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PROCEEDI NGS

JUDGE MOSS: Good norning, everyone. W are
here this norning on Septenber the 6th to resune our
evidentiary proceedings in Docket Nunmber UE-010395, and
a couple of prelimnary matters. | have distributed to
counsel and to the Bench this norning an updated exhibit
list that captures the activity fromyesterday, and |
al so have distributed a Bench request to the conpany and
have had some informal discussion with the conmpany. The
Bench request calls for data through the end of August,
cash flow statenents. The conpany indicates that it can
provi de the requested information through the end of
July by the requested date, which is Septenber 10th, and
that it will nmake efforts to provide the August data as
soon thereafter as can be done.

So with that, | think we can nove on to
having M. Hoover, | believe it is, to be our first
Wi t ness.

MR. MEYER  Very good, | call to the stand
M . Thomas Hoover.

(The followi ng exhibits were identified in
conjunction with the testinony of THOVAS J. HOOVER. )

Exhi bit 350-T is Pre-filed rebuttal
testimony. Exhibit 351 is Staff Cross-Exam Exhibit:



Avi sta Response to Staff Data Request No. 182. Exhibit
352 is Staff Cross-Exam Exhibit: Avista Response to
Staff Data Request No. 99.

Wher eupon,

THOMAS J. HOOVER,
havi ng been first duly sworn, was called as a wtness
herein and was exam ned and testified as foll ows:

DI RECT EXAMI NATI ON
BY MR. MEYER:

Q M. Hoover, for the record, please state your
nane.

A My name is Thomas J. Hoover.

Q By whom are you enpl oyed?

A Del oitte & Tousche.

Q Have you prepared and had pre-filed rebuttal
testimony in this case marked as Exhi bit 350-T?

A Yes, | have.

Q If I were to ask you the questions that

appear in that pre-filed testinony, would your answers
be the sanme?
A Yes, they woul d.
MR. MEYER Wth that, | nove the adm ssion
of Exhibit 350-T.
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JUDGE MOSS: Hearing no objection, it will be
adm tted as marked.

MR. MEYER: The witness is available for
Cross.

JUDGE MOSS: And | believe we start with
Staff.

CROSS-EXAMI NATI ON
BY MR. TROTTER

Q Wel come, M. Hoover.

A Thank you.

Q Turn to page two of Exhibit 350-T, and on
line -- beginning on line ten, you indicate that you and

your enployer, Deloitte & Tousche, are independent with
respect to the conpany, correct?

A That's correct.

Q And that nmeans in part that you conduct your
own i ndependent audit of the conpany's books and
records, correct?

A That's correct.

Q Your role is not to concur with what Avista
does, but to reach your own independent concl usions
apart from Avista's concl usions, correct?

A Qur role is to reach an independent
concl usion, but that sonetines involves concurring with



what the conpany does.

Q Let me ask it another way. Your role is not
to sinply | ook at what Avista has done itself and sign
off on that, but rather to investigate all avail able
evi dence surroundi ng what Avista has done and deterni ne
whet her what they did was correct?

A Maybe | can clarify. Qur role is not to just
accept, take at face value what they have done, but to
perform an i ndependent investigation, review analysis.

Q And so you are to investigate to assure that
the information that you are provided is conpl ete?

A That's correct.

Q And am | also correct that you and your audit

team do not receive anything of value from Avista other
than your firms fees?

A That's correct.

Q M. Hoover, | would ask you to assume that a
regul atory asset is recorded on the conpany's bal ance
sheet and your firmissues an affirmative opinion. Do
you have that assunption in mind?

A Yes.

Q Now assume that recovery of that cost was not
probabl e under FAS 71 based on all avail abl e evi dence.
Do you have that assunption in mnd?

A Okay.



Q What are the consequences for Deloitte &
Tousche under those assunptions?
A. If I hear you correct that the conpany has a

regul atory asset recorded on their books and we believe
then upon further evidence that the asset should not be
recorded?

Q Well, let's run it by you again.

A | apol ogi ze, perhaps | m sunderstood.

Q The regul atory asset is recorded and you
i ssue an affirmative opinion. It turns out that

recovery was not probable under FAS 71 based on al
avai l abl e evidence at the tinme, not after the fact, but

at the tine. In other words, a m stake had been made.
What is the consequence for Deloitte & Tousche?

A There's no consequence for Deloitte &
Tousche. If subsequent to the issuance of financia

statements sonebody determ nes that there has been an
error in those financial statenents, then the applicable
literature tal ks about how you go about correcting an
error if financial statenments have been previously

i ssued.

Q So if you investigate and do not, in fact,
base your opinion on all avail able evidence, there's no
consequence for your firnf

A We do attenpt to base our opinion on al



evi dence nade available to us, and it's our role to try
to determ ne that we have all evidence available to us,
and we use that to base our opinion.

Q Okay. And if you don't, then the rules are
that it would just sinply -- the firmwould sinply
restate its financial reports based on the result that
it would have obtained had all the avail abl e evi dence
been eval uat ed?

A Well, by firm |'massuming you're referring
to the conpany.

Q Yes.

A. If there is a subsequent event or a

subsequent discovery of facts that were available at the
time that an original judgment or opinion had been nade,
then you woul d go about correcting that.
Q Turn to page four of your testinobny. On line
11, you state that:
Based on all the avail abl e evidence, we
concurred with the company's concl usi on
that it was appropriate and in
accordance with generally accepted
accounting principles to defer power
costs as authorized by the Commission's
accounting order.
Do you see that?



A Yes, | do.

Q And by this, you nean it was proper for the
conpany to record this as a regulatory asset on its
bal ance sheet?

A Yes.

Q And none of your analysis of the avail able
evi dence was reduced to witing, was it?

A Not that | recall.

Q Could you turn to -- excuse ne.

And begi nning on line 16 of page 4, you
identify the avail able evidence that you reviewed; is
that correct?

A. That's correct.

Q I would Iike to refer you to Exhibit 351 and
352. Do you have those?

A Yes, | do.

Q And in Exhibit 351, the Staff asked a data
request for all, in itemtwo:

Al'l docunents actually considered by the

i ndependent auditors that were used to

determ ne that such booking treatnment

was proper.

This refers to the regul atory asset
treatment. And the response was down bel ow, refers us
to the response to the first item which was that:



The conpany provided official filings

t hat the conpany nmade with the

Commi ssion and the official findings of
t he Conmi ssi on.

Do you see that?

A Yes, | do.

Q And then it refers us on to Staff Request 99,
right?

A That's what it says.

Q And if you refer to Exhibit 352, which is the

response to Staff Data Request 99, and did you have a
chance to review this before you took the stand?

A Yes, | did.
Q And am | correct that the only other
docunments identified in Exhibit 352 were the -- in fact,

it says on the |ast paragraph:
No docunents other than official filings
with the Comnr ssion have been provided
to the company's outside auditors.
Do you see that?

A Yes, | do.

Q It also says in the | ast sentence that you
reviewed the conpany's first and second quarter 10-Qs
also filed with the SEC. Do you see that?

A Yes, | do.



Q Did you review the conpany's third quarter
2000 10-Q?

A Yes, we did.

Q So the -- if I -- am| correct then that the

-- other than the docunments that are listed in these
exhibits that were provided to you by the conpany, which
are described in those exhibits, you also reviewed FAS
71, the FERC chart of accounts, and the Staff neno; is
that correct?

A That's correct.

Q And by in your testinmony on page four where
you refer to the Staff meno, that was the neno that was
filed in connection with the Comm ssion's August 9th,
2000, accounting order?

A That's correct.

Q And the petition was the petition that led to
t hat accounting order?

A. Yes.

Q And the order is also the August 9th order?

A Yes.

Q Ckay. And that's the universe of docunents
that you actually revi ewed?

A Yes.

Q You are aware that Staff expressed to

Deloitte & Tousche and to Avista that it had significant
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1 concerns about Avista's booking deferred power costs as
2 a regul atory asset, correct?

3 A At what tine?

4 Q At any tinme. Well, let nme just ask when you
5 first became aware of that?

6 A That the Staff had concerns?

7 Q Yes.

8 A It was recently.

9 Q Was it in January of this year?

10 A | don't recall

11 Q Your team never independently followed up
12 with Staff about that, did it?

13 A No, we did not.

14 Q On the last line of page four of your

15 rebuttal, you say that you drew on your other

16 experiences and tried to conpare this issue with

17 anal ogous situations you may have seen el sewhere. Do
18 you see that?

19 A Yes, | do.
20 Q That anal ysis was not reduced to writing
21 either, was it?
22 A That's correct.
23 Q And it wasn't based on a review of any

24 docunents, was it?
25 A No specific docunents.
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Q Did you investigate any of this Comm ssion's
orders other than the accounting orders in Docket
UE- 0009727
A. You nean specific orders, not that | recall
Q Did Deloitte & Tousche conduct any
i ndependent anal ysis of the prudence of Avista's power
pur chases?

A We reviewed the power purchases.
Q Did you conduct an independent anal ysis of
t he prudence of those purchases?
A Not of the prudency per se.
Q Did you apply a presunption of prudence to
Avista's power cost deferrals in reaching your opinion?
A Yes, we discussed the power cost deferrals

with the conpany. W reviewed through the books and
records the expenditures, what the conpany was spendi ng
nmoney on. And in review ng what they were expendi ng
their noney on, in discussing with the conpany, and an
understanding in the industry of what was going on, we
concurred with their conclusion that these were prudent.

Q But you didn't conduct an independent
anal ysis of prudence?
A That's correct.
Q You recall, do you not, that the Conm ssion

inits August 9th, 2000, order indicated that the
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conpany beared the burden of proof that recovery of
these deferred power costs through a deferral mechani sm
is appropriate?

A Yes.

Q And is that a material issue?

A Yes.

Q And that issue was disclosed in the conpany's

10-K, was it not?

Yes, it was.

Do you know why that was not disclosed in the
conpany s Novenber 14th, 2000, 10-Q?

I don't have the 10-Qwith ne to refer to.
don't recall

> ,c)>

Q Woul d you accept subject to check that it was
not ?

A I will accept that.

Q And assuning that, do you know why it was
not ?

A No, | don't.

Q Turn to page 3 of your testinony, and

begi nning on line 11, you quote a portion of F-A-S or
FAS 71, is that right?

A Yes.

Q As related to a conpany's financia
statements to the public, a conpany such as Avi sta nust
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foll ow generally accepted accounting principles or GAAP
G A-A-P, correct?

A That's correct.

Q And financial accounting standards or
statements such as FAS 71 are the highest |evel and
authority in the pronouncenent of GAAP, correct?

A That's correct.

Q For financial statenents that require GAAP
accounting such as the annual report to stockhol ders, a
conpany such as Avista is generally not allowed to defer
expenditures that would normally be expensed in the
current period, correct, as a general matter?

A. A conpany such as Avista as a regul ated
enterprise would follow FAS 71, and if there is a belief
that an asset or an expenditure is recoverable in a
future period, they have the ability under FAS 71 to
defer that expenditure as a regul atory asset.

Q So FAS 71 can we say is the exception to the
general rule?
A It's a part of the rules. There are a

variety of rules out there within FASB, a variety of
financial statenents. Sone apply to certain industries,
some are very industry specific, sone are not. So it's
not an exception to the general rule, it is a rule that
applies to Avista.



Q Absent FAS 71, the conpany would not be
al l owed to defer expenditures that would normally be
expensed in the current period, correct?

A. Not necessarily. Prior to FAS 71, it was
what was referred to as the Anendnment to Opinion 2, so
there has been literature out there for quite a while
that has referred to accounting for regul ated
enterprises.

Q FAS 71 repl aced that opinion?
A Yes, it did.
Q And assumi ng neither of those opinions

exi sted, the general rule would be that you can't
expense, you can't capitalize items that would nornmally
be expensed in the current period?

A As a general rule, that's correct.

Q And you nentioned that it is possible with
regard to regulated entities to conply with FAS 71 and
defer expenditures that woul d otherw se be expensed in
the current period?

A That's correct.

Q A regul atory Conm ssion does not nake the
decision that its action to allow the conmpany to defer
an itemon its financial statenents creates a regulatory
asset on the conpany's financial statements to the
public; is that right?



A | apol ogi ze, can you please reread that?

Q I may have missed a word. A Commi ssion does
not make the decision that its action to allow a conpany
to defer an itemon its regulatory financial statenents
constitutes the creation of an asset on a conpany's
financial statenents to the public, correct?

A That's correct.

Q And so in order for a conmpany to be able to
record a deferral related to regulatory action in its
GAAP statements, the deferrals nmust neet FAS 717

A That's correct.

Q And here on page three, you quote part of FAS
71, and there are two criteria, both of which nust be
met; is that right?

A Yes.

Q And the first is that it is probable that
future revenue in an anpunt at |east equal to the
capitalized cost will result frominclusion of that cost
in allowable costs for rate maki ng purposes, correct?

A Yes.

Q And the deferrals of power costs in this case
are what are referred to as capitalized costs, correct?

A Yes.

Q So first, a conpany woul d have to denpnstrate

that it was probable that inclusion of the deferred



00420

costs in rate proceedings would result in future
revenues intended to recover the deferred costs as
opposed to future costs?

A That's correct.

Q And second, that the revenues generated by
the inclusion of the deferred costs in a rate making
proceedi ng woul d have to be at |east equal to the
deferrals, correct?

A. That's correct.

Q The termused in FAS 71, a termis probable,
and you on page four of your testinmony refer to this as
a "only a standard of probability, something that can be

reasonably expected or believed." Do you see that?
A Yes, | do.
Q If the recovery of a specific deferred

expense is probable for only 75% of that deferred
expense and not probable for the rest of that deferred
expense, then only 75% of that deferred cost could be
recogni zed as a regul atory asset, correct?

A Assumi ng that you were able to do an analysis
to determne that it was probable with respect to 75%
and not with respect to 25% that's correct. 75% woul d
be capitalized as a regulatory asset. 25% would be
witten off.

Q On page 3 of your testinony on line 21 to 22,
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you say that reasonabl e assurance it says can be given,
but there are always matters such as prudency to be
determ ned prior to including a cost in rates. Do you
see that?

A Yes, | do.

