity, 0.04% preferred stock and the remainder various forms of debt (Trust Preferred, Long-term and Short-term Debt).

The common equity ratio of 40.06% referenced by Mr. Hill is not the "point in time" capital structure on December 31, 2005, but is the average of the monthly averages ("AMA") capital structure.  Because the Company issued $310 million of equity in November 2005, that equity issuance is included in only two months of the AMA.

B.
Equity of Non-Regulated Subsidiaries
Q.
Is Mr. Hill's treatment of non-regulated equity consistent with how this issue has been addressed in past rate proceedings?

A.
No.  The historical approach has been to remove equity of non-regulated subsidiaries from the Company's consolidated equity.

PSE has two unregulated subsidiaries--Puget Western Inc., a real estate subsidiary, and Hydro Electric Development Co. ("HEDC"), a subsidiary that owns development rights to certain potential small hydroelectric sites.  As of December 31, 2005, the aggregate amount of equity in those subsidiaries was negative $23.455 million, as shown in page 2 of the workpapers filed with my prefiled direct testimony in this proceeding and in the PSE's Response to Commission Staff Data Request No. 049.

Mr. Hill makes a reference error in locating the number in PSE's Response to Commission Staff Data Request No. 049.  Rather than using the total on line 19 in the Dec-05 column, Mr. Hill added lines 17, 18 and 19, which results in a double-counting of the subsidiary retained earnings.  Thus Mr. Hill erroneously reports that the equity in these unregulated subsidiaries was negative $46.9 million.
  In fact, the equity in these unregulated subsidiaries was negative $23.455 million.  Mr. Hill subsequently acknowledged his error in Commission Staff's Response to PSE Data Request No. 067.  See Exhibit No. ___(DEG-11).

As shown in Commission Staff's Response to PSE Data Request No. 067, Mr. Hill deviates substantially from the historical practice of removing equity of non-regulated subsidiaries from the Company's consolidated equity.  Rather than simply removing non-regulated subsidiary equity from total common equity, Mr. Hill erroneously subtracts some $150+ million of "unregulated assets" from regulated equity.  In that data request response, Mr. Hill reports that his source for the approximate $150+ million of "unregulated assets" is Puget Energy, Inc.'s "Other Property & Investments" of $157.3 million.

Puget Energy, Inc.'s "Other Property & Investments" is an asset, not equity, and includes investments that are related to the utility.  In fact, nearly sixty percent of the holding company's "Other Property & Investments" are regulated utility assets, such as the Company's investment in the Bonneville Exchange Power agreement and life insurance owned by PSE.  These assets are not from unregulated subsidiaries at all.

In sum, Mr. Hill significantly understates the Company's equity ratio as of December 31, 2005, which was 44.13%.  As a result, Commission Staff's proposal would have the Commission set rates on an equity ratio is less than the Company's current equity ratio.

C.
Overstating the Cost of Additional Equity
Q.
Do you agree with Mr. Hill's assertion that the cost of an increase in the common equity ratio of 43% to 45% is $14.3 million?

A.
No.  Mr. Hill's simplistic calculation ignores that a change in the equity ratio would be offset by a comparable change in some other component of the capital structure.  In a simplistic capital structure comprised only of debt and equity, adding two percent to the equity ratio would necessitate a reduction of the debt ratio by two percent because the capital structure can never be greater than 100%.  In other words, any incremental cost of equity would be offset, in part, by a reduction in the cost of debt.  Exhibit No. ___(DEG-12) corrects Mr. Hill's error and shows a corrected amount of $9 million.  Mr. Hill makes a similar error in his cost of an increase in the equity ratio by five-percentage points.
  Exhibit No. ___(DEG-12) also corrects for that error.

Increases in the Company's equity ratio results in an incremental cost increase because equity capital costs more than debt.  More expensive equity provides the "safety" and less expensive debt provides the "economy" in the balancing necessary in the selection of an appropriate capital structure.

Whereas Mr. Hill stresses the increased costs associated with an increase in the equity ratio, he ignores the purpose for the Company's projected equity issuances.  As stated in my prefiled direct testimony, the Company must increase its equity ratio to:

(i)
attract external capital necessary to fund the Company’s infrastructure and new resource construction programs (see the prefiled direct testimonies of Ms. McLain and Mr. Markell); 

(ii)
engage in energy hedging strategies (see the prefiled direct testimony of Mr. Mills);

(iii)
offset the imputed debt from purchased power agreements (see the prefiled direct testimony of Messrs. Markell and Molander); and

(iv)
provide electric and gas service to customers on reasonable terms (see the prefiled direct testimony of Ms. Harris).

Mr. Hill's prefiled response testimony discusses the debt-like characteristics of purchased power (which I shall address below) but does not challenge the Company’s need to attract external capital necessary to fund the Company’s infrastructure and new resource construction programs, engage in energy hedging strategies, or provide electric and gas service to customers on reasonable terms.

D.
Impact of Imputed Debt
Q.
Is Mr. Hill's comparison of purchased power expenses per dollar of plant an appropriate measure of the purchased power risks of the Company?

A.
No.  The comparison of purchased power expenses per dollar of plant is an irrelevant measure.  Rating agencies only view the capacity portion of long-term purchased power expenses as fixed obligations with debt-like characteristics.  The data upon which Mr. Hill relied for prefiled response testimony regarding purchased power includes all purchased power expenses--short-term spot purchases as well as long-term purchases.  The data upon which Mr. Hill relies is from PSE's FERC Form 1, which is net of (has been reduced by) the Bonneville Residential Exchange credit.  In short, the data upon which Mr. Hill rests his conclusions is not limited to the capacity portion of long-term purchased power expenses.

The true impact of imputed debt on the Company is illustrated in the Company's rating agency presentations, copies of which were provided in PSE's Response to Commission Staff Data Request No. 055 (see Exhibit No. ___(DEG-13) and the Company provided a detailed calculation of imputed debt in PSE's Response to Commission Staff Data Request No. 070 (see Exhibit No. ___(DEG-14).  These responses demonstrate that, according to the methodology used by Standard & Poor's ("S&P"), the Company has $████ million of imputed debt.

Ratings agencies consider the $████ million of imputed debt as an additional amount of debt to be included in the Company's capital structure.  This $████ million of imputed debt will likely increase as the Company enters into new long-term purchase power agreements to help meet its short position.  Therefore, the need to offset imputed debt from purchased power agreements is one of the four reasons listed above supporting the Company’s increase in its equity ratio.

Q.
What does the purchased power data from PSE's Response to Commission Staff Data Request No. 059 show?

A.
PSE's Response to Commission Staff Data Request No. 059, a copy of which is provided as Exhibit No. ___(DEG-15), includes comparative studies that demonstrate the relative magnitude of the Company's purchased power obligations.  The data demonstrates that the Company has more purchased power, relative to electric plant, than the average and median of all utilities.

As discussed above, this comparative study is based on data from PSE's FERC Form 1, which is net of the Bonneville Residential Exchange credit.  The Bonneville Residential Exchange credit is a credit PSE receives from the Bonneville Power Administration that is passed through, dollar-for-dollar, to the Company's residential and small farm customers.  Only utilities in the Pacific Northwest receive the Bonneville Residential Exchange credit.

