1957

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

BEFORE THE WASHI NGTON UTI LI TI ES AND

TRANSPORTATI ON COVM SSI ON

WASHI NGTON UTI LI TI ES AND ) Docket No. UE-011570
TRANSPORTATI ON COVM SSI ON, ) Docket No. UG 011571
Conpl ai nant, )
) Vol une XVI
V. ) Pages 1957-2101

PUGET SOUND ENERGY,
Respondent .

— — N

A settlenent hearing in the above
matter was held on June 14, 2002, at 1:40 p.m, at
1300 S. Evergreen Park Drive Southwest, O ynpia,
Washi ngton, before Adm nistrative Law Judge DENNI S J.
MOSS, Chairwoman MARI LYN SHOMLTER, Commi ssioner
Rl CHARD HEMSTAD, and Commi ssi oner PATRI CK OSHI E.

The parties were present as
foll ows:

PUGET SOUND ENERGY, by Markham
Quehrn and Kirstin Dodge, Attorneys at Law, Perkins
Coi e, 411 108th Avenue, N. E., Bellevue, Washington
98004.

Cl TI ES OF AUBURN, BELLEVUE,
BURI EN, DES MO NES, FEDERAL WAY, MAPLE VALLEY,
REDMOND, RENTON, SEA-TAC, AND TUKW LA, by Carol
Arnol d, Attorney at Law, Preston, Gates & Ellis, 701
Fifth Avenue, Suite 5000, Seattle, Washington 98104.

KI NG COUNTY, by Dennis MMahon,
Attorney at Law, 900 King County Adm nistration
Bui | di ng, 500 Fourth Avenue, Seattle, Washington
98104.
Barbara L. Nel son, CCR
Court Reporter
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SOUND TRANSI T, by Elizabeth
Thomas, Attorney at Law, Preston, Gates & Ellis, 701
Fifth Avenue, Suite 5000, Seattle, Washington 98104.

CI TI ES OF KENT AND BREMERTON, by
M chael L. Charneski, 19812 194th Avenue, N.E.,
Woodi nvil | e, Washi ngton 98072.

MULTI - SERVI CE CENTER, THE ENERGY
PRQJIECT AND OPPORTUNI TY COUNCI L, by Ronal d Roseman,
Attorney at Law, 2011 14th Avenue East, Seattl e,
Washi ngton, 98112.

NORTHWEST ENERGY COALI TI ON and
NATURAL ENERGY RESOURCES COUNCI L, by Danielle Dixon,
219 First Avenue South, Suite 100, Seattle,
Washi ngton 98104 (Via tel econference bridge.)

| NDUSTRI AL CUSTOMERS OF NORTHWEST
UTILITIES, by Irion Sanger, Attorney at Law, Davison
Van Cleve, 1000 S.W Broadway, Suite 2460, Portl and,
Oregon, 97205.

THE COWM SSI ON, by Robert
Cedar baum and Shannon Smith, Assistant Attorneys
General, 1400 S. Evergreen Park Drive, S.W, P.O Box
40128, A ynpia, Washington 98504-0128.

PUBLI C COUNSEL, by Sinon ffitch,
Assi stant Attorney General, 900 Fourth Avenue, Suite
2000, Seattle, Washington 98164.
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| NDEX OF W TNESSES

PANEL ON RELOCATI ON AND PAGE:
UNDERGROUND CONVERSI ON: 1963- 2028

KI MBERLY HARRI S, GRACI ELA ETCHART, CARY RCE

STATEMENT BY W LLI AM A, GAI NES: 2030- 2039

PANEL ON TI ME OF USE RATES/ PROGRAM 2040- 2100

GEORGE R POHNDORF, JR., JIM LAZAR, MERTON R LOIT
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1 PROCEEDI NGS
2 JUDGE MOSS: All right. Let's be on the

3 record.

4 CHAl RAOMAN SHOWALTER: For those who were
5 in the roomyesterday, but not in the room| ast
6 evening, | think you may know by now that we did

7 deli berate as to how we are going to manage the

8 schedul e of this case and our others, and we decided
9 to focus on the subjects that we have the nost

10 guestions on this afternoon and Monday, that being
11 the cities and then the tinme of use issue and then
12 power cost adjustnent issues, and to rely on the

13 written testinmony and materials for the rest of the

14 i ssues, subject to potential bench requests or other
15 t hi ngs.

16 This still doesn't mean necessarily that we
17 will make the July 1 date, but we are trying to do

18 t hat .

19 JUDGE MOSS: All right. That being said,

20 we are convened again in our proceeding styled

21 Washington Utilities and Transportati on Conmi ssion
22 agai nst Puget Sound Energy, Docket Nunmbers UE-011570
23 and UG 011571

24 I would Iike to take appearances again

25 today. W have quite a few parties in the case, and
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of course sonme are participating for some aspects of
the case and sone for others. So let's begin with
t he conpany, Ms. Dodge.

M5. DODGE: Kirstin Dodge, w th Perkins
Coi e, for Puget Sound Energy.

MR, QUEHRN: Mark Quehrn, with Perkins
Coi e, representing Puget Sound Energy.

MR. CHARNESKI: M chael Charneski, Attorney
at Law, for the cities of Kent and Brenerton.

MS. ARNOLD: Carol Arnold, Preston CGates
and Ellis, for the cities of Auburn, Bellevue,
Buri en, Des Moines, Federal Way, Maple Vall ey,
Rednmond, Renton, Sea-Tac, and Tukwi | a.

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

MR. FFI TCH:  Your Honor, Sinon ffitch,
Assi stant Attorney General, for Public Counsel.
We're appearing today for the tinme of use portion
later. We are not a signatory to the cities
stipulation. | wll not be sitting at counsel table
during this portion, with your pernission.

JUDGE MOSS: That's fine, M. ffitch.

MR. CEDARBAUM  Robert Cedarbaum for
Commi ssion Staff.

MS. SMTH: Shannon Smth, for Conm ssion



1962

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Staff.

JUDGE MOSS: M. Roseman. | think the
switch is on the bottomthere.

MR. ROSEMAN. | think I"ve found it. The
red light's on. Hello?

JUDGE MOSS: There we go.

MR, ROSEMAN. Sorry. |'m Ronald Rosenan.
| represent the joint intervenors, the Milti-Service
Center, The Energy Project and the Opportunity
Council. W are not here to participate, nor were we
a signatory on the cities' or on Sound Transit's
i ssue, but are here on the tine of use issue that
will follow.

JUDGE MOSS: Thank you.

MR, McMAHON. My nane is Dennis McMahon
I'"'m a deputy prosecuting attorney. | represent King
County.

MR. SANGER: My nane is Irion Sanger. |'m
here on behal f of the Industrial Customers of
Northwest Utilities.

JUDGE MOSS: Are there other counsel who
wi sh to enter appearances? Apparently not. M.
Sanger, you can just sit that m crophone there on the
edge of the table and counsel will know where it is

if they need to get it.
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1 MR, ROSEMAN: Judge Moss, | was inforned,
2 driving down here, that on the bridge line there is
3 Ms. Di xon, who | thought was going to enter her

4 appear ance.

5 JUDGE MOSS: Ms. Dixon, did you wish to

6 enter an appearance?

7 MS. DI XON: | do, thank you. Danielle

8 Di xon, Northwest Energy Coalition, Natural Resources

9 Def ense Council. Let nme ask, is nmy volume okay?
10 JUDGE MOSS: Yes, it is.

11 MS. DI XON:  Thank you.

12 JUDGE MOSS: And are there others on the

13 bridge line who wish to enter an appearance?

14 Apparently not. Okay. That would conplete our

15 appear ances, then.

16 And | ooks |ike we have our witnesses ready
17 at the stand. Ms. Harris, you remain under oath.

18 Qur other two witnesses need to be sworn, so I'll ask
19 themto stand at this time and raise their right

20 hands.

21 Wher eupon,

22 GRACI ELA ETCHART and CARY RCE

23 havi ng been first duly sworn by Judge Miss, testified
24 as follows:

25 JUDGE MOSS: Thank you. Pl ease be seated.
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MS. ARNOLD: Your Honor?

JUDGE MOSS: Yes, Ms. Arnold.

MS. ARNOLD: M. Roe, Cary Roe, is at the
Wi tness table as a spokesman for the cities, but
shoul d the Commi ssion ask questions that other cities
can answer, the other cities all have representatives
here, as well, with one exception

JUDGE MOSS: All right. Thank you very
much.

MS. ARNOLD: They're in the audience.

JUDGE MOSS: All right. Thank you very
much. Al right, this portion of the proceedi ng
relates to the part of the stipulation that is
identified as an issue agreenent, and it's marked in
the stipulation as Exhibit |, Settlenment Terns for
Rel ocati on and Under ground Conversi ons.

So far, our wi tness panels have not had
narrative testi nony, and we have sinply |aunched into
qguestions, but what we would like to ask fromthe
bench on this particular segnent is that one of you
or nore than one of you, if you choose, to give us
sort of a run-through, a synopsis of the essentia
el ements, if you will, or aspects, terns of this
portion, this issue agreenent. So you may wi sh to

confer briefly anpbng yourselves to deci de who woul d
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do that, and give us that presentation and then we'l
have our questions. M. Harris, the black bean is
yours.

MS. HARRIS: | was just witing down ny
notes here. The cities collaborative, actually, I
think was a very different collaborative than we had
in many of the others issues, mainly because if | had
to look at the cities collaborative, it was maybe
five percent general rate case issues, past
litigation issues, and further relationship issues.

I think we worked through nmany issues with the
cities.

In this settlement and stipulation and the
revised tariffs, 72 and 28 have been pulled. The
reason why we had actually pulled 72 and 28 is
because franchi se agreenents that we have with
i ndi vidual cities actually are adequate for the
conpany and basically would give the rights and
obl i gations of the conpany, so we had deci ded that we
did not need Schedule 72 and 28 to performthose
services, so part of the stipulation was to actually
pul | those proposed tariffs.

That issue, | think, brings in Sound
Transit and King County, who were nminly concerned

with Schedule 72 and 28. King County, of course, we
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1 woul d have ot her agreenents, and Sound Transit, we

2 woul d continue to work with them under an agreenent
3 much |i ke what we have with themtoday. And we have
4 further discussions going on with Sound Transit.

5 On the cities in general, what we have cone
6 up with in this collaborative, the nmain issues were
7 cost allocation, easenents, the design contract and
8 the construction agreenment. The cost allocation is
9 revised and is included in Schedule 71. Schedule 71
10 will now pertain to all governnmental entities that
11 are perform ng conversion or asking for conversion
12 services fromthe conpany.

13 Schedule 70 will now pertain to private,
14 residential private citizens or devel opers,

15 nongovernnental entities. W actually split the

16 schedul es. Rather than a three-phase/one-phase, we
17 decided it was easier to do it as what type of

18 entity's actually requesting service under these two
19 schedul es, and that's how Schedule 70 and 71 now are
20 drafted and proposed.
21 On the cost allocation, this came up with
22 much di scussion on cost allocation. W had different
23 technical conmmttees, we | ooked at revenue and costs
24 and trenching and we had nmany different side

25 di scussions on this. ©On cost allocation, the
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agreenent proposes a 60/40 split, so that the conpany
woul d -- the conpany's share will be 60 percent and
the city's share will be 40 percent of the prescribed
costs. That does not include trenching and
restoration.

The easenent issue was a very big issue for
the cities, and it was one that required nuch
di scussion and nuch col | aboration with the parties.

I don't know, without witing on a board, if you can
go through the different scenarios, as far as an
easenent, but the stipulation and the agreenents that
are attached thereto give a clear roadway of how the
conmpany and the cities are going to negotiate and
determ ne what type of easenment, if any easenent is
necessary, what type of an easenent is necessary, who
pays for such easenent, and dispute resolution, so
that we will not need to continue along the sane
lines that we had in the past.

I think the npst inportant issue that we --
or that we got through in the cities collaborative
was the drafting of a design contract and a
construction agreenent. Mich of the costs that the
cities bear deal with delays, and in many of those
del ays, what we were hearing were directly related to

the service that the conpany was providing or the
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servi ce that the conmpany was not providing. And so
much of our tinme and our effort was spent on these
two contracts that have been attached in formto the
tariffs.

JUDGE MOSS: Okay. Thank you. Go ahead.

CHAl RMOVAN SHOWALTER: My questions are
mai nly about what is contained in Schedule 70 and 71
but as a first question, tell ne, what were Schedul e
72 and Rul e 28 about and why are they not needed?

M5. HARRI S: Schedule 72 was for electric
service and Rule 28 was gas service, and those were
pertaining to the relocation. For instance, not in a
conversion, but the relocation of a power pole, our
power pole, so to speak, and their -- our power poles
are on city rights-of-way, and that is under the
terms of the franchise. So each service or each city
may have different terms and conditions on their
franchise, so it seemed to be a redundant -- we do
not need a Schedule 72 for relocation, and we will
adhere to the terns and conditions of each franchise
that we have within that city.

CHAI RMOVAN SHOWALTER: So if there are no
tariffs or schedules, it elimnates argunments as to
which controls, the franchi se agreenent or the

tariff; is the franchi se agreement subject to the
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tariff or the reverse, and you' re saying that is no
| onger going to be a question, because there's only
one thing called a franchi se agreenment?

M5. HARRIS: Exactly. \When we started off
the col | aborative, honestly, we hadn't pulled
Schedul e 72, and that was the type of discussions we
were having. We were trying to come up with these
ki nd of cookie cutter rules with Schedule 72 and Rul e
28, and what we were hearing, honestly, was, Wit a
second, we negotiated our franchise, we want to -- we
want those rights and obligations that we had with
t he franchi se.

And the conpany realized, after about four
hours, that we can't come up with a cookie cutter
response for Schedule 72 and Rule 28, and we really
didn't need one, and so we were confortable with the
franchi se agreements in that case.

CHAI RMOVAN SHOWALTER: It seenms as if it
possi bly poses what maybe is only a theoretica
abstract issue, but supposing the cities franchise
puts sone kind of conditions on the conpany that
would thwart their ability to fulfill their
obligation to serve. | recognize that cities are
there to serve and protect their own citizens, but

it's a broader mandate than this Conm ssion has to
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serve the public interest with respect to
electricity.

MS. HARRIS: And any tinme, | believe, at
t hat point, the conpany would have the right to go
out and purchase an easenent so that we could fulfill
our obligation to serve. And the franchise would
govern the rights-of-way. So at any point, if we
were threatened in that we had not been adequately
represented when we were negotiating the terns and
conditions of our franchise, we would still have that
right to do so.

CHAI RMOVAN SHOWALTER: |'mready to turn to
Schedul e 70 and 71, but does anyone have nore
questions on this issue?

COWM SSI ONER HEMSTAD: Wl |, on the issue
of the city franchise, |I'munclear as to how narrow
or broad the terms of that can be. In other words, |
can envision a city franchise that broadly inposes
costs on the conpany that then could socialize to the
ot her ratepayers of the conpany to the benefit of
that particular city. Can that happen?

MS. HARRIS: As a matter of -- we pay one
hundred percent of relocation costs, on relocation
costs as it is today. So the cost sharing nechani sm

60/ 40, or any sort of split, only applies and has
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al ways only applied to a conversion process or the
service of conversion.

We have our concerns about relocation costs
and increasing costs in relocation. However, through
t he devel opnent of the design agreenent and the
construction agreenent and the better relationship
that | believe that we're working towards, there was
great agreenent that we need to work together as a
team and | think it starts in the planning process
and it starts in the design -- and it continues
t hrough the design and the construction phases, so
that we're hoping that, under this new relationship
we'll actually see costs decrease because we'll be
able to anticipate relocations, conversions, and
whet her the conpany at that point decides that they
want to go out and obtain a private easenent.

So we' re hoping, through the process that
we' ve devel oped, not necessarily the cost allocation
that we'll actually decrease costs of relocation

CHAIl RWOVAN SHOWALTER:  But | guess -- |
mean, we haven't thought much about this issue of
having only a franchi se and not our tariff, so what
are the potential situations where the city's
interest mght be different than -- not too nuch the

conpany's, as the conpany's ratepayers. \Were m ght
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we get a tension, or is that not really an issue,
because rel ocation already was the conpany, i.e., the
shar ehol ders, paying a hundred percent?

MR. COE: | believe that's correct.
Because the relocation responsibility currently
resides with PSE, that's not changing. So | think

your observation is the cities' perspective on that

questi on.

CHAI RMNOVAN SHOWALTER: And t hen what goes
into, quote, relocation costs -- I'mgoing to try to
make up sonmething outlandish. |I'mtrying to get to
the extreme case. |If a city says not only do you

have to pay the cost to nove the overhead wires, but
you have to plant trees. | really don't know |
don't know if I'm-- if there is no bad scenario or
whet her you can think of sone kind of tension.

MR. COE: |I'mnot aware of one. And
obviously, | think Kinmberly testified to a very
i mportant issue that cane out of the collaborative.
That is | think the parties generally want to work
together, and |I think both revisions in the tariff,
as well as with the design and construction
agreenents, it requires us in many ways to better
communi cate, to better coordinate, and to cooperate

with one another, and there's a series, there's a
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framewor k that noves you through that decisiona
process. And | think you will identify issues much
earlier than we have in the past. And there's
ability to agree and di sagree, and where you
di sagree, there's dispute resolution

So I'm not personally, and nor do | think
the cities are concerned about how we coul d i npose
i ssues on that weren't fair. | think PSE and the
cities have ability to address our disputes and work
t hrough our disputes without holding up the project,
wi t hout being unfair to one another.

MS. HARRIS: |'ve been trying to figure out
as -- to answer your question, Chairwoman, of why a
city would ask us to relocate. And to kind of touch
on that, it becanme very clear in about the second
col | aborative of -- we relocate our poles for public
policy reasons, public safety, and those types, and
that really seemed to be the concern of the cities.
Not necessarily nove it for, you know, other uses.
And they were explaining to us that they wouldn't put
their own residents through those types of
transportation projects and those types of -- so
think we really -- we really focused on public policy
and public safety and tried to reach agreenent on

those types of aspects.
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1 But we found that, although our positions
2 are very different, when we really kind of scraped
3 through the positions, our interests are very wel

4 al i gned: service of the custoners, service of the

5 citizens, and public safety and wel fare.