Q And by this, do you nmean that there need not
be a final prudence determ nation before a conpany may
book a regul atory asset?

A. That's correct.

Q Under what circunstances woul d i ssues
regardi ng prudence of a cost prevent the recognition of
a regul atory asset?

A If there were a belief that the costs were
not prudently incurred, if there were a belief that the
costs would not be allowed to be recovered in rates,
then you woul d not establish a regulatory asset.

Q And you used prudence as an exanple here.
Wbul d recoverability for any reason other than prudence,
if there was a substantial issue regarding
recoverability, would that inmpair the recognition of a
regul atory asset?

A. If there was a belief, again subject to
probability, that an incurred cost would not be
recovered in rates, then it would not be established as
a regul atory asset.



Q And as far as you're concerned, that belief
needs to be based on all avail abl e evidence?

A. That's correct.

Q You indicated that in your review you

revi ewed the FERC system of accounts; do you recal
t hat ?

A Yes.

Q Is it correct that this Commi ssion has the
authority to allow a conpany to defer costs for future
consi deration for FERC accounting purposes?

A Yes.

Q And if that authority is given, that does not
necessarily nean that those deferrals neet the
requi renents of FAS 71, correct?

A That's correct.

Q Are you aware that Deloitte & Tousche was
contacted by Staff in Novenber of |ast year regarding
the regul atory asset issue?

A | don't recall that.

Q Was M. Derrick, D-E-R-R-I1-C-K, Coder,
C-ODER on your teamat that time?

A Yes, he was.

Q Do you recall himreferring to you a contact
fromStaff on the issue?

A | don't recall



MR. TROTTER: Not hing further, thank you.

JUDCGE MOSS: M. Van Cleve, anything for this
W t ness?

MR. VAN CLEVE: No questions, Your Honor.

JUDGE MOSS: M. ffitch?

MR, FFITCH: No questions, Your Honor

JUDGE MOSS: Bench?

EXAMI NATI ON
BY CHAI RAMOVAN SHOWALTER:

Q Is it a fair summary of your testinmony to say
that you recogni ze that we have nade no determ nation
about prudency or recoverability, but despite that fact,
based on your review of the conpany's records and
pur chases and your understandi ng of the genera
envi ronnent in which the conpany is operating, that you
are meki ng an educated guess that the conpany will

recover these anounts substantially. |Is that an
approxi mate summary of your testinony?

A | prefer to think of it as a judgnment rather
than --

Q Okay, a judgment.

A To be fair.

Q Well, an informed by you and what you know as

opposed to what we have decided, | guess?



A Yes, and | think that to try to clarify, the
conmpany's responsible for the financial statenents.
We're not. Qur role is to offer the conpany advice, to
be experts in accounting, to help them understand how
sonmet hing m ght be accounted for. |It's our role to
understand the environment, understand what's goi ng on
and to exercise judgnent in trying to determ ne how
sonmet hing's accounted for and how sonmething is not. As
we nentioned, we have these FASB rules, and | see you've
got a rather thick book there, and that's only part of
them Some rules apply to sone conpani es, some rul es
don't based upon the circunstances of the industries.

We understand that in a regulatory
environnent, a regulator has the ability to establish a
regul atory asset. They also have the ability to
establish a liability. But a regulator establishes an
asset or a liability for regulatory purposes, may or nay
not establish an asset or liability for GAAP purposes.
The two are different. Wth all due respect, the
Fi nanci al Standards Board did state that in, as was
mentioned, that regulators can tell the conmpany what to
do for regulatory purposes, but GAAP is different.

But GAAP then relies on the econonic inpacts
of the regul ators' decisions. GAAP takes a | ook at what
is the economc inpact of a decision, and how do we then



account for that economic inpact, is it reasonable to

believe that there will be recovery of these costs, is
that a reasonable presunption that there will be
recovery of these costs, and that's how we detern ne our
j udgment .

Q And that's what you were guided by, FAS 71
when you were going through that exercise?

A Yes.

Q O your judgnent?

A Yes.

Q Al'l right. Now | am not an accountant.

A. Be grateful.

Q But | have been handed the M Il er GAAP Gui de,

Rest at enent and Anal ysis of Current FASB Standards, year
2000. And it actually does not even have page nunbers
in this big book, and so | amreading from sonet hi ng

that says 55.06, Regulated Industries. | inmagine that's
a reference to a section of --

A Yes.

Q -- of GAAP?

A Yes.

Q And it is a discussion of FAS 71 in genera

articulating the discussion we just had that under GAAP
conpani es and their accountants can nake judgnents about
whet her their judgment and expenditure is reasonable.



A
Q

Yes.
VWi ch is independent from our judgnment at a

| ater point.

A That's correct.
Q But on this particular page, it says, and |I'm
quot i ng:
The foll owi ng conditions govern the
application of FAS 71:
And | will read the three, and my question to
you is going to be on the third. It says:

FAS 71 applies only to financia
statenents.

| shoul d have said:

Nunber 1, FAS 71 applies only to
financial statements issued for externa
general purposes, not to financia
statements subnitted to a regul atory
agency.

Nunber 2, FAS 71 shall be applied only
to regul ated enterprises or those
portions of the operations of a

regul ated enterprise that neet the
specific criteria established by FAS 71
And Nunber 3, FAS 71 does not apply to
enmergency governnental actions that are



i rposed under unusual circunstances such

as price controls during periods of high

i nflation.

So ny question to you is, do you know what
that means? |It's very odd. Obviously it doesn't apply
to a governnental action, because FAS doesn't apply to
governnmental actions. But do you know what that neans
in this context?

A Yes, | believe that that cane out -- you have
to take a | ook at when FAS 71 was issued, which was in
1982, and when we go back to those tinmes, we had high
inflation, we had the governnent talking about price
controls, et cetera, so there was a very broad context
in which the governnent was tal king about we want to
control prices, et cetera, but it didn't have to do with
a regulated enterprise. It was the governnment comng in
and controlling enterprise in general or attenpting to
put some type of price controls on enterprises in
general. And FAS 71 put that in there just to make sure
t hat peopl e understood that this was really for
regul ated enterprises such as a utility but was not for
enterprises in general

Q Oh, in other words, let's say the President
i mposed prices at the gas punp.
A Yes.
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Q Then that would not be -- that would not nake
gas stations a regulated entity to which FAS in genera
applies?

A. Exactly.

Q O FAS 71 applies?

A That's correct.

Q | see now, because part of a discussion

surroundi ng those points was how do you know when
sonmething is regulated or not.

A Yes.

Q And t he di scussi on makes the point that FAS
and GAAP don't lay out, you know, electricity and
railroads are regulated, that it's a functional test.

A That's correct.

Q So your point is that three here is that just
because there's a price control sonewhere doesn't nean
that suddenly it's a regulated entity subject to these
rul es?

A Yes.

CHAl RAOMAN SHOWALTER: Al l right, thank you,
I have no further questions.

EXAMI NATI ON
BY JUDGE MOSS:
Q M. Hoover, just a clarifying question for ny



benefit, please. VWhile we may be thankful we're not
accountants and you may be thankful that you are not a
student of the |law, we neverthel ess have sone parallels.
And as | understand your testinony, the determ nation of
probability in connection with this FAS 71 is, as |
under st ood what you said, involves the exercise of
judgnment and the statenment of opinion.

A That's correct.

Q And we also are in the business of exercising
judgment and stating opinion, and we follow various
standards in the | aw such as preponderance of the
evi dence, which is sonmetinmes described as nore |ikely
than not or 51% versus 49%if you could lay it that
precisely; clear and convincing, which is a nmuch higher
st andard; beyond a reasonabl e doubt, the highest
standard yet.

A MM hm

Q | suppose certainty would be the highest
standard, and that's seldom achieved. Are there simlar
statenment criteria that you use in ternms of probability
al ong those lines in your business?

A Yes, there are, that's referred to as FASB
Nunmber 5, Accounting for Contingencies, and the criteria
that they lay out in there tal ks about renote, possible,
and probable, and it probably falls -- probable in that



range probably falls within the range of what you were
tal king about is, you know, 51% versus certain. It does
-- there are -- it talks about the fact that it is nore
than |likely but not certain.

JUDGE MOSS: (Okay, thank you very much.

M. Meyer, | believe we're back to any
redirect you may have.

MR. MEYER And | have no redirect, thank
you.

JUDGE MOSS: And, M. Hoover, we appreciate
you coming and visiting with us today, and you are
rel eased fromthe stand.

| should have done this while M. Hoover was

still on the stand, but he need not return.

M. Trotter, | don't believe you noved your
exhibits. Did you wish to do that?

MR, TROTTER: | so nove 351 and 352.

JUDGE MOSS: Hearing no objection, those
exhibits will be admtted as nmarked.

And, let's see, | believe we have M. Fal kner
next .

MR. MEYER: Yes, call to the stand M. Donald
Fal kner .

(The followi ng exhibits were identified in



conjunction with the testinony of DONALD M FALKNER.)
Exhibit 250-T is Pre-filed direct testinony.
Exhi bit 251 is DMF-1: Surcharge Revenue Requirenment
Cal cul ation - Washington Jurisdiction. Exhibit 252-T is
Pre-filed rebuttal testinmony. Exhibit 253 is Staff
Cross- Exam Exhi bit: Fal kner Workpapers - Set 1. Exhibit
254 is Staff Cross-Exam Exhi bit: Fal kner Workpapers -
Set 2. Exhibit 255 is Staff Cross-Exam Exhibit: Fal kner
Wor kpapers - Set 3.

Wher eupon,

DONALD M FALKNER,
havi ng been first duly sworn, was called as a w tness
herein and was exam ned and testified as follows:

MR. MEYER: Before we proceed, we do have one
last mnute edit. This goes to M. Falkner's rebuttal
testi mony, page 12 of M. Falkner's rebuttal.

JUDGE MOSS:  Yes.

MR. MEYER: Line two.

JUDGE MOSS: |I'mnot there yet, give ne a
mnute. | need to rearrange my exhibit list. Wiat is
his testinony, 250-T?

MR. MEYER  252-T.

JUDGE MOSS: 252, thank you.



MR. MEYER: This is rebuttal.

JUDCGE MOSS: And page 127

MR. MEYER: Yes, |ine two.

JUDGE MOSS: G ve us a nonent. We're there.

MR, MEYER. Okay. It reads, no, period, | do
not agree that a, et cetera, et cetera. The word not
shoul d be el i ni nated.

JUDGE MOSS: Anything el se?

MR. MEYER: No, but that does change the
meani ng of that.

JUDCGE MOSS: Yes, it does.

MR, MEYER: (Okay. Those are all the
corrections.

Wth that then --

CHAl RMOMAN SHOWALTER:  Conmi ssi oner Henst ad
probably renenbers because he may have been Governor
Evans' | egal counsel when Governor Evans vetoed the word
not out of a | aw.

COWM SSI ONER HEMSTAD: | didn't agree with
t hat veto.

DI RECT EXAMI NATI ON
BY MR MEYER:
Q M. Falkner, if | were to ask you the
guestions that appear in your pre-filed direct narked as
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250-T and your rebuttal 252-T and with the correction
havi ng just been nade to your rebuttal testinony, would
your answers be the sanme?

A. Yes, they woul d.

Q Are you al so sponsori ng what has been marked
for identification as Exhibit 2517

A Yes, | am

Q Is the information in that exhibit true and
correct to the best of your know edge?

A Yes, it is.

MR. MEYER: W th that, Your Honor, | nove the

adm ssion of 250-T, 251, and 252-T.

JUDGE MOSS: Hearing no objection, those
exhibits will be adnm tted as nmarked.

MR, TROTTER: Your Honor, can we go off the
record for a discussion of the version of this that |
have.

JUDGE MOSS: Yes, we will be off the record.

(Di scussion off the record.)

MR. TROTTER: Shall | begin?
JUDGE MOSS: All right, is the w tness
avail abl e for cross-exam nation? | apologize, | |ost

the flow here nonentarily.
MR, MEYER: Yes.
JUDGE MOSS: M. Trotter, go ahead.



CROSS- EXAMI NATI ON
BY MR. TROTTER
Q M. Fal kner, part of your rebuttal testinony
di scusses Staff's accounting recommendations with regard
to surcharge revenue and covenant cal cul ations, correct?

A Yes, it does.

Q And are you relying on M. Peterson's
testimony for that?

A M. Peterson's testinmony as well as | have
revi ewed portions of the covenants myself.

Q Do you disagree with M. Peterson's
testi mony?

A My recoll ection of M. Peterson's testinony

is that accounting for the surcharge revenues as
proposed by Staff would not provide the nmaxi num benefit
to the conmpany in the conpany cal culations, and | do
agree with that.

Q Do you agree with his statement that Staff's
accounti ng proposal does not constitute "cash on the
bal ance sheet” for purposes of the definition of
consol i dated cash fl ow?

A I will agree with M. Peterson on that
statenent .

Q And did you do any independent investigation



of the definition of the termcash on the bal ance sheet
as used in that?

A Not cash on the bal ance sheet, no. | |ooked
at the covenant calculations in regard to the
consolidated fixed charge coverage ratio. And it's in
that cal cul ati on where not reducing the deferral bal ance
is a detrinment to the coverage cal culation for the
conpany goi ng forward.

Q An increase of cash does benefit the conpany
goi ng forward, does it not?
A If it is used in the bal ance sheet, in sone

way is reducing current debt or remains on the bal ance
sheet as cash available, then yes, it is a benefit.

Q And it's true that other non-cash itens
reduci ng consol i dated net incone can be included in the
definition of consolidated cash flow, correct?

A Can you state that question again?

Q Isn'"t it correct that the category of other
non-cash itenms reduci ng such consolidated net incone is
i ncluded in the nmeasurenent of consolidated cash flow?

A. Yes, non-cash itens that are a deduction to
net income can be added back in such as depreciation to
reach consol i dated cash fl ow.

MR, TROTTER: Your Honor, M. Fal kner's
testinmony relates to rate design, and | understood in



prior conversation with M. Myer that he w shes those
guestions to be deferred to M. Hirschkorn; is that
correct, M. Meyer?

MR. MEYER  That is correct.
BY MR. TROTTER

Q M. Falkner, | would like to refer you to
Exhi bits 253, 254, and 255. Do you have those?