To illustrate the impact of "purchased power" relative to plant, one should remove the Bonneville Exchange Credit.  The Bonneville Exchange Credit included in the data provided as part of PSE's Response to Commission Staff Data Request No. 059 is $174.5 million.  When that one correction is made, PSE is ranked 54th out of the 77 companies (the firm ranked 77th has the highest ratio), with purchased power as a percent of electric plant of 17.2% compared to the average of 12.1%, as shown in the following illustration:

E.
PSE's Equity Ratio vs. Comparable Ratios
Q.
Do you agree with Mr. Hill's assertion that the "capital structure requested by Puget in this proceeding contains more common equity and less total debt (long- and short-term debt) than is used on average in the electric industry today"?

A.
No.  To support this statement, Mr. Hill examines the equity ratios of holding companies, not of gas and electric utilities.  For example, Mr. Hill's Exhibit No. ___(SGH-8) states that the equity ratio of Pepco Holdings, Inc. is 39%.  Pepco Energy Services is an unregulated subsidiary of Pepco Holdings, Inc. and a provider of deregulated energy and energy-related services for residential, small business and large commercial customers.
  Similarly, Exhibit No. ___(SGH-8) includes Puget Energy, Inc., which reflects both PSE and InfrastruX.

A comparison of PSE's proposed equity ratio for ratemaking to equity ratios of holding companies is irrelevant.  An accurate comparison would be to the equity ratios of the underlying gas and electric utilities, a study which Mr. Hill stated he had not performed in his response to PSE Data Request No. 116.  See Exhibit No. ___(DEG-16).  I have performed such a study.  See Exhibit No. ___(DEG-4) and Exhibit No. ___(DEG-17).  These studies show the equity ratios upon which regulatory commissions have authorized rates.  The average authorized equity ratio of regulated gas and electric utilities upon which various state commissions have set rates since January 1, 2005, is 47.82%, which is 282 basis points higher than the 45% the Company is requesting in this proceeding. 
In sum, the equity ratios on which regulatory commissions have, on average, set rates since January 1, 2005, are considerably higher than the equity ratio proposed by Mr. Hill (47.82% compared to 43%).  Additionally, the average ROE authorized by regulatory commissions since January 1, 2005 is also considerably higher than Mr. Hill's proposed ROE in this proceeding (10.51% compared to 9.375%).

F.
Equity Offerings
Q.
Do you agree with Mr. Hill's characterization that the Company's last equity offering was made "[o]nly in the eleventh hour, before the filing of the instant proceeding?"
 

A.
No.  Mr. Hill's statement suggests surprise and falsely implies that the Company issued equity solely to increase its equity ratio for this case.  While the recent equity issue did have that effect, the proceeds were used to repay short-term debt incurred to fund the Company's capital expenditures.  My prefiled direct and rebuttal testimonies in the Company's 2004 general rate case stated that the Company was planning to issue equity during the rate year for that proceeding.  Therefore, Mr. Hill, a cost of capital witness for Public Counsel in the Company's 2004 general rate case, should not have been surprised by that issuance.

Any suggestion that the Company issued equity solely to increase its proposed equity ratio in this proceeding should be disregarded.  As discussed in the prefiled direct testimonies of Ms. McLain, Mr.  Markell and Mr.  Valdman, the Company is making significant capital expenditures to provide electric and natural gas service to its customers.  Therefore, the Company must issue equity to help fund these expenditures.

G.
PSE's Financing Plans
Q.
Do you agree with Mr. Hill that the Company's lower equity ratio anticipated at the end of 2006 and the inter-company loan from its parent "provides some guidance with regard to the Company's willingness to permanently increase its common equity ratio"?

A.
No.  As discussed above, the Company's equity ratio as of December 31, 2005, was 44.13%.  At the end of June 2006, the Company's equity ratio was also 44% following a $60 million equity investment from Puget Energy, Inc. from part of the proceeds from the InfrastruX sale.  The Company projects an average common equity 45% ratio on average during the rate year (calendar year 2007).

The Company plans to issue debt and perhaps hybrid security (preferred stock, trust preferred, etc.) later in 2006.  Following those issues, and prior to the planned stock sale, the Company's equity ratio would naturally decline.  This decline in equity ratio is precisely why the Company is planning to issue more equity.

Mr. Hill ignores that the Company has continued to strengthen its equity ratio since 2001, when the Company's equity ratio had eroded to approximately 30%.  In the settlement of the 2001 general rate proceeding, the Commission established equity targets for the Company of 34%, 36% and 39% to be achieved by the end of 2003, 2004 and 2005, respectively.  The Company achieved those targets far ahead of schedule.  The Commission set rates in the Company's last proceeding on an equity ratio of 43%, which the Company has now exceeded.

Since 2001, the Company has issued over $500 million of common stock.  The Company projects additional stock issuances for the foreseeable future to finance the Company's planned capital expenditure programs.
The Company's success in rebuilding its equity ratio from 30% to 44% (an amount greater than the 43% upon which current rates are set) is far more indicative of the Company's willingness to permanently increase its equity ratio than the carefully selected snapshots provided by Mr. Hill.
H.
Proceeds from the Sale of InfrastruX
Q.
Is Mr. Hill's portrayal of the use of the net proceeds from the sale of InfrastruX complete and accurate?
A.
No.  Mr. Hill states as follows with respect to the proceeds from the sale of InfrastruX:

While Puget Energy expects to have after-tax net proceeds from the sale of Infrastrux of $85 Million, it currently has $188 Million from the transaction, because not all payments related to the sale have been made.  The filings indicate the parent company wants to lend the utility approximately $30 Million on a short-term debt basis.

Those monies represent capital that the parent could use to increase its equity investment in Puget and permanently raise the Company’s common equity ratio.  However, it has chosen, instead, to retain most of the monies from the sale and lend a portion to Puget--increasing its short-term debt.  In my view this recent action runs counter to the Company’s claim that it wants to increase its common equity ratio.

The $85 million referred to by Mr. Hill is within the range of the expected net proceeds the Company included in its Form 8-K filed with the Securities Exchange Commission ("SEC") on May 2, 2006 and in materials provided to the Company's Securities Pricing Committee, the source of Mr. Hill's number.  Mr. Hill subsequently corrected his reference to $188 million in proceeds to $118 million in response to PSE Data Request No. 70.  See Exhibit No. __(DEG-18).

Mr. Hill fails to mention that Puget Energy also planned to make an equity investment into PSE, as shown in the workpapers.  Mr. Hill also neglected to mention that (i) the Company filed a notice of the transaction with the Commission, (ii) Commission Staff discussed the transaction with the Company, (iii) Commission Staff did not dispute the loan and (iv) this Commission issued an order related to the transaction.