6 COW SSI ONER OSHIE:  Bottom |ine, Ms.

7 Harris, have the rights of the parties been altered
8 at all by relying upon the franchi se agreenents

9 bet ween the conpany and the cities and/or the old
10 Schedul e 72 and 287

11 MS. HARRIS: No. |In fact, the rights and
12 obl i gati ons have not been realigned and | believe
13 actually the conmpany was proposing to realign them
14 with Schedule 72 and Rule 28. So basically, the

15 conpany has backed off of their litigation position
16 CHAI RWOVAN SHOWALTER: I f things, for

17 what ever reason, did not go well some years down the
18 road, could the Conmission entertain a tariff that
19 set things? We'd clearly get various argunents, but
20 that is, if for sone reason tariffs are valuable, it

21 can be reintroduced at a | ater date?

22 M5. HARRIS: It could.
23 CHAl RWOMAN SHOWALTER:  All right. Ckay.
24 I"'mready to move to Schedule 70, and |I'm going to be

25 | ooking at the schedule itself. And just an opening
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question. Now that you' ve realigned the dividing
line between 70 and 71 al ong nongovernnental entities
and governnmental entities, does it nmake sense to have
the sane nunbers, sanme schedul es?

M5. HARRIS: No, that's a good point.

CHAl RAOVAN SHOWALTER: Wl I, | thought
maybe you had thought of it and you thought, Well
the old 70 and 71 covered the same territory as the
new 70 and 71, so we don't want to change the
nunbers, but the new 70 is very different than the
old 70.

MS. HARRIS: It is. And actually, that may
be -- that may be a very good point and m ght clear
up sone issues and, by all means, you can order us to
conply with that.

CHAI RWOVAN SHOWALTER: Just a thought.

We'll talk -- we'll talk about it maybe through an
order, but it would -- the conpany woul d not be
precluded from substituting a nunber later if it
proves to be practical

JUDGE MOSS: Do you have a favorite numnber,
Ms. Harris?

CHAIl R\OMAN SHOWALTER: Let's see. M first
question is under 1-A, sufficient nmaterials and

equi pnent are available. M question is, as
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determ ned by whon? 1|s this a determ nation by the
conpany?

MS. HARRI'S: This one nmakes nmy stomach
turn, because we spent a lot of time drafting this.

CHAI RMOVAN SHOWALTER: |Is this a reasonabl e
conpany standard that the Conmi ssion would ultinmately
det er m ne?

M5. HARRI' S: Chairworman, this is a
conplinment. You can zero in on exactly the term
probably that we don't want you to zero in on each
tinme.

Because this, of course, is our tariff and
our service, it would be on the determination of the
conpany. | don't believe it's a sole determ nation
of the conpany, but given construction schedul es --
and this falls back to the fact that we have now a
clear time line set forth in these agreenments, so
that the service is not going to be requested or
required within ten days. W are going to have nuch
nore lead tinme and coordination so that, by al
reasonabl e standards, there should be sufficient
suppl i es and any of the equi pnent that needs to be
required for service

CHAl RMOVAN SHOWALTER: But woul d one say

that, at least in the first instance, it would be the
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1 conpany who would nmake this determ nation. |If the

2 conpany had made the determination arbitrarily,

3 per haps somebody would bring it to our attention?

4 MS. HARRI S:  Yes.

5 CHAIl RWOMAN SHOWALTER: My next question is
6 on the definition of public thoroughfare, which cones

7 up on page one, 1-C, and the definition is at the end

8 of the schedule, | think. Were are these
9 definitions? | know | have seen them
10 JUDGE MOSS: They begin at Sheet 70-H, or

11 no -- they begin, yeah, there, and public

12 t horoughfare is defined on Sheet 70-1 at subpart F

13 MS. DODGE: Could | ask a point of

14 clarification? Are we on Schedule 70?

15 CHAI RMOVAN SHOWALTER: |'m tal ki ng about

16 70. But 70 has the term public thoroughfare on the
17 first page, but for sone reason I'mstill having a

18 hard time finding the definitions. GCkay, good.

19 I"'minterested in the term"other public

20 right-of-way," the public thoroughfare includes
21 government al roads or other public right-of-way.
22 VWhat is -- let's take the case of Medina, or Cyde
23 Hll, was it, but a private road, a road that is

24 mar ked private on the sign, but that ten houses are

25 on and UPS trucks and delivery trucks and visitors go
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1 down this road, but it is marked private road and it
2 is not owmmed by the city. |Is that a public

3 t horoughfare or not? Did | get another question?

4 M5. HARRI'S: (Nodding.) | think

5 preferred being on the revenue requirenents team

6 The Clyde Hill -- and we'll use the Clyde Hil

7 hypothetical. Clyde Hi Il hypothetical actually is
8 why there's a division -- well, why it nmade good

9 sense to nmake a division between Schedule 71 and

10 Schedul e 70, based on the entity requesting service.
11 So in the Clyde Hill-type scenario, the

12 private road or the private driveway, because C yde

13 Hill is the entity requesting service, that private
14 driveway will be treated the sane as if it was a

15 public thoroughfare as long as -- then there's

16 different scenarios -- as long as the conpany is --

17 t he conpany recovers costs of a private easenment or
18 relinquishing its rights to a private easenent. But
19 the Clyde Hill scenario will fall under Schedule 71
20 rather than both schedul es.

21 CHAl RWNOVAN SHOWALTER: | shoul dn't have

22 used -- said to you Clyde Hill scenario, because you
23 are imagining in your head Clyde Hill asking for it.
24 | was just trying to nane a private road. Let's take

25 a nei ghborhood that | ooks |ike this bench and there
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is a-- we live in four houses, and there is a paved
road that goes down our houses and it says private
drive. And we, the four of us who are in Schedul e
70, are asking for this.

I just want to know if that's a public
t horoughfare or not. 1In other words, under Schedul e
70-1(CQ) (i), it talks about regarding the portions of
such systemto be installed in a public thoroughfare,
and | just wondered if that's -- that private street
I"'mnmentioning is one, or is that private street just
the sane as ny backyard, supposing the wires go
behi nd ny house, through ny back yard?

M5. HARRIS: | understand that this is not
very clear, reading this. | believe, though, that if
it is a private drive, then it is not a public road
t hor oughf ar e.

CHAI RWOVAN SHOWALTER: So the word public
in the definition doesn't nean menbers of the public
get to walk down the road. It's not like a private
easenent or a -- well, it refers to ownership, an
ownership by a government. Am|l right on that?

MS. HARRI S:  Yes.

CHAIl R\OMAN SHOWALTER: Ckay. M next
question is the definition of a governnmental --

government entity.
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JUDGE MOSS: Can | ask a followup on that?

CHAl RMOVAN SHOWALTER:  Sure.

JUDGE MOSS: | wanted to ask a foll ow up on
the public thoroughfare issue. M recollectionis
that there is a definition of this sane termin
Tariff Schedule 85, which is the |ine extension
tariff, and ny question is sinply whether this is the
sane definition as utilized there or a different
definition, and if it's different, why?

MS. DODGE: If | may answer. Sone of these
are | egal

JUDGE MOSS: Sure, Ms. Dodge, go ahead.
just want to be clear in nmy m nd.

M5. DODGE: | believe it's different, and
it was negotiated for the specific purpose of
Schedule 70 and 71. | believe one of the differences
is the -- and | don't have the 85 in front of me, but
there's this other public real property rights
allowing for electric utility use. Now, Carol, maybe
you have some nore insight into -- in this particular
| anguage?

JUDGE MOSS: And let nme remnd everyone,
wi tnesses and counsel, as well, to pl ease use
surnanmes, so that our record is clear ten years from

now when we're all retired and living on our private
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drive, as good nei ghbors.

Ms. Arnold, | think the question is whether
you nmight have sone further insight as to the
different definition in the Schedule 70 for public
t horoughfare relative to -- as |I'msure you recall
there was sone argunent advanced by soneone in that
case we had earlier this year concerning the fact
that there was a definition of this termin Schedul e
85. And so if this definition's different, I'm
trying to understand why.

MS. ARNOLD: The definition -- sorry. The
definition of public thoroughfare was negotiated for
pur poses of Schedule 71. And | believe that the
drafters just incorporated that definition in
Schedul e 70 for purposes of consistency.

JUDGE MOSS: And so it is the sane
definition as in 717

M5. ARNOLD: Yes, it is.

JUDGE MOSS: But it's a different
definition fromthat in Schedule 85, and that is
because it serves a different function in this
schedul e relative to 85, or is there sonme other
reason?

MS. ARNOLD: | can address why it was

negoti ated this way for Schedule 71, but | wasn't
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i nvol ved in the Schedul e 85 col | aborati ve.

JUDGE MOSS: The response to why it's this
way in this tariff would be what |I'mreally |ooking
for.

M5. ARNOLD: In order to answer that, |
have to go to Schedule 71.

JUDGE MOSS: That's fine.

MS. ARNCLD: Which | can do.

JUDCGE MOSS: That's fine. | think we can
skip around a little bit.

MS. ARNOLD: It was negotiated this way for
pur poses of Schedule 71 because Schedule 71 does two
things. One, it defines -- it determines -- it does
two things here. First of all, if thereis a
di scussi on about whether there is room for
underground facilities on the public thoroughfare,
the parties discuss that, and if there's a difference
of opinion that can't be resolved, then the conpany
has agreed to purchase a private easenent.

So the definition was negotiated, in part,
to decide what is public thoroughfare. And the
reason it appears to be expanded, and | think the
Chai rwoman' s question particularly was about ot her
public right-of-way, and nmy recollection is that that

was intended to cover things |ike bicycle paths that
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may not be actually part of a public street or
adj acent to a public street, but mght be suitable
for a placenent of a underground electric facility.

CHAl RMOVAN SHOMALTER:  And | said
gover nment ownership. That mnight not have been the
best term There could be private |land, say on a
| ake or beach, and there would be a public
right-of-way to the beach, maybe. That is, there
m ght be a public right and a piece of private |and
that nevertheless was a public right-of-way, or do
you think this is limted to land that is owned by
t he governnent ?

M5. ARNOLD: | think the -- I think it's,
in practical effect, it's limted to land that is
controlled by the governnent, but partly the reason
that definition, it appears a little convoluted, is
that it was intended to limt the placenment of
electric facilities within the area that had been
franchi sed to Puget Sound Energy. You see, there's
sonmet hi ng about under a franchise or other rights.

CHAI RWOVAN SHOWALTER: Al |l owi ng for
electricity. Yes, it's a public right-of-way or
public -- or real property rights allow ng for
electric utility use. So it's a -- it relates back

to the use.
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MS. ARNOLD: Yes, that's right. And the
city attorney of Renton rem nded ne that sone cities
have utility areas where water lines are placed that
m ght not be appropriate for electric facilities. So
it'"s intended to |limt it to areas that are used for
electric utilities.

The other broad purpose that this
definition was negotiated for Schedule 71 is Schedul e
71 requires the cities, or the governnmental entity,
rather, to pay a hundred percent of the cost of
rel ocation -- excuse ne, the cost of underground
conversion of the conpany's facilities that are not
| ocated on private -- public thoroughfare, that are
| ocated on private easenents, so the definition is
i ntended to distinguish between what is private
easenent and what woul d be public thoroughfare, where
the cost splitting would apply.

JUDCGE MOSS: That leads nme to a foll ow up
guestion. And of course, | have sone of the
scenarios in mnd fromour case earlier this year
The situation, for exanple, where PSE' s facilities
are located on a private easenent that runs al ongside
of a public thoroughfare, how does that work?

MS5. ARNOLD: If that's an easenent that's

held in Puget's nane, and there's sone tine franes



1985

1 here, at the tinme that the underground conversion is
2 requested or at the time the city begi ns condemi ng
3 property for its road project, if that is on an

4 easenment owned by Puget or in Puget's name, the city
5 t hen pays one hundred percent of the underground

6 conversion cost.

7 JUDGE MOSS: Okay. Thank you.

8 CHAI RMOVAN SHOWALTER:  Al'l right. So back
9 on Schedul e 70, the custoner requesting service is
10 not a governnment entity, so that |leads to the

11 qguestion, what is a governnent entity. And | ooking
12 at that definition, ny question first is what is an
13 LI D? Would that not be a governmental entity?

14 MS. ARNOLD: [I'mgoing to defer to the city
15 attorneys on this, but | believe that an LIDis on

16 private property; is that correct?

17 CHAl RAOMAN SHOWALTER:  Well, it's an --
18 it's sone kind of entity. It's a -- go ahead.
19 MS. ARNOLD: Could M. -- this is Larry

20 Warren, who's a city attorney for the City of Renton

21 MR. WARREN:. Is this on?
22 CHAl RWOVAN SHOMALTER:  No.
23 MR WARREN. My nanme is Larry Warren, |I'm

24 city attorney for the city of Renton. LID stands for

25 | ocal inprovenent district. A |local inprovenent
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1 district may be constructed within a public road or a
2 public property, but the costs of the inprovenent are
3 general ly passed along to nenbers of the genera

4 public or the | andowners next to the -- excuse ne,

5 the i nprovenent, those people that are specifically

6 benefited by the inprovenent.

7 For exanple, there nay be need for a sewer
8 line to go through a certain nei ghborhood, and that

9 can be done by a local inprovenent district. The

10 city builds it, calculates the costs, and spreads it
11 in an equitable manner to the people that are being

12 served by the inprovenent. So LIDis a loca

13 i mprovenment district.
14 The city could also determ ne to put that
15 i mprovenent in on its own dine and roll it intoits

16 capital costs and spread it through connection fees.
17 There's various ways it could be handl ed, but a |loca
18 i mprovenent district is the individual property

19 owners paying for a public inprovenent to the extent
20 that the properties are benefited.

21 CHAI RMOVAN SHOWALTER:  Well, | guess ny

22 question is if a subgroup of neighbors, a group of
23 nei ghbors, a block of neighbors wants to have

24 under groundi ng, their first option under Schedule 70

25 is sinply go to PSE and pay for it, virtually a
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hundred percent.

MR, WARREN: Ri ght.

CHAI RWOVAN SHOWALTER:  Anot her option mi ght
be they go to their city and say, Well, city, wll
you tell Puget that we need to have -- that you, the
city, needs to have this undergrounded, because that
way, it only costs 40 percent, and we, the
homeowners, will pay you that.

I"mgoing to get to that question later in
71, but another thing that occurred to ne is an LID
-- now, is an LID an entity that exists only under
the auspices of a city to begin with?

MR. WARREN: Yes, it's a city function
It's a method of financing city inprovenents. |
woul d have to review the LID statute. As part of a
| arger project, | believe such a cost night be
i ncluded, but sinply to cone to the city and ask to
have it done as an individual, discrete inprovenent
-- well, let's put it this way. |'ve been serving as
city attorney for 25 years and was an assi stant for
several years before that, and |I've never seen such a
request come to the city of Renton. It nmay have cone
to others.

COW SSI ONER HEMSTAD:  Wel |, not to put

words in your nmouth, but | assune the conclusion is
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that an LID is not, under state law, itself a
nmuni ci pality?

MR. WARREN: It is not, no.

CHAI RWOVAN SHOWALTER:  And | guess it's not
only not, but it doesn't really -- it can't itself
form and request undergroundi ng under 70, nor would
it want to?

MR. WARREN: | don't think -- excuse ne.

CHAI RAMOVAN SHOWALTER: Only the city can
forman LID, for whatever purposes LIDs, under |aw,
are al |l owed.

MR, WARREN: Right. | think, under 70,
that -- you can't proceed under 70, because it
woul dn't be the city.

CHAIl RWOMAN SHOWALTER: Seventy-one, you
mean.

MR. WARREN: We'd have to be proceeding
under 71, and | don't think we can quite get there.

CHAl RMOVAN SHOWALTER: Okay. Then, al so,
still sticking on what is a governnent entity, it's a
muni ci pality, county, or other government entity
havi ng authority over the public thoroughfare.

So does this definition exclude things that
m ght be called the governnent entity, such as a fire

district, but that does not have authority over the
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public thoroughfare, because it could be a
nmuni ci pality or a county.

MR, QUEHRN: Mark Quehrn, for Puget Sound
Energy. That is the intent of the |language, is to
essentially limt this to nunicipalities that have
authority over the public right-of-way. So for
exanpl e, a school district or a fire district or
sonmething |li ke that, they don't have franchise
authority, they don't regulate the public
right-of-way. Cities and counties, for the npst
part, are the entities that do that.

So the idea here is to create a nexus
bet ween the concept of nunicipality, county, or other
governmental entity and authority over public
t hor oughf ar es.

CHAl RWOVAN SHOWALTER:  Who i s there other
than a municipality or a county that night have
authority over the public thoroughfare?

MR, QUEHRN: State Departnent of -- DOT,
Department of Transportation, is one.

COW SSI ONER HEMSTAD:  Port district would
be another. At the airport, for exanple, would have
control over the --

MR, QUEHRN: Wbul d have control over port

property, to some extent.
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COW SSI ONER HEMSTAD: Over the public
t hor oughf ar e.

MR, QUEHRN: | don't know if | want to
concede that one, but comment acknow edged. | think
that's potentially one, but 1I'd obviously |ook at the
enabling authority to answer that question.

CHAl RMOVAN SHOWALTER:  All right. Okay.
Then ny next question on Schedule 70, if we're done
with that area of inquiry, although it will probably
cone up again in 71, is a couple nore pages in. It
has a small B at the top. It would be 3-B. The
par agr aph begi ns, The custoner shall pay to the
conmpany. And this is, in general, the paragraph that
says, under 70, the customer's paying virtually al
the cost.

If you look at the second -- the third
sentence that begins, If the actual costs of any
amounts payabl e, that sentence. Well, if you just
keep tracking that sentence, there is a parentheses,
and it seenms to nme that sonething is wong with this
sentence, which nmakes it hard to understand, but it's
-- | think that, just above the parentheses, the
phrase begi ns, The conpany shall refund any excess
payment to the custonmer or bill, and | think there

maybe shoul d be a comma and no parent heses, and be
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entitled to collect fromthe customer the appropriate
anount. Maybe you can just read that and figure out
what it's saying.

JUDGE MOSS: And let's -- | wonder if we
shoul d turn back, to the extent we can, to our
Wi t ness panel, and if we need |l egal --

CHAl RMOVAN SHOWALTER:  Gh, sure.

JUDGE MOSS: -- interpretation, then we can
rely on counsel for that.

CHAl RWOVAN SHOWALTER:  Yeah, right.

MS. HARRIS: Well, the difficulty is | know
what the sentence is supposed to say, and that is
that there will be an estinmate and then there will be
a trueup, so that if the conpany has collected --
since we have --

CHAl RAMOMAN SHOWALTER: Gh, | see.