A Yes, | do.

Q And those are a portion of your work papers,
are they not?

A These are work papers that were provided to
me by the power supply departnent, and they are used to
calculate their -- they are the deferral projections,
actual s, and projections, yes.

Q Regar dl ess of who prepared them they were

contained in your work papers, weren't they?

A Yes, they were.

Q And you relied on thenf

A Yes, | did.

Q Before we tal k about those exhibits, | would
like to refer you to Exhibit 251

A ['"mthere.

Q And on line 15, you show your total surcharge
revenue requirenent of approximtely $87.4 M1 Ilion?

A Yes.
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Q And is it correct that that figure is the $80
MIlion figure on page ten grossed up for taxes and
ot her revenue sensitive itens?

A. On page ten?

Q Line ten, excuse ne. Let nme start over.

A It's --

Q The $87 MIlion is derived by taking the
annual state surcharge before conversion factors on line
9 of sone $80.409 MIlion until -- and then conbining
t hose conversion factors?

A Correct.

Q Ckay. Then let's turn to Exhibit 253, page

1, and that $80, 409,000 figure is shown in the third
line of page 1, third colum fromthe right?

A Yes.

Q And that figure is derived by finding a
percentage that results in the endi ng bal ance for
Washi ngton being zero or close to zero by the end of the
27 nonth tern®

A Correct, that's the anortization |evel of the
power cost deferral bal ance necessary to reach zero at
the end of December 2003.

Q Let's take Decenber 2001 columm as an
exanple. You start with the ending bal ance from
Novenmber, add $5.764 MIlion as the new increnent of



deferral for December, subtract your proposed use of the
PGA anortization credit, subtract the surcharge to be

coll ected in December, add sone interest for that nonth,
and that gives you the Decenber endi ng bal ance, correct?

A. Correct, that would be PGE anvortization. |
thi nk you nentioned PGA.
Q | neant to say PGE, thank you.

Let's continue with the exanpl e on Exhi bit
254, page 1, the power costs Avista proposes to defer in
Decenber 2001 are shown in the bottomright-hand corner
of the $5.764 MIlion?

A Correct.

Q And you then just transferred that anount
over to Exhibit 2537

A 253, correct, it's just a supporting
wor ksheet, yes.

Q Okay. Turn to page 2 of Exhibit 254, and we

see on line 15 an entry for Coyote Springs capital and
&M adj ustmrent - system Do you see that?
A | do.
MR MEYER. |I'msorry, that reference again?
MR, TROTTER: Page 2, line 15, Exhibit 254.
MR, MEYER: Thank you.
BY MR. TROTTER:
Q And this shows, does it not, that begi nning
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in July of 2002, Coyote Springs adds approximtely $3.3
MIllion per nmonth to the deferral bal ance?

A. Actually, it shows it starting in June of
'02, but yes, that's correct. M worksheet shows it
line 15, the first entry of $3.3 million is in June of
2002.

Q | thought | said -- | meant to say June, |'m
sorry.

A Okay. Yes, that's the expected operationa
date for Coyote Springs.

Q Now turn to Exhibit 255, page two.

A Page two?

Q Yeah. And does this sheet show the

cal cul ation of the anpbunts of Coyote Springs that are
added to Avista's projected deferral s?

A Yes, it does.

Q And on the right-hand side of the page in the
| ower right-hand corner, the second to last figure there
of $23.125 MIlion, that's divided by seven, which is
the nonths in the year in which Coyote Springs was in

service, and that gets the $3.3 mllion a nonth that
then appears on the prior exhibit?
A That's correct. And as we noted before, this

is the projected period. Any surcharge revenues we
woul d get fromthe Conm ssion would be adjusted for



actuals. And there will probably be sonme adjustnment
bet ween now and June of 2002 to take into account
anything that m ght cone out of a general case or
whatever. So there's a chance these Coyote Springs |
revenues or charges wouldn't even be included in the
deferral bal ance.

Q And there is a chance --

A The ultimte deferral bal ance.

Q And there is a chance they would, correct?
A And there is a chance they would, correct.

Q And the $23 MIlion is derived by adding the

three colums to the left for total other expense,
return, and interest. Do you see that?

A Yes, | do.

Q And the return anmount is $5.868 MIIlion
correct?

A Correct, and that was determ ned using the

nost recently authorized rate of return fromthis
Commi ssi on.

Q And you applied that to the capital invested
in Coyote Springs 117

A Correct.

Q And that rate of return was 9. 03%

A Yes, it was. We were referring to the

settl enment docunent that indicated all costs and al



benefits of dealing with the power situation were to be
i ncluded in the deferral

The benefits of Coyote are also in the
calcul ation of the deferral where any revenues, any
generation fromthe Coyote Springs project, any sales
revenue they provide, are also a reduction to the
deferral balance, the thinking being if we were to
i nclude the revenues, we would include associated
expenses in the cal cul ation

Q I think there's no question pending at the
noment .
A Excuse ne.
MR, TROTTER: Your Honor, if | could just
take a nmonment, | just need the confirnmation of one
questi on.

Thank you, Your Honor
BY MR. TROTTER
Q Pages, still with Exhibit 255, pages three
t hrough seven show additional projects that are adding
to the deferral balance with in-service dates as shown
on each page in the upper |eft-hand corner, correct?

A. Yes, those would be the conpany's snall
generation projects that have been di scussed previously.
Q And you don't consider Coyote Springs to be

in that category, do you?



A No.

MR. TROTTER:  Your Honor, | would nove for
the adm ssion of Exhibits 253, 254, and 255.

JUDGE MOSS: Being no objection, those will
be admi tted as nmarked.
BY MR. TROTTER

Q M. Fal kner, could you turn to your direct
testi mony on page six, and on line nine, you begin to
di scuss the PGE credit treatnent that the conpany is
proposi ng for the power cost deferrals, correct?

A Correct.

Q And you understand that the Conm ssion has
ordered the regulatory treatnent of a portion of the PCGE
credit, which was to anortize it over a nultiyear
peri od?

A Correct, and they also noted that the
remai ni ng portion that hadn't received fina
determ nati on was to be addressed at a future date.

Q Turn to page seven, at line nine, you refer
to an amount of $14, 205, 000, which you describe as the
ampunt that is a recognition of the tinme value of noney
on the lunp sum nonetization paynent by PGE received by
t he conpany, correct?

A That's my recollection of how it was
characterized during the general case.



Q And in its order in Docket UE-991606, your
| ast rate case, this $14.2 MIlion was established by
the Comm ssion as a credit agai nst Washi ngton electric
rate base to be anortized over eight years, correct?

A. It was included in the calculation, yes.

Q Now this $14.2 MIlion part of the PGE credit
anount is not proposed by Avista to offset the deferred
power costs, correct?

A Correct.

Q Is it correct that this $14.2 MIlion is not
reflected on the conpany's bal ance sheet?

A. That's what | stated in testinony, yes.

Q Avista's proposal regarding the PGE credit is

to deal only with the amounts reflected on its bal ance
sheet, which is some $53.8 MIlion, and use that to
of fset deferral bal ances?

A Correct. The main purpose of the filing is
to address the deferral bal ance on the conpany's bal ance
sheet, and we determined it would be prudent to al so
i nclude the PGE deferrals that were on the bal ance
sheet. Basically if the deferrals are owed to the
conpany and the PGE credit is owed to custoners, you can
of fset the two and deal with the remai nder through the
surcharge anount.

Q Coul d you explain why the $14.2 Mllion is



not reflected on the conpany's bal ance sheet since the
Conmi ssion established it as a regulatory credit inits
order in the last rate case?

A. It was an amount that never had any bearing
on the PCGE calculation itself. It wasn't part of the
deferred revenues. It was a calculation perforned by
Staff that was included in the PCGE anortization at the
-- in the final order. It had never had any reason to
be booked before.

Q Well, after the order, why wasn't it booked?

A It was determned to be just a -- not a
mat eri al amount in the overall calculation. The anmpbunt
is being recorded for regulatory purposes. It's part of
any credit that we use in a calculation of our revenue
requi renent for the Commssion. It didn't have a
mat eri al inpact on the conpany's bal ance sheet.

Q When you say it's not material in the amount
in the calculation, in the calculation of what?

A The total PCE credit was in excess of $150
MIllion. But nore to the point, it's not material to
t he conpany's bal ance sheet, which at that point in tinme

was in excess of $7 Billion and at this point intime is
in excess of $3 Billion. But it's not being ignored.
It is still being included in anything we provide the

Commi ssion, and it's in our sem annual or | guess annua



results of operations that we provide and woul d be
included in any future general case.
and custonmers continue to receive any benefit
associated with it.

t here,

Q

to why it wasn't

answer
A

M. Fal

Honor .

Vel |,

that's not

nmy point.

So the credit is

My question goes

booked on the bal ance sheet, and your
is because it was not materia

Correct.

MR. TROTTER: One nonent, please

That's all | have, M. Fal kner, thank you.
JUDCGE MOSS: Thank you, M. Trotter

M. Van Cl eve,

kner ?

MR. VAN CLEVE:

CROSS- EX
BY MR. VAN CLEVE:

Just a bri

do you have questions for

ef question, Your

AMI NATI ON

could you refer to Exhibit DWVF-1

direct testinony, which is Exhibit 251

Q M. Fal kner,
to your

A. I'"mthere.

Q Now at |ine 16,
MIlion figure,

the approxi mately $237

does that represent the total anount
that would be collected under the surcharge on a

Washi ngton basis if the surcharge was in effect for 27
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nont hs?
A No, there's no relation to those two itens.
Q What is the total anmount that woul d be
col | ected?
A. If we inplenmented the surcharge as we
requested over 27 nonths?
Q Ri ght .
A | don't know. It would be 87 divided by 27,

it would be 87 divided by 12 times 27, if | can nake
this small cal cul ator work, approximtely $196 MI1Ilion

Q Can you tell me how nuch that nunber would
have to increase if the Staff proposal to not accelerate
the anortization of the PCGE credit were adopted?

A My recollection is the PGE credit was $58
MIlion that we're using in this calculation, | should
use subject to check.

MR. MEYER It's 54.
A It has now been checked, so it would be $54

MIlion, roughly $4 1/2 MIlion, $4 Mllion to $5
M I1lion.

Q And it was your testinony, was it not, that
the rate increase would need to be approximtely 48%i f
the PGE credit was not accelerated? | think line 7,
page 24.

MR, MEYER: You nean -- | think you've got it
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1 reversed, page 7, line 24, so.

2 MR. VAN CLEVE: Sorry.

3 MR MEYER. O your direct.

4 A Correct.

5 MR. VAN CLEVE: That's all | have.

6 MR, FFITCH: No questions, Your Honor

7 JUDGE MOSS: All right.

8 Any questions fromthe Bench for M. Fal kner?
9 CHAl RAOMAN SHOWALTER: | have just one

10

11 EXAMI NATI ON

12 BY CHAI RAOVAN SHOWALTER

13 Q Can you turn to your rebuttal testinony, page
14 12, Exhibit 252.

15 A I'"mthere.

16 Q Line 11, you nention industrial, comerci al

17 and institutional customers. Who are your institutiona
18 custoners, or what are they generally, and who are they

19 in particular?

20 A I"mgoing to have to defer that to

21 M . Hirschkorn.

22 Q Okay.

23 A I would assune those m ght be any hospitals

24 for the nost part, but I"'mgoing to defer that to
25 M . Hirschkorn.
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CHAl RAOMAN SHOWALTER: Al l right, thank you
that's all | have

JUDGE MOSS: All right, do you have any
redirect?

MR, MEYER: Just briefly.

REDI RECT EXAMI NATI ON

BY MR. MEYER

Q Staff during its cross-exam nation explored
t he accounting of the surcharge to revenues under
Staff's proposal and inmpact on covenants. M. Fal kner
in your estimation, would it make it nore difficult for
the conpany to persuade its banks that it has satisfied
its covenants if Staff's accounting for surcharge
revenues as a liability were adopted?

A Oh, yes, it would. There's -- the banks are
| ooking for the deferral balance to be addressed in sone
way. The surcharge is one of the -- is the filing as of
now to reduce the deferral balance. |If we are allowed

to increase rates but not inpact the deferral bal ance,

t he banks woul d see that as not addressing the issue of
the deferral balance. And nore to the point, it doesn't
gi ve the conpany much of a basis for even booking the
revenues. It al nost appears to be a short term|l oan of
90 days, and the way | read it, we wouldn't even be



supported by GAAP in recording the revenues into a
liability account.

The current accounting standards say -- they
do address regul ated enterprises getting revenues
subject to refund. The assunption is that those we
booked as revenues, and FAS 71 even addresses that,
there's no discussion about recording themin a
liability. Wat FAS 71 does go on to say is that after
you start booking them as revenues as ordered, since you
are increasing custoner rates, then you can make a
second determ nation, should we record a conti ngent
liability. The conmpany must nmake a determ nation as we
start booking those revenues, are we going to be able to
retain them would we actually have to refund them
somewhere down the road. And as M. Hoover mentioned,
that FAS 5 accounting for contingencies conmes into play.

If we were to take the Staff approach and
book 100% of the subject to refund revenues as a
liability, we're basically making the determ nation that
we won't be able to retain any of those down the road.
According to GAAP, we woul d have had to have nade a
determination to probability that we would refund all of
those noneys. |If we record it as a liability, the GAAP
literature basically states that you have determ ned you
can't keep it.



And that even applies -- it goes to the
question or the ampunt, the materiality. |If we put this
surcharge in place for three nonths, we collect roughly
$20 MIlion. W're talking about a bal ance of $150
MIlion right now projected to go to $200 MIlion, and
we woul d only be tal king about 10% We woul d have had
to make the determnation with taking all the
informati on into account that the conpany woul dn't even
be able to collect 10% of the total deferrals projected
to be on the books by the end of this year. And that in
t he conpany's determ nation wouldn't be a reasonable
resul t.

Q Well, M. Falkner, are you saying that under
FAS Statenent 5 that we would only book a surcharge
revenues as a liability if it was probable that a refund
woul d be ordered?

A Correct.

MR. MEYER: Okay, | believe that's all |
have, thank you.

MR. TROTTER: | have a couple of follow ups,
Your Honor.