In fairness to Mr. Hill, Puget Energy, Inc. had not closed the sale of InfrastruX by the time Mr. Hill likely prepared his prefiled response testimony.  At closing, the net proceeds from the sale of InfrastruX were $95.9 million, rather than the expected $85 million.  Exhibit No. ___(DEG-19) includes a presentation that illustrates the sales price of $275 million, the repayment of debt and other transaction related expenses, and the resulting after-tax net proceeds of $95.9 million.  Furthermore, Exhibit No. ___(DEG-19) shows that, of the $95.9 million Puget Energy received, $60 million was invested into PSE (an amount four times greater than the planned level shown in my workpapers), $15 million pre-tax ($9.8 million after-tax) was used to fund the creation of the Puget Sound Energy Foundation, and $26.5 million was lent to PSE through the inter-company loan referred to by Mr. Hill:

TABLE 2

USE OF NET PROCEEDS FROM SALE OF INFRASTRUX

(Dollars in Millions)
	Net Proceeds from Sale
	
	$95.9

	Temporary investment income
	
	0.4

	Funds Available
	
	$96.3

	PE equity investment in PSE
	
	$60.0

	PE creation of charitable foundation
	$15.0
	

	Less:  tax benefit from contribution
	5.2
	9.8

	PE loan to PSE
	
	26.5

	Total Uses
	
	$96.3


Q.
Why did Puget Energy, Inc. lend $26.5 million to PSE rather than invest this same amount in the utility?
A.
As part of the terms of the sale of InfrastruX, Puget Energy, Inc. made certain indemnifications to the buyer.  Additionally, some of the payments Puget Energy, Inc. must make related to the sale are to be made over a period of time.

The indemnifications obligate Puget Energy, Inc. to make potential payments to the buyer, capped in amount and limited to certain periods of time, under certain circumstances.  Puget Energy, Inc. elected to hold the amounts related to those future payments and potential liabilities so that funds were available in the event Puget Energy, Inc. must indemnify the buyer.  In the meantime, Puget Energy, Inc. agreed to support PSE by lending the funds to PSE as an additional source of liquidity. 

I.
Cost of Short-Term Debt
Q.
Does Mr. Hill agree with the Company's proposed cost rate for short-term debt of 6.22%?
A.
Mr. Hill states the following with respect to the cost rates of preferred stock, preferred trust securities, long-term debt and short-term debt
I have reviewed the Company’s projected cost rates for preferred stock, preferred trust securities, long-term debt and short-term debt, have found them to be reasonable and will use them for the purpose of determining an overall return.

Exhibit No. ___(SGH-19), however, lists the cost rate of short-term debt as 6.19%, rather than the cost rate of short-term debt of 6.22% proposed by the Company in its initial filing.  In response to a data request, Mr. Hill responded that 

[i]f Mr. Gaines' final recommendation for short-term debt costs is 6.22%, and that calculation was made in the same manner as the previous calculation, Mr. Hill will accept that result as the Company's cost rate of short-term debt. 

Q.
Is the Company's proposed cost rate for short-term debt still 6.22%?
A.
No.  The Company's initial filing proposed a short-term debt cost rate of 6.22%.  Calculated in the same manner--but updated to reflect current borrowing costs and the Company's financing plans--the short-term debt cost rate is now 6.66%, as illustrated in Exhibit No. ___(DEG-10) and in Table 1 above. 

Q.
Does that conclude your rebuttal of Mr. Hill's prefiled response testimony?

A.
Yes it does. 

IV.
REBUTTAL OF THE PREFILED RESPONSE
TESTIMONY OF MR. GORMAN

Q.
Have you reviewed the prefiled response testimony of Mr. Gorman in this proceeding and do you agree with his findings?

A.
I have identified the following flaws in the prefiled response testimony of Mr. Gorman with respect to capital structure and rate of return:

1.
Capital Structure Selection.  Like Mr. Hill's, Mr. Gorman's proposed capital structure does not follow the methodology described by the Commission in the Company's last rate proceeding.

2.
Known and Measurable Standard for Capital Structure.  Mr. Gorman erroneously suggests the Company's requested capital structure should be rejected because it is not known and measurable and he fails to examine whether the Company needs a higher equity ratio to attract capital on reasonable terms and to achieve an appropriate balance of safety and economy.

3.
Capital Funding Plan.  Mr. Gorman falsely suggests that the Company has not investigated the use of preferred equity securities. 

A.
Capital Structure Selection
Q.
Did Mr. Gorman select his recommended capital structure using the methodology the Commission described in the Company's last general rate order? 

A.
No.  Mr. Gorman proposes that the Commission set rates on the Company's equity ratio as of December 31, 2005, which was 44.13%.  As discussed earlier, the Commission's stated methodology in the 2004 general rate case was to look at the capital structure that the evidence indicates is most likely to prevail on average during the rate year.  Mr. Gorman provides no evidence that an equity ratio of 44.13% is the capital structure that is most likely to prevail on average during the rate year.

As discussed above, the average authorized equity ratio of regulated gas and electric utilities upon which various state commissions have set rates since January 1, 2005, is 47.82%, which is 282 basis points higher than the 45% the Company is requesting in this proceeding. 
In sum, the equity ratios on which regulatory commissions have, on average, set rates since January 1, 2005, are considerably higher than the equity ratio proposed by Mr. Gorman (47.82% compared to 44.13%).  Additionally, the average ROE authorized by regulatory commissions since January 1, 2005 is also considerably higher than Mr. Gorman's proposed ROE in this proceeding (10.51% compared to 9.90%).  See Exhibit No. ___(DEG-17).

B.
Capital Structure is not Known or Measurable
Q.
Why does Mr. Gorman reject the Company's proposed equity ratio of 45%?

A.
Mr. Gorman rejects the Company's proposed equity ratio "because it includes adjustments that are not known and measurable."

Q.
Do you agree with Mr. Gorman's recommendation that the Company's requested capital structure should be rejected because it is not known and measurable? 

A.
No.  In prior orders, the Commission has stated generally that capital structure is to be set by balancing the safety of equity with the economy of debt.  In the final order in the Company's 2004 general rate case, this Commission applied that "balance of safety and economy" standard and concluded that its "goal in this proceeding should be to set the Company's equity ratio at the level that the evidence shows is mostly likely to prevail, on average, over the course of the rate year."
  To my knowledge, the "known and measurable" test does not apply to establishing capital structures for ratemaking purposes in this state.
The Company has a financing plan that will results in an average equity ratio of 45% during the rate year.  Some of the planned financings included in my prefiled direct testimony have already occurred.  For example, Puget Energy, Inc. did make an equity contribution into PSE from the proceeds of the sale of InfrastruX.  PSE issued senior secured notes in June 2006.   PSE also redeemed the $200 million of trust preferred.  PSE continues to implement its financing plan, fine tuning it as conditions warrant.

Q.
Have you updated the Company's financing plan to account for the Company's financing activities that have taken place since you filed your prefiled direct testimony?

A.
Yes.  Exhibit No. ___(DEG-10) updates the Company's financing plan to reflect the Company's financing activities that have taken place since the filing of my prefiled direct testimony.  That plan continues to show that the Company projects a 45% equity ratio, on average, during the rate year and demonstrates the Company's intention to further strengthen its balance sheet.
C.
Capital Funding Plan
Q.
Do you agree with Mr. Gorman's recommendation that "the Commission require PSE to complete a thorough capital funding plan that investigates the cost of all options available to improve its credit rating"?

A.
No.  The Commission need not require PSE to complete a capital funding plan because the Company already has a capital funding plan in place and has a methodology for developing and updating its plan.  The Company's capital funding plan is reflected in my workpapers, the Company's strategic plan and the materials supplied by the Company to credit rating agencies.

Mr. Gorman's recommendation implies that the Company should investigate a greater use of permanent preferred equity securities.  The Company agrees that preferred stock is less costly that common equity--this is, in part, why the Company has included a $200 million preferred stock issue in its financing plan.  Furthermore, the planned $200 million preferred stock issue is included in the Company's projected capital structure, the same capital structure that Mr. Gorman suggests should be rejected "because it includes adjustments that are not known and measurable."
 The Company has and will continue to investigate issuance of such hybrid securities to reduce its cost of capital and will issue such securities as reasonable and appropriate.
Q.
Does that conclude your rebuttal of Mr. Gorman's prefiled response testimony?