M5. HARRIS: -- an estimate of the costs and
we're asking for themto pay for themup front, but
we cannot recover nore than the actual costs and we
want to recover at |east the actual cost, so this is
-- actually, that sentence is basically --
inarticulately, it's trying to effect the trueup
mechani sm

CHAI RMOVAN SHOWALTER:  No, | think actually

the way -- | think | see -- | think that it is
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correct. On the line right above it, if there was a
comma after customer, is that -- if they refund any
excess to the customer or bill and be entitled to
collect fromthe custoner the appropriate anount. So
it is-- it's correctly witten. | was the one sort
of sliding past that or. | understand it.

M5. HARRI' S:  Chai rworman, | know the
i ndi vi dual who wrote this sentence, and it's going to
take me -- it gives ne great pleasure to explain this
confusion to M. Pope.

CHAl R\OMAN SHOWALTER: Wl |, then, tel
that person that | think it's clearer if there's a
customer -- | nmean a commea after the word customer in
the fourth line up fromthe bottom

MS. DODGE: We could add a comma for the
conpliance filing.

COWM SSI ONER OSHI E:  Before we | eave that
section, under Section B, can you explain the
di fference between subparagraphs one and two and
subpar agraph three, other than the sal vage val ue
deduction?

MS. HARRIS: | believe it's just the
di fference between the design contract and the

construction contract. Because of the phasing

i ssues, or there nay be instances where, for
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i nstance, a customer wants to -- wants to cone to the
conpany and have them design the overhead system or
t he underground conversion, but then, after |ooking
at the design or actually understanding how much it's
going to cost, then decides not to go through with
the construction of the system So we actually
deci ded to separate out the design phase and the
construction phase. So | think that's what we're
trying to capture there.

COWM SSI ONER OSHIE:  That's how | read
par agr aphs one and two. But | was -- ny question is
real ly about paragraph three, because it |ooks |ike
you' re capturing the sane | anguage from paragraphs
one and two. Now, you do have a qualifier in one and
two, underground distribution systemat the end of
the sentence, at the end of that, and so |'m curious
as to whether there were other costs that were to be
captured by three that weren't captured by one and
t wo.

MS. HARRIS: No, | believe that actually
what you're seeing in three is just the netting out.
| think you're correct in your -- what the sal vage
value is is actually the netting out at the end of
the project.

COW SSIONER OSHI E:  All right. Thank you.
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CHAIl RWOMAN SHOWALTER: The | ast question
that | have on Schedule 70 is Sheet 70-D, two nore
pages. It's at the very top, so of course you have
to | ook back at the previous page, but it's about
tenporary service. And it says, If tenporary service
is not disconnected or renmoved within a certain
period of tinme, then there are two options. The
custoner pays either a hundred percent of the
underground distribution cost of the systemor a
hundred percent of the cost of converting. | just
wondered what this choice is and why. And it's up to
the custoner to el ect.

MS. HARRI S: Tenporary service. Tenporary
service is, for instance, if you had an LID -- and
it's a very specialized provision, but as best as |
understand it, if you have an LID and so that three
of your houses are ready to put into underground
conversion, but, Chairwoman, you are in the m ddle of
taki ng your honme and building a hotel on the
property, and so that the conversion goes through the
process, but you nay have tenporary service, because
if we're going to underground service within an LID
all service within that area needs to be
under grounded. So that, tenporarily, you will be

served overhead while the rest of the conversion
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process can conti nue.

But it needs to be deened tenporary;
ot herwi se, the entire conversion area wouldn't
qual i fy as an underground conversion. In other
words, if there's a conversion area, the conpany
converts the entire area at the same tine.

CHAl RMOVAN SHOMALTER: Okay. |'mnot sure
| understood that, but | just wanted some kind of
explanation for it on the record.

JUDGE MOSS: | have one nmore on 70. On
Schedul e 70, at Sheet 70-E, provision Arabic 7, |ower
case b, there's a reference there toin a tinely
manner, and |'mwondering if this is one of those
terms that is defined somewhere or if this is
something that is a matter for potential dispute that
m ght be brought forward for resolution by the
Commi ssion if there were sonme di sagreenment, since it
does allow for a delay or cancellation at the
di scretion of the conpany?

M5. HARRIS: | believe that this is
actually -- | nmean, this is a carryover, and it is
very inportant in the Schedule 71, where these types
of time constraints and schedul es are very i nportant
to the governnental entities, so that if Puget had to

obtain an easenent, the governnental entities want to
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meke sure that Puget begi ns working on obtaining that
easenent as soon as possible.

| believe that this termwas then inserted
in Schedule 70 to be consistent, but basically that
if we -- it's an obligation on the conpany to obtain
what rights it needs in a tinely manner, so that we
do not cause further delay. | believe that the
schedul e in the design contract and the construction
contract are much nore fully laid out, rather than in
the tariff. O the tariff may say tinely nmanner, but
our obligations are set forth in the attached
agreenent .

JUDGE MOSS: So the form of agreenent woul d
i nclude some further definition of what it nmeans to
be in a tinely manner relative to a particul ar
proj ect?

MS. HARRIS: Yes, and it would have dispute
resol ution and obligations for the conpany.

JUDGE MOSS: And we nmay have nore on this
later, but if you could just tell ne quickly, sort of
general ly, what sort of dispute resolution nmechanism
is in the formof agreenent?

M5. HARRIS: An arbitration.

JUDGE MOSS: Bi ndi ng, nonbi nding, by the

Conmmi ssi on, independent?
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M5. HARRIS: | believe, and I'm | ooking at
the |l awers as far as dispute resolution --

JUDGE MOSS: If the |awers need to answer,
that's fine.

MS. DODGE: | would just -- | think there's
alittle confusion between 71 and 70 at this point.

JUDGE MOSS: Well, wherever it is.
Actually, Ms. Harris had nmentioned the dispute
resol uti on mechani smin her opening renarks.

M5. DODGE: It's in Schedule 71

JUDGE MOSS: That's fine. |'mcurious
about the nature of that nechani sm and whether it
provi des for resolution by this Conm ssion or by sone
other -- in sonme other fashion

MS. DODGE: Certain itens, certain topics
are to be resolved through arbitration, under AAA
arbitration. Well, there's actually a whole series
of steps, it's first escalated to seni or managenent,
and then you go to arbitration. But that's limted
to certain topics. There are other topics -- well
things that aren't so designated would go to dispute
resolution in the appropriate forum and that,
dependi ng on what the dispute is about, it may be
court and it may be this Commission. It really

depends.
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I mean, if it's just a question of kind of
a generic contract dispute, you know, it may wel
land in court. And if it is much nore fundanentally
bound up in matters that are within the primry
jurisdiction of the Conm ssion, then it would cone
here.

JUDGE MOSS: | do have a concern in this
area, and | turn to Staff counsel on this, too. This
is the question of delegation. |If this is a subject
matter that is within the jurisdiction of the
Conmmi ssion, what is Staff's view of having a private
arbitration dispute resolution mechanismin place?

CHAI RMOVAN SHOWALTER: Before you answer
that question, | don't know where we actually are.
That is, what are we talking about? 1Is it the form
contract? It's only in 71 or is it in 707

M5. HARRIS: That is what | want to do, a
clarification, because | think |I caused your junping
off point. | was referring to the contracts that are
attached to Schedule 71, and specifically paragraph
16 of the project design agreenment. So | believe
everyone is answering off of my junmping off point,
but | believe the dispute resolution at that point is
a contract, rather than if we were at dispute

resol ution over cost allocation or sonething
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contained in the tariff, the Comm ssion would have
jurisdiction. |1 was referring to dispute resolution
necessarily under the design and contract agreenent,
so that was going to lead us off to arbitration

MS. DODGE: These are things like, for
exanpl e, because there's an entire systemnow in
pl ace, we're agreeing to a scope of work, a project
plan, tinme lines, mlestones, really the nuts and
bolts of day-to-day construction would be at design
or actual installation phase. You know, | don't know
that this Conmi ssion has ever or wants to get into
that kind of thing.

Is it comrercially reasonable to, you know,
have an expectation of a certain date by which
certain bulldozers will nobve or, you know, this kind
of thing, and the idea was to take subject matters
like that that | don't think would be inplicated in
this Comm ssion's jurisdiction, typically, and have
those go through an expedited process that the
parties could just have soneone resolve it and get on
with the work and really the nuts and bolts kinds of
issues. Not at all the things that are covered in
the tariff with respect to cost allocation and that
ki nd of thing.

CHAI RWOVAN SHOWALTER: But is this subject



2000

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

only relevant to Schedule 71?

MR, QUEHRN: Yes.

CHAl RWOVAN SHOWALTER:  Wel |, actually, ny
suggestion is we get to 71, because then we'll be
thinking in the node of the city doing --

COW SSI ONER HEMSTAD: It only came up
because | think the reference was to identica
| anguage that came up in 71

M5. DODGE: And as part of that
clarification, | think simlarly, in terns of the
unavail ability of operating rights, that really goes
to -- 71 is where the conpany is comritting itself to
proceed, whereas in 70, where the custoner is
responsi ble for providing operating rights, if
they're not provided, the conmpany has a right not to
nove forward. So that all trues up within 70,
because of who's providing the rights and who has the
responsi bility.

CHAl RMOVAN SHOWALTER: If it's okay, can we
| oop back to this, because | think when we start
tal ki ng about 71 and tal king about how it gets
established in the first place, that an underground
is going to be done, it starts to scope the issue of
or where the tariff controls directly versus where it

is pursuant to a contract. |Is that all right or do
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we need nore answer?

JUDGE MOSS: W can proceed as you wi sh.
That's fine. W can start through 71

CHAl RWOVAN SHOWALTER:  Just what we did is
we just junped right into the mddle of 71. Well
let's start with 71. There's a transition question
have, segue question, which is if a group of
nei ghbors, let's take the bench, lives on a public
street and there are overhead wires on the street and
they are interested in getting their wires put
under ground, they clearly have a choice. They could
go the route of Schedule 70, but could they go to
their city and say, We're interested in doing this,
we' || pay you, as neighbors, the 40 percent that you,
the city, are going to owe, if you will just declare
that this is a conversion area and needs to be done.

I'"mnot, by the way, saying there's
anyt hing necessarily wong with that, but |I'm saying,
for purposes of the Tariff 71, is all the conpany
| ooks at is who is asking that the work be done?
Does the conpany -- or does anything pernmt the
conpany to | ook behind the requesting party, i.e.
the city, to say, Well, we knowthis is really just
for four neighbors, or is it the case that as |ong as

the city puts up the 40 percent, that's the end of
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1 t he question?

2 And | don't nmean to suggest that's wrong,
3 because | think an inmportant step would have

4 occurred, a city would have determned that this is
5 an inportant thing for the city to do, but it would
6 be a way around sone of the burden of Schedule 70,

7 whi ch nmight be an interesting question.

8 M5. HARRIS: Well, referring to paragraph
9 (1)(a) of Schedule 71, | would -- just |ooking at
10 availability, (1)(a) is the government entity has
11 determined that installation of underground

12 distribution systemis or will be required and has
13 notified us in witing.

14 So | believe that theoretically we could
15 | ook behind that and figure out whether the

16 government entity that's requesting or was it four
17 custoners that was requesting such service.

18 And | | ook further down to subparagraph C
19 and |l ook that all customers served by the conpany
20 within the conversion area will receive electric
21 service. At that point, | believe we would | ook at
22 what is the conversion area, what type of service is
23 bei ng requested by the entity, and is it four
24 nei ghbors within a block of ten houses or -- we would

25 be | ooking at the actual conversion area.
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In a practical sense, | believe, yes, if a
city cones to us and asks us to underground, then
they fall under Schedule 71, in a very sinplistic --
that was the determination, was the entity requesting
service, but | believe that these availability
st andards woul d give the conpany sone | eeway to | ook
at the project as a whole.

CHAl RAOMAN SHOWALTER:  Well, why -- |
woul dn't have read it that way. | mean, when | read

it, it seens to ne that (a) says the governnent

entity has determned -- it determ ned that
installation is or will be required, and it woul dn't
matter how the city canme to that deternmination. It

m ght have been a long street or a short street or in
a big area or small area, and how the city ends up
financing its 40 percent share m ght be an LID, m ght
be general taxes, mght be a check that four
nei ghbors paid, but that it just wouldn't be the city
-- the conpany's prerogative to | ook behind that
det ermi nati on.

MS. HARRIS: Let ne clarify. It is not the
conmpany's prerogative to | ook behind the
determi nation. | believe the availability is clearly
that the city -- that the city has requested the

servi ce. | nmean, that was clear, as far as if it's a
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devel oper or residential custoner, then they fal
under 71. If it's a governnental entity, they fal
under 70, or -- | had it backwards. See, we wll
change the nunmbers. If it is a residential custoner
or a devel oper, they would fall under -- or an LID
woul d fall under Schedule 70, and a governnental
entity would fall under Schedule 71. It's the
custoner type that woul d be requesting service.

MR, QUEHRN: Excuse ne.

MS. HARRIS: And we woul d specifically not
-- it was addressed, we would specifically not | ook
at funding or where the city's getting its nobney.
guess | was trying to, as far as a city
determ nation, | guess that would -- it would cone
down to that -- the definition of whatever a city
determ nati on would be, and | don't believe it's a
defined term | guess is what | was --

CHAI RMOVAN SHOWALTER:  Your attorney wants
to get a word in edgew se.

MR, QUEHRN: Thank you. Perhaps one of ny
col | eagues from-- representing the cities m ght want
to el aborate on this further. |It's a good question
Many cities that the conpany serves actually have, as
part of their |ocal ordinances, provisions where

citizens can do just that. They can seek to have
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under groundi ng occur, and the city actually goes
through its own due process to determine that there
is essentially a public interest in going forward.

And | know that, over the years, the
conpany has worked, and | have been personally
i nvolved in helping the conpany work with cities to
| ook at those ordi nances and nmake sure that they are
fair and essentially address a broader public
interest, rather than -- not to suggest that this was
implicit in your question, but just one or two people
who might be | ooking to get around sonething.

So | think the cities have historically had
procedures and processes to deal with these that are
reflected in their codes.

CHAl RMOVAN SHOWALTER:  Wel |, | guess |
think this dividing Iine that 70 and 71 have set up

-- proposed 70 and 71, creates an incentive to go

through the city government. |'mnot saying that's
wrong. | just think it is there. And it seens to ne
that any set of neighbors first -- naybe even one

person, their first choice, if they knew about the
choice, would be to go to their city to see if they
can get the city to approve this. |If the 40 percent
is paid for privately by those very citizens, | don't

see why the city wouldn't do that.
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Now, if we get all the way to there, then
you could -- if we get all the way to there, it does
rai se the question of how these costs are spread,
because it -- the rationale for the 60/40 split is,
wel |, the conpany has got to pay a hundred percent of
the overhead rel ocati on anyway, so this is a better
deal or kind of a conparable deal to that. But it
could nmean over tinme that there would be very little
use of 70, as cities and city council men got used to
doing a favor for their citizens and take the 40
percent noney and decl are the undergroundi ng
necessary.

M5. ARNOLD: Could | address that, Your
Honor ?

JUDGE MOSS:  Sure.

M5. ARNOLD: Carol Arnold, for the cities.
The intention was that the four nei ghbors asking the
city to do this situation would be covered under
Schedul e 70, and that the property owners woul d pay
for it.

If there's any kind of street inprovenent
i nvolved, a city cannot just pull out a city
i nprovenent project out of thin air; it has to be
identified in their capital inprovement plan in order

to be funded.



2007

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

But secondly, the city cannot -- and there
is case law to this effect -- the city cannot do a
favor for a private property owner under the guise of
it being a public project, because it violates the
Constitution. The classic case is the one -- it was
in eastern Washi ngton somewhere where the city
purchased a piece of property in its nanme and then
turned around and resold it to a private devel oper
who wanted to make a theater out of it. And it was
decl ared unconstitutional

And so for the sane reason, the city
couldn't say, Okay, you neighbors on this four
street, we'll just do you a favor and we'll call this
a city project, when it's really for the benefit of
the private owners, and there's no public benefit in
it if the benefit is solely for those private -- so
the intention is your four neighbors would be covered
under Schedul e 70.

CHAl R\OMAN SHOWALTER:  Well, first, | sort
of recall that novie theater case, but wasn't it the
city that bought the property?

MS. ARNOLD: Yes.

CHAl R\OMAN SHOWALTER:  Wel |, okay. Here
I'"mjust saying the city says that -- why wouldn't it

be in the public interest, as well as that private
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interest, to have sonet hi ng undergrounded? | live in
a nice historic neighborhood, the wires are very
ugly, and | don't know why nmy city wouldn't find and
why it actually isn't in the public interest to have
those wires go underground, you know, dependi nhg on
how it gets paid for

MS. ARNOLD: Right. It's a-- it's a gift
of public funds question, |ending of public credit.
The city can't do something that is for the benefit
of just those four property owners, even if, in sort
of a general way, it might be for the public good,
just like -- Ms. Thomas remnds ne it was the city of
Wenat chee. The city of Wenatchee, | nean, maybe it
was a public benefit to have the theater there, but
the city can't go out and do sonething that's really
on behalf of a private property owner under the guise
of it being a public project.

CHAl RMOVAN SHOWALTER: But isn't there a
dual character? Let's take an LID. Well, let's
change the hypothetical now Instead of the four of
us going, we go to the city and we say, W would |ike
to be an LID, we would like the city to declare that
it'"s in the public interest for seven bl ocks, ten
bl ocks, you know, a whol e nei ghborhood to go

underground, and it will only cost 40 percent and you
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can tax the owners through an LID to pay for it.
Woul d that be all owed under 717

M5. ARNOLD: You'd have to ask them |
don't think that was -- it was certainly not the
intention of the collaborative, but I think maybe the
conpany coul d answer that better.

MR, QUEHRN: And | nay quickly get out here
on alinb on LID |aw and refer to coll eague, M.
Warren, to help me, but as | recall the LID law, if
you do have an LID i nprovenent project, there is a
speci al benefit assessed back to the private property
owner. So you are essentially taking account of the
benefit to the individual property owner through that
process.

Your question is could you use an LID
process to inplenent undergroundi ng under Schedul e 70
or 71.

CHAl RMOVAN SHOWALTER:  Seventy-one, in
particul ar.

MR, QUEHRN: Seventy-one, in particular. |
don't know that the two processes are necessarily
i nconsi stent with each other, but | don't think
that's what was the intent here.

MR. CHARNESKI: M chael Charneski, Your

Honor. Speaking to the intent, having gone through
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the col | aborative, obviously these are sone fine
points that didn't cone up and weren't discussed, but
I think our intent was that if it is a government
entity that makes the determination -- and | think
that's why we used the |anguage. If it's a
governnent entity making that determ nation and
requesting undergrounding and it is, in fact, a
public thoroughfare, the funding mechanism LID or
ot herwi se, the fundi ng nmechani sm should not be and is
not, in the text of Schedule 71, the issue.