JUDGE MOSS: Go ahead, M. Trotter

MR, TROTTER: Thank you.
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RECROSS- EXAMI NATI ON
BY MR. TROTTER

Q Does Avi sta understand that the
recoverability of deferred power costs is subject to the
conditions that the Commi ssion sets forth in its
accounting order?

A The conpany conpl etely understands what was
in the Staff neno, what was in the Comm ssion orders.

At the same tinme, we have the ability to make a
determ nati on of what we think nmight be a reasonable
conclusion fromthis case

Q Do | understand correctly that if you
believed that you would actually have to refund noneys
that are collected, that you have to -- you could not
book those revenues?

A Correct, if we believe that any revenues from
this case that are subject to refund that we won't be
able to keep, we would have to record those as a
liability.

MR. TROTTER: Thank you, that's all | have

JUDGE MOSS: | believe that will conplete our
qguestioning of M. Fal kner, so appreciate you being with
us today and rel ease you subject to recall, as | have

all the other witnesses. Thank you.
THE W TNESS: Thank you.
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JUDGE MOSS: Have we found the mssing
W t ness?

MR. MEYER: We have

JUDGE MOSS: So you are calling to the stand
M. Hirschkorn?

MR MEYER | am

MR. VAN CLEVE: Your Honor, we have a couple
of questions for M. Hirschkorn in a cross exhibit.

JUDGE MOSS: This is a new exhibit?

MR. VAN CLEVE: Yes, it is.

JUDGE MOSS: It will be marked as 302.

(The followi ng exhibits were identified in
conjunction with the testinony of BRIAN J. H RSCHKORN. )
Exhibit 300-T is Pre-filed direct testinony.
Exhibit 301 is BJH-1: Proposed Power Cost Surcharge
Rat es by Schedul e, State of Washi ngton, Based on 2000
Pro Forma Revenue and Cctober 2001 - Septenber 2002
For ecast kwhs.

Wher eupon,

BRI AN J. HI RSCHKORN
havi ng been first duly sworn, was called as a wtness
herein and was exam ned and testified as follows:
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DI RECT EXAMI NATI ON
BY MR. MEYER

Q M. Hirschkorn, for the record, please state
your name and your enpl oyer.

A. My nanme is Brian Hirschkorn, and |I'm enpl oyed
by Avi sta Corporation.

Q And have you prepared pre-filed direct
testi mony?

A. Yes, | have.

Q If I were to ask you the questions that

appear in that testinony, would your answers be the
sanme?
A. Yes, they woul d.
MR, MEYER. Wth that, | npve the adm ssion
of Exhibit 300-T.
BY MR. MEYER

Q M. Hi rschkorn, you al so have sponsored what
has been marked for identification as Exhibit 301
correct?

A Yes, that's correct.

Q And does that exhibit contain true and
correct information to the best of your know edge?

A Yes, it is.

MR, MEYER: | also nove the adm ssion of 301

JUDGE MOSS: Being no objection, those will



00454

be admi tted as marked.
MR. MEYER  Thank you.
The witness is avail able for cross.
JUDGE MOSS: M. Trotter.

MR, TROTTER: Thank you. | did not indicate
guestions for him but since there has been deferra
from M. Falkner, | do have sone now

JUDGE MOSS: Go ahead.

CROSS- EXAMI NATI ON
BY MR. TROTTER
Q M. Hirschkorn, is Avista relying on any
Conmi ssion order granting interimrate relief which that
relief was granted on a uni form percentage basis as you
proposed it?

A No, the conmpany is not relying on any
Conmi ssi on order.
Q And, in fact, the orders that you' re aware of

consistently granted interimrate relief on the basis of
uni form cents per Kkilowatt hour basis?

A. To ny know edge, | believe that's true.

Q Now t he conmpany's proposed tariff that it
filed in this case does not bear the December 31st,
2000, term nation date proposed by the conpany, but the
conpany is not opposed to including that; is that
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correct?

A No, the company is not opposed to including
t hat date.

CHAl R\OMAN SHOWALTER: What was the date?

MR. TROTTER: Decenber 31, 2003. That's the
conpany's proposal .

BY MR. TROTTER:

Q And the --

CHAl R\OMAN SHOWALTER: |'m sorry, what was --
| just didn't hear the question. What is the date to
whi ch the witness does not object?

MR, TROTTER: Putting that date in the
tariff. The tariff currently has no term nation date.
BY MR. TROTTER:

Q And al so the proposed tariff does not
explicitly state that the charges inposed are subject to
refund, but am | correct in understanding the conpany is
not opposed to addi ng that |anguage?

A That's correct.

MR. TROTTER: Those are all ny questions,

t hank you.
JUDGE MOSS: M. Van Cl eve.
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CROSS- EXAMI NATI ON
BY MR. VAN CLEVE:
) M. Hirschkorn, could you please refer to
Exhi bit 302, which is an Avista response to Staff Data
Request 128.

A Yes, | have that.

Q Is this a data response that you prepared?

A Yes, it is.

Q And if you could turn to the second page of
that, of Exhibit 302.

A | have that.

Q Can you explain what this table is trying to
depict?

A Yes, it's a conparison of the conpany's

proposal to spread the surcharge on a uniform percentage
basis to all custoner schedul es conpared to applying the
surcharge on an equal cents per kilowatt hour basis.

Col um four shows the uniform percentage basis, and
colum eight shows what the percentage increase by
various rate schedul e woul d be applying the surcharge on
an equal cents per kilowatt hour basis.

Q Now i s colum five the annual dollar anopunt
on an equal cents per kilowatt hour basis?
A Yes, it is.

Q Okay. And Schedule 1, is that the schedul e
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that applies to residential rate payers?

A Yes, the majority or nearly all of our
residential customers are served under Schedule 1.
Q And is the conpany proposing to offset the

residential rate increase with a credit fromthe BPA
sett!| enent ?

A Yes.

Q And t hat woul d happen at the sanme tine that
the rate surcharge goes into effect?

A The conpany is proposing that the Bonneville

residential credit be applied at the same tine the
surcharge goes into effect, yes.

Q So what would be the net effect of the
surcharge and Bonneville credit for Schedule 1
cust oners?

A | have that nunmber in ny direct testinony,
whi ch was revised via an errata sheet that was subnitted
by the conpany. The effect generally on a residentia
customer that uses 1,000 kilowatt hours a nmonth would be
about a 26% net increase applying the surcharge as wel
as the Bonneville credit.

Q So if the Comm ssion approves the surcharge
effective Septenber 15th but adopts the equal cents per
kil owatt hour basis on Septenber 15th, residential rates
woul d go up 26% and the Schedule 25 rates would go up
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approximately 55% is that correct?

A Yes, on an equal cents per Kkilowatt hour
basi s, that would be correct.

Q And how many Schedul e 25 custoners are there?

A There's about 20.

Q So on an equal cents per kilowatt hour basis,
the rates for those 20 custonmers woul d i ncrease on an
annual basis by about $9.7 MIlion?

A The average increase for those custonmers --
the average increase for those customers would be 55%

Q And that would be about $9.7 MIIion per
year, M. Hirschkorn?

A Yes, that's correct.

Q Have you anal yzed what the rate increase hy

customer class would be without an accel eration of the
PCGE anortization, but with an equal cents per kilowatt
hour allocation?

A. No, | have not.

Q Woul d you expect that the Schedule 25 rate
i ncrease woul d be higher than 55%if the PGE credit is
not accel erated?

A. Yes. | mght nake a correction. The nunbers
shown in colum five on the response to the data request
we were just |ooking at that shows a conpari son of the
uni form percentage to the equal cents per kilowatt hour
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| believe the dollars shown in colum five are -- would
be the revenue increase based on the uniform percentage,
not on an equal cents basis.

Q M . Schoenbeck informs nme that the nunber on
an equal cents per kilowatt hour basis would be
approximtely $14 1/2 MIlion, would you -- for the
Schedul e 25 rate increase. Wuld you agree to that
subj ect to check?

A Subj ect to check, yes.

Q So subject to check, the 54.8% rate increase
under the equal cents per kilowatt hour allocation would
be $14.5 MIlion that would be paid by those 20
customers on an annual basis?

A Yes, that's correct, subject to check

MR. VAN CLEVE: Your Honor, | would offer
Exhi bit 302.

JUDGE MOSS: Hearing no objection, it will be
adnmtted as narked.

MR. VAN CLEVE: That's all the questions that
| have.

JUDGE MOSS: M. ffitch

MR. FFI TCH: Thank you, Your Honor



CROSS- EXAMI NATI ON
BY MR. FFI TCH

Q Good norning, M. Hirschkorn.
A. Good nor ni ng.
Q First, just to follow up on a question from

M. Van Cleve with regard to Exhibit 302. |If you could
take that exhibit and | ook at colum seven and at the
line for Schedules 41 to 49, it's currently bl ank
correct?

A Yes, it is.
Q Can you fill in that blank?
A. | believe the surcharge rate per kilowatt

hour based on the proposal, the proposed uniform
per cent age net hodol ogy by the conpany, would be
approximately five cents per kilowatt hour

Q Thank you. And as you show here, the conpany
proposal is to raise all rates by 36.9% correct?

A Yes, that's correct.

Q And if you go to your Exhibit 1, which is

Exhibit 301 in this case, colum two of that exhibit, do
you have that?

A Yes, | do.

Q Colum two of that exhibit is a class by
cl ass revenue amobunt. This is the same nunber shown on
the ICNU cross exhibit. That's correct, right?



A Yes, that's correct.

Q Is this nunber in colum two the total of al
rate elenments including the custonmer charge, demand
charge, if any, and the energy charges?

A Yes.

Q And it's this total that you have nmultiplied
by 36. 9%

A Yes, that's correct.

Q So the base of revenues you're using includes

both the power supply portion of costs and the
di stribution portion of costs, doesn't it?

A. That's correct.

Q And you were here for M. Ely's testinony,
were you not?

A Yes, | was.

Q And he testified that the reason for this

i ncrease that Avista is requesting is higher power
supply costs and not higher distribution costs, did he
not ?

A Yes, he did.

Q I would like to talk about the issue in
particul ar because of the inpact it has on two custoner
cl asses, the small commercial class, that's Schedule 11
and the street lighting custoners in Schedul es 41
through 49. And just for a nmoment just for the



i nformati on of participants here, let's just go down
colum one and just identify who these different
schedul es are. Schedule 1 is residential

A That's correct.

Q Schedule 11 is small commerci al .

A Correct.

Q And 21 is |arge commerci al

A Yes, and small industri al

Q Smal |l industrial. And Schedule 25 is |arge
i ndustri al

A Large commercial as well as large industrial

We do serve several actually universities on Schedul e 25
as well as a couple of large city accounts, City of
Spokane, so it's a conbination of large industrial
conmercial, and institutional custoners.

Q Okay. But basically very |arge custoners?
A Yes, that's correct.

Q And then Schedul e 31 is punping?

A Yes.

Q And then the Schedul e 41 through 49 are

various kinds of street lighting and area |ighting
schedul es?

A Yes, that's correct.

Q Now t he smal|l commercial class, Schedule 11
has the hi ghest overall rates of any custoner class,
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correct?
A That's correct.
Q And the street |ighting customers have not

only power supply and distribution costs in their rates,
but also the cost of poles, lumnaires, and lumnaire
mai nt enance; is that correct?

A Generally that's correct. W offer three
different types of street lighting service, where the
conpany owns the facilities and the custoner pays
basically a capital recovery factor or a |ease paynent
for those facilities as well as the cost of specifically
mai ntai ning street lights, so we have three different
categories. One is energy only. Two is energy and
mai nt enance, conpany nai ntenance performed on those
lights. And the third is the custoner paying for the
cost of the pole and the luminaire as well as
mai nt enance and energy.

Q Okay. Can you just briefly explain what a
lum naire is for the record

A It's basically the lanp, the |ight.

Q All right. On the last two categories that

you nention, the custoners have additional costs besides
utility costs included in their rates?

A Besi des power costs?

Q And di stribution.



A Yes, yes.

Q And again, |ooking back at page 1 of your
Exhibit 1, Exhibit 301, the surcharge per kilowatt hour
for the Schedule 11 custoners is about twi ce the size of
the surcharge for Schedul e 25 custoners, correct?

A Yes, that would be the effect of a uniform
per cent age i ncrease.

Q And that's shown in schedul e, excuse ne,
colum seven of the exhibit?

A Yes, that's correct.

Q And that's primarily because of the higher

di stribution costs enbedded in the Schedule 11 rates; is
that right?

A Well, it's a conbination. The overall rates
for Schedule 11 are the highest rates of any class we
serve, and part of it is due to higher distribution
costs and the allocation of power costs as well

Q All right. As between those two conponents,
isn't it fair to say it's nostly the higher distribution
costs?

A. I would say general ly speaking, yes, although
their -- because of their load factor, they do get a
hi gher allocation of power cost as well. | don't have a

cost of service study in front of ne, so | can't answer
that question affirmatively, but it's a conbination of
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those two factors.

Q So you have now -- you have indicated in
filling in the blank that the approxi mate surcharge rate
per kilowatt hour for street lighting is about five
cents per kilowatt hour, that's correct?

A That's correct.
Q That's your estinmate?
A If the increase is spread only to the
kil owatt hours served under that schedul e.
Q And that's about four times as big as the

Schedul e 25 surcharge and about three times as big as
the system average surcharge, isn't it?

A. On a kilowatt hour basis, yes, but it's the
same percentage across all customer schedul es.

Q And - -

A Based on the revenue coll ected.

Q l'"msorry?

A Based on the revenue coll ected.

Q Al right. And the principal reason for that

is that the street lighting class has the distribution
cost plus the cost of the lighting fixtures thensel ves
enbedded in rates, and your uniform percentage increase
applies to all of those conponents, not just the power
supply conmponent, right?

A Yes, that's correct.



Q Now Avi sta has a purchased gas adj ustnment
mechani sm and has had one for nmany years, correct?

A Yes.

Q And under that nechanism you or Avista
periodically files for changes to gas rates?

A Yes.

Q And when those changes are submitted, are

they typically applied on an energy basis or on a
uni form percentage of all rate conmponents including
di stribution costs?

A They're applied on an energy basis.