A.
Yes it does.

V.
REBUTTAL OF THE PREFILED RESPONSE
TESTIMONY OF MR. RUSSELL

Q.
Have you reviewed the prefiled response testimony of Mr. James Russell?

A.
Although I have reviewed the prefiled response testimony of Mr. James Russell, Exhibit No. ___(JMR-1T), my rebuttal is directed to Mr. Russell's depiction of the Company's past returns as shown in Exhibit No. ___(JMR-5).  Mr. John Story's and Mr. Karl Karzmar's prefiled rebuttal testimony address other issues presented in Mr. Russell's prefiled response testimony.

Q.
Do you believe the calculations presented in Exhibit No. ___(JMR-5) accurately depict the Company's past returns? 

A.
No.  The returns calculated in Exhibit No. ___(JMR-5) appear to be prepared using a combination of (i) Commission Basis Reports and (ii) cost of capital reports supplied by the Company in response to certain data requests.  Exhibit No. ___(JMR-5) uses the Company's equity ratios from the data request responses and calculates an earned return on that equity.  This calculation, however, ignores the fact that--in the years covered by his analysis--the Commission had set rates on equity ratios in excess of the actual equity capitalization of the Company.  Thus, Exhibit No. ___(JMR-5) erroneously implies that the Company's returns were close to or in excess of those authorized for the years in question.

Q.
Can you provide an example of how Exhibit No. ___(JMR-5) erroneously implies that the Company's returns were in excess of those authorized for the years in question? 

A.
Yes.  For example, Exhibit No. ___(JMR-5) shows that the Company's equity ratio was 33.02% in 2002.  In the order approving the settlement of the Company's 2001 general rate case, however, the Commission set rates using a 40% equity ratio and an 11.0% ROE, which resulted in a weighted cost of equity of 4.40% (40% x 11.0%).  Any comparison using the actual equity ratio needs to reflect the implied return on that equity.  The authorized ROE implied by use of the actual equity ratio of 33.02% is 13.33% (4.40% divided by 33.02%).  Exhibit No. ___(JMR-5) shows that the Company earned an actual ROE of 9.21% in 2002, which is substantially less than the implied return of 13.33%. 

Exhibit No. ___(JMR-5) shows that the Company had an equity ratio of 40.06% at the end of 2005.  In the Company's most recent rate case, the Commission set rates on a 43% equity ratio using a 10.30% return on equity, resulting in a weighted cost of equity of 4.43% (43% x 10.30%).  Using the calculation described above, the implied return on equity would be 11.06% (4.43% divided by 40.06%).  Exhibit No. ___(JMR-5) shows that the Company earned an actual ROE of 9.79%, which is substantially less than the implied ROE of 11.06%.

Q.
Are the calculations presented in Exhibit No. ___(JMR-5) the same calculations considered by investors?

A.
No.  Investors are concerned with the returns that they earn on their investments, not some theoretical returns calculated using reports such as the Commission Basis Reports.  Furthermore, investors look at overall returns, not how much of the return is attributable to separate results of gas and electric operations.  

Investors considering the purchase of PSE's common stock look to expected returns, and those returns are subject to variability resulting from weather, lag on recovery of infrastructure investments, cost recovery through sharing mechanisms such at the Company's PCA mechanism, and a host of other items that are listed as risk factors in the Puget Energy, Inc.'s Form 10-K filed with the SEC.

More importantly, investors compare expected returns from investments in PSE with returns expected from other investments and invest capital where they expect the greatest return on a risk adjusted basis. The theoretical calculations presented in Exhibit No. ___(JMR-5) do not address the risk factors that prevent the Company from actually earning its authorized return on equity. 

Q.
Does that conclude your review of Mr. Russell's prefiled response testimony?

A.
Yes it does.

VI.
IMPACT ON PSE IF COMMISSION STAFF'S
PROPOSED RATE RELIEF WERE GRANTED

Q.
Have you examined the impact on the Company if the Commission were to grant the rate relief proposed by Commission Staff in this proceeding? 

A.
Yes I have.  If the Commission were to adopt the rate relief proposed by Commission Staff, the Company would likely no longer have the credit metrics necessary to maintain its current credit rating.  As a result, credit rating agencies would likely reduce the Company's credit rating.

Furthermore, it is possible that the Company would be unable to attract investors to buy its common stock on reasonable terms if Commission Staff's proposal were adopted.  This would likely result in further increases in the Company's leverage and reduce its now stressed credit metrics.

Q.
Can you summarize why you believe this would be the result of Commission Staff's proposed relief? 

A.
Commission Staff proposes that rates be set on an ROE that is substantially below the average ROE authorized by regulatory commissions since January 1, 2005 (9.375% compared to the average 10.51%).  Commission Staff then suggests that the mechanisms necessary for the Company to have a reasonable chance of earning its authorized ROE (i.e., the Company's proposed infrastructure tracker, weather decoupling and proposed modifications to the power cost adjustment ("PCA") mechanism) be rejected. 
The following charts demonstrate the likely impact on the Company's credit metrics if the Commission were to adopt the Company's and Commission Staff's proposals: 

**
"FFO" is an acronym for "Funds From Operations".  FFO is calculated by adding depreciation and amortization expenses to earnings. 

The above charts demonstrate that the ratios associated with Commission's Staff's proposal are consistently one to two notches below the ratios associated with the Company's proposal.

If the Commission were to adopt Commission Staff's proposed rate reduction, the Company's current ratings would likely drop because of the detrimental effect to the Company's credit quality.  For example, S&P stated as follows in its August 2, 2006 report:

Ratemaking by the Washington Utilities and Transportation Commission (WUTC) remains the key driver of credit quality, especially in light of PSE's high capital needs and commodity price exposure. 

In light of S&P's statement, it is reasonable to believe that S&P would consider the adoption of Commission Staff's proposed rate reduction to be a step backwards for the Company.

Q.
Are these ratios the only factors considered when rating agencies establish a Company's credit rating? 

A.
No.  The ratings process is not limited to the examination of various financial measures in one year.  Also important is the trend in those measures over time.  The credit rating agencies also include qualitative aspects, described further in Exhibit No. ___(DEG-5), particularly in the section titled "Rating Methodology: Industrials & Utilities."  One of the qualitative assessments for utilities is regulation.

The Company has had a favorable trend in its credit metrics.  A reversal or downward trend in these metrics would not be viewed favorably.  S&P also stated as follows in its August 2, 2006 report:

Consideration of a positive rating outlook will depend on more favorable rate relief in future years (beginning with the forthcoming general rate case), consistently strong cash flow coverage metrics, and Puget's ability to improve its equity capitalization.  An improved mechanism for commodity cost recovery could also provide support for a positive outlook.

Q.
Why do you believe it would be likely be difficult for PSE to attract investors for its common stock on reasonable terms if the Commission were to adopt Commission Staff's proposal?

A.
Commission Staff's proposal would result in a below average authorized ROE, reduced financial strength and flexibility, reduced cash flow and earnings below the dividend at a time when the Company faces the need to fund substantial capital expenditures.  The Company has faced challenges in the past selling its securities, even during periods of better financial stability than would likely result if the Commission were to adopt Commission Staff's proposed rate reduction.