CHAl RMOVAN SHOMWALTER: Right. It would be
a question of nunicipal |aw that the nunicipa
attorneys woul d have to decide what are the various
ways that this could be financed, and so |I was asking
two different scenarios, LID and four custoners
saying we'll pay our share. And there nay be
di fferences there, but | would think there would be
various ways to assess the charges, either to al
taxpayers of the nmunicipality or those who specially
benefit in sonme way without it being turned into a
gift of public funds.

Because there are -- | think you could
legitimately say there are public benefits to
under groundi ng a public street. Oherwi se, what's

your basis of doing it in the first place as a whole
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city?

MR, CHARNESKI: Exactly. And | think nmaybe
Ki mberly could speak nore to this, but on the issue
of the intent, being if the government entity has
made this determ nati on and has requested
under grounding, that really is the nmechanism w thout
| ooki ng underneath. And obviously, if there's a
| egal probl em underneath that were to cone up in one
case or another and the issue would arise, then that
i ssue would have to be dealt with. But | think, as a
threshold matter, this is what it is. It says
government entity makes the determ nation. That was
certainly our intent.

MS. DODGE: | would just add, as well, that
the way that 71 is now set up, there are additiona
controls. Because if the governnent entity requests
a project under Schedule 71, it's just bought itself
a construction project that it's responsible for
coordinating and it's got to engage in a |lot of
process and it's got to be intimately involved in
that process in a way that | don't know that a --
mean, the government entity's going to think about
that in addition to just where's the noney com ng
from | think.

MR, CHARNESKI: M chael Charneski again.
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So as a practical matter, although sone citizens

m ght have the notivation, particularly if they've
read the record fromtoday, | don't think, as a
practical matter -- | don't think, as a practica
matter, the municipality would be inclined to go
through all of the hoops that would be necessary to
make it fly if it weren't, in fact, a legitimte
gover nment request for undergrounding.

MS. HARRIS: | would like to touch on -- |
was thinking through different scenarios on this, as
well. And even in Schedule 71, even though that
government entity makes a determ nation and requests
a service, we still have the different cost
al l ocati ons, dependi ng on whether that service wll
be provided on a private property, private easenent,
or a public thoroughfare, so in these types of
scenarios, you still have to | ook whether we're
under groundi ng service that is going down a public
street on a public right-of-way or if we're
under gr oundi ng down i ndivi dual driveways, and then
the cost allocation would be one hundred percent, as
wel | .

So there may be a practical -- 1 think,
putting all this together, there nay be a practica

way that we woul dn't see nmany Schedule 70 type
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scenarios turning to Schedule 71 because of the cost
al  ocati on.

CHAI RWOVAN SHOWALTER:  Turning to a
different area on page one, | want to make sure
under st and what happens when the conpany and the
governnent entity don't agree.

When | look at (1)(a), it says that when
t he conpany and governnment entity have agreed on the
provi sions of the design agreenent, things happen, so
of course nmy first question at that point was, Well
what happens if they don't agree. Then | turn to the
next page, under (2)(a), and I'mnot sure if this is
for the sane provision or not, but the last two |ines
of (2)(a) on Sheet 71-A say they can agree on terns,
but that neither the government entity nor the
conpany shall be required to agree to any additiona
terms beyond what's in the form agreenent.

My readi ng of that was somehow you have to
agree on this formcontract, but either side would
have veto power over anything that went beyond that.
Is that generally right?

MR. COE: | believe that is correct. The
i dea was to devel op these design and construction
agreenents so there's predictability to both parties,

and that we were going to confine ourselves to these
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agreenents, and things that may go outside that, we
had to nutually agree upon. So | think you're
correct.

CHAI RWOVAN SHOWALTER:  So anyt hi ng beyond
the scope of those agreenents, it takes two, but now
nmy question is, back within the scope of the
agreenent, you've got a form agreenent, so it gets
the parties pretty far there. Then what happens if
you can't quite agree to adjust the terms under this
formcontract?

MS. HARRIS: | believe we have agreed to
the terms of this formcontract. And kind of putting
a fine point on this, we heard a conplaint in, excuse
me, Bellevue, but | loved the Bellevue part. W
heard a conplaint that they can get four contracts
fromthe conpany in a two-week period and each
contract is different, and how do you start
negotiating fromdifferent points. So that is why
we' ve attached these form agreenents.

We al so heard conpl ai nts that each project
is different. Whether you're doing four houses al ong
the street or whether you' re doing H ghway 99, each
project is different, so we need to allow sonme
di screpancy for the parties to agree or to change the

rights and obligations within that form agreenent.
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What the tariff attenpts to do is the
conpany has a concern of we do not want to be
provi ding service or obligated to provide service
Wi t hout a signed agreenment. So we're -- but there's
al so been sonme history where, Cee, it's awfully tough
to get the conpany to sign an agreenent.

So what the parties cane up with is a tine
line. They request service by witing, we have a
certain ampunt of tine to negotiate or sign this
agreenent, and we sign the agreenent and we nobve on.
We've tried to give ourselves tinme constraints, but
these form agreenents are the starting point for
every single project under Schedule 71

CHAl RWOMAN SHOWALTER:  Are you sayi ng that
the form agreenents are so conplete or so al nost
conplete that there's not nuch left to agree on
except a couple of insurance terns?

MS. HARRIS: O the specifics of the
proj ect.

MR. CHARNESKI : Chai rwoman Showal ter,
think, if I understand your question correctly,
you' re al so asking do we have to have the agreenent
signed, as referenced in Section 1 on availability,
for anything at all to happen on the project, which

rai ses the question what if one party refuses to
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sign, and that, of course, has been the concern of
the cities.

But to further answer the question, on
Sheet 71-D, under Section Four -- it's specifically
(4)(a). Under the headi ng General and Timng, we
have a provision that requires the conpany to
commence performance as contenplated in the
agreenents within ten business days of witten notice
fromthe government entity of its determination that
it requires installation of the underground system
So things will begin to nove forward within ten days
regardl ess of whether there's a signature on the
agreenent. It may be that it takes longer to
negoti ate additional ternms, for exanple, that the
parties mght want to include, but | think the intent
is that Section (4)(a) gets the ball rolling.

CHAl R\OMAN SHOWALTER: Okay. | think ny
| ast question happens to be on that page. It's just
above that, under the small D. And it's when the
governnment is engaged with a third party not acting
as an agent of the governnment entity. |'m/|l ooking at
the |l ast phrase. It says, The governnent entity
shall require the third party, as a condition to the
conmpany's performance, to pay the conpany.

My question here has to -- |I'mnot sure
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1 understand the relationship of the governnment entity
2 to the third party, but is it clear that the

3 governnment entity always will have the authority to
4 require the third party to pay the conpany for al

5 costs? This is sonmething that the governnent entity
6 can actually require the third party to do?

7 MR. COE: That's correct. There are code
8 provi sions where the city can require the

9 under groundi ng along a particular frontage of a

10 street as a condition of the permt. And the concern
11 was that sonmehow that could get turned, and even

12 t hough we required that of a private devel oper

13 somehow we' d want that private devel oper, not

14 terribly different than your four citizens, going to
15 the city, saying, Well, make that a public project
16 and we' Il get 71 and the 40 percent, rather than a
17 hundred percent on the devel oper's part.

18 So this particular section was intended to
19 get at and address that particular situation, which
20 happens a fair ampunt. And in a lot of the cities
21 where if you nmove -- in the case of Federal Way, if
22 you relocate three poles and/or 500 feet, then that
23 over head system needs to be undergrounded. And

24 that's a condition of the project and it's an

25 obligation of the developer. This section is trying
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to make sure it stays with the devel oper. That was
one of the PSE concerns in the collaborative process.

CHAI RWOVAN SHOWALTER: There's a great word
there, energization. Energization, yes. Backing up
just overall, what Schedule 71 does is require the
city to pay 40 percent. And can you -- Ms. Etchart,
you have given testinony as to why that's a fair
al l ocation, especially vis-a-vis the current
al l ocations, but can you assure the Comm ssion that
there is a sound basis to provide the city paying 40
percent and the conpany and the rest of its
rat epayers 607?

M5. ETCHART: Yes, |I'm G aciela Etchart,
with Commi ssion Staff. W reviewed approaches that
were developed in this framework by Puget in 1999,
2000 and 2001. The current --

CHAI RWOVAN SHOWALTER: | think you've got
two m crophones close to each other, so if you can
put one of those --

MS. ETCHART: We reviewed the actual cost
of those projects with the current 70/30 division,
and then we conpared -- we have an estimte of --
| ooking at the current figures or the actual figures,
we realized that they were really close to -- the

60/ 40 that was proposed during the negotiation by the
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conpany was very close to the actual costs that were
happening with different -- with the current division
of 70/30 or 30/70, depending on the circunstances.

So it remained pretty nuch with no materia

difference in the total cost with the sanple -- we

t hought that was a good sanple of the universe of
projects. So that is, in this case, what happened

wi th that decision.

CHAIl RMOMAN SHOWALTER: Okay. Backing up to
the other question on the enforceability of the
contract and disputes, | guess | was thinking of this
sonmething along the lines of the way Puget enters
into all kinds of contracts that this Comm ssion
doesn't actually know about. You have to conply with
our tariffs and you are -- you can't violate any of
the ternms of our tariff, and if you have, soneone can
come conpl ain agai nst us, but -- not against us, but
to us, but that there could well be contract
di sputes, say, over the purchase of a truck that
could have provisions in it that would govern that
contract and we woul dn't have nuch to say about it.

So the question is are the simlar
provisions in this formcontract |ike those? Could
they be argued to scoop up sone of our authority, and

if they did even, arguably, would we still have our
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authority to interpret the contract and the tariff
and your performance under it?

MS. SMTH. |If | night take a stab at
answering this question. I1t's ny reading of the
schedul e and of the agreenment that nothing is
intended to affect this Comm ssion's prinary
jurisdiction over the terns of the conpany's tariff.
It's been Staff's position throughout this that this
Commi ssion has primary jurisdiction to determ ne the
rights and obligations of parties as that relates to
the terms and conditions of the tariff over which
this Comm ssion has jurisdiction.

There may be sonme aspects of these
agreenents that are -- while it's all done sort of
under the auspices of the tariff, for exanple, the
under groundi ng is taking place under the terns of the
tariff, certain pieces of it may not really fal
wi t hin what we woul d consider this Conmi ssion's
traditional area of expertise or jurisdiction. So
those particular issues | believe would go to private
arbitration, whereas the neat of what the tariff
means and what the rights and obligations are under
the tariff could come or would cone before this
Conmi ssi on.

CHAI RWOMAN SHOMALTER:  So we woul dn' t
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expect to hear an argunment in front of us that we
can't hear this matter because the parties agreed to
be bound by arbitration; we would get to decide in
the first instance whether the issue involved one of
our primary jurisdiction and then say, Well, we're
sorry, whatever that contract says, this is a matter
for us to determ ne

M5. SMTH: | believe that's a fair
statenment of what's in the agreenment. | nean, |
don't believe the parties can bargain away, nor can
this Comm ssion bargain away its jurisdiction within
the terms of this agreenment. That's sonething that's
not -- it sinply can't happen. So there is no intent
to do that with this.

And t he Conmi ssion approves these sort of
form agreenents within the context of approving the
tariff schedule, and the Comri ssion is not going to
give up its primary jurisdiction and throw that to an
arbitrator that has expertise in construction issues.

CHAl RMOMAN SHOWALTER: We coul d make cl ear
in our order that that was our understanding.

M5. SMTH  Certainly, yes.

CHAI RMOVAN SHOWALTER: Now, in the case of
a special contract, for exanple, that we have to

approve, that becones a tariff or it has the force of
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atariff. 1In this kind of case where there is a
contract to do some work between the conpany and the
city, we don't approve those, do we?

M5. SMTH: | don't believe the Conmi ssion
does. | believe you approve the form contract when
you approve the schedule, but the actual contracts
t hensel ves are signed and negoti ated between the two
parties and they don't come before the Commi ssion
each tinme they' re executed

Now, if there is an issue about the project
or about sonmething -- about -- and since these
agreenents are subject to the terms of the tariff, if
there's a question about what the agreenent neans
with respect to the tariff, that would come here to
the Conmmi ssion. And perhaps before entering the
agreenent or shortly thereafter, the parties nay want
to come here and get sone clarity as to what the
tariff says, but they are subject to -- they're
subject to the tariff and they don't cone before the
Conmi ssion, at least | don't believe they do.

MR, QUEHRN: That is correct. They're al
subject to the tariff, they operate within the
paranmeters of the tariff, so they're not serviced
outside of the tariff. There is simlar |anguage in

these contracts, by the way, as well as the provision



2023

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

that Ms. Dodge was referring to later in dispute
resol ution that makes it clear that matters other
than -- in the contract |I'm | ooking at -- scope of
wor k, design cost estimates and desi gn schedul e,
which are the matters subject to arbitration
Anything else is subject to, again, if it's a matter
for your jurisdiction, it conmes here; if it's a
matter for civil court, it goes there.

CHAl RMNOVAN SHOWALTER: Al right. |
t hought that was the |ast question, but there's one
| ast question, and that is there's a fair amunt of
litigation, old litigation, and | believe there are
statements in the proposed settl enent about what
cases would or wouldn't be -- or what cases woul d be
withdrawmn as a result, but 1'd like to understand for
each case what will occur if we adopt the proposal

And let's begin with King County Superior
Court Case Number 02-2-07014-1. This is the Clyde
Hi Il appeal of our decision in the UE-011027. \What
woul d happen to that case?

MS. ARNOLD: Carol Arnold, for the city of
Sea-Tac, and | think | can speak -- | think the sane
thing is happening to Clyde Hill. That litigation is
a very narrow i ssue pertaining to Schedule 70, which

if the Commi ssion approves this settlenent, Schedul e
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70 will be replaced with the new Schedule 70. And
the issue in that case had to do with the | anguage of
the ol d Schedule 70, the three-phase issue, and that
issue is nmoot for the future if the newtariffs are
approved.

But it does still apply to, for the city of
Sea-Tac, this one project, and so that one narrow
piece of litigation goes forward. The -- | want to
call it the main case that involves the cities of
Auburn and all the other cities, as well as the
cities of Kent and the city of Lakewood, that is not
a party to this proceeding at all, those parties have

all agreed to dism ss their appeal upon approval of

the settlement, plus the -- | think it's 30 days
period for appeal, so the main case will be
di sm ssed.

CHAI RWOVAN SHOWALTER:  All right. |'m not

sure | understood your answer on the first case,
because Clyde Hill and Sea-Tac are both -- are each a
party in -- aml right -- in tw cases that have been
consol i dat ed?

M5. ARNOLD: Yes, that's correct.

CHAI RWOVAN SHOWALTER:  And so woul d both of
those cities go forward with their litigation or one

or none?
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MS. ARNOLD: | can't speak for Clyde HiIl,
but I think that Clyde Hill's not a party to this,
either, and | assune that Clyde Hill will go forward.
That litigation, as | say, was not a subject of this
col l aborative. It wasn't sonething that was
di scussed or negotiated, it's not really part of this
settlenent at all.

CHAl RWOVAN SHOWALTER: Okay. | don't have
any questions.

JUDGE MOSS: | just have one other
guestion. Wth respect to Original Sheet Nunber
71-G, as proposed, Ms. Harris, | think you touched on
some of this earlier, so maybe the question is to
you. If the -- if the conpany finds itself in the
position of requiring or desiring private easenent,

t he conpany pays one hundred percent of the cost, as
| understood your earlier testinony.

If we ook at the second page of Origina
Sheet 71-G at Roman five, it appears that, on the
other hand, if the facilities are to be placed in
public thoroughfare and that public thoroughfare nust
be duly acquired in connection with the project,
then, in that event, the conpany will pay 60 percent
of the cost for the city or the other governnental

entity to acquire the thoroughfare. Am | reading
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that right?

MS. HARRIS: Yes. Going back through the
easenents, | think you have to work through the
scenarios of the easenents. The way that the
schedul e works, if -- if there is sufficient
right-of-way or public thoroughfare for al
facilities to be placed in public thoroughfare, then
we will pay -- we will -- the conpany will place
those facilities into the public thoroughfare and
that placenent will be subject to the 60/40 split.

If you have a piece of equipnent, such as a
vault, and that all parties agree that it does not
fit in the public thoroughfare and that the city
needs to go out and obtain additional public
t hor oughfares, so that we can actually site that
vault, then that cost of that additional public
t horoughfare will be subject to the 60/40 split.

If for some reason the city says, Well, we
see that it doesn't fit in the public thoroughfare,
we'll go and purchase this additional piece of public
t hor oughfare, and the conpany says no, we woul d
rat her have our vault placed over here, we want to
have a private easenent, then it is up to the conpany
to pay one hundred percent for that public -- private

easenent, even though we could have had the city
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obt ai n addi ti onal public thoroughfare.

JUDGE MOSS: Okay.

CHAIl RMOMAN SHOWALTER:  If it were -- if it
were the Clyde Hill situation and there's a private
street in Clyde Hill that says private and it's not a

public street, but the city has declared a quite
| arge area to be a conversion area, who pays how much
for that street?

M5. HARRIS: On the private drive?

CHAl RMOVAN SHOWALTER:  Mm hmm

MS. HARRIS: The private drive portion,
what you woul d have to | ook at is that the conpany
al ready has private easenent rights goi ng down that
driveway. And | believe this is scenario six on our
board runs. The collaborative will understand that.
We al ready have private easenent rights going down
that driveway and there will be costs borne by the
governnment entity of a hundred percent of those
conversion costs because we have a private easenent.
So that portion of the conversion that is |ocated on
a private easenent, the entity will bear one hundred
percent of those costs.

JUDGE MOSS: Does that conplete our
guestions on this section of the settlenent

stipulation? All right. |If there's nothing further
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MS. ARNOLD: Your Honor, could | clarify
one thing? Counsel asked ne to clarify this, and
will do so. The Chair's question that M. Roe
answered about the third party, it was Section
(3)(d), it goes to the conpany's protection against
future relocation costs, not the costs of underground
conver si on.

JUDCGE MOSS: Okay. Thank you for that

clarification. |If there's nothing further, then
we' Il excuse this panel subject to recall and -- give
me half a second. We are -- I'minformed that we are

not limted to 4:00 p.m this afternoon, as we had
previously believed to be the case. Therefore, we
will take a 15-minute recess until 3:30.

(Recess taken.)

JUDGE MOSS: Let's be back on the record.
Qur next topic is tine of use, and | see that we have
Messrs. Pohndorf, Lazar and Lott back on the stand,
and you all, of course, renmain under oath.