Q Do distribution costs enbedded in gas rates
affect the level of the PGA increase that any custoner
class gets?

A No.

Q So this proposal in this docket is quite a
di fferent approach to collecting high power supply costs
than you use in the gas context?

A It is a different approach, and there's
really two reasons for that. One is the expedited basis
on whi ch the conpany proposes to inplenent the
surcharge, and the second reason is because of the
magni tude. | would not argue that froma cost causation
standpoint, a uniformcents per kilowatt hour would be a
nore appropriate way to apply the surcharge. But



because of the other two factors that | nentioned, the
conmpany chose to perform a uniform percentage basis to
all custoner schedul es.

Q But you say this is nore expedited than your
PGAs are usual ly?
A | didn't say it was nore expedited. | said

because of the expedited nature that the conpany is
proposing to inplenment the surcharge.

Q Well, | guess turning to other conparisons,
are you generally famliar with Puget's ECAC or energy
cost adjustment clause?

A Yes.

Q When that was in effect, it's not in effect
now?

A Ri ght .

Q When it was in effect, and that was coll ected
on a cents per kilowatt hour also, wasn't it?

A | believe it was.

. And are you generally famliar with Puget's
PRAM or periodic rate adjustnent nechani smwhen that was
in effect?
A Yes.
Q Woul d you agree that that had both a base
cost and an energy cost conponent?
A Yes, | woul d.



Q And woul d you agree that the changes in power
supply costs were recovered by a uniform percentage
adj ustment to the energy cost conponent of rates for
each class in the case of the PRAW?

A. To nmy know edge, vyes.

Q So that distribution costs in that program
did not affect the | evel of surcharge when power supply
costs increased?

A That's my under st andi ng.

Q And perhaps M. Trotter already asked you
this question, but can you point to any power supply
surcharge approved by this Conm ssion which was applied
to the sum of both power supply and distribution costs?

A Not to ny know edge, | don't know of any.
Q How about any gas supply cost surcharge?
A Not to ny know edge.

Q In a general rate case, these higher power

supply costs would be a conponent of the cost of service
prepared by the conpany, wouldn't they?

A Yes, they woul d.

Q Wul d you agree that these would nornally be
al l ocated anong the custoner classes on the basis of
their respective demand and energy allocation factors?

A Yes, they would in a cost of service study,
but that wouldn't be the sole factor that the Comm ssion



woul d consider in setting rates. They woul d consider
ot her factors as well.

Q And woul d you further agree that in such a
cost of service study, the spread of these costs would
be such that the small general service custoners and the
street lighting custoners would be assigned a
significantly smaller share of these costs than the
uni f orm percentage surcharge nethod you have proposed?

A I would generally agree with that.

Q Let's finish up with one or two other topics.
You have been with the conpany a long tine, correct?

A | have.

Q As far as you know, has Avista or Washington

Wat er Power ever perforned studies or anal yses of the
econonmi c inpact of its rates on its custoners or service
territory?

A | guess it depends what you nean by studies.
Q Any kind of review or analysis of any type.
A We have done -- |ooked at the effects of

consunption or electric energy consunption over time and
tried to correlate that consunption to changes in
prices, anobng other factors. As far as formal studies
submtted to this Conmission, | can't think of any off
hand. But again, we have done -- | ooked at consunption
by class and how it changes over tine.



Q Has Avista ever had a rate increase this
large in the tine that you have been with the conpany?
A. I can't recall one this |arge, but that
doesn't nmean we haven't. | can't recall one this |large.

Q Al right. Can you renenber the next | argest
one to this?

A No, | can't.

Q As far as you know, has the conpany ever

requested a one tinme rate increase of this size in the
conmpany hi story?

A Not to nmy recollection, but I recall sone
fairly significant increase proposals |I believe in the
early '80's.

Q But then, of course, those would have been on
a snmaller base at that tinme?

A That's correct.

Q The -- so | take it -- well, let ne ask going

back to sort of the question of studies or analysis.
Has the company done any study or analysis or review of
the inpact of a rate increase of this magnitude on its
custoners, on its service territory, on the communities
that it serves?

A Not a specific analytical analysis.
Certainly we talk to custoners in all -- that are served
under all classes, all various schedules. But in terns



of an analytical study, |I don't believe so, other than
the price elasticity estimates that go into our |oad
forecast.

Q Are those anal yses that you described reduced
to witing?

A I'"'msure there's sone narrative supporting
the nunbers that go into our |oad forecasts, yes.

Q Does the analysis that you're referring to

nmeasure the inpact on enploynment, on industria
devel opnent, on an econoni c devel opnent in the
comunities that Avista serves?

A. Certainly we | ook at those factors in
devel opi ng our | oad forecast.

Does that address your question?

Q Well, I'"'mtrying to deternmine if the conpany
has | ooked at those questions with respect to this rate
i ncrease.

A Yes, yes, we have. This proposed rate
i ncrease has been considered in devel opi ng next year's
| oad forecast for 2002.

Q Can you relate the results of the analysis
that the conpany has perforned in terns of the factors |
menti oned or other factors that the conpany | ooked at?

A | think the specific what would result in
nunerical estimates that would go in the | oad forecast



woul d relate to price elasticity, basically changing
consunption as rates change. So there is -- there is a
I will call it a price elasticity factor that's used in
the load forecast that would relate to any proposed or
antici pated change in rates that would affect our |oad.
JUDGE MOss: M. ffitch, how rmuch nore?
MR, FFITCH: |'mjust about finished, Your
Honor. I'mjust trying to determne if | have any
addi ti onal questions.
BY MR. FFI TCH
Q Have you perforned as part of this analysis
or any other analysis a determ nation of how many peopl e
woul d be unenpl oyed or would | ose their jobs in your
service territory as a result of this rate increase?

A No, but that's certainly a concern of ours,

of the conpany's.

MR, FFITCH: | don't have any further
questions. Thank you, Your Honor

JUDGE MOSS: Thank you. | wonder if we
shoul d take our norning recess before we have questions
fromthe Bench. | see sonme nods of affirmation.

CHAl RAOMAN SHOWALTER:  Well, | have a ten

second questi on.
JUDGE MOSS: Ten second question, so let's go
forward.



EXAMI NATI ON
BY CHAI RWOVAN SHOWALTER
Q This is just to repeat the question which you
partially answered in talking to M. ffitch. But who
are the institutional custoners? Wat are they
generally, and who are they in particular?

A We serve three, two universities and one
col | ege, under Schedul e 25, our largest rate schedul e.

Q So there are three institutional customers?

A Yes.

Q And then where, for exanple, are hospitals;
what schedul e are they on?

A Actually, we serve two, the two | argest
hospitals i n Spokane under Schedul e 25 as well

Q So five institutional?

A Five institutional, yeah. Thank you for
correcting ne.

Q And that would be -- would that be Gonzega
and Eastern Washi ngton University?

A. Actual | y, Gonzega, Washington State
Uni versity, and Spokane Comunity Col | ege.

Q And the two hospital s?

A Sacred Heart and Deaconess.

CHAI RWOVAN SHOWALTER:  Thank you.



JUDGE MOSS: No redirect?

MR, MEYER: No redirect.

JUDGE MOSS: All right.

MR. VAN CLEVE: Your Honor, could I ask one
foll owup question briefly.

JUDGE MOSS:  All right.

RECROSS- EXAMI NATI ON
BY MR. VAN CLEVE:

Q M. Hirschkorn, did the conpany comrunicate
after it entered into the settlenent |last spring with
custoners that it was pursuing a plan to avoid any rate
i ncreases related to power cost increases?

MR. MEYER  You know, | don't see how this is
a follow up to anything that's gone before.
JUDGE MOSS: | don't either, M. Van C eve.
MR. VAN CLEVE: Well, Your Honor, | think
that we have had a | ot of discussion about potentia
i rpact on custoners, and | think whether they expected
no i ncrease and are now facing potentially a 55%rate
i ncrease is relevant.

JUDGE MOSS:  Well, | think I will sustain the
objection. W don't need to go there.
Al right, | want to take our break. | think

we can release M. Hirschkorn fromthe stand for the
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1 time being, and thank you very nuch for your testinony.
2 We will take our norning recess until 11:00,
3 and then we will return, and | believe after that we

4 wi Il have M. Schoenbeck on the stand.

5 (Recess taken.)

6

7 (The followi ng exhibits were identified in

8 conjunction with the testinony of DONALD W SCHOENBECK. )
9 Exhibit 651-T is Pre-filed Direct Testinony.

10 Exhibit 652 is DWs-2 Qualifications and Background.
11 Exhi bit 653 is DW5-3 Deferral Val ue Schedul es.

13 Wher eupon,

14 DONALD W SCHOENBECK,

15 havi ng been first duly sworn, was called as a wtness
16 herein and was exam ned and testified as foll ows:

17

18 DI RECT EXAMI NATI ON

19 BY MR. VAN CLEVE:

20 Q Coul d you pl ease state your nane for the
21 record.

22 A. My nane is Donald W Schoenbeck, that's
23 S-CH OE NB-E-CK

24 Q Are you appearing in this proceedi ng on

25 behal f of the Industrial Customers of Northwest
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Uilities?

A Yes, | am

Q And have you prepared direct testinony which
has been identified as Exhibit 651-T?

A Yes, | did.

Q Have you al so prepared two exhibits to your

direct testinmony which have been identified as Exhibits
652 and 6537

A Yes, | did.

Q Do you have any corrections or additions to
your direct testinony?

A. Yes, | have three nodifications beginning on
page six of 651-T.

Q Can you tell us what the first change is?

A At line 24 on page 6, change the date May 4

to April 16th. The second change is at the top of page
7 after the first word there, normal, period, insert the
new sentence, this was at |east one week before the
first all party settlenent neeting which led to the
filing of the stipulation, period.

JUDGE MOSS: |1'mgoing to ask you to repeat
that, M. Schoenbeck

THE WTNESS: Sure. This was at |east one
week before the first all party settlenent neeting which
led to the filing of the stipulation.
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BY MR. VAN CLEVE:

Q And what's the final change that you have to
your testinony?

A. The final change is at page 8, line 14. It's
anot her additional sentence. It should read:

I ndeed, this is the case for the nonths

of August, Septenber, COctober and

Novenber as well.

Those are all the nodifications to the
testi nony.

COWM SSI ONER HEMSTAD:  Coul d you repeat that
once nore, Sir.

THE WTNESS: Certainly. The sentence would
read, indeed, this is the case for the nonths of August,
Sept enber, October, and Novenber as well
BY MR. VAN CLEVE

Q M. Schoenbeck, with these nodifications, if
| were to ask you the questions that are contained in
your direct testinony, would your answers be the sane
here today?

A. Yes, they woul d.

MR. VAN CLEVE: Your Honor, | would offer
Exhi bit 651-T, 652, and 653, and M. Schoenbeck is
avail abl e for cross-examn nation.

JUDGE MOSS: There being no objection, those
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exhibits will be admitted as marked
M. Meyer.
MR. MEYER: Thank you, Your Honor

CROSS- EXAMI NATI ON
BY MR. MEYER

Q Good norning, M. Schoenbeck

A Good norning, M. Myer.

Q Is it your recommendati on on behal f of | CNU
for an 11.9% surcharge spread out over a 15 nonth
peri od?

A. Yes, it is. And again, it's for the -- it's

a place holder ampbunt for the costs that were deferred
for the nonths of July through June of this year

Q So it is based in part, your recomendati on
that is, on a proposal to only reflect or recover
through this part of the surcharge costs incurred prior
to June of this year?

A Yes. Just to anplify again, under the
proposal, you would do a place hol der surcharge for
t hose nonths, and then you would continue to defer under
the existing accounting procedures all subsequent
deferrals. So it's not a cessation of the deferra
mechanism It's sinply addressi ng what would |ikely be
recovered from a reasonabl eness review of the actua



cost. In doing so, it sidesteps the nore authority
i ssue of |ooking at what, if any, surcharge should be
recovered from custoners now for costs as of the 1st of
July.

Q So you take issue with what | understand to
be one of Staff's recomendati ons, which is to suspend
the deferral mechanism after June of this year, correct?

A Well, | don't knowif | would say | take
issue with it. | just said that under our proposal, it
woul d conti nue.

Q Okay. Now, M. Schoenbeck, having descri bed

at |least generally the thrust of your proposal, where
have you examined in your testinony or your exhibit
mat eri al the inpact of your proposal on the conpany's
ability to nmeet its fixed charge ratios under its
covenant s?

A I did not undertake that analysis. There was
simply not enough time, and it did not fall under ny
responsibility in this docket.

Q M . Schoenbeck, where, if at all, in your
testi nony or exhibits have you exam ned the ability of
the conpany to neet its covenants were your
reconmendati on excepted?

A | did not do that analysis. M analysis was
| ooking at the costs that have been deferred for the



hi storical period, what would likely be allowed after a
prudency review.

Q M. Schoenbeck, where, if at all, in your
testi mony and acconpanyi ng exhi bits have you anal yzed
the inpact of your proposal on the conpany's ability to
i ssue new equity financing?

A That's basically the same answer | just gave.

Q Where, if at all, M. Schoenbeck, in your
testi mony or exhibits have you exam ned the inpact of
your recomendati on on the conpany's ability to finance
Coyote Springs 117

A. Again, it's the sane recomrendation. | did
not | ook at the nor did | calculate any sort of
financial or coverage ratio based upon the 12% i ncrease
' mrecommendi ng.

Q Finally, M. Schoenbeck, where, if at all, in
your testinony or your exhibits have you exam ned the
i npact of what you recommend were it adopted by this
Commi ssi on on the conpany's credit ratings?

A Again, | did not undertake that analysis.
The anal ysis was of the costs that the conpany incurred
during this remarkabl e or extraordi nary market period,
shoul d they get recovery of. And obviously the proposa
is $83 MIlion, so it's a substantial sumthat we're
using as a place holder at this tine.



MR. MEYER  Thank you, | have no further

JUDGE MOSS: Staff?

MR, TROTTER: No questions.

JUDGE MOSS: Public Counsel

MR, FFITCH: Just a couple of brief
guestions, Your Honor.