VII.
PCA MECHANISM

Q.
Have you reviewed the Joint Testimony regarding the proposed modifications to the PCA Mechanism? 

A.
Yes, I have reviewed Exhibit No. ___(JOINT-19T) (the "Joint PCA Testimony").

Q.
Do you agree with the proposals in that testimony? 

A.
No.  The Joint PCA Testimony erroneously attempts to compare PSE's and Avista's exposure to power cost volatility.  The Joint PCA Testimony assumes that $200 million of power cost volatility for PSE is equivalent to $40 million of power cost volatility for Avista, given the relative size differences between the two companies.  For the sake of argument, I will accept the Joint PCA Testimony's quantification of the level of power cost risk of $200 million and $40 million amounts for PSE and Avista, respectively.

The flaw in the Joint PCA Testimony lies in the calculation of the impact of this power cost volatility to shareholders under each company's respective power cost recovery mechanism.  When calculated correctly, the impact of the after-tax volatility on the two companies is identical when one compares 

(i)
the impact to the Company's shareholders under PSE's proposed modified PCA Mechanism, with

(ii)
the impact to Avista's shareholders under Avista's recently modified mechanism.

Q.
Please provide a brief summary of the differences between PSE and Avista.

A.
As discussed in the Joint PCA Testimony, PSE is larger than Avista, PSE has a slightly higher credit rating than Avista, and Avista owns more of its generation than PSE.  In other words, PSE has relatively higher purchased power expense.  As mentioned above, PSE has $████ million of imputed debt using the S&P methodology.  In contrast, Avista has $██ million of imputed debt using the S&P methodology.  At December 31, 2005, the amount of common equity on the books of PSE and Avista were $2.1 billion and $771 million respectively. 

Q.
Are there other differences between PSE and Avista?

A.
Yes.  PSE has over twice the growth rate in the number of customers served.  PSE's customer growth has averaged 2.8% between 2003 and 2005, whereas Avista's has averaged 1.3%.  PSE also has a much larger capital expenditure program than Avista--according to Value Line, capital expenditures per common share for 2006 are $7.55 and $3.40 for PSE and Avista, respectively.  PSE's capital spending is projected to be $850 million during 2006, as shown in its second quarter 2006 SEC Form 10-Q at page 41.  Avista's $3.40 per share capital spending is equivalent to about $168 million.

Q.
What is the flaw in the Joint PCA Testimony with respect to the relative impacts on PSE and Avista of power cost volatility?

A.
The Joint PCA Testimony attempts to calculate the ability of each company to withstand power cost volatility by looking at the portion of annual earnings per share that exceeds the dividend.  They refer to this as "retention" (i.e., the portion of earnings that is not paid out as dividends).

Retention, however, is not the correct measure of the impact on PSE and Avista shareholders of $200 million and $40 million in respective power cost volatility.  Instead, the Joint PCA Testimony should have examined the total amount of common equity of each company. 

Q.
You state the proper comparison of the impact of power volatility is to total common equity and not to earnings retained each year.  Why? 

A.
The "safety" aspect of common equity is that, in theory, common stock does not have the fixed return obligation of a debt instrument.  The amount of equity in the capital structure acts as the financial "cushion" that absorbs the risks of the business.  That cushion is the total amount of common equity in the business--not just the additions or subtractions to it in any given year. 

Q.
Does the Joint PCA Testimony examine this?

A.
No.  The Joint PCA Testimony compares the impact of power cost volatility through a theoretical construct, rather than the practical approach used by investors.  The Joint PCA Testimony compares the impact of power cost volatility to what a company could earn under "perfect regulation" (i.e., no earnings lag).  As discussed in the prefiled direct and rebuttal testimonies of Mr. Valdman, PSE faces considerable earnings lag that prevent it from earning its authorized ROE.  Thus, the use of a theoretical construct that assumes that the utility fully earns its allowed return on all of its book value per share is flawed.  Moreover, the Joint PCA Testimony ignores the fundamental premise of cost of service regulation;  that investors are supposed to have the opportunity to earn their authorized ROE--not the authorized ROE as reduced by excess power costs.

Q.
Do you agree with the Joint PCA Testimony's calculation of the after-tax impact to shareholders of potential power cost volatility? 

A.
Using the Joint PCA Testimony's assumed power cost volatility of $200 million, the after-tax impact to shareholders is $27.3 million under the Company's existing PCA mechanism.  Using that same $200 million of assumed power cost volatility, the after-tax impact to PSE shareholders under the proposed modified PCA mechanism would be $16.9 million.  The impact of $40 million of power cost volatility to Avista's shareholders under Avista's recently modified mechanism is $6.5 million. 

Table 3 below demonstrates that the impact to shareholders under PSE's proposed modified PCA mechanism and Avista's power cost recovery mechanism are identical.

TABLE 3

	Company
	Assumed Power Cost Volatility
	Impact to Shareholders
	Common Equity
	Impact / Equity

	PSE (existing PCA)
	$200 million
	$27.3 million
	$2,010 million
	1.36%

	PSE (modified PCA)
	$200 million
	$16.9 million
	$2,010 million
	0.84%

	Avista ($4mm dead-band)
	$40 million
	$6.5 million
	$771 million
	0.84%


Q.
Why did you use total common equity of Avista Corporation and not Avista Utilities?

A.
Avista Corporation is not a holding company.  PSE is a separate corporation from its parent Puget Energy, Inc., but Avista Utilities is not a separate corporation from Avista Corporation.  In a bankruptcy proceeding, Avista Utilities' creditors would have a claim on all equity--not just the equity ascribed to the regulated utility.  Likewise, the total amount of equity of Avista Corporation is available to act as a financial cushion for Avista Utilities' risks associated with under-recovery of power costs.

Q.
Does the total equity for PSE and Avista Corporation include equity for each company's gas operations?

A.
Yes.  Use of the total equity of Avista Corporation would also include Avista's gas operations as well as the Corporation's operations outside of the State of Washington.  Regarding risks from gas operations, both PSE and Avista have recovery of prudently incurred purchased gas costs through PGA mechanisms; therefore, neither company has risk associated with the under-recovery of prudently incurred purchased gas costs.

Additionally, neither company is organized into separate corporations--one for electric operations and one for natural gas operations.  Similarly, Avista Corporation is not organized into separate corporations depending on the state in which it operates.  Therefore, all equity is available for creditors from any business line in any state.

Finally, investors look to Avista Corporation for their expected returns.  Investors in Puget Energy, Inc. look to PSE for expected returns because the two are virtually identical after the sale of InfrastruX.  Investors cannot ascribe their investment decisions to gas or electric operations or one state jurisdiction over another.  Investors' investments fund all operations in all states, and they are exposed to the risks from all operations in all states.  Therefore, it is total common equity that acts as the cushion for all risks, including the risk from under-recovery of power costs.

Q.
What are your conclusions regarding the relative impact of power cost variability on PSE and Avista?

A.
The Joint PCA Testimony statement that the impact of power cost volatility to PSE under its current PCA mechanism, without the $40 million cap, is comparable to Avista under its power-cost recovery mechanism is based on a flawed analysis and should be rejected.

Assuming arguendo $200 million and $40 million of power cost volatility for PSE and Avista, respectively, the impact on total equity of PSE's proposed modified PCA mechanism and Avista's power-cost recovery mechanism is identical.