MR, QUEHRN: Excuse ne, Your Honor?

JUDGE MOSS: Yes, M. Quehrn.

MR, QUEHRN: Before we proceed, just two
items, kind of, if you will, a housekeeping matter.

Yest erday, reference was made to Bench Request 100,
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which is cost of service parity ratios. W have that
response, and | would like to hand it up to the
bench. And again, | believe that is Exhibit 528.

And t hen, also, we have now the conpl ete
set of -- the response to Public Counsel Data Request
Nurmber 19, which is Exhibit 529, so | would like to
hand those up to the bench, please.

JUDGE MOSS: Thank you.

MR. FFITCH: Your Honor, with respect to
Publ i ¢ Counsel Data Request Nunmber 19, just for the
i nformati on of the bench, the only additiona
material that's being provided is the data request
cover sheet, which just references the attached
t abl e.

JUDGE MOSS: All right. Thank you.

MR, QUEHRN: And Your Honor, if | may,
pl ease, one other item At sonme point during the
course of the proceedi ngs, and perhaps now m ght be a
convenient time, M. Gaines would like to briefly
address the Commi ssion.

JUDGE MOSS: On what subject matter?

MR, QUEHRN: Two itenms. One has to do with
sone questions that were put to himyesterday to
respond to, and then, also, he wanted to speak

briefly as to the PCA testinony and his availability
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on Monday.

JUDGE MOSS: Want to do that now or --

CHAI RWOVAN SHOWALTER:  Yeah, why don't we.

JUDGE MOSS: Why don't we go ahead and hear
that now M. Gaines -- this is in the nature of a
statement, not testinony, or do we need to go ahead
and swear M. Gaines? That's ny question.

MR. QUEHRN: | think you probably do, from
t he standpoint if you want himto answer the
guestions that were asked yesterday.

JUDGE MOSS: Okay, fine. Let's do that.
M. Gaines, if you'll remain standing and raise your
ri ght hand.

Wher eupon,

W LLI AM A. GAI NES,
havi ng been first duly sworn by Judge Mdss, testified
as follows:

JUDGE MOSS: Thank you. Pl ease be seated.
Do you want to assist M. Gaines, M. Quehrn?

MR, QUEHRN: Just as a point of beginning,
and | have not scurried back through ny notes to
refer to the two questions, but | trust that you
recall those questions and maybe can just, if you
woul d, please, M. Gaines, respond to themat this

time?
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MR, GAINES: Yes, the questions yesterday
had to do with the relative market price of power
Wi nter versus summrer, and | believe there was a bench
request that asked the conpany to submit the forward
price of power at the M d-Col unbia point and at the
Col unbi a- Oregon border point into the future. And we
have that information here in duplicate -- or nore
than duplicate, | guess. And so we'll neke that
avail abl e as a response to the bench request.

But what the data generally shows is that
even today, for the year 'Q2 and '03, the price of
power in the forward market is slightly higher in the
summertinme than it is in the wintertinme. And that
di fference has been even nore exaggerated. The |ast
time | |ooked at this data was about two nonths ago.
The difference has col |l apsed sone since then, but
it's still there. And it's generally reflective of
the fact that the West, as a whole, is summer
peaki ng, because of the influence of California and
the Desert Sout hwest | oads, which are relatively
| arger than the loads in the Pacific Northwest.

I think that question was actually one that
was punted to me by M. Lazar yesterday.

JUDGE MOSS:  Yes, that's correct. Al

right. And will those be provided later or did you
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want to hand those up now or -- if we need nore
copies, we can have that data |ater

MR, QUEHRN: This was bench request nunber
-- | believe it was nunmber -- | think this is Exhibit
575, Your Honor, and I'll hand it up now.

JUDGE MOSS: That's correct, Exhibit 575.
Thank you.

MR, QUEHRN: Then | think, Your Honor, just
in addition to that, M. Gaines wanted to address his
availability on Monday.

MR. GAINES: Yes, | do have a schedul e
conflict on Monday, and as |'m sure you know, |
submitted testinony and planned to respond for the
conpany to your questions about the power cost
adj ustment feature of this settlenment, but | now
understand that you're planning to take up the PCA
next Monday, and | do have a conflict that won't
allow nme to be here on that day, and | do apol ogi ze
for that.

It really is unfortunate, because | had
been | ooking forward to responding to your questions
and actually having sone dial ogue about the PCA
that's a part of this proposal, but in ny absence,
the conpany would plan to put up two repl acenent

Wi t nesses, John Story and Ji m El sea.
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M. Story and M. Elsea each have attended
all of the PCA coll aborative sessions, they've been
involved in drafting the PCA portion of the
stipulation and all of its exhibits and have a very
good sense of what the conmpany is trying to
acconplish with the PCA. And of course, if there's
any followup for ne, I will be happy to respond to
bench requests or through whatever other mechani sm
may be appropriate.

| don't want this to be testinony, really,
but while I'mhere and while |I'm sure that a | ot of
these issues will be taken up Monday, there are three
thi ngs about the PCA that 1'd |like to point out just
quickly. First, the feature of the PCA proposal that
wor ks for the conmpany froma financial point of view
is the $40 million cunul ative cap on the conpany's
exposure to power cost variations in the first four
years. That's a very inportant feature for us.

Second, the accel erated power cost rate
only rate review processes that are included in the
PCA stipulation are also inportant because of the
conmpany's near-termneed to do |long-termresource
pl anni ng and acquisition. And in fact, we intend to
ki ck that process off inmediately on the term nation

of these proceedings.
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And then, thirdly, it became clear, at
|l east to ne, during the power cost collaboratives,
that there's not a sufficiently broad understandi ng
of the sorts of hedging and risk managenent
activities that the conmpany now undertakes in the
managenment of its power supply costs. And because
those -- the costs and the benefits of those hedging
and ri sk managenent activities will flow through the
PCA nmechani sm and because the inpacts of them on
custoners will now be nore direct, the conpany thinks
it's inportant to have sone nore dialogue with Staff
and with other parties so that there's a good
under st andi ng of what the conpany plans to be doing
inthis area. And we'll be doing that over the next
several weeks.

That's really all | have to say about the
PCA. I'msure you'll enjoy hearing from M. Story
and M. El sea next Monday about the mechanics of the
mechani sm

CHAl RMOVAN SHOWALTER: Well, I'msorry you
can't be here. Obviously, we have schedul ed things
on the fly, because that's the only way we were able
to do this.

MR, GAINES: Yes, | do feel badly about it,

but I would | ook forward to followi ng up, if
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necessary, through whatever nechanismis appropriate.

COW SSI ONER HEMSTAD: | have one question
of M. Gaines. | guess | don't know how to read this
529. And it was the same on the -- let's see, this

is the Cobb reference. And the assertion is that the
sumer costs are now higher than the winter costs.
Woul d you explain that to ne, as howthat is
denmonstrated, say, for the year 20027

MR GAINES: Well, we |ooked at -- we cal
the summer the third quarter, for exanple, and --
let's see. | guess |'mlooking at cal endar year '03.
We called the summer the third quarter and we called
the wi nter Decenber, January and February, and if you
group themthat way, there's about a two mll
differential, with summer being higher than w nter
If you look at individual nonths in this table, it is
true that there's an individual nonth in the
wintertine that's higher than the sumer.

COW SSI ONER HEMSTAD:  All right. | was
| ooki ng at 529 and --

MR. GAINES: Ch, |I'msorry.

COW SSI ONER HEMSTAD: -- the Cobb
references, which are annualized, or by sumer and
winter, and | see -- | take it, for exanple, 2002,

the figure $29.33 is the cost, and winter is $30.92?
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And the sanme is also true of the on-peak, the w nter
i s higher than the sunmer. The differences nmay not
be significant, but I'"'mtrying to understand this.

MR. GAINES: | hadn't |ooked at this data
before just now This is the results of our power
cost nodeling process, as opposed to the forward
mar ket prices that we were tal king about yesterday.
And you're right. 1t does look |ike, at |east for
some of these years, the nodel is show ng higher
wintertine costs, at least in the early years.

COW SSI ONER HEMSTAD: But apparently 575
attenpts to denonstrate to the contrary.

MR. GAINES: 575 is the actual forward
mar ket price as of today. And as | nentioned,
watch this fairly regularly, and up until about two
nmont hs ago, the differential was really quite |arge
in favor of summer prices. The sheet that |'ve

subm tted today as 575, that differential has

col | apsed sonme, but the sunmer still generally is
hi gher. [It's not as pronounced as | would have
t hought .

CHAI RMOVAN SHOWALTER: Wel |, can you just
explain to me what nonths and year you were | ooking
at in the sumrer, conpared to what nonths in the

Wi nter to establish that proposition, and what
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col um?

MR, GAINES: | was | ooking at cal endar year
'"03. And let's just take the first colum, Md-C
peak. |If we average together July, August and
Septenber of '03, that's about 34 mlls, and if we
aver age together Decenber, January and February,
that's about 32 and three-quarters mlls, so there's
about a one and a quarter nmill differential in that
case. And as | say, we snapshotted this as of --
| ooks like yesterday or Wednesday, and this
differential has collapsed in the Iast nonth or two.

CHAl RWOMAN SHOWALTER: |'m sorry. You're
| ooking at the first colum, M d-C Peak?

MR, GAI NES: Yes.

CHAl RAOMAN SHOWALTER: On Exhi bit 5757

MR. GAINES: Yes, mm hmm

CHAI RMOVAN SHOWALTER:  And - -

MR. GAINES: |'mdown at the line that's
titled July '03.

CHAI RMOVAN SHOMWALTER: Right. So the
36.85, 39.55 there?

MR. GAINES: | guess |I'mactually | ooking
at the Md-C flat colum, I'msorry. It's the third
colum fromthe left.

CHAI RMOVAN SHOWALTER: And why woul d you
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|l ook at that? Why wouldn't we | ook at peak?

MR. GAINES: We coul d.

CHAl RMOVAN SHOWALTER: | nean, if you | ook
at that, I"'mjust -- | think I was |ooking at June,
July, August. Mybe that's -- maybe it shoul d be
July, August, Septenber.

MR, GAINES: Right. June really is part of
the runoff period in the spring.

CHAl RMOVAN SHOWALTER: But it's awfully
close. | mean, it's --

MR, GAINES: It is amfully close. It's
closer than | woul d have expected, based on the |ast
tinme |'ve | ooked.

CHAIl RWOMVAN SHOWALTER:  Well, | guess, in
sonme sense, the nunbers speak for thensel ves,
what ever we make of the nunbers.

MR. GAINES: Mm hnm

COW SSI ONER OSHIE: M. Gaines, just for
clarification, in PSE's tariffs, what are the summrer
nont hs and what are the winter nonths?

MR. GAINES: |I'mgoing to have to --

COW SSI ONER OSHI E:  Because there's
seasonal differences.

MR, GAINES: |1'mgoing to have to defer

that question to soneone who's nore familiar with the
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1 tariffs.

2 MR, LOTT: | believe it's Cctober through
3 March is winter.

4 COW SSI ONER OSHI E: Thank you.

5 JUDGE MOSS: All right. W're finished

6 wi th our housekeepi ng and ot her discussions with M.

7 Gai nes. You're excused.

8 MR. GAINES: Thank you.

9 JUDGE MOSS: And we have our time of use
10 panelists available, and | think we'll just |aunch
11 into questions fromthe bench
12 CHAl RMOMAN SHOWALTER:  |'1] start with a

13 general one, which is we approved the first tinme of
14 use pilot, | believe in April or May, for an initia
15 period of five nonths, at least as | recall it was to
16 go through Septenber 1st. Do you recall if that's
17 correct?

18 MR. POHNDORF: | think that's about right.
19 | can't renenber exactly, but it seened like it was
20 April or May when we approved it.

21 CHAl RWOVAN SHOWALTER: I n any event, |

22 recall very distinctly, since we had extensive

23 di scussi ons about it, saying how inportant it was --
24 it would be to gather data and anal yze the data so

25 that by the end of that period, which actually was
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| ast Septenber 1st, we'd be in sone kind of a
position to deci de whether the program was beneficia
not to the individuals involved, but to the system

As that date approached, we extended the
programto be one full year. And I recall at that
time saying, Wiere is the data, what do we know about
this program and it wasn't available, but we did
extend the program one year. Again, | recall very
distinctly that I, anpng others, made a point of
sayi ng we nust get data about this program because
if it is beneficial, it probably should be required
of everyone, if it's a system benefit, and al so we
need to know what is the appropriate differentia
rate to charge

But we didn't have the data, so we did
extend it a year, and then we were going to have a
year's worth of data. Next we extended it until |
believe this July 1st, because we were in the nmiddle
of a general rate case and it is an appropriate
subject of inquiry as to whether this programis
appropriate at all, and if so, should it be nodified,
that kind of thing. So it was sone consol ati on, when
we extended it, that, well, we would have this issue
in front of us in the general rate case.

So here we are today and the proposal is to
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1 extend it yet another tinme, | think so that the

2 entire program but nodified, would be two years, and
3 one rationale is so that we have tinme to gather data.
4 And ny question is why are we not in a position today
5 to evaluate this programas to whether it is or isn't
6 beneficial to the systemand decide, if it is not, to
7 end it; if it is, either to require it of everyone,

8 because everyone benefits, or to account for those

9 system benefits in the costs and benefits of the

10 program i nstead of just applying the costs. Who

11 would Iike to take on that one?

12 MR. POHNDORF: |'Ill take that one. Let me
13 start with data collection, because | think inplicit
14 in your questions are both the issues of data

15 collection and then a cost-effectiveness anal ysis.

16 And the conpany, to start with, soon after
17 the initial approval, began collecting data on the

18 pilot with the assistance of the Brattle G oup. And
19 since that was initiated until now, there have been
20 various data coll ected about -- about the pilot,

21 about the switching behavior, and about other aspects
22 of the program

23 What we found through the coll aborative

24 process is that there was no agreenent fromthe

25 parti es about how you take that data and | ook at the
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1 cost effectiveness of the program Do you | ook at

2 the i medi ate cost effectiveness? |If so, under what
3 nmet hodol ogy? Do you base cost effectiveness upon

4 some projections? So that you build upon a base of
5 data and you say, | assume a certain customer

6 response and | nmake sone assunptions about what that
7 will be in the future.

8 Those ki nds of anal yses were undertaken by
9 the various parties, but we did not agree on, to be
10 very blunt about it, what to do with the data, and
11 there was di sagreenent anong the parties about

12 whet her the conpany had been collecting the data

13 properly. This program when we instituted it back
14 in April and May, it was instituted very quickly.

15 The conpany made sone deci si ons about how to coll ect
16 the data. And the program as we originally proposed
17 it, was in part a response to the energy crisis. And
18 as such, we did not work with the parties under the
19 kind of time line | think that we, in retrospect,

20 would Iike to in order to devel op compn approaches
21 to, one, the data collection, and then, secondly,

22 what do you do with the data in terms of |ooking at
23 the program s overall cost effectiveness.

24 So it was only through this collaborative

25 process that we really received the whole breadth of
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i nput about, Boy, how do you | ook at cost

ef fectiveness for this kind of program and we heard
a nunmber of very valid perspectives on that and a
whol e Iitany of assunptions that need to be | ooked
into because, fromthe conpany's point of view, we
had been | ooking at it under a certain nethodol ogy.

We heard about other nethodol ogi es and we
strongly believed that the best thing to do was to go
forward and col | aborate about what that methodol ogy
ought to be and what the assunptions ought to be for
the ultimte cost effectiveness anal ysis.

CHAl RWNOVAN SHOWALTER: Wl |, since the
proposal is to continue the program as nodified up
through -- is it next April 1st?

MR, LOTT: Through Septenber.

CHAI RMOVAN SHOWALTER:  Sept enber 2000 - -

MR. LOTT: Three.

CHAl RMOVAN SHOWALTER: Three. For the
pur poses of -- purpose of analyzing it, that, of
course, was the proposal the last three tinmes. So
why should we be confident that there will be an
actual study or an analysis before us the fourth
time?

MR. POHNDORF: Let me take a shot at that

froma couple perspectives. The first perspective is
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a coll aborative perspective. | think that, as you've
heard, these parties, all 31 parties, have nmde
tremendous progress in tackling some very tough

i ssues as part of this settlenment, and we want to
build upon that in a collaborative process. To date,
there has been no coll aborative process before these
merger settlenent discussions on this program

Secondly, the parties have already done
quite a bit of thinking about cost effectiveness and
have run their own anal yses. | know those anal yses
are not before you, but they have done that. The
conpani es have done that, other parties have. So
there has been a | ot of progress nade.

And | guess the third thing is that we're
not -- going forward over the next year, we're not
conducting the same experinent. The experinment, up
until now, has been an experinment where the custoners
who are participating in the program are not paying
the programis netering and data handling cost. Going
forward, they will be, and we believe that wll
provide a year's worth of very informative data,
because now the custoners are making the trade-off.
They' re making the trade-off between the benefits of
the program and directly seeing the cost.

CHAI RMOVAN SHOWALTER: But they're nmaking a
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trade-off between the individual cost to them as
assessed, of the program and the individual benefit
to them but it entirely begs the question of the
prem se of the programto begin with, which is system
benefits.

We're not inventing different tinme of day
rates just so soneone can pick one to see if it
benefits them The prenise was that there is extra
cost in the peak -- the breakfast and di nner hours,
or extra value to be gained, either in order to avoid
t he conpany having to buy power at that time or to
enabl e the conpany to sell power at that tine or,
perhaps in a broader, extra, outside the conpany
sense, to avoid congestion at peak tinmes. | nean,
there are various benefits one m ght hypot hesi ze at
the peak hours, therefore justifying a differentia
rate. It was all a hypothesis.

But once you recast the programas sinmply
sonmet hing that m ght benefit an individual, and
therefore the individual pays a price for it if the
i ndi vi dual benefits fromit, we have not taken into
account this broader benefit, if there is one, and so
one of the problens | have is that the proposa
proposes to change the programto assess individua

costs, because sone costs are known, but because the
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benefits apparently are not known or not agreed upon,
they get left out of the equation.

So all we're really doing is shifting costs
to the individuals in the program |If there are in
fact benefits -- and | don't know if there are or
aren't. If there are, in fact, systembenefits, then
the costs of the program al so should be borne by the
system not the individuals doing it. But we're in
the position of |ooking at a proposed settlenent that
| ooks at one-half of the equation and keeps us blind
as to the other half of the equation, and it's
difficult to justify changing this program on that
basis, to assess costs, but not acknow edge or
inquire into the benefits.

The bottomline questionis is it tinely,
at this point, to assess costs w thout benefits?

Per haps nodification should await what has been
requested three tines, an analysis.