CROSS- EXAMI NATI ON
BY MR. FFI TCH
Q M . Schoenbeck, pages 12 to 14 of your

testi nony, Exhibit 651-T, you propose that a portion of
the deferrals through June 30th be assigned to the
conpany and not rate payers based on the dry year 1988
and the water study used to set rates in the last rate
case, correct?

A That's correct.

Q And that anmount is $25.6 MIlion?

A Yes, it is. It's shown in the final entry in
the bottom right-hand corner of that table on page 13.

Q And the rest of the deferrals through June

30th you propose to include in a surcharge which you
calculate at 11.9% for 15 nonths?

A Yes, the entire amount is approxi mately $83
MIlion, and | am enpl oying the conpany's two step



approach of first using the PCGE anortization to offset
t hat anount and then recover the rest using the
identical time period that the conpany is proposing for
the accel erated anortizati on of 15 nobnths.

Q That seens to do two things, as | understand
it. First, using the dry year as a basis seenms to be
based on a theory that the conpany has al ready been
conpensated for that level of risk; is that right?

A Well, it's the inplicit recognition or
explicit recognition that when you set rates based on
the water conditions that you can get power costs above
or below the expected value. That is just the norma
standard rate naking. So inplicit in the rate making
process is the fact that the conditions will -- could be
better or could be worse. Certainly if conditions had
been nmuch better, would not -- | would not expect the
conpany to conme forward offering to refund the noneys,
nor do | expect the custoners to be held responsible for
all the excess power costs above the average val ue that
was established in rates.

Q The second thing that seenms to be goi ng on
with your recommendation is that you base a surcharge on
100% of the remmi nder of the amount |eft, and that seens
to inply that these should be recoverable fromrate
payers. And | guess ny question is, | want to clarify



your testinony, are you suggesting that conclusion, or
are you, | think I heard you already in your testinony
today say that the prudence question is stil

out st andi ng?

A. Yes, | have always terned it a place hol der
anount, because | think the conpany still has to offer
the evidence on why all the costs during this historica
period were prudent. There is sinply not enough tine
gi ven the accel erated scheduling of this proceeding to
do an in-depth review, though | noted in ny testinony I
amrelatively confortable with the historical purchase
power costs that were made by the conpany for this
peri od.

The fundanmental problem | have is once you
start going beyond the July 1st date, you're now | ooking
at a true prudency question on sone of the purchase
power contracts that were entered into by the conpany
for the nonths of the second and third quarter, third
and fourth quarters of this year, coupled with also the
guesti onabl e hydro assunptions and the resulting hydro
forecast.

So by focusing, | thought the appropriate
thing to do was focus on the historical costs that were
i ncurred, | ook at what you would expect to come out of a
reasonabl eness review, offset that anount by the PGE



anortization, and then recover the rest through a
surcharge. So that's ny proposal

Q Thank you. Just one other matter, you were
not here yesterday, and | thought |I heard the conpany
testify that Boul der Park, excuse ne, Boul der Peak
capital O&M expenses were not included in the deferral
If | can get you to turn to DW5s-3, which is Exhibit 653.

A Do you have a particular schedule in mnd?

Q Schedule 1, line three, that shows that $9.7
MI1lion of those costs are included. Am|l reading that
correctly?

A Yes, you are.
Q What was the source of that figure?
A Well, | tried to put that down in the

footnote, so that would have been power supply workpaper
14 and 15 is where | drew those nunbers from

MR. FFI TCH: Thank you, Your Honor, no
further questions.

JUDGE MOSS: From the Bench?

EXAMI NATI ON
BY CHAI RWOVAN SHOWALTER
Q M. Schoenbeck, you said that you were not
retained to analyze the effect of your proposal or
anot her, any other proposal, on the status of a nunber



of elenments that M. Meyer outlined, those being the
fixed charge ratio, the ability of the conpany to neet
its covenants, to issue equity, to continue the Coyote
Springs, and the effect on the conpany's credit ratings.
Do you agree though that this Comnm ssion should | ook at
those factors when it decides what to do?

A Well, certainly conmm ssions have historically
| ooked at factors such as those as |long as they were
related to the utility operations. Maybe the best way
to describe it is by way of an exanple. If you go back
to the 1970's when Comonweal th Edi son was buil ding a
whol e series of nuclear plants, they were all owed
construction work in progress solely to allow the
conpany to nmintain adequate coverage ratios and cash to
fund those projects plus maintain their certain bond
rating. But that was specifically with respect to the
activity of the electric utility.

VWhat has to be examined in the case of Avista
is, innm mnd, the exact sane question. How has the
activity of the electric utility affected its bond
rating, its cash flow, its coverage ratios. To the
extent investnments in non-regul ated subsidiaries had
i mpact on the overall corporate ratings, | don't believe
that shoul d be considered by you in deternmining the
I evel of rate relief they should be granted.



Q But let's assunme for the sake of argunent
that the only reason that the company's -- that these
five elenents are in jeopardy is due to unregul ated
activities, but then isn't it nevertheless if the
conpany is in those circunstances, doesn't that affect
and jeopardi ze the regulated activities and the rate
payers? And that's | put it the exanple, the
hypot heti cal, very extrenely.

A. Sure.
Q | don't really believe that that is the case,
but what I'mtrying to get tois, aren't we -- isn't the

conpany saying that if it doesn't get some kind of
relief soon in essence to satisfy its bankers and \Wal
Street, however it got into this situation or whatever
environnent occurred to it, that the utility is in

j eopardy?

A | don't believe so actually.

Q Okay. You don't believe the conpany is
saying that, or you don't believe that's the case?

A "' m addr essi ng your hypothetical. Your
hypot hetical were to the extent the -- all the problens
were created by non-regul ated affiliates, | believe you
as a Conmission can still recognize and i npute a cost

for a mnus Triple B plus credit rating for the electric
side of the house.



Q Okay. Supposing we did that and supposing
that's all we did, or maybe we adopt the Staff's
recommendati on, but supposing the result is Mody's and
ot hers downgrade the credit rating to bel ow i nvest nent

grade?

A Mm hm

Q We can't order that otherw se, so we're
dealing with a | arger environnment here.

A Ri ght .

Q If that happened, then what is the effect on
the rate payers in the regulated utility?

A. Maybe a nore current exanple is |ooking at

the rate payer effects so far on utilities such as
Pacific Gas and Electric, who is obviously in bankruptcy
proceedi ngs. The effect on the rate payer, per se, has
been unnoticeable to date. Wat has happened, of

course, is obviously suppliers of that utility are going
unpai d, are receiving only partial paynents. But with
respect to the rate payers, with respect to the

regul ated action of that California Conm ssion, nothing

is -- nothing was done to prevent PGE fromentering into
bankruptcy under the rate conpact they had entered into.
Q So are you sangui ne about the prospect of

Avista being unable to pay its bills?
A No, not at all, not at all. And again, you



know, | believe our proposal at $83 MIlion is a
substantial sum | think that is a substantial sum of
money, and the 12%is a significant increase, so that
isn't in ny view recognition of the extraordinary
ci rcunstances the conpany went through on a historica
basi s.

Once you obviously start forecasting and
| ooking into a crystal ball and saying, well, will we
get bel ow average precipitation in the nonths of
Oct ober, Novenber, and Decenber |ike the conpany assuned
in their current forecast, that starts getting nmuch

dicier. \When the conpany -- because as we well found
out fromthe PSE proceeding, you sinply do not know what
rain will come or rain will fall or snoww Il melt in

t he nont hs ahead.

And that's why | think certainly the conpany
shoul d be given sone anpunt of relief for what they went
t hrough this past year. They obviously have sonme of the
| onest rates in the nation, have done a good job to
date. But to focus where I'min disagreement with you
is the focus in ny mind should still stay within the
electric utility operations with respect to their
regai ning their financial health.

Q Well, if we focused only on the utility side
and whatever we did were sufficient to protect the rate



payers, we wouldn't -- there's really not an issue. But
if we stay -- if we keep our analysis to the utilities
side, and as a result of that analysis, whatever we do
is not enough, then don't we get put in this position of
saying, well, you know, this wasn't our problem and it
was sonebody el se's, sone other side of the business
caused this, and so we only give X anpunt of relief, and
if it doesn't, in fact, satisfy the bankers, at that

poi nt, you say, well, then that's |ife?

A You have the situation simlar to P&E

Q Well, that's why | asked if you were sangui ne
about that situation?

A. And | said no, but at sone point in tine, you

have to have accountability and responsibility. And the
electric rate payers of this utility should not be held
accountabl e or responsible for noneys associated with
unregul ated activity that they don't receive the benefit
from

Q Now t he questions we just had all were on a
hypot heti cal assunption that the probl em was caused.

A MM hm

Q Now t here has been a fair amount of evidence

I think the other way, that is that it is not the
non-regul ated activities, it was either regul ated or
weat her and ot her things.



A It's probably a conbination of many things.

Q Right. |1 wanted to ask about your proposa
that we track or allow recovery only of the actual costs
i ncurred through June of this year

A. Through the end of June.

Q End of June of this year. |f whatever we do
is subject to refund based on a revi ew of not just
prudence but other issues, will it or won't it end up
bei ng actual cost? In other words, if we authorize sone
percent, let's say we authorize the conpany's proposal
and so there is a 36% surcharge for X nonths, won't we
be I ooking at that -- at those nobneys again at a |ater
period in tinme, and if they weren't actually spent for
what was needed, woul dn't that be part of a refund
anal ysi s?

A Sure, but there's also a substantial customer
factor. You're talking in ternms of roughing the conpany
and the regulator, it's kind of status quo. But for the
customers that undergo these enornous rate increases,
it's real money, it's real operations that they have to
deci de the next day.

When the California Public Uility Comm ssion
put in their recent 3 cent surcharge increase and they
did not spread it across all custoner classes so sone of
the industrial classes saw as nuch as an 80%to 100%



i ncrease, what you i mmedi ately saw happeni ng was the
utilities saying, we're not going to collect enough
nmoney, because the industries shut down.

So in ny mnd, instead of |ooking at the
conpany's proposal and saying well, we will give them
37% right now because at sone point in tine the
custoners will be made whole, that's not really the
case, because there are real operations involved, rea
busi ness deci sions being nmade that will have
repercussi ons on the end use custoners. So it's not
just a cash flow issue between the conmpany and these
custoners, it's a real decision making point.

Q Well, then that brings it back to the
exercise of trying to base a surcharge or some kind of
rate increase on sone type of probability of recovery.

A Ri ght .

Q Now we have had a | ot of discussion about the
| ack of a presunption of recoverability, but doesn't it
cut both ways? That is, what you are saying is if we
aut horize too large of an increase that later turns out
needs to be refunded, that the custonmers who have to pay
it up front are -- will be harned. They may get it with
interest, but they would be fronting this amunt of
noney that on later analysis turns out to be too nuch?

A And a custonmer may cease operating.



Ri ght .

So what are you going to refund to hinf

But aren't we to sone extent, isn't there the
opposi te phenonmenon as wel | ?

Sur e.

And it happens with PGAs as well, that nobody
wants to pay the noney now, but if you don't pay it now,
you get a big buildup in a PGA or a deferral or sone
other thing. And then cones time to pay the bill, and
it's rate shock then. So doesn't that put us in the
position of nmore or |less estimating what seens
reasonabl e, and there's a range to reasonabl e, but

wi thin some kind of range of probable recoverability, we
don't want to go too high, we don't want to go too | ow
because if you go too low, you're going to have to pay
the piper later, if you go too high, you shouldn't have
paid it to begin with?

A Ri ght .

Q So maybe this gets back to that question
whet her given the conpany's proposal, do you think it's
in that range or not?

A. No, | definitely do not. Because renenber,
under the conpany's proposal, they're seeking every
dol l ar that they have deferred, and they're seeking
substantial dollars on projections and contracts that

Q>0

o >



based on ny review to date are very un -- | would say
there would be a very unlikely probability they would
get 100% of the bills recovered.

That's why under ny approach, |'m saying,
okay, conme up with a place holder, an amount that
probably has an extraordinarily high probability
associated with it given the prices, given the nmarket,

you know, | don't want to put a probability higher than
95% but it's in that type of a probability for the $83
MIllion I"'mwilling to give. Under a reasonabl eness
review, | think there would be that high of a

probability that they would get that anmount of noney.
Q Al right.

A Everythi ng beyond that | believe is highly
suspect.
Q Al right. So you have gone through your

exerci se of a judgnent of what would |ikely be
recoverabl e, and the conpany and Deloitte & Tousche have
gone through their exercise, and in essence both of you
are saying, | think this is an anmount that ultimtely
woul d be recoverable. Your anount is |lower than their
amount .

A My anmount is about 80% 80% of the anobunt
they have historically booked. But again, the critica
part of my proposal is we will continue to defer
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subsequent mont hs' costs, July, August, Septenber, going
forward, we will continue to defer those, so there would

still be a chance for another surcharge associated with
t hose noneys as wel |

Q MM hm

A So it changes the proposal from 37% based on

suspect forecasts, every power contract | entered into
in the nonths of May and June, all my forecasts of al

my capital additions through the year 2003. In ny mnd,
all the capital additions, if the conpany does cone
forward with a rate case in Novenber, all the capita
additions could still be put in rates on a pernmanent
basis as of that date, you know, basically by the tine
my 15 nonth period anortization surcharge ceases. So
they can have all of their capital additions, but they
woul d undergo what |'msaying is the normal rate neking
process where you do it in the context of a general rate
case.

So the only thing it | eaves open then in that
woul d be the potential for an additional surcharge,
woul d be associated in my mnd that the cost fromthe
July period up until the tine that general rate case
rate relief could start, in other words, a change in the
base rates. So that would be kind of the niddle period
of tinme that they would still be booking all of those



costs to the deferred account.

Q If you take Coyote Springs, supposing it is a
good idea that it be built and retained for Avista's
rate payers, and that may be a debatabl e point depending
on a nunber of factors, but isn't -- wouldn't it
normal |y be that the conpany has decided it's a good
idea, it proceeds to finance, it can get the noney, it
knows that later it can cone back to the Commi ssion
come to the Comri ssion and justify its expenses, and it
makes a judgnment that it probably can, and so it goes
ahead, and it gets built into a rate case.