Q.
Does that conclude your testimony on the PCA mechanism?

A.
Yes, it does.

VIII.
CONCLUSION

Q.
Please summarize your testimony.

A.
All of the parties agree on the cost rates for short-term debt, long-term debt, trust preferred and preferred stock.  The areas of disagreement as they relate to rate of return are limited to equity ratio and ROE.

Neither Mr. Hill nor Mr. Gorman provides any evidence as to whether his respective proposed capital structure strikes the appropriate balance of safety and economy on a forward-looking basis.  Furthermore, the Company's recommended equity ratio of 45% is the only proposed equity ratio determined in accordance with the methodology described in the Commission's final order in the Company's last general rate proceeding.

If the Commission were to adopt Commission Staff's proposed rate reduction, the Company's securities would likely be downgraded and the Company would be challenged in its ability to sell common stock on reasonable terms.

The Company's proposed rate increase is also consistent with improved credit quality, which is crucial in light of the Company's need to attract capital, the impact of imputed debt on its capital structure and credit ratings, its ability to advance its hedging strategy or its ability to provide gas and electric service to customers on reasonable terms.

The Joint testimony comparing the impacts of power cost volatility of PSE and Avista is flawed and should be rejected.

Q.
Does that conclude your prefiled rebuttal testimony?

A.
Yes, it does.
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� The Company's actual equity ratio as of June 30, 2006 (the end of the most recent quarter) was also 44%.





� See Exhibit No. ___(DEG-9).


� WUTC v. Puget Sound Energy, Inc., Docket Nos. UG-040640, et al., Order No. 06:  Final Order Rejecting Tariff Sheets; Authorizing and Requiring Compliance Filing; Requiring Subsequent Filing, at page 17, paragraph 40 (Feb. 18, 2005).


� See Exhibit No. ___(SGH-1CT) at page 37, lines 15-17 ("I believe the 43% common equity ratio selected as reasonable by the Commission in the Company's last proceeding remains a reasonable basis for ratemaking.")


� Exhibit No. ___(MPG-1CT) at page 5, lines 4-12 and at page 6, lines 1-3.


� Exhibit No. ___(SGH-1CT) at page 34, lines 10-11.


� Exhibit No. ___(SGH-1CT) at page 35, lines 10-11.


� Exhibit No. ___(SGH-1CT) at page 29, lines 9-10.


� Exhibit No. ___ (SGH-1T) at page 29, line 13-16.


� Exhibit No. ___ (SGH-1T) at page 30, line 3-4.


� Exhibit No. ___(SGH-1CT) at page 31, line 19, through page 32, line 2.


� Exhibit No. ___(SGH-1CT) at page 31, lines 10-18.


� Exhibit No. ___(SGH-1CT) at page 32, lines 7-9.


� See Pepco Holdings Website, � HYPERLINK "http://www.pepco.com/" ��http://www.pepco.com/�. 


� Exhibit No. ___(SGH-1CT) at page 34, line 10.


� Exhibit No. ___ (SGH-1CT), page 35, lines 10-11.


� Exhibit No. ___(SGH-1CT) at page 35, line 16, through page 36, line 2.


� Exhibit No. ___ (SGH-1CT) at page 38, lines 5-7.


� Exhibit No. ___(DEG-9).


� Exhibit No. ___(MPG-1CT) at page 4, line 13.


� WUTC v. Puget Sound Energy, Inc., Docket Nos. UG-040640, et al., Order No. 06:  Final Order Rejecting Tariff Sheets; Authorizing and Requiring Compliance Filing; Requiring Subsequent Filing, at page 17, paragraph 40 (Feb. 18, 2005).


� Exhibit No. ___(MPG-1CT) at page 7, lines 1-2.


� Exhibit No. ___(MPG-1CT) at page 4, line 13.
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0.3287526999

0.3353904224

0.3448361119

0.3748540682

0.384127731

0.3851114848

0.4608467296

0.4809165168



2005 Equity Ratio

		1		PSE CAPITAL STRUCTURE

		2		($ in Thousands)

		3

		4		(A)		(B)		(C)		(D)

		5		Capitalization		September 30, 2005		December 31, 2005		June 30, 2005

		6		Long-term Debt		$2,068,360		$2,183,360		$2,333,360

		7		Trust Preferred		$237,750		$237,750		$37,750

		8		Preferred		$1,889		$1,889		$1,889

		9		Common		$1,636,775		$1,986,621		$2,091,660

		10		Total Capitalization		$3,944,774		$4,409,620		$4,464,659

		11		Short-term Debt		$223,871		$41,000		$209,099

		12		Sales of Receivables (off-balance sheet)		$70,000		$0		$0

		13		Current Maturities of Long-term Debt		$46,000		$81,000		$135,000

		14		Total		$4,284,645		$4,531,620		$4,808,758

		15

		16

		17		Subsidiary R/E: [Positive RE / (Negative RE)]

		18		PWI		$3,928		$4,121		$2,421

		19		HEDC		($27,639)		($27,576)		($27,559)

		20		Total Subsidiary R/E		($23,711)		($23,455)		($25,138)

		21

		22		Utility Capitalization

		23		Short-term Debt		$293,871		$41,000		$209,099

		24		Long-term Debt		$2,114,360		$2,264,360		$2,468,360

		25		Trust Preferred		$237,750		$237,750		$37,750

		26		Preferred Stock		$1,889		$1,889		$1,889

		27		Common Equity		$1,660,486		$2,010,076		$2,116,798

		28		Total		$4,308,356		$4,555,075		$4,833,896

		29

		30		Capitalization Ratios

		31		Short-term Debt		7%		1%		4%

		32		Long-term Debt		49%		50%		51%

		33		Trust Preferred		6%		5%		1%

		34		Preferred Stock		0%		0%		0%

		35		Common Equity		38.54%		44.13%		44%

		36		Total		100%		100%		100%





Stock sale details

		1		Details on Common Stock Sale Assumptions

		2		($ in Thousands)

		3

		4		(A)		(B)		(C)

		5				2006		2006

		6				Direct		Rebuttal

		7		Super DRIP		$28,800

		8		Issued February 2/2007

		9		ESOP		$400		$400

		10		401K		$3,000		$3,000

		11		Optional Purchase Shares		$2,160		$2,160

		12		DRIP		$17,463		$17,463

		13		Total		$51,823		$22,979

		14

		15

		16				2007		2007

		17				Direct		Rebuttal

		18		Super DRIP		$4,800

		19		Issued February 2/2007 (1)		$288,000		$281,280

		20		ESOP		$400		$400

		21		401K		$3,000		$3,000

		22		Optional Purchase Shares		$2,160		$2,160

		23		DRIP		$19,296		$19,014

		24		Total		$317,656		$305,854

		25

		26

		27				Direct		Rebuttal

		28		Shares Issued		13,043		12,739

		29		Price Per Share		$23.00		$23.00

		30		Gross Proceeds		$300,000		$293,000

		31		Issue Costs at 4%		($12,000)		($11,720)

		32		Net Proceeds		$288,000		$281,280





Weighted ROE

		1		WEIGHTED COST OF EQUITY

		2

		3

		4				Equity Ratio		ROE		Weighted Cost of Equity

		5				45.00%		11.25%		5.06%

		6		National Average (47.82% & 10.51%)		47.82%		10.51%		5.03%

		7		Currently In Rates (43% & 10.3%)		43.00%		10.30%		4.43%

		8		ICNU (44% & 9.90%)		44.00%		9.90%		4.36%

		9		WUTC Staff (43% & 9.375%)		43.00%		9.375%		4.03%

		10

		11

		12

		13

		14

		15

		16

		17

		18

		19

		20

		21

		22

		23

		24

		25

		26

		27

		28





Weighted ROE

		0

		0

		0

		0

		0



Weighted Cost of Equity



Other Property & Inv

		1		PE & PSE Other Property & Investment

		2		At 12/31/05

		3

		4		(A)		(B)		(C)		(D)