MR, LOTT: Chairwonman, actually, during the
| ast year, you've been | ooking at one scenario.

You' ve been offering custonmers a chance to reduce
their bills, but not telling themwhat it's going to
cost the systemto do that. In other words, you have
not increased the cost that the conpany's incurred

over the last year, and all the custoners received is
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a benefit.

Qbvi ously, one of the things that's being
| ooked at in these analyses is how do the custoners
react to the program and customers do react
positively to a programin which they don't pay the
cost. And in ny testinony, | describe -- very
qui ckly, | describe the fact that we | ooked at the
benefits that are supposedly being created by the
shift and we tried to allocate that those custoners
get that benefit, so they are directly receiving the
benefit of that shift.

In other words, the system benefit goes
into these custonmers getting a | ower price. \Wen
shift to nighttime usage, | get the system benefit by
getting a lower price in my ow bill. [If there is
ot her benefits, in this case, there's a snal
i dentification of some possible additional benefits
beyond that shift cost, you know, a portion of it has
been, at |east for one year, you know, term ng on the
persi stence of that, been passed on into the
conservation rider, but the point is that the
benefits of the system are being passed on to the
custoners through reduced bills, and therefore there
is a mtching of the benefits to the systemthrough a

reduced bill.
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If you have two custoners and one is
getting a lower bill fromthese greater benefits and
the other custoners are not receiving any of those
benefits, at least in the short term | agree with
you, by the way, in the long run, if this thing is
cost effective, it, in the long run, should be a
mandatory program | think that's what the
Commi ssi on ordered 24 years ago. | don't disagree
wi th what they ordered 24 years ago, and | think -- |
think you also need -- there's a |lot of problens with
these anal yses. W' ve collected a year's worth of --

CHAl RWOVAN SHOWALTER:  Can | stop you,

t hough, before we go on, because | don't want to | ose
the point about the benefits.

MR, LOTT: Ckay, right.

CHAl RWNOVAN SHOWALTER:  That woul d be true
if the differential, the 10 percent or 15 percent,
were appropriately set if it captured the system
benefits, but we didn't know what that figure should
be. We inplenented, | think, a kind of a cautious,
nodest price signal. Part of the purpose of the
anal ysis was to cone back and say what is the system
value and is it positive, but if it's positive, how
bigisit. That would -- that would allow the

Commi ssion to set that differential appropriately,
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because supposing it's too low right now, that would
mean that the individual custoner is getting the
benefit of avoiding that higher price and getting the
benefit of the |ower nighttinme price, which, under
this scenario, was too nodest. And so the systemis
benefiting on the rest.

On the other hand, if it is set too high or
there's no system benefit at all, then | think you
are correct, the individuals are getting a benefit
that, in effect, they don't deserve, because there
really isn't that kind of value in the breakfast and
di nner hours.

But that's what we wanted to find out
about. But now we're assessing the costs without
havi ng assessed the benefits.

MR, LAZAR: |If we just | ooked at the data
that's been collected so far, we could make sone
judgments based on that. And in the coll aborative,
we did that. We also agreed that we needed to cone
up with a way of neasuring the long run, and we
haven't reached agreenent on how to do that.

The data that's been collected so far, and
the conpany has filed nonthly reports, shows that the
on- peak/ of f - peak market price differential for power

is about a half a cent a kil owatt-hour over this
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period. These custonmers are getting a 1.4-cent per
kil owatt-hour savings when they shift [oad fromthe
on- peak to of f-peak hour

So in the short run, the very short run,
the custoners are getting three times as nuch benefit
as the systemis getting. And if you only | ooked at
the short run, you would reach a conclusion that the
di fferential should be nuch smaller than it is and
you woul d reach a conclusion with about 14 kil owatt
hours a nmonth per custoner shifted, or about seven
cents of savings per nonth, the neter readi ng cost of
$1.26 a custonmer are not justified. And if you only
| ooked at the short run, you would reach a concl usion
that this program shouldn't go forward, | think.

But we don't -- the collaborative all agree
that we need to be looking at the long run. Are
there capacity deferrals that are possible, do you
avoi d transm ssi on system upgrades, do you avoid
di stribution system upgrades. And these concepts
were not discussed with the collaborative until we
got into settlement. The nethodol ogi es just began
bei ng devel oped literally in the |last couple of
nont hs.

I'"m confident we can work together with

that data and those nethodol ogies to cone up with a
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good net hod or methods of |ooking at the |long-term
benefits, but we're not there.

MR. LOTT: Part of that reason -- this is
what | was -- the next statement | was going to nake,
is you said we've been going for a year. The | ast
data |'ve seen, and it hasn't been fully analyzed, is
fromApril. It's less than a year. And it takes
time to review data, even after you've received it
O course, we've been working on the coll aborative,
so we haven't been reviewing the data as closely as
we probably should. But --

CHAl RWOVAN SHOWALTER: Isn't that exactly

one year?

MR LOTT: Well, | thought it was May 1
| ast year, but whatever. |'mnot sure of the exact
dat e.

CHAI RMOVAN SHOWALTER: That woul d be 12
nmont hs.

MR, LOTT: Right, okay. Wat I'msaying is
the data that we started with at the begi nning of the
col | aborative was not even that far along. And
receiving data and having this data, then do reviews,
t he conpany had sone people perform analysis onto the
-- I"'mtrying to figure out what the variability of

power, you know, the price. |'m having a problem
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with the word, sorry, but the people's response to a
price change. |I'mtrying to get the --

MR, QUEHRN: Elasticity.

MR. LOTT: The elasticity. So we have
elasticity things that have been done by one party
and been partially reviewed and not fully reviewed by
other parties. And that's based on data not through
April; this was through data that was based through
| believe, through Novenber or Decenmber. So there's
sonme elasticity analysis through that tinme period.

In addition to that, you have to do the
econoni ¢ anal ysis of what are the avoi ded costs.
Your question earlier was, you know, we've had this
thing for a year, why haven't we finished the
analysis. Well, if we had all the data, we had
econoni ¢ anal ysis and you can put them all together
then you woul d have your analysis. | would suggest
-- ny personal belief is | would suggest we're stil
-- if we were all working one hundred percent on
that, we're still nonths away from being able to
analyze the full first year. |I1t's not sonething you
have done one year after the project is over.

You now have data, you now anal yze the
el asticities, you now analyze the econom c i npact,

you have to go out and try to determ ne how nuch of
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the shift is a real reduction in the capacity
requirenents related to distribution. |n other
words, these are part of the data that you have to
anal yze very -- you know, that's going to take --
it's not sonething you do because you now have an
anal ysis of the shift.

CHAl RWOVAN SHOWALTER: Well, a year is a
nice nunber, and | think it's nice to have a year's
worth of data and analyze it, but it's not the only
anal ysis that could be done. You can analyze five
nont hs of data or eight nonths of data or ten nonths
of data, especially when you have a big decision
coming up, like a rate case decision

MR, LAZAR: Yes, it is. | indicated, if
you | ook at the data that's been collected in the
short-run power cost differential, that is what we
can evaluate in the imediate term The benefits of
the programto the entire systemare on the order of
one-tenth of the cost of the programto the entire
system

But that's, to ne, not really an inportant
measurenment. What's inportant is, over the long run
how do the costs and benefits conpare. And M. Lott
has spoken to sone of the conplexities of doing that,

nmy testinony speaks to sone of the conplexities of
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doing that, and the coll aborative, | think, is
prepared to take on the conplexities of doing that.
But it hasn't been done and it couldn't be done in
the context of general rate case.

CHAIl RWOMAN SHOWALTER:  What do you thi nk
it's going to do to participation rates to start
charging people a dollar? At a mininum won't it
tend to start creating a self-selection process where
t hose who behave one way, i.e., benefit by the
program would tend to stay on; those who don't over
time would tend to get off. At that point, what do
we know? We know that there's a group who can
conduct itself such as to benefit this way, and then
there's a group that didn't.

MR, POHNDORF: | think on the margin that's
right. The custoner's paying nore attention to what
they may be saving under the program but | think
they' Il be thinking about it a little bit harder
They may be thinking about whether or not even having
the information is worth the extra dollar on their
bill, and I would venture to say that there are
probably a whol e nunber of custoners who may even
want to pay that dollar just for the information,
even though they may not save, but that's just ny

opi ni on.
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As has been discussed here, really a | ot of
the difficulty in figuring out cost effectiveness,
not just the nethodol ogy or perspective you take, and
it's not even just, beyond that, |ooking at what
power markets may do, but it's trying to predict
custoner behavior. And if you have, on the program
you have a year's worth of data about custonmers who
are seeing this direct cost, making that cal cul ation
t hi nki ng about it really hard, | think you're --
we're going to have inproved data to be able to nake
those projections that we have to make in order to do
a long-termcost effectiveness analysis, projections
about what customers could do. And | think that's
extrenely val uabl e.

COW SSI ONER HEMSTAD: If | could break in.
Has the conpany attenpted to nmake any estinmate of the
nunmber of its custonmers who will continue to be in
the programin, say, Septenber of 2003?

MR, POHNDORF: We've just started that
anal ysis, just started to | ook at, you know, if you
apply the new rates and | ook at custoner |oad shapes,
woul d they be saving, but that has just begun. W
still have to get the rates obviously finalized.

COW SSI ONER HEMSTAD: Do you care?

MR, POHNDORF: Absolutely, we do.
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COW SSI ONER HEMSTAD: | don't nean that
pejoratively; | nmean that financially.

MR. POHNDORF: The way this works for us
financially, sort of in the broadest terns is that
this $1.26, the incremental nmetering and data
handl i ng cost, is recovered on a variable basis, so
if customers opt off, we don't incur those costs and
we also don't collect them So you could say we're
whol e no matter what happens there.

Qbviously, there are other transactiona
costs and there are costs associated with customner
notification and processing customers, as well. But
we've tried to design this so that it is neutral

COW SSI ONER HEMSTAD:  Well, | guess it
goes to is the conpany incented or disincented to
encourage people to go onto the system | ask that
as a neutral question, you know. | nean, do you see
t he conpany goi ng out and beating the bushes to have
peopl e participate or are you indifferent?

MR. POHNDORF: You know, that's an
i nteresting question, because we're trying to figure
out the answer to that ourselves. | think that the
financial incentives are basically neutral

W want to have a valid experinent and so

we want to neke sure that we have custoners
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participating in a way that we can continue to |learn
about this program Over the last year, we've

| earned a trenendous amount. But it's really that
that's driving us. The financial incentives are
roughly neutral when you conmbine this collection of
the netering costs. Also, with the design of the
program The design of the differential is, as Jim
Lazar mentioned, it's one so that it is neutral. The
system benefit, i.e., the power supply benefit, and
think sone additional system benefits are being
passed through to the custonmer through the
differential, and so that, you know, that, again,
makes us roughly even on this.

COW SSI ONER OSHI E: M. Pohndorf, how many
custoners does the conpany believe it needs to
participate in the programin order to have sone
confidence in the results of the experinent or the
anal ysis of the experinment itself? | nmean there's

statistical confidence, of course, and there's other

MR. POHNDORF:  Yes.

COW SSI ONER OSHIE:  And there are other
confidences that you would attain from your anal ysis.

MR, POHNDORF: Yeah. You're asking ne a

guestion that takes ne way back to ny past, as a nath
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major in college. And | could probably renenber
somet hi ng about sanpling, but | don't know enough to
answer your question at this point. W have al npst
300, 000 custonmers on the program now. To develop a
statistically valid sanple requires a far smaller
anount than that. But | don't have a nunber for you.

CHAl RWOVAN SHOWALTER: But, in any event,
what ever that number is, the current programis
everyone that is -- you know, relatively speaking,
it's everyone who happened to be eligible for these
nmeters at one tine. Possibly people in really rura
areas were different, but it was a total universe
Now it's going to be those who don't get off the
program So even if it's a large group, it's no
| onger a universal group.

MR, POHNDORF: | think that can be right.
We have had an opt-off mechani smsince we've started
I don't know what's driven those custonmers to opt off
and if that makes the existing set of custoners
skewed in any way. | don't believe it does, but |'m
not absolutely sure on that.

CHAl RMOMAN SHOWALTER: But that's been |ess
t han one percent.

MR, POHNDORF: It has been small, yeah. |

really can't predict what will happen in the future.
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I do agree that a number of custoners will probably

| ook at their direct economcs on this and that may

i nfluence a sanple we have, but where that ends up, |
don't know, but I -- if it remains a relatively |large
sanpl e, then subsanples of that can be studied that
probably are still truly random

CHAI RWOVAN SHOWALTER: A question on the
PEM versus TOU. |I'ma little unclear. Currently, is
it only TOU custoners who are able to get on the
Internet and see their tinme of day use, their
personal tinme of day use?

MR. POHNDORF: The PEM programis much
broader than tinme of use, and we have a nunber of
custoners who are on the tinme of use information
program And | believe those custonmers can get on
the Website, as well, and check their usage.

CHAI RMOVAN SHOWALTER:  Al'l right. Under
the proposed settlenent, do those people need to pay
a dollar?

MR, POHNDORF: They don't. The settl enent
is silent on what happens with those custoners. The
customers who are on the information only program
that's an i ssue the conpany's dealing with right now,
but the settlenent doesn't speak to what happens to

t hose custonmers.
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CHAI RWOVAN SHOWALTER:  There's no
difference, is there, in the cost to provide that
information to the information-only versus the tine
of use custoners?

MR, POHNDORF: |'m not exactly sure.
woul d i magi ne that the costs are | ess, because in

that $1.26 is sonme information handling cost to get

the nmetering data into our billing system W would
not be billing those custonmers, and |I probably should
stop there. |'mnot exactly sure, but | would guess

that it would be |ess.

CHAl RMOMAN SHOWALTER: What was the doll ar
and what was the twenty-six cents? 1've forgotten

MR, POHNDORF: The increnmental netering and
data handling costs are $1.26, and then the
col  aborative decided to divide that $1.26 into three
pi eces. And the dollar was to be recovered on a
fixed nonthly basis fromtine of use custoners, 16
nore cents of the $1.26 were to be recovered through
the energy charges to tinme of use custoners, and then
the last ten cents was to be recovered through the
conservation rider.

CHAIl RWOMAN SHOWALTER: So you don't know
how rmuch of the $1.26 would be attributable to just

the neter reading and putting it into the Internet
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system where a person could read it?

MR. POHNDORF: As | recall, the neter
readi ng cost itself in our contract from Schl unberger
is adollar. But then, of that remaining 26 cents,
don't know if there's a smaller portion of that that
is the ampbunt that just kind of gets the infornmation
to the Internet and is less than the full 26 cents
for billing purposes.

COW SSI ONER HEMSTAD:  Wel |, so when you do
-- when you informthe custoners whether they are
better or worse off -- and you're going to do that
quarterly, | think.

MR, POHNDORF: Yes.

COWM SSI ONER HEMSTAD:  You'l | cal cul ate
that at the rate of $1.16 per custoner, then, | take
it?

MR. POHNDORF: Yes. That --

COW SSI ONER HEMSTAD: O a dollar plus the
-- sorry, the dollar plus the 16 cents for the energy
char ge.

MR, LOTT: You would sinply do a comnpari son
of bills based on the dollar and -- | nean, the basic
charge, which are a dollar different, and the energy
charges, which are different totally, and you just do

a conparison of the bills under the two scenari os.
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COW SSI ONER HEMSTAD:  Well, | didn't state
nmy question very well, but the differential would be
reflected by those two factors.

MR. LOTT: It would include both of those
factors. Obviously, sone customers with | arger usage
m ght incur nore than 16 cents and a small custoner,
who doesn't consune anything, would be less, so --

COW SSI ONER HEMSTAD: Right. M. Lazar,
read your testinony, and | was frankly surprised at
your statenment of your conclusions. |'m/looking at
page two of Exhibit 551. O course, we don't have --
you did an analysis, but we don't have that in front
of us, but | take it this is your analysis only, and
the other participants in the collaborative don't
necessarily concur in that analysis, do they?

MR. LAZAR: That's correct. | did an
anal ysis that was attenpting to | ook at |ong run
i npacts of the program | |ooked at data that the
Staff collected on the very short run inpacts of the
program and | | ooked at the analysis that the
conpany's consultants did, and | refer to each of
those. The analysis that was done by nme at an early
point inthis -- in the collaborative process, |
would do it differently today, were | to do it now,

based on what |'ve |earned through the coll aborative



2063

1 process. | haven't redone it, but -- because

2 expect to be | ooking at those questions broadly in

3 the col |l aborative com ng up

4 COW SSI ONER HEMSTAD: | haven't read the
5 testi nony of Ms. Gullekson or M. Hirst of the

6 conpany in the case in chief. Ws their testinony

7 asserting that there was a positive cost benefit?

8 MR. POHNDORF: Maybe | could speak to that.
9 Ms. Gull ekson's testinony presented a | ong-term

10 anal ysis of the cost effectiveness of the program

11 froma certain perspective. It analyzed a nunber of
12 scenarios. And what we found with that testinony is
13 that the result, as you nmay guess, is highly

14 sensitive to the assunptions that go into it.

15 And t hrough the col |l aborative process, the
16 conpany felt that it was not confident on any one set
17 of assunptions, given the perspectives that were

18 presented by other parties. And actually, if you

19 | ook at Ms. Gullikson's testinony, even given the

20 vari ous assunptions the conpany | ooked at, there were
21 quite a range of results on cost benefit anal yses.

22 M. Hrst's testinony | ooked at what |

23 woul d call nore theoretical benefits of tinme of use
24 pricing. Wat he |ooked at was, over a very |ong

25 term if time of use pricing or ultimately realtine



2064

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

pricing were inplenented throughout the West, which
is a very bold assunption, what woul d happen to

mar ket prices. It was neant to be conplenentary to
Ms. Gull ekson's testinmony. It -- M. Hirst's
testinony did not |ook at sort of what custoners

i ndi vidually would save just due to changing their

| oad shape and getting the benefits of a
differentiated rate, but instead, as you may be
aware, various theories have been put out that if

| oad i s reduced on peak broadly throughout a region,
prices could decline. And that is arrived at
principally by |ooking at what prices do under
extrene peaks.

And M. Hirst did an analysis |ike that
that sort of |ooked at very long-term if this were
i mpl enented very broadly by a nunber of utilities,
what coul d that potential be.

JUDCGE MOSS: Just for the clarity of the
record, | think the references were to Exhibit 554,
which is M. Lazar's testinony on this particular
subj ect matter.

COW SSI ONER HEMSTAD: | don't think so. |
think it's 551.

JUDGE MOSS: 551. Well, let's be off the

record.
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1 (Di scussion off the record.)