A MM hm

Q But in this situation, at |east what we're
hearing is that they really can't do that because they
can't get the financing.

A Yeah, it's the Commobnweal th Edi son probl em

Q Yeah. So what | hear you saying is that if
your proposal doesn't happen to be good enough to
satisfy the bankers for whatever reason, and one of the
consequences of that is they can't get financing for

Coyote I, well, then so be it, or give ne another
anal ysi s.
A No, but that is basically the harsh reality.

But one question you as a regulator would have to ask
is, howcould this sane corporate entity build a



mer chant plant wi thout a problem and now when it cones
to funding a very sinmlar type of plant for their

el ectric operations, now they can not. From nmy m nd,
that's one of the questions that you as a regul ator
woul d want a good solid answer to.

To the extent there was a significant anopunt
of funds generated fromthat nonetization of the PCGE
agreenent, where did those dollars go. |If those dollars
went to build Rathdrum couldn't they just as easily
have been col or coded for Coyote Springs, giving their
unaffiliated or unregulated affiliate the problemwth
financing a new plant. Those are the types of questions
that should be | ooked at in doing a prudency review.

Q Well, let's -- and let's say we do | ook at
those questions in the prudency review, in other words
we' ve got, you know, 11 nonths fromthe date of filing
to | ook at those questions, but supposing we find they
shoul d have applied the noney to Coyote Springs instead,
but they didn't, and so then what?

A So it's their shareholders, it's their
sharehol ders, it's not the rate payers. And that's what
| see occurring if you would give themtheir 37%
deferral for the entire tine period. It's basically a
bail out of the entire corporation, and that's why |
think again the focus should be on the electric side.



tried to | ook at what costs did the electric side incur
during this period and say what anmount should be born by
rate payers. That's a sizable anmount of noney.

Q So the line that you are drawing is that if
it ampbunts to a bail out by the rate payers of the
shar ehol ders, that's where you draw the line and let the
conpany col l apse if that's what happens?

A If that's what happens -- well, put another
way, what has the conmpany offered with respect to
sharehol der dollars in this proposal? |It's not a dine.

Q But isn't that kind of a vicious cycle as
wel | that we have had sonme discussion of, that in order
to put up sharehol der dollars, there have to be
sharehol ders, and there has to be stock, and all of
t hose issues?

A But at sone point in tine, and that's -- |
guess that's what the prudency reviewis all about.

It's where the action is w thout using 20/20 hindsight,
but the facts that were known at the tine, were the
actions undertaken by the utility appropriate?

Q Anot her question | have is of timng. The
conpany today seens to be facing difficulty, and it's in
adifficult environment, and we don't know whet her the
-- at least | don't know whet her various expenses were
prudent or not. In other words, |'mnot going to nake
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the presunption that they were, but |I'm also not going
to make the presunption that they weren't.

A MM hm

Q And | think maybe you do, well, you do have a
nore critical judgnment about it than | do. So there's
much we don't know today. Now if we authorized an
i ncrease today subject to later prudency review, isn't
there the possibility anyway that the conpany and its
sharehol ders woul d be in better circunmstances in order
to take a hit if that's what it cones to, because the
envi ronnent may change? In other words, it's pretty bad
today, so that that bal anci ng of sharehol der risk and
rate payer risk mght be able to be nade appropriately
at a later point, both because we the Conmm ssion woul d
have nore i nformation, and because there may be the
ability to absorb it. Whereas if today if we w thhold
the increase now because we can't justify it based on
guesses of prudency, there may not be sharehol ders or a
conpany to take part of the blame, if you will.

A Well, there may not be this conpany or these
sharehol ders to take the blame for that, but that's
anot her story. | don't strongly disagree with anything
you said, but | still think you're mssing the critica

el ement of the custoner inpact, the custoner inpact of
getting a potential 37% or 55% increase, and his



subsequent actions may not be recoverable. If a

busi ness shuts down for a period of tine, it's real |oss
of jobs, real loss in the income for that conpany

possi bly because of the electric increase. How can that
be recovered?

That's why | think you've kind of hit the
nail on the head, you're in a very unconfortable seat
where there's this tension between giving the conpany
37% and sayi ng, can we cone back | ater under prudency
review and correct everything. That's why | question

that assumption. |s everything correctable, if you
will, and | don't believe it is.
Q So we got to balance, | guess, the risk to

today's rate payers that these ampunts are too high
because they're not recoverable with the risk that if we
don't allow enough recovery that turns out to be
recoverabl e, nunber one, we may not have allowed the
conpany to stay in business when it should have been
able to, and nunmber two, these would be ultimately
recoverabl e anounts that the rate payer would, in fact,
have to pay?

A. But remenber under ny proposal, the only
thing I'm saying arguably is not recoverable right now
is about the $26 MIlion that M. ffitch pointed out.
So with respect to the conpany's proposal where they're



sayi ng we basically want approximtely $245 M I1lion now

t hrough the 36% i ncrease anortized over the 27 nonths,

' m saying give them $83 M I1lion now and continue to
defer the rest. So I'mnot saying -- it could very wel
be recoverable. 1'mnot saying those nobneys go away.

I'"mjust saying they don't get to charge current rate
payers for them today or Septenber 15th.
CHAl RWOMAN SHOWALTER:  Thank you.

EXAMI NATI ON
BY COWM SSI ONER HEMSTAD:
Q M. Schoenbeck, first just to sort of be

cl ear what your position is as a practical reality, |I'm

| ooki ng at the bottom of page one of your testinony at
line 21, reading:
It is ICNU s position that Avista's
request for a surcharge is unjustified
and shoul d be not -- denied. However,
shoul d the Commi ssi on deci de a surcharge
is warranted, |ICNU requested that it
determ ne the maxi mum | evel of rate
surcharge that the Comm ssion should
i mpose.
Do you as an expert have a view as to the
first part of that, that, in other words, that is your
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personal view that there should be no surcharge is
justified?

A. Wel |, again, actually I did not |ook at that
question directly at all. Wat | was |ooking at was
given the el ements of what they're seeking to collect,
whi ch ones or what amount would fairly likely be
recoverabl e subsequent to a prudency review. So that
was really the focus of nmy analysis. That's why |
responded to M. Meyer the way | did. | did not |ook at
the conpany's financial fixed charge ratios or cash fl ow
statenents.

Q I"'mtrying to sort out in my nmnd at this
poi nt the piece parts of the surcharge request of the
conpany and your position on each of them |'m not
suggesting your testinmony is not clear. It's nmy ability
to grasp the various elenments at this point. Do any of
your schedules lay that out in a way that's reasonably
under st andabl e?

A VWhat | tried to do in putting these schedul es
together is fromschedule two on Exhibit 653, which was
pre-marked as Exhibit DWs-3, | tried to replicate the
conpany's nmethods, with the difference agai n being
just limted the analysis to the 12 nonths of July
through June. What | tried to do is in replicating
their efforts, any line | inserted | put an A after the



correspondi ng conpany |ine nunmber. So on schedul e two,
for exanple, where you see |ine 34-A below |ine 34,
that's a line that was not on the conpany's conparabl e
ei t her worksheet or exhibit.

And that -- so in large part, | have tried to
replicate every aspect of the conpany's cal cul ations
with this one singular adjustnent with respect to the
wat er and market risk | think should be born or the
responsibility to the shareholders. And again, it's
about $26 MIlion for this conpany |I'm saying arguably
shoul d be the responsibility of the sharehol ders, but
yet the rate payers should be willing to pay about $83
MIlion of the extraordi nary expenses that went on at
this time. So if you think about it, it's nore into a
20/ 80 split between sharehol ders and rate payers of al
the historical cost.

And that's really the only difference between
what the conpany did -- or what | attenpted to do is
mechani cal ly replicate what the conpany did, just sinmply
cutting off the deferral date as the bal ance endi ng June
of this year. Then all the subsequent -- and then
subsequently |'msaying that the utility can continue to
defer all the costs they're doing under your accounting
direction on how to defer additional cost, but would
just look at a later tinme, either through a general rate



case that looks into the capital additions, or the
prudency review that would link in both this first

hi storical period, which is ending June '01, coupled
with this second period that would end with the
commencenent of their base rate change in the genera
rate case.

I'"'msaying that's -- those are still open
i ssues the conpany could argue in the prudency review,
they want the whole 100% of the dollars. | wll

continue to argue that, no, they should only get 80% of
the dollars. But that was the only change | really
tried to make to the conpany's, or naybe call it two
changes. |If you call them one change, the market hydro
adj ustnent, then just sinply cutting off the deferra
period to calculate the surcharge. Those are the only
two changes | really made to the conpany's presentation.

Q Okay. So you woul d agree with the conpany,
for exanmple, with respect to the nonetization of the
Rat hdrum anortization, what is that worth, $53 MI1lion?

A The PGE anortization, right, 53.8.

Q And that's just a way to grab on to sone
noney and bring it forward for current use because it's
there, | guess. That's a layman's way of eval uating
that there's sone -- there's a bunch of nobney there that
you can grab on to?



A That's correct. Cbviously it wouldn't be
there for the next deferral period. Once that noney is
gone, it's -- that's it. At the end of Decenber of '02,
that anortization would cease, so that would then have
to be made up by the surcharge percentage for beyond

t hat peri od.

Q And t he conpany and you and the Staff al
agree with that?

A I don't think Staff agrees with it.

Q Oh.

A | believe the Staff may have taken exception
to the accel erated anortization.

Q Al right. Then you agree with the conpany
on that?

A I think it makes good sense to mininize the
i mpact .

Q Okay. Then Coyote Springs, normally a

conpany woul d, under traditional rate meking, would
proceed to construct its plant and then cone in in the
future rate case and ask that that asset be placed in

rate base and recovered. Well, now what, how would you
descri be what the conpany is asking for here?
A Well, it's a fine line. What the conpany is

asking for here in my mnd, that gets into the notion of
my position that every dollar is not recoverable in



their deferred account. That's why the concern of --
and that's why | used the term prepaying for Coyote
Springs, because the conpany's proposal is to basically,
the way they cane up with the deferral percentage, a
significant portion of the deferral in the forecast

period is directly associated with Coyote Springs. It's
in the neighborhood of, | believe if you |look at ny
Schedule 1, it's -- | think it's $53 MIlion or so.

It's actually closer to $59 MIlion as part of their
deferral on a future basis.

Now under ny proposal, they still can come
forward with their general rate case, and they can stil
ask for either a base rate change or a tenporary
surcharge in rates to take into account the rate making
procedures with respect to Coyote Springs. They stil
have that ability to do that, because that plant is not
com ng on line for al nost another year. So they can
still do that. I'mnot -- nothing in ny proposa
forecl oses them from seeking that recovery the day it --
in getting recovery the day it passes its conmmercial and
viability test. |1'mnot saying that they should not get
recovery on Coyote Springs if it ends up that that was a
prudent thing to do, and we have nonths to deterni ne
that matter.

Q Okay. But even there, with a rate case to be



filed in Novenber, Coyote Springs won't be on |line, and
agai n under traditional used and useful theories, it

woul dn't go in the rate base until it was operational
isn't that --

A. Well, you know, obviously you can -- they
could have. If you go in your normal type of sequence

here in Washi ngton where you basically take about 11
nont hs when the general rate case is filed and when the
rates go into effect, yes, there would be a delay. But
you coul d obviously defer that amount, defer the cost
and then get that in a tenporary surcharge in addition
to the base rate recovery. So you could still nake them
whole fromthe day it started running, you would stil
make t hem whol e.

Qbvi ously they woul d have al so have had the
option, you know, four nonths earlier or so of filing a
general rate case seeking Coyote Springs at that tine.
But, of course, we just concluded a stipulation that
said they would try to stay out of these halls and roons
for a couple of years.

Q This gets back into the questions from

Chai rwonan Showalter. | would assunme a conpany
typically would, when it undertakes a project of sone
magni tude, woul d have locked in its financing for the
construction of that plant prior to the commencenent of



the project. |Is that a fair --

A But devel opers normally don't lock in their
permanent financing until, you know, they convert it
over. It's alnmobst no different than when you build a

home and you may take out a construction |loan, and then
you eventually turn it over. GCenerally though, the --
certainly with -- if you go back to the good ol d days
and when cogenerati on when you had a power sales
contract in hand, you could get 105% debt financing on a
project. Now obviously it's a much nore riskier

busi ness, but still you can get it -- you normally can
get a substantial amount of debt financing on these

t hi ngs.

Q But in the testinony fromthe conpany
yesterday, it would appear that the project is partly
constructed at this point, still doesn't have the hand,
the assurance of the additional capital to conplete it.
But you woul d not recomrend that this Conmission in this
surcharge take that into account in providing the
subj ect of refund at |east and the assurance of rate
payer paynents in order that the project could be
conpl et ed?

A That's a very difficult question. Going back
to the Cormobnweal th Edi son exanple, if the sole reason
they could not obtain the additional financing was



because the coverage rati os were inadequate because of
an enornous construction program that's the vehicle of
a lot of construction work in progress, to raise the
cash generation, to allow the conpletion of the plant to
be, to allow the conpletion of the plant.

The problem we have here and the problem
you're going to have to struggle with is, this doesn't
seemto be that sinple. When you | ook at sonme of the
credit agencies' reports, they talked in ternms of the
entire corporation. You don't have just an electric
utility, a single focus corporation here, but you have a
corporation that has many unregul ated affiliates, and
that's created a problem And that's where generally |
would say a utility of this size if they're just an
electric utility, a utility of this size building that
one single plant would generally have no probl ens
financing it.

Now to the extent | was -- | was not here
yesterday, so | did not hear the testinony -- nowto the
extent you're saying the conpany is saying investnent
bankers are not willing to come forward with additiona
funds to conplete the plant just reaffirms in ny mnd
that the problens that this conmpany is having is not
just solely related to their electric utility
operations. Because again, everything they have



deferred to date, $109 MIlion through June, is
associated with the market, in the incredible market
this past year, and ny proposal would give them
basically $83 MIlion of that anbunt. So that's --
there's much nore here than is neeting the eye with
respect to just electric utility operating during
draught conditions in extraordi nary market prices.
There's nmuch nore goi ng on.

COW SSI ONER HEMSTAD: That's all | have
t hank you.

CHAl RMOVAN SHOWALTER: | have one question |
meant to ask.