		5

		6				Amount		%		Cum %

		7		Corp. Owned Life Insurance		$49,408,566		31.4%		31.4%

		8		Investment in BEP contract		$40,556,038		25.8%		57.2%

		9		PWI Land Held for Sale or Development		$31,688,503		20.1%		77.3%

		10		PWI - Notes Receivable		$20,536,746		13.1%		90.4%

		11		HEDC- Black Creek Hydro Assets		$7,474,567		4.8%		95.1%

		12		PSE Notes Receivable		$2,934,776		1.9%		97.0%

		13		Non-Utility Property		$2,667,645		1.7%		98.7%

		14		PWI - Invest. In Kinetic Ventures		$2,020,728		1.3%		100.0%

		15		Other - PWI		$33,074		0.0%		100.0%

		16		Total Other Property and Investments		$157,320,643		100.0%





Hill Cap Str w Imputed Debt

		1		HILL CAPITAL STRUCTURE INCLUDING IMPUTED DEBT

		2

		3		(A)		(B)		(C)		(D)		(E)		(F)

		4		WUTC Staff (Mr. Hill)

		5		Exhibit ____ (SGH-19)										Pre-tax

		6						Capital		Cost		Weighted		Weighted

		7						Structure		Rate		Cost (1)		Cost

		8		Short-term Debt				4.67%		6.19%		0.29%		0.29%

		9		Long-term Debt				47.88%		6.64%		3.18%		3.18%

		10		Hybrid/Trust Preferred				0.70%		8.54%		0.06%		0.09%

		11		Preferred Stock				3.75%		7.61%		0.29%		0.44%

		12		Common Equity				43.00%		9.375%		4.03%		6.11%

		13		Total				100.00%				7.85%		10.11%

		14

		15												2.84

		16

		17		ICNU (Mr. Gorman)				Hill Capital

		18		Exhibit ____ (MPG-3)				Structure						Pre-tax

		19						w/ Imputed		Cost		Weighted		Weighted

		20						Debt		Rate		Cost (1)		Cost

		21		Short-term Debt		$196.1		4.26%		6.22%		0.27%		0.27%

		22		Long-term Debt		$2,011.0		43.69%		6.64%		2.90%		2.90%

		23		Imputed Debt		$402.7		8.75%		10.00%		0.87%		0.87%

		24		Hybrid/Trust Preferred		$29.4		0.64%		8.54%		0.05%		0.08%

		25		Preferred Stock		$157.5		3.42%		7.61%		0.26%		0.39%

		26		Common Equity		$1,806.0		39.24%		9.90%		3.88%		5.88%

		27		Total		$4,602.7		100.00%				8.23%		10.39%

		28

		29		Debt Ratio & Pre-tax Interest Coverage				57.3%						2.52

		30

		31		(1) Results differ due to rounding errors in intervenor exhibits.





PSE Avista Comp

		1		COMPARATIVE STATISTICS

		2

		3		(A)		(B)		(C)		(D)		(E)		(F)

		4										2-year

		5		Customer Growth								Average

		6				2003		2004		2005		Change

		7		PSE

		8		Electric Customers		968,595		993,143		1,011,483				PSE 2005 annual report page 27

		9		Gas Customers		633,682		662,622		683,019				PSE 2005 annual report page 34

		10		Total		1,602,277		1,655,765		1,694,502		46,113

		11

		12		% change				3.3%		2.3%		2.8%

		13

		14		Avista

		15		Electric Customers		321,659		327,027		333,193				Avista 2005 10-K page 12

		16		Gas Customers		292,770		300,850		297,358				Avista 2005 10-K page 13

		17		Total		614,429		627,877		630,551		8,061

		18

		19		% change				2.2%		0.4%		1.3%

		20

		21

		22

		23

		24

		25

		26

		27

		28

		29

		30

		31

		32

		33

		34





PP To Plant

		1

		2		(PSE adjusted to exclude BPA Residential Exchange Credit)

		3

		4

		5

		6

		7

		8

		9

		10

		11

		12

		13

		14

		15

		16

		17

		18

		19

		20

		21

		22		Data:				Data source: SNL extract 3/6/06  (2004 Data)

		23				CORP:		ELECOP:		ELECOP:		ELECOP:		ELECOP:		ELECOP:

		24						Ult Consumer Electric Customers		Total Plant-Electric		Total Util Plant-Electric		Other Power Supply-Purch Power		Purchased Power/Total Electric Plant		Rank

		25		Period		Company Name				$000		$000		$000

		26		2004 Y		CenterPoint Energy Houston Electric LLC		1,890,322		6,182,170		6,285,484		0		0.0%		1

		27		2004 Y		TXU Electric Delivery Company		2,954,602		9,837,029		10,010,623		0		0.0%		2

		28		2004 Y		Indianapolis Power & Light Company		458,796		3,421,828		3,499,216		15,172		0.4%		3

		29		2004 Y		Duke Energy Corporation		2,196,638		19,668,081		20,062,394		109,706		0.6%		4

		30		2004 Y		Kansas Gas and Electric Company		300,377		3,064,003		3,908,902		19,917		0.7%		5

		31		2004 Y		Kansas City Power & Light		492,500		4,681,971		4,741,208		52,533		1.1%		6

		32		2004 Y		Detroit Edison Company		2,146,636		12,464,272		12,554,218		172,352		1.4%		7

		33		2004 Y		Union Electric Company		1,210,490		10,159,762		10,631,250		175,956		1.7%		8

		34		2004 Y		Southwestern Electric Power Company		442,021		3,608,315		3,675,211		64,575		1.8%		9

		35		2004 Y		Western Resources - KPL		349,689		2,588,649		2,619,696		53,384		2.1%		10

		36		2004 Y		Tucson Electric Power Company		371,547		3,489,506		3,589,272		76,842		2.2%		11

		37		2004 Y		Carolina Power & Light Company		1,339,495		13,521,103		13,905,364		300,735		2.2%		12

		38		2004 Y		Northern Indiana Public Service Co.		442,554		4,708,496		4,766,126		114,019		2.4%		13

		39		2004 Y		El Paso Electric Company		328,779		2,739,818		2,815,995		66,451		2.4%		14

		40		2004 Y		Ohio Power Company		706,840		5,824,430		6,069,762		153,584		2.6%		15

		41		2004 Y		PacifiCorp		1,578,247		13,712,694		14,311,125		367,653		2.7%		16

		42		2004 Y		Dayton Power and Light Company		507,757		3,863,486		3,937,636		105,043		2.7%		17

		43		2004 Y		Gulf Power Company		398,199		2,359,697		2,441,193		65,894		2.8%		18

		44		2004 Y		South Carolina Electric & Gas Co.		578,096		6,002,207		6,395,095		168,355		2.8%		19