2 JUDGE MOSS: We're back on the record.

3 CHAI RMOVAN SHOWALTER:  There mi ght be

4 agreenent on this question, | don't know Is there

5 data showing time of use customers using | ower

6 anmounts of electricity in an absolute sense conpared
7 to the non-TOU cust omers?

8 MR. POHNDORF: Yeah, there was not

9 agreenent on that. And let ne give you maybe sone
10 insight into the nature of that, is that we did have
11 the Brattle Goup | ook at that question, but it's a
12 very difficult question, because that requires the
13 establishnment of a control group, a group that does
14 not have anything -- anything other than the tinme of
15 use pricing inpact them

16 And t hese studi es were being undertaken

17 starting back in the April, May tinme period |ast

18 year, when there were a | ot of other things happening
19 in the energy industry, and those things led to a

20 reduction in energy consunption that was quite

21 significant for our custoners generally.

22 But there were a number of discussions

23 about that, and the collaborative reached no

24 concl usion as to whether or not there would be this,

25 guot e, conservation benefit fromtinme of use pricing.
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CHAl RMOVAN SHOWALTER: But weren't all of
Puget's custoners and everybody el se i n Washi ngton,
for that matter, experiencing all those other things,
but only the tine of use custoners were experiencing
time of use rates?

MR, POHNDORF: That's true, but you -- this
anal ysis gets caught up in a conparison of -- anobng
years, because obviously you cannot conpare one
custoner's consunption in May to their consunption in
June. You have to kind of |ook back a year. And it
was actually a nore difficult analysis than it may
appear at first.

MR. LAZAR:  Sonme of us read the Brattle
analysis to show that the tinme of use custonmers were
using nore electricity on an absol ute basis than
non- TOU custoners, and others read those reports
differently. W didn't reach anything resenbling a
consensus. We did reach a consensus that we wanted
to study this for another year.

However, the stipulation does provide for
10 cents of the $1.26 to be charged to the
conservation tariff rider, and that figure was
derived fromone estimate of 1.7 kilowatt hours per
nont h savings for the TOU participants nmultiplied by

an avoi ded cost of about six cents a kil owatt-hour
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That's a production, transm ssion and distribution
avoi ded cost, not just a power supply cost, to get
that 10 cents.

And so the stipulation that's before you
assunes that there is a conservation effect, but
clearly, whether that would remain a part of the
| ong-term cost recovery mechani smwould be a matter
to be explored by the collaborative and brought back
before you before Septenmber of next year.

CHAI RMOVAN SHOWALTER:  For conpari son
pur poses, for the conservation neasures, the
settl enent specifies that there is an assignnment of
di stribution and transm ssion savings in avoiding --
in avoided costs. And | think it's $28.65 for every
average kilowatt of reduced consunption. And ny cite
here is Exhibit F, page 515.

MR. LOTT: Paragraph 157

JUDCGE MOSS: Paragraph 15.

MR. LOTT: Yeah, this was the avoided --

CHAl RMOMAN SHOWALTER:  Ri ght .

MR. LOTT: Yeah, this is a collaborative we
had on avoi ded costs rel ated across a bunch of
di fferent groups, including the conservation group

CHAl RMOMAN SHOWALTER:  Ri ght .

MR, LOTT: There's obviously a question in
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there, and you see ny testinony depends on what
conservation is and whet her conservation or
curtailment or something actually reduces the
capacity requirenents related to distribution
whet her the distribution portion of the avoi ded
capacity costs would apply.

CHAl RWOVAN SHOWALTER: | haven't asked ny
question yet.

MR, LOTT: Oh, | just wanted to say,

t hough, that this was used -- this was neasurenents
of these types of costs, but you have to be able to
achieve that type of itemin each one of those

cat egori es.

CHAIl RWOMAN SHOWALTER: My question is what
degree of confidence do you have that this system
benefit here is appropriate when there apparently is
no confidence on the TOU itens that there is a system
benefit? |Is there stronger data to support this
proposi tion?

MR, LOTT: You're tal king about whether the
conservation -- Jimparticipated in both, so --

CHAIl RWOMAN SHOWALTER:  Yes, M. Lazar can
answer .

MR, LAZAR: Thank you. This estimated

distribution capacity cost is a long-run distribution
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capacity cost. That is, if we |ower the demand on a
distribution circuit by a kilowatt, we would expect
to save this in construction or upgrade costs on that
circuit over the life of the distribution circuit.

This figure is very consistent with what |
see in the many other jurisdictions that | work in,
is what utilities use as a marginal distribution
capacity cost. So in that sense, it has a fair
amount of other science behind it. It's based on a
calculation the conpany did of its capacity upgrade
costs for distribution circuits and its |oad
increases on its distribution circuits. So it has a
substantial basis and data on this conpany. And it
is precisely that data that | used when | did ny
anal ysis and when the conpany did its anal yses that
reached -- 1'Il call theminconclusive results on the
TOU program that brought us to the point of the
stipulation that's before you.

I think that that part of it is somewhat
specul ative, though. And the sinplest exanple is if
| shift ny load in ny house from on-peak to off-peak
is the conpany going to change the transformer that's
hangi ng on the pole outside ny house soon or ever?

CHAl RMOVAN SHOMWALTER: Why woul d it be just

outside the house? Wiy isn't this part and parcel of
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t he whol e transm ssion, planning, congestion
managenment? Isn't peak shaving an issue that cones
to the fore when transnission, big transm ssion gets
congest ed?

MR, LAZAR: There's nuch | ess controversy
over the transm ssion avoided costs. | think we're
all pretty confortable with the transm ssion avoi ded
cost. But the distribution avoided cost, that's the
transfornmer outside ny house, the wire that's outside
ny house, back to the substation that's three bl ocks
frommy house.

And the issue that M. Lott raised and that
| concur needs to be examined a little nore carefully
is does a peak | oad shift cause any real materia
change in those costs and distribution end of things.
The transnmi ssion end, big transm ssion, the power
supply issues, | don't think were nearly as
uncertain.

CHAI RMOVAN SHOWALTER: When you were doing
your analysis and taking into account the peak
shi fting behavior of TOU custonmers, did you account
for this type of credit that conservation gets?

MR, LAZAR: Yes, | did. And | took the
data from-- this is where | relied on Ms.

Gul | ekson's testinmony. She had -- |'m | ooking back
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1 at ny work papers. She had assuned $52.65 per

2 kil owatt in her original testinony, and that was the
3 figure that | used. What the coll aborative cane

4 forward with in the avoi ded cost cal cul ati on was

5 24.95 for distribution.

6 CHAl RMOVAN SHOWALTER: | guess | was asking
7 about the transm ssion. Are you saying that you

8 don't think time of use peak shifting even conputes

9 to a transm ssion effect?

10 MR. LAZAR: No, we, on the -- the

11 transm ssion was a hundred and -- Ms. Qullekson's

12 testimony, which | relied on in my analysis, had a

13 transm ssi on avoi ded cost, a capital cost |evel of

14 $126, a distribution avoided cost of $225 a kilowatt.
15 Conbi ned, that produced 52.65 a kilowatt. That's

16 what | used in ny anal ysis.

17 What the collaborative cane up with is the
18 sum for transm ssion and distribution of 28.65, plus
19 24.95, which is 54 -- $53.60. |It's alnost exactly

20 the sane anpbunt as | used in ny analysis. It's just
21 aggregated a little bit differently.

22 CHAI RWOVAN SHOWALTER:  All right. But

23 those two figures are over in the conservation system
24 benefits, at |east where | was reading them So then

25 my question is did you use those sane neasures when
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you did your analysis of tine of use?

MR. LAZAR. Yes. The analysis that | did
of time of use that concluded that the benefits were
one-tenth of the costs used al nnst exactly the sane
anpunts as were used in the conservation anal ysis.
And there was just a little evolution of the data in
the two nonths in between, by about one dollar a
kil owatt, by about two percent change in the data.

COW SSI ONER HEMSTAD:  Well, | was going to
ask a quite specific question about the agreenent as
to how the program would function. And | was,

t hi nk, most curious about the end gain. | think it
calls for a conclusion of the program that at sone
point, that participants would automatically be
dropped off the programif the data showed that it
was not to their benefit to stay on.

I"'ma bit puzzled by that requirenent. |
analogize it to the green power programs. It costs
partici pants nore, but they conclude that is
environnental ly attractive and, therefore, they wll
pay nmore. Wiy wouldn't you | eave that decision to
the participant, as to whether to stay on or to be
automatically dropped of f?

MR, LOTT: Well, the participant would have

the choice of staying on. That is an option the
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partici pant woul d have. They woul d be dropped if
they didn't choose to stay on.

COWM SSI ONER HEMSTAD:  All right.

MR, LOTT: O herw se, you would -- as |ong
as it stays as an optional program again, if this is
a cost effective program it would be Staff's
position that, as |'ve heard Chai rwonman Showal t er
say, is that you would ultimately go to a mandatory
programif it's cost effective. |If it's not cost
effective, it stays as an optional program
Custoners shoul d be put on a schedule that gives them
the | owest prices. They should not be overcharged
unl ess they so choose to be on a schedule. Sone
custoners choose to be on a green power or other type
schedul es, and a custoner should not be automatically
pl aced on a schedul e that charges them a higher
price. You know, that's the basis of that.

COW SSI ONER HEMSTAD:  For them it would
shift the default to being off the program

MR. LOTT: If it wasn't to their benefit.
But, of course, there's no assunption of what the
program s going to be after the end of that -- wll
it continue to be an optional program wll the
conpany nmake a filing to nmake it mandatory at that

time because the coll aborative denpnstrates that it's
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cost effective, will the conpany totally drop the
program because it's not worth continuing at all and
it's too expensive for the conpany to run. You know,
there's no -- there's no -- what the programw ||

| ook like. This assunes the conpany continues an
optional program and there's no decision about
whether it will be an optional, mandatory or will

exi st at all.

MR, POHNDORF: If | could just echo that
sentiment. The stipulation's silent on whether or
not there will be a program after Septenber 2003. W
wanted to | eave that open because we do want this
col | aborative to go forward and di scuss that issue
and to discuss it frankly with the broadest possible
participation. You know, sitting here today, | don't
know if this is possible.

But the company woul d be encouraged if even
policy staff or possibly the Conm ssioners could
somehow engage in those di scussions, as well, but
given that we don't know if there would be a program
or what it would | ook |ike, that was part of our
thinking in, while still giving a custoner a choice
as to what schedul e they want to be under, if they
don't nmake a choice, to put themon the economcally

best schedul e.
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COW SSI ONER HEMSTAD: | have a quite
broad, general question. The shift in the conpany's
position | find remarkable. Wen this program was
first proposed, it was proposed as a nmandatory
program for all classes of custonmers, with the
argunent that it was going to have a neasurabl e
i mpact on events that it was then -- well, as a
result of our decisions, it became voluntary and
initially then was only applicable to the residentia
cl ass.

And | realize this is now as a result of
the settlement, but do | take this evolution as a
substanti al acknow edgenent by the conpany that it is
uncl ear as to whether there are or are not any
benefits?

MR, POHNDORF: | think that's an inportant
part of it. | would characterize the evolution as
something like this: that the conpany rapidly
devel oped a program during the energy crisis at a
time when the differentials in the narket were huge,
mar ket prices were extraordi nary, and the conpany was
just at the point where it could, with sone
additional effort, use its metering technology in a
way that other utilities couldn't, and saw trenendous

opportunity, in theory, and based upon sone of our
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experience with the information-based program to
capitalize upon all this and nove forward very
rapidly with the tine of day program

Then, as the nonths went on, the energy
crisis abated, we collected nore information, and we
noved into a period of devel oping a general rate
case. Through that rate case, as |'ve stated before,
we have had the benefit of an additional numnber of
nont hs of data, we have had the benefit over the | ast
three nonths of a collaborative process that has been
very open and has included sone very frank and
vi gorous di scussi on of many aspects of the program
And | think this settlenment reflects all of that,
changi ng events, information we've |earned, and an
openness to collaboration, as well as the results of
t he anal yses that have been done through this tine
peri od.

COW SSI ONER OSHI E:  Let's just briefly go
back, just for, at least for nme, a purpose of review
And this is a question | think for all the
partici pants, because it's what the parties expect to
have at the end of the test period. Wat is it that
you -- you know, when the program ends on Septenber
30t h, 2003, where will we be?

MR, LOTT: Well, sone of the things that |



2077

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

woul d hope that we would definitely have is we would
have better studies on sensitivity of custoners’

vol unes and shifting, nore conplete, although we do
have substantial information on that stuff, but that
can be verified through a period, hopefully, that's a
little bit nore nornmal than was done during the year

Anot her area, and this is probably, to ne,
the nore inportant area, being analysis and a nore
conpl ete anal ysis of what the shifting and what the
conservation actually do to the occurrence of cost,
both related to capacity cost and related to energy
cost. Energy cost is sonething that fluctuates quite
a bit. Just in the last year, the difference of a
hundred dollars to ten dollars today, or whatever it
is.

But the capacity costs the conpany has in
all three areas, distribution, in other words, how
much are distribution costs really inpacted by the
shift at a house, how nuch are -- so this will be
something that will be discussed in the collaborative
goi ng away fromwhat | call an accounting net hodol ogy
on both transm ssion and distribution to nore of an
econom ¢ anal ysis, hopefully. Here's an accountant
goi ng to econom cs rather than accounting.

Those are two areas that | think that wll
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be really inportant. Then, when you conpile that
toget her, you m ght have an idea how cost effective
the programis.

Again, | think we have quite a bit of
i nformati on and the conpany's, you know, consultants
worked quite a bit with the, you know, the inpact on
the custonmers and how they woul d respond to varying
price changes. |In other words, by utilizing this
informati on, they weren't only able to say, based on
this price differential, this is how nuch will be
switched. They were able to cone up with what they
believe are statistics that show what different price
changes would result in, and those things have to be
verified obviously by other people, but, you know,
it's comng to an agreenent upon those type of
nunbers and coming to an agreenent upon, you know,
what the real cost benefits are associated in al
three of those areas.

COW SSI ONER OSHI E:  Has the anal ytica
framewor k been devel oped, M. Lott, to achieve the
goal s that you have just outlined?

MR, LOTT: That is the problem They
weren't devel oped a year ago and they need to be
devel oped, and that's why part of the settlenent says

we need to get this collaborative started now and not
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1 wait until 2003 to get together and start to

2 col | aborate on how to develop that analysis, so that
3 we can be collecting the information in a proper

4 fashion. And that's one of the -- Staff

5 consistently, when we were trying to put together

6 this thing, kept saying we're not going to wait till
7 2003 to get the collaborative together. W need to
8 do it today, we need to do it starting before or

9 after the Conmi ssion's order and we need to devel op
10 t hose processes.

11 CHAI RMOVAN SHOWALTER: I f we approve this
12 settlenent effective July 1, what kinds of notices go
13 out to the custoners? What will it trigger

14 programmatically for the time of use progranf?

15 MR, POHNDORF: | can speak to that a bit.
16 What our plans are at this point, and they are stil
17 somewhat bei ng devel oped, but that upon the

18 Conmi ssion's order, we would initiate two things

19 i medi ately. One would be advertisenents, largely in
20 print, explaining what we're doing with the program
21 Secondly, we would send out direct mailings to the
22 customers whose bills -- who are on such billing
23 cycles as that they would be imediately inpacted to
24 expl ain the changes in the program and then, with

25 billing cycles that are a little bit further out
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there, we would include in current bills a bil
stuffer that woul d explain these changes.

CHAl RWNOVAN SHOWALTER: W | there be
customers who receive the additional dollar or $1.26
charge who will receive the bill before they receive
notification that they're getting this increase?

MR, POHNDORF: W are endeavoring for that
not to happen, but to the extent that that happens
and even beyond that, we will allow sone grace
period, so that if a custonmer gets a bill in the very
short term they have a billing cycle that's
concluding fairly soon after the 1st of July, that we
woul d inform that custonmer that they could, if they
decided to opt off, they could get their $1.26 back
so there would be sone grace period there.

The last thing that we want is for a
custoner to be surprised by the dollar and have no
chance -- kind of, you know, get hit with that for
the first nonth and have nothing to do about it. W
want to do everything we can to avoid that.

CHAl RWOMAN SHOWALTER: | have --

MR LOIT: I'd like to come back to
Commi ssi oner Oshie's question that he posed to all of
us for just a nonent, if | may, as to where we think

we'll be in Septenber of 2003, and | think we'll be
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1 there in July of '03, so that we can have an orderly
2 next phase of this, not bunping up against a

3 term nati on date.

4 Wth respect to a cost effectiveness

5 analysis, | think we're -- we have a framework or two
6 that are appropriate and that that will take very

7 little of our tinme, that the production and

8 transm ssi on cost savings that the program produces
9 are fairly well understood and probably not very

10 controversial, but they are definitely significantly
11 | ess than the cost of operating the program You

12 can't justify it on that basis al one.

13 The distribution cost savings are a

14 si gni ficant conponent of the cost effectiveness, and
15 there's a great deal of uncertainty that both M.

16 Lott and | have spoken to about whether those will

17 really materialize. And finally, the environmenta
18 i npacts are uncertain. As | mention in nmy testinony,
19 a shift of load fromthe on-peak hours to the

20 of f-peak hours often results in a shift of fuel from
21 gas, which is expensive, to coal, which is cheap

22 And while there's monetary savings, there are adverse
23 envi ronnent al i npacts.

24 CHAIl RWOMVAN SHOWALTER:  Can | stop you on

25 that point, on the coal plants? Aren't the coa
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plants run on a 24/7 basis? |f people shift their
use to the nighttinme, is it going to nean, for Puget,
that the coal plants are running nore?

MR. LAZAR: Yes, it is going to nean for
the Western System Coordinati ng Council, the
i ntegrated systemin which Puget buys and sells
power, that likely coal plants will run nore. W
nodeled this -- |I'ma nmenber of the Northwest Power
Pl anni ng Council's Regi onal Technical Forum and we
nodel ed a shift of 50 nmegawatts in the region from
t he hi ghest peak hour to the | owest off-peak hour and
then | ooked at how the Aurora nodel dispatched
resources to neet that shifted | oad.

CHAIl RWOMAN SHOWALTER: What about j ust
Puget? | nean, that was based on Puget's TOU program
only, or was it assum ng the whole region went to
TOU?

MR, LAZAR: It was only assum ng a 50
megawatt -- what -- we were nodel i ng what happened
when 50 negawatts in a region get shifted. Please
let me finish. This is a very inportant point.

The Col strip coal plants run 24/7, because
they -- the fuel is less than a penny a
kil owatt-hour. But the Boardman coal plant is cycled

regularly, the Centralia coal plant is cycled
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regularly. Oher coal plants in the Western system
particularly those that are not m ne-nouthed plants,
the Springerville plant, Cholla plant, a nunber of

them follow | oad on an hourly basis. They are going
to be dispatched nore if there's nore off-peak | oad.

Now, we don't know the -- we npdeled this
in the RTF. | would not describe our analysis as
concl usive or dispositive. W have a sense that
there is clearly sone increased di spatch of coal that
occurs. If you look at the hourly dispatch records
for Centralia, it goes up and down, up and down, and
up and down al nost every night follow ng load. So
froma gl obal environnmental perspective, there's a
| ot of analysis yet to be done.

The conpany has a license to use the Aurora
nodel . That is a very good nodel for studying this
guestion. W' ve been quite busy trying to put a
settl enent together, and M. El sea and peopl e who
work with himhave been very involved in the PCA
negoti ati ons. They've not been available to | ook at
this question, but it's sonmething we would hope the
col | aborative would have tinme to | ook at.

So the distribution benefits are uncertain,
the environnmental inpacts are uncertain, and the

costs are an inportant thing. Wien | did my initia
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anal ysis based on Ms. Gullekson's testinony, | used
an assunption for costs that she had in her
testimony. Since | did that analysis, those costs
have come down.

If the costs of running the program cone
down, that's a good thing, as far as the benefit cost
anal ysis goes. So there's a fair amunt of work to
do and | think that by, you know, the time -- if this
col I aborative can get working, that we can | ook at
those questions and cone up with sone responsive
results.

MR, POHNDORF: | would just add a coupl e of
t houghts to that, in that the cost effectiveness
analysis is a critical thing to conplete through this
col | aborative process. | also believe that once that
is conpleted, or even as it's being conpleted, that
will informthe coll aborative about potential other
approaches, if any, that can be nore cost effective.

This -- the initial approach the conpany
took to the program was just one approach, and
think that ultimately, if we end up with a tinme of
use program after Septenmber 2003, it will be nuch
i mproved t hrough the i nput of the coll aborative and
based upon this cost effectiveness analysis, because

that, | believe, will |ead the nenbers of the
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col |l aborative to -- possibly to other approaches that
i mprove the cost effectiveness.

CHAI RMOVAN SHOWALTER: Coul d you turn to
page two of the TOU docunent? It's Exhibit E. This
states that the TOU rate differential shall be based
on two things, the nmarket power cost differential
plus a portion of the estimated | ong-run nargi na
capacity costs. And nmost generally, |'mnot sure
understand if there is or isn't going to be a change

in the rates effective July 1, if we approve the

settlenent. |s there any change in the rates?
MR, POHNDORF: I'Il take it, and then nmaybe
you guys can pick it up. Obviously, there will be an

i ncrease in total

CHAl R\NOVAN SHOWALTER:  Wel |, the $1.26, |
don't mean that. | nean the differential that we
have had thus far, has that differential changed?

MR. POHNDORF: It will change very
slightly, actually. W've just concluded cal cul ating
that based upon this agreenment. And of course, there
will be a general uptick in rates with the increase
in the revenue requirenent.

CHAl RWOMAN SHOWALTER:  And is the
differential the sanme for the norning as the evening?

MR. POHNDORF:  Yes.
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CHAI RMOVAN SHOWALTER: And then is the
di scount in the night close to the sane as it is now?

MR. POHNDORF: Yes, it's very close.

CHAl RMOMAN SHOWALTER: Is it coincidence
that these two elenents that are nentioned result in
that or was that the current differential was nore or
| ess based on?

MR, POHNDORF: It's actually coincidence.

MR. LOTT: | ought to explain sonething,
because | don't think it's real clear. The three of
us were talking earlier and, you know, the question
comes down to what does it nmean by the ten mlls
And | guess why we're saying that there's not nuch
difference, the current difference between the
prem um hours and the discount hours is nore |ike 15,
17 mills, but you also have the m d-day, which is
part of the peak hours. | think we all agreed that
we woul d be taking the average peak hours, which
i ncludes that mid-day price, and there's a ten-mll
di fference between that and the nighttine price,
whi ch neans that you could then still have a higher
price. So it's not ten mlls fromthe peak hours,
seven to nine, or six to nine, whatever that is,
versus the economy hours; it's ten mlls -- the

average peak versus average non-peak hours, and
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that's what -- this group here all agreed that that's
what that meant and because we knew that that
qgquestion would conme up.

CHAIl RMOVAN SHOWALTER:  Well, |I'm not sure

MR, LOTT: That's why, when you do that,
you end up with a price fairly simlar to the prices
that we -- that's why it's coincidence -- conmes out
to a price fairly simlar to what we currently have
in effect.

CHAl RWOVAN SHOWALTER: Okay. How did you
arrive at the market power cost differential?

MR. LAZAR  You have, | believe, Exhibit
529, which is the conpany's Aurora forecast for the
next 14 years, and it is the first five years of that
forecast that produced the six m |l on-peak/off-peak
differential.

CHAl RMOVAN SHOWALTER:  And then, what is
the other conponent, the estimted | ong-run marginal
capacity cost? How was that deternmined or what is
it? | guess | think | understand it conceptually,
but with respect to Puget, what is it?

MR, LOTT: It's the sane nunbers that are

MR, LAZAR: It's the nunbers -- it's all
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derived fromthe figures that are in the conservation
stipul ati on docunent.

CHAl RWOMAN SHOWALTER: | see.

MR. LAZAR: But with sone subjective
uncertainty applied to how soon and how certain those
benefits will be achieved, producing a round nunber
of ten mlls. W used the sane avoi ded cost anal ysis
for TOU rate design, for other rate design, for the
conservation programdesign within this stipulation.
W were quite insistent on trying to renmmin cohesive
in that regard.

CHAl R\NOVAN SHOWALTER:  All right. On that
same page, there's sonething else, but it's alittle
bit different topic, so I'll nove to that. On that
same page, under nunber six, this is page two, there
are a couple of sentences that give nme sone
di sconfort. And it's the -- the last two sentences
there say that, during the pilot program PSE will
not make any clains in pronotional materials
regardi ng the environnmental or conservation benefits
of the program unl ess such cl ai nrs have been revi ewed
and approved by the TOU col | aborati ve.

I"I'l read the next sentence. Additionally,
in any public statenents PSE nmakes regarding its

pil ot program PSE will acknow edge that the scope
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and extent of environmental and conservation
benefits, if any, resulting fromits pilot program
have yet to be determ ned and are still being

eval uat ed

This is really nore of a kind of a first
amendnent issue, or it's the propriety of this
Commi ssi on approving an order like that. |t causes
one to pause. | recognize the conpany has agreed to
it, but perhaps you would like to offer some reason
why it is in the public interest for this Conm ssion
to order |anguage |ike that.

MR, QUEHRN: | can speak to the discussions
wi th counsel, between counsel as to that |anguage.
There was a -- | think there was a clear intent that
the issue of conservation and environnental benefits
derivative fromthis program and public statenents
that the conmpany m ght make about those follow the
wor k of the coll aborative, that there isn't
statements nade that are anticipatory of what the
col | aborative mght ultimtely agree upon as to what
the scope and the extent of those benefits were.

The wordi ng does appear to be a little
harsh, but | think the intent was nerely just to nake
sure that the agreenent reflected that the conpany's

statenents would be in line with and not in front of
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1 the work of the collaborative as to these two

2 i mportant issues.

3 CHAl RWOMAN SHOWALTER:  The second sentence
4 seenms the harsher. Public statements covers a huge
5 range of types of statenments. It includes the

6 statements that the conpany makes here in this

7 Commi ssion, it would include speeches that Steve

8 Reynol ds mi ght be nmaking, it includes sitting around
9 at an editorial board, | suppose. | think it

10 probably includes all kinds of statenents by al

11 ki nds of people, by the way, not just ones who are
12 giving a speech on TOU, but it would be maybe the

13 conmpany representative going out to the rotary club

14 I don't know.
15 It just gives nme sone qualns, | think, to
16 be ordering that kind of statenent. | recognize that

17 Puget may wel | be planning, when discussing TOU, to
18 make that kind of caveat. By the way, | always do.
19 When |'ve been tal king about TOU, | always say either

20 these are Puget's nunbers, not ours, or we have not

21 yet eval uated these nunbers. | don't know that |'ve
22 said it in every single instance and | just --
23 MR, QUEHRN:. Again, | can only say that

24 think it was viewed as inportant to the coll aborative

25 that these statenents be in the agreenent to nmake it
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very clear that as these benefits are assessed and
determ ned, whatever they may be, that public
statements that the conpany and | nmeke would foll ow
on those determ nations, not precede those
determ nati ons.

MR. FFI TCH: Madam Chairwonan, if | could
just add to those coments, | think they really are
related to sort of facts on the ground, if you woul d.
There have been clainms nmade both in pronotiona
mat eri al s regardi ng environnmental effects and in
public statenents and in electronic nedia adverti sing
and in connection with applications for nationa
awards and that kind of thing, and in very public
settings, which | think, as has been acknow edged
here, are issues that really do need to be further
eval uated before -- in the collaborative process, and
that was an issue that we raised with the conpany, a
concern about those kinds of clains being nmade, which
many of us were hearing in various kinds of settings,
whi ch we were aware of.

And the conpany, | think in an exercise of
good faith, has agreed to these provisions. Mich of
t he | anguage was actually suggested by Puget, which
we've agreed to. It has agreed to essentially

refrain fromcontinuing to make those ki nds of
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assertions about the programuntil the further

anal ysis has been done. That's sonething that we're
very appreciative of the conpany being willing to
pull back on for the period of the collaborative.

CHAIl RWOMAN SHOWALTER:  Well, if you | ook at
the -- if you | ook at the second sentence, | haven't
examined the first one, but it's nuch broader than
that. It's any public statenment about or regarding
its pilot program It doesn't say you can't make
cl ai ns about the benefits of the program unless you
al so say that we're studying the matter. You can't
even say we have one.

Now, you know, again, | -- this doesn't
apply to me, but | have often made the point, for
exanpl e, that one need not go to a deregul ated system
to have price differentials. You can have regul ated
price differentials, and | say we have a tinme of use
program Something as sinple as that, if Puget were
saying, they can't utter that word unless they al so,
because they're tal king about its pilot program they
nmust al so acknowl edge this caveat. It just seems to
me alittle far reaching.

MR, FFITCH: Well, Your Honor, we worked
these sentences out very carefully with the conpany

and agreed to them The conpany's agreed to them
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CHAIl RWOMAN SHOWALTER: | recogni ze that
it's an agreenent. |'m asking about the public
policy of this Conm ssion forcing that kind of
| anguage.

MR. FFITCH: | don't believe that it was
the intent of the parties to ever preclude Puget from
mentioning the programat all. That certainly was
not the intent here. The intent was, as | said, to
address the fact of ongoing clainms regarding the
environnental -- regarding the positive environnental
benefits of the program which have not yet been
val i dated, and the conpany's agreed to stop doing
that. So that's what this | anguage is intended to
capture, and nothing nore.

And you know, as a matter of public policy,
I would think it's very inportant to not have
i naccurate assertions being made regardi ng prograns,
both to get custoners to participate and to perhaps,
if you would, sway public understanding or
appreciation of a programif they're not factually
based. | would think that that's also a major public
policy concern.

And if -- again, we very nuch appreciated
the conpany's good faith in being willing to pul

back at this tine, while we're still evaluating those



2094

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

COW SSI ONER HEMSTAD: | think the Chair's
concern is about the expansive nature of the second
sentence. The first sentence, | think, has sone
paraneters to it. The second sentence says any tinme
they make a reference to the program they have to

acknowl edge that it is to be eval uated, which seened

to be --
MR FFITCH: | understand --
COW SSI ONER HEMSTAD: -- overreaching.
MR, FFITCH: I'msorry, Your Honor. | do

understand that point and the Chai rwoman's point on

just the wording of the sentence, and that certainly
wasn't the -- that very broad reading of it was not

the intent. It was sinply that --

MR, QUEHRN: If | rmay address this a little
further. M. ffitch and | actually were the two who
had di scussed this at one point. | think, again, we
have used in various circunstances what-ifs or
scenarios to try to get an intent across. And
think here it was the notion that if there was a
conference, a speech, or sonmething |like that where a
di scussion of the programwere to be sonmething that a
Puget person wanted to address, that in the context

of making that type of a statenent, that they would
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acknow edge that environnmental and/or conservation
benefits are essentially matters that are still being
| ooked at.

| actually don't think it was intended that
every time the term TOU cane out of soneone's nouth,
that then you would -- but by the way, it was not
really intended to be read quite that broadly. It's
just that it was an intention on the part of the
conpany to show good faith, that if there are public
di scussions of the programwhere we're going to talk
about what the programentails, that in that context
we would make it clear that the extent of the
envi ronnental or conservation benefits have yet to be
determ ned and are still being eval uated.

But I would agree that -- with the Chair's
readi ng, that you could overread that to say every
time you utter the words TOU, you have to then throw
the caveat, as well. And | don't really think it was
intended to be read quite that strongly.

MR. FFITCH. That wasn't the intent, but I
think we were just actually dealing with the
practical reality.

MR. QUEHRN: Right.

MR. FFITCH: Wich is that when this

programis discussed, we know that the situation in
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1 t he past year has been that environnental benefits

2 and conservation benefits have been di scussed.

3 That's part of the conversation, those are part of

4 the public statenments in the ordinary course, and so
5 this | anguage was devel oped.

6 But it's true, the overreading part of it

7 is true. We're not saying every time you say the

8 words TOU, you have to put the disclainer in and the
9 fast | anguage at the end.

10 JUDGE MOSS: | think we've probably covered
11 this point with sone thoroughness. Wy don't we take
12 a break, say -- shoot for about ten minutes and we'l

13 be back on the record at 25 after the hour

14 (Recess taken.)

15 JUDGE MOSS: All right. WwW'Ill be back on
16 the record. | think we have just a little bit nore
17 to cover, and we'll do that and wap up.

18 CHAI RWOVAN SHOWALTER: The question is,

19 given the failure of there being produced any

20 anal ysis that this Conmi ssion can rely on thus far

21 if we approve this, we will need to set out sone kind
22 of milestones so that, by the end of the year, we

23 woul d have a report, and | invite your comments as to
24 how we m ght structure or require sone mleposts so

25 that we coul d approve them or include themin our
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order should we approve this settlenent.

I am not saying what we're going to do, but
I know one thing | don't want to do, which is sinply
| eave it again to the parties to say they' |l conme up
with something. So we would be putting sonething in
our order, so what should it be? For exanple, should
the col |l aborative have to report to us quarterly?
don't know what nekes sense.

MR. POHNDORF: That could be. The
Conmi ssion could make a statenent that the existing
program woul d not be renewed after Septenber 2003,
wi t hout a cost effectiveness anal ysis being presented
to the Comm ssion by sonme day prior to that.

CHAI RMOVAN SHOWALTER: No, | don't want to
wait till the last mnute. W want to see, should we
do this, that progress is being nade on the criteria,
on the data analysis, that sort of thing. So how
woul d we set up sonmething in an order that assures us
that progress is being made and will culmnate in an
anal ysis we can rely on?

MR. LAZAR: | think that quarterly
reporting to the Conm ssion is a prom sing concept.

I can recall one other collaborative that did
periodically neet with the Comm ssion in open session

as the last agenda itemon a Wednesday. It was when
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we were doing the electric restructuring group
di scussions. And there were periodic nmeetings with
t he Commi ssion and with the conpany.

M . Pohndorf nentioned that they would like
to have the Conm ssioners in some way involved in the
work of the collaborative, and having a quarterly
nmeeting that the collaborative would convene with the
Commi ssion in open session mght be a way of, one,
keepi ng us on task, and two, keeping you invol ved.

CHAl RWNOVAN SHOWALTER:  What about a work
pl an?

MR, QUEHRN: | would -- Mark Quehrn, for
t he Puget Sound Energy. |'mthinking about, as
you're saying this, an experience that I've had with
anot her coll aborative in a FERC process, the FERC
hydro power |icensing process, where the first thing
the col | aborative produced was its nilestone case
schedul e for progress. They produce a work plan and,
to some extent, that is a collaborative activity
itself, in terns of the folks involved in putting
that plan and schedul e together, and provide that as
the first itemof progress, if you will, to the
Commi ssion for review. So they would give you a
schedul e and a plan that would show their progress

over the course of time frane that we've all owed for
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themto get their work done, and one of the

advant ages of doing it that way, putting together the
plan and the schedule, is in itself a collaborative
process in that sense.

CHAIl RWOMAN SHOWALTER: | woul d guess t hat
one of the first itens on the agenda of the work plan
woul d be to agree on criteria by which the program
woul d be anal yzed, and we've tal ked about nmany of
t hem t oday, costs and benefits or potential costs and
potential benefits.

I'mnot sure | heard nentioned the
potential benefit of a reduction in the clearing
pri ce of peak-hour energy on the hypothesis, once
again, that if peaks are shifted, that the net demand
for energy in the region, as opposed to for Puget's
custoners, is reduced, and that that could have the
effect of a reduction on the clearing price.

And |I'm posing all of this as | have,
hypot hesi s, but do the panelists have any objection
to testing that hypothesis and using that as one of
the criteria by which the programis judged?

MR, LAZAR: | think not only would we have
no objection, we virtually anticipated that actually
inthe -- in what we've submtted to you. Because

one of the things that we have agreed to |ook at is
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alternatives to TOU pricing, such as critical peak
pricing. This is a concept that came up in the
col | aborative of instead of having a one-cent
differential that applies to all weekday hours, to
have a large differential that woul d appear during
those hours when there really is a problemin the
mar ket pl ace, and nore of a realtinme pricing concept.

And we are comritted to | ooking at that,
and clearly the objective of critical peak pricing
woul d be to influence the market in the short run,
when things are getting out of hand. | certainly
woul d wel comre adding that to our task. | think it's
part of what we intended to do and may not have
expressed very clearly.

CHAl RAOMAN SHOWALTER: | think I'mall
tal ked out.

COW SSI ONER HEMSTAD: | don't have any
nor e questi ons.

JUDGE MOSS: |'mrem nded of a cartoon
saw recently in which the student's hand is up and he
says, Ms. Edwards, Ms. Edwards, may | be excused? My
brain is full

Wth that thought in mnd, we thank the
Wi tnesses for their testinony today, and the panel is

excused, subject to recall. |Is there any other
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1 busi ness we need to conduct before the end of the
2 evening? We'll be in recess until 9:30 in the

3 nor ni ng, Mnday, the 17th.

4 (Proceedi ngs adjourned at 5:35 p.m)
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