		45		2004 Y		Louisville Gas and Electric Company		389,196		3,112,956		3,210,123		92,047		3.0%		20

		46		2004 Y		Interstate Power & Light Company		530,060		4,212,800		4,341,259		126,981		3.0%		21

		47		2004 Y		Alabama Power Company		1,379,154		14,571,991		15,084,292		486,807		3.3%		22

		48		2004 Y		PSI Energy, Inc.		747,696		6,386,394		6,679,752		217,930		3.4%		23

		49		2004 Y		Tampa Electric Company		619,535		4,771,247		4,896,586		172,354		3.6%		24

		50		2004 Y		MidAmerican Energy Company		691,916		5,235,536		5,598,665		198,613		3.8%		25

		51		2004 Y		Kentucky Utilities Company		514,638		3,571,166		3,712,149		144,232		4.0%		26

		52		2004 Y		Wisconsin Electric Power Company		1,074,129		5,827,867		5,981,584		243,594		4.2%		27

		53		2004 Y		Florida Power & Light Company		4,224,520		21,688,462		23,115,174		1,125,629		5.2%		28

		54		2004 Y		Georgia Power Company		2,059,962		18,585,024		19,380,719		988,959		5.3%		29

		55		2004 Y		Wisconsin Public Service Corp		417,226		2,053,890		2,176,464		111,298		5.4%		30

		56		2004 Y		AEP Texas Central Company		0		3,867,803		3,920,970		212,444		5.5%		31

		57		2004 Y		Virginia Electric and Power Company		2,245,747		18,220,596		18,807,250		1,052,195		5.8%		32

		58		2004 Y		Indiana Michigan Power Company		576,632		5,265,952		5,437,381		309,464		5.9%		33

		59		2004 Y		Idaho Power Co.		433,465		3,325,270		3,479,103		195,642		5.9%		34

		60		2004 Y		Oklahoma Gas and Electric Company		730,694		4,525,462		4,620,799		269,184		5.9%		35

		61		2004 Y		Public Service Company of Oklahoma		507,214		2,825,967		2,870,486		183,326		6.5%		36

		62		2004 Y		Florida Power Corporation		1,548,602		8,391,178		8,812,528		568,665		6.8%		37

		63		2004 Y		San Diego Gas & Electric Co.		1,299,591		5,584,232		5,703,103		381,376		6.8%		38

		64		2004 Y		Appalachian Power Company		930,609		6,099,197		6,501,921		455,386		7.5%		39

		65		2004 Y		Entergy Arkansas, Inc.		667,740		6,140,739		6,368,032		484,849		7.9%		40

		66		2004 Y		Pacific Gas and Electric Company		4,985,189		27,360,812		27,736,532		2,283,061		8.3%		41

		67		2004 Y		Southwestern Public Service Company		402,010		3,275,650		3,353,664		275,669		8.4%		42

		68		2004 Y		Avista Corporation		327,049		2,032,357		2,070,813		172,892		8.5%		43

		69		2004 Y		Northern States Power Company - MN		1,342,231		7,583,662		7,924,527		662,543		8.7%		44

		70		2004 Y		Monongahela Power Company		397,679		2,256,640		2,272,313		207,219		9.2%		45

		71		2004 Y		Aquila, Inc.		449,878		2,214,978		2,460,787		229,259		10.4%		46

		72		2004 Y		Columbus Southern Power Company		703,295		3,522,654		3,662,679		372,325		10.6%		47

		73		2004 Y		Entergy Louisiana Holdings, Inc.		661,820		6,236,739		6,425,701		667,893		10.7%		48

		74		2004 Y		Wisconsin Power and Light Company		431,669		2,109,793		2,174,057		236,136		11.2%		49

		75		2004 Y		Entergy Gulf States, Inc.		720,405		8,405,899		8,742,349		969,779		11.5%		50

		76		2004 Y		Sierra Pacific Power Company		336,717		2,246,901		2,288,471		288,969		12.9%		51

		77		2004 Y		Southern California Edison Co.		4,634,644		23,239,531		24,049,175		2,998,764		12.9%		52

		78		2004 Y		Hawaiian Electric Company, Inc.		NA		2,229,969		2,310,100		295,963		13.3%		53

		79		2004 Y		Puget Sound Energy, Inc.		990,020		4,217,423		4,389,882		725,891		17.2%		54

		80		2004 Y		Public Service Company of New Mexico		406,968		2,465,352		2,666,040		424,764		17.2%		55

		81		2004 Y		Commonwealth Edison Company		3,660,930		13,761,919		18,850,030		2,428,335		17.6%		56

		82		2004 Y		Arizona Public Service Company		966,185		9,364,972		9,615,347		1,670,402		17.8%		57

		83		2004 Y		Entergy Mississippi, Inc.		419,004		2,385,333		2,475,481		436,013		18.3%		58

		84		2004 Y		Cleveland Electric Illuminating Company		753,315		2,935,417		4,294,867		543,949		18.5%		59

		85		2004 Y		Duquesne Light Company		586,772		2,009,914		2,078,012		382,121		19.0%		60

		86		2004 Y		Nevada Power Company		717,787		3,998,245		4,370,556		760,730		19.0%		61

		87		2004 Y		Potomac Electric Power Company		732,345		4,552,797		4,757,474		891,385		19.6%		62

		88		2004 Y		Portland General Electric Company		762,336		3,878,104		3,991,990		772,661		19.9%		63

		89		2004 Y		Public Service Company of Colorado		1,314,875		6,091,447		6,245,853		1,347,986		22.1%		64

		90		2004 Y		Consolidated Edison Company of New York, Inc.		3,152,022		12,095,387		12,590,552		2,988,683		24.7%		65

		91		2004 Y		Illinois Power Company		599,428		2,342,133		2,399,371		623,920		26.6%		66

		92		2004 Y		Niagara Mohawk Power Corporation		1,493,941		5,193,738		6,371,181		1,441,699		27.8%		67

		93		2004 Y		Baltimore Gas and Electric Company		1,186,350		3,759,360		3,813,602		1,045,716		27.8%		68

		94		2004 Y		New York State Electric & Gas Corp		856,154		2,671,659		2,675,549		860,099		32.2%		69

		95		2004 Y		Ohio Edison Company		1,023,509		2,401,924		4,513,141		789,639		32.9%		70

		96		2004 Y		PECO Energy Company		1,536,985		4,499,562		4,525,418		1,509,110		33.5%		71

		97		2004 Y		Boston Edison Company		697,198		2,891,881		2,965,170		997,225		34.5%		72

		98		2004 Y		Public Service Electric and Gas Company		2,082,450		6,138,997		6,180,357		2,301,228		37.5%		73

		99		2004 Y		PPL Electric Utilities Corporation		1,344,373		4,433,002		4,480,692		1,702,839		38.4%		74

		100		2004 Y		Jersey Central Power & Light Co.		1,054,959		3,717,456		3,805,779		1,431,635		38.5%		75

		101		2004 Y		Connecticut Light and Power Company		1,177,316		3,671,609		3,914,749		1,692,049		46.1%		76

		102		2004 Y		Massachusetts Electric Company		1,198,696		2,417,326		3,539,299		1,162,532		48.1%		77

		103

		104

		105												Mean		12.1%

		106												Median		7.5%





PP To Plant

		



Average 12.1%
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PSE

Purchased Power as a % of Electric Plant

7.5%

17.2%