EXAMI NATI ON
BY CHAI RMNOVAN SHOWALTER:

Q On page 6 of your testinony, line 13, you
make reference to sonme very untinely and possibly
i mprudent purchases. Are you talking -- is that -- are

you referring to the spot market purchases before the
FERC order that you reference |later?

A. Well, | don't know if you could call them
spot market .

Q | nmean purchases.

A I have a concern, and that would be part of

t he reasonabl eness review, regardi ng a handful of



contracts that were entered into the third and fourth
quarter for power for the third and fourth quarter of
this year in the nonths of May and June. That's what
that was referring to.

Q Okay. So that on page nine of your
testinmony, lines one through four, you refer to sone
contracts. Do both pages refer to the sane concern?

A Yes, they do.

Q And | realize this is not a prudency hearing,
but are you saying that they shouldn't have bought so
hi gh?

A. No, |'m saying --

Q -- pending a FERC order --

A I'm saying --

Q -- or they should have predicted what the
FERC order would be?

A No. That's what |'m saying, | sinply need
nore time to analyse this issue. That's why -- the

contracts were executed in May and June, but they were
for power deliveries in the third and fourth quarter in
particul ar of the year. So none of those contracts were
entered into as of my cutoff date, June 30th. None of
the costs associated with those contracts are in that
deferred balance. So I'msaying |et the conpany
continue to defer all of those contracts and the costs



of all those contracts, and then when there is adequate
time and we can | ook at their decision making progress
on a day to day, when you can match up things better
that would be the prudency revi ew phase.

Because certainly long before June 19th, |
woul d assert because | went on vacation the week before
June 19th, you were aware that FERC was going to issue a
high -- very high probability that FERC would issue a
price cap decision. So that's the tension in ny mndis
going -- looking at that period of May and June when
they're entering into contracts through the latter half
of the year, at what point should they have known we
will stop buying at sone three digit nunber because
there is sone probability that FERC could issue a
Westwi de price cap decision.

Q My question because | -- oh, to get to the
di fferences between your proposal and the conpany's,
both all ow continued deferral, and both allow a | ater
prudency recoverability review. It's that theirs allows
actual dollar recovery pending that time of nore anount,
of nmore anmounts than your proposal would all ow?

A Yes.
CHAl RWOVAN SHOWALTER: Okay, thanks.
JUDGE MOSS: | have just a coupl e of

questions for you, M. Schoenbeck



THE W TNESS: Sure.

EXAMI NATI ON
BY JUDGE MOSS:

Q One is sort of a technical clarifying
question, if you will. On page 1 of Exhibit 651, your
direct testinmony, at line 21, you nake reference to an
ICNU |l egal brief, and |I'm not sure what docunent you're
referring to.

A I think that's something | was anticipating
woul d be filed at the conclusion of this docket.

Q But their |egal position as you understand it
to be?

A Ri ght .

Q Okay, | just didn't want to be | ooking for

something that | wasn't sure of.

One way to | ook at what the conpany is asking
for, asking the Commi ssion to do here | think, is to
consider that there are two goals. One is to send a
signal to the financial comunity that is of such a
nature that the conmpany will be able to continue
accessing nmoneys that will allowit to operate from day
to day. The conpany is saying we're running out of
operating funds, need to borrowto stay solvent, pay the
bills, neet the payroll, what have you. Another piece



is the Coyote Springs financing. They also want to --
the Commi ssion to enter an order that will send a signa

to the financial comunity that will perhaps enhance the
ability to obtain financing for Coyote Springs. And as
| understand your proposal, it mght pronote the first

goal but would really not have any effect with respect
to the second. Do you agree with that?

A | agree with that, but you could also note
just in the issuance of the order that the conmpany could
still come forward to seek interimsurcharge with

rel ated that would be effective on the comercia
operational date of Coyote Springs. So you could --
because that option is always there.

If you think in terns of the conpany's own
proposal, | think M. Falkner alluded to it, the idea
that they have this deferral bal ancing ki nd of proposa
goi ng through Decenber of '03. A general rate case if
they truly file in Novenmber would be decided | ong before
that. So it alnost -- the whole notion that you woul d
be deferring anything after -- much after Decenmber 2002
al nrost beconmes a mpot issue, because nobst of those
things would be resolved within the context of the
general rate case, including the $59 MIlion they're
seeking in the recovery of Coyote Springs under their
current proposal



So that timng is still all there, and it is
still in ny mnd adequate to decide that issue to allow
a base rate -- a permanent base rate change or a

tenporary surcharge to allow for the recovery of Coyote
Springs. So you could neke that clear in your order
that you're just addressing -- you're addressing the
extraordi nary expenses that the conpany incurred through
June 30th, and you're allow ng them continued deferra

of all subsequent nobnths and noneys, and that you will
deci de the appropriateness of the Coyote Springs

i nvestment and other capital projects in the context of
the general rate case that you expect the conpany to
file in Novenber.

Q And that --

A And to nme, that's what the investnent
community | think would traditionally be expecting from
autility commssion. It would decide if the project
shoul d be built and should -- if it was a prudent

decision, then you will allow themimedi ate recovery
the first day it starts operating if we decide it was a
good deci sion to nake.

Q So one option, if | understood your answer
correctly, one option would be for the Commi ssion to
signal by a statenent in any order it enters at this
phase that the conpany will have the opportunity in



bringing its general rate case in Novenber to address
the question of howto treat the Coyote Springs costs

t hrough some sort of a surcharge, or there may be sone
ot her options that would denonstrate -- if they
denonstrated the prudence of the costs and prudence and
so forth to the Conmission's satisfaction, that they
could inplenent or propose at |east a surcharge that
woul d allow themto avoid the problenms of regulatory |ag
and what have you that might be associated with waiting

until the plant was operational to seek -- to include it
in rate base?

A. You' ve got it.

Q Now is that the sanme as or an alternative to

sonme proposal they mght make in connection with a
general rate case for construction work in progress
related to recovery of construction work in progress; is
there an alternative to the surcharge or --

A In ny mind, they are kind of alternatives,
but they coul d obviously present both possibilities to
t he Commi ssion and deci de which you woul d prefer

Q My point sinple being, there are alternative
accounting treatnents that achieve the sane result of
gi ving assurance to the financial conmmunity that there
will be sonme tinely recovery by the conpany.

A O their investnent.



Q O their investment.
A Correct.

EXAMI NATI ON
BY COWM SSI ONER HEMSTAD:

Q I want to pursue the Coyote Springs one point
further. Again, nornally the conpany woul d conplete its
project, the cost would be added to rate base in a
general rate case, and the plant would then be
depreci ated over the life of the plant. And | really
shoul d have asked this of the conpany, and from ny
under st andi ng, what is the conpany asking for with
regard to Coyote Springs here in this short term
envi ronnent ?

A Well, | think that was on one of the exhibits
M. Trotter used just this nmorning showi ng one of the
wor kpapers in his cross-exanination of M. Fal kner.

It's everything. It's the capital costs of -- their
projected capital costs of the project, all their fixed
O&M the return on investment at their |ast authorized

rate of return. |It's the whole enchil ada.
Q But not for the entire cost of the plant?
A Yes, they're seeking recovery based on the

pl ant bei ng operational in June. That's how you get
the, on ny exhibit again, it's the $58 MIlion is the



fixed cost recovery associated with that plant just for
that period of tine, the twice a nonth period of tine.

Q For the 27 nonths, so in effect they're
asking for an accel erated recovery of what woul d
ot herwi se have been the commencenent of a depreciation
schedule at the tine that it would typically go into
rate bases after a rate case?

A Well, that's where it gets into a little bit
of a semantics ganme. In my view, | tend to agree with
you, because that's basically what my testinony says.
But from the conpany's perspective, they're | ooking at
-- they're claimng that if you would allow t hem 100% of
the dollars that they're seeking, there would not be
advanced recovery of Coyote Springs until it actually
becanme operati onal

But in ny mind, again, they can do that exact
same thing through some of the various nechani snms we
have tal ked about, including filing a general rate case,
i ncl udi ng seeking a surcharge, allocated prenm se just
solely on the Coyote Springs revenue requirenment. They
could do all of those things and -- to get the sanme
dol lars using different vehicles or tools.

COW SSI ONER HEMSTAD:  Thank you.



EXAMI NATI ON
BY JUDGE MOSS:

Q To follow up on your l|last point then, it's
really -- it's largely a matter of perspective. In
ot her words, if you, let's take the hypothetical that
t he Conmmi ssion approved the conpany's proposal, |ock

stock, and barrel, there are dollars in there for Coyote
Springs. And one way to look at it would be to say that
nmeans that the conpany begins to recover on Septenber

15, 2001, dollars associated with Coyote Springs.

Anot her perspective would be to say, well, no, the
dollars we're recovering today are those dollars we have
al ready spent, the 80 sone mllion, and we don't really

start picking up the Coyote Springs dollars until June
of 2002.

A Ri ght .

Q And that's just perspective?

A It's perspective, and the critical part of it
has to do with the ampunt of dollars that will be

recovered. You could think of it in terms of over some
period of tinme they have collected $100 fromthe
custoners, and after the prudency review, you decide --
and they did it just in the first year of the surcharge,
a period prior to a base rate change. So you're saying,
as a result of the prudency review, none of the costs



shoul d have been all owed but Coyote Springs.

So the conpany's -- under the conpany's
approach, it would be so we've got $100 recovery
associated with Coyote Springs, so even though it may
have cone earlier, six nonths prior to the start up
we' re okay, everyone is whole.

And that's where |'m saying fromny

perspective, | would call it a prepaynment of Coyote
Springs, and that's where -- because |'m saying they
shoul d not get 100% of every dollar that they're

pr oposi ng.

JUDGE MOSS: Okay. Let's see, this would
bring us to the point of redirect, but it is also the
poi nt of 12:15 in afternoon, and | think we need to take
our luncheon break. | believe there are sone other
commitnments and one thing and another, and that will
give M. Van Cleve a chance to shorten his questions
down to a few, and so we will recess until 1:15.

(Luncheon recess taken at 12:15 p.m)

AFTERNOON SESSI ON
(1:20 p.m)
JUDGE MOSS: We have an additional follow up
qguestion fromthe Bench before we go to any redirect.
CHAl RMOMAN SHOWALTER:  That was from ne.



EXAMI NATI ON
BY CHAI RAOMAN SHOWALTER

Q M . Schoenbeck, | think maybe |I was too
hungry or sonmething on your -- the |ast answers you gave
to Judge Moss and Conmi ssioner Henstad, so you nay have
answered this question. But here's a hypothetical
hypot heti cal nunber one. Assune that all of the
proj ecti ons and expenses that Avista is requesting a
surcharge for are justified, prudent, recoverable, and
will be recovered. |If we -- and that we grant their
request for the surcharge. For ampunts that come in in
October, this COctober, if you take any dollar of the
surcharge that cones in, there are different ways |
could think you could | ook at where that dollar is
going. One would be that the first dollar in covers the
first dollar in the deferral account that is there.

A Fl FO.

Q First in-first out, right. Another way woul d
be that X% of the dollar covers certain kinds of
expenses, and anot her percent of the dollar covers other
proj ected expenses?

A W will have a nelting pot approach

Q Okay. Now in that hypothetical, do you fee
which way is appropriate in your view?
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A | obviously have a problemw th your

hypot heti cal saying every dollar is recoverable.
Q Right, I will change the hypothetical |ater
A. Taking that as a prenmise, | would say it

al nrost would not matter. |If all the costs are deened

reasonabl e, then it doesn't matter. What | was trying
toraise in ny testinony is kind of a nore of a first

in-first out approach where you don't want to overpay

t hem

Q Oh, | know, don't change my -- | will change
ny hypothetical. I'mjust trying to change that --

A. In your hypothetical, it would not matter.

Q Ri ght .

A Because you're saying you get recovery of

every dollar, and every dollar that has been prudently
incurred, there's going to be no give back or refund.

Q Al right.

A It's a noot issue if you color code the
dollars on the first in-first out basis or last in
first out, anything you want to do.

Q Al right. | understand there's no
difference, but is it analytically nore appropriate to
think of it one way over another or in any other
accounting sense?

A Well, what -- yeah, | would generally -- |



generally think in terns of nore first in-first out.

Q All right. So sticking with ny sane
assunption that everything is reasonabl e and
recoverable, on that first in-first out analysis and
assum ng everything is recoverable, then when it cones
to Coyote Springs amobunts, am | right that on a first
in-first out, those -- revenues covering those expenses
woul d cone along | ater than revenues covering the
current deferral account?

A Ri ght .

Q Ri ght ?

A. And that's basically the conpany's rebutta
testi nony.

Q Okay. And then still sticking with nmy sane

hypot hetical and the first in-first out analysis, if we
have a rate case and concluded in 11 nonths, let's say,
begi nning in this Novermber, on that analysis, will we
have -- | was about to ask, will we have made any
determ nati ons on Coyote Springs before the revenues
covering those dollars are paid out under our first
in-first out analysis. As soon as | started asking the

question, | think | realized the problemw th the
qguestion, but go ahead and answer it.
A Yeah, you would basically be -- at that point

in time, you would basically be getting those dollars,



because it would be very close, and so |I'm sure you
woul d have to do a nore detailed analysis. But if you
did your normal procedures where you would be issuing a
deci sion cone Cctober, | would suspect they would have
been col |l ecting on Coyote Springs as of sone tine
subsequent to June. But if you have also determ ned the
hypot hetical that it's a prudent resource and you woul d

allow the recovery of it anyway, |'mnot sure there
woul d be a probl em

Q Al right. Nowlet's switch to a different
hypot hetical. Assume that only 80% of the expenses and

revenue that the conpany is asking for are going to be
ultimately recoverable, and | understand that's not your
position, you're saying there's a possibility of it.

A Mm hm

Q But 1'mgoing to take that as a kind of worst
case scenario. Under your theory, soneone el se m ght
think only 50%is recoverable, but if only 80%is
recoverabl e, then again, under the first in-first out
anal ysis, for ampunts that conme in this October and this
Novenber, those anmounts woul d be going toward the
exi sting deferral account; is that right?

A You woul d be getting 100% of the revenues.

Q Ri ght .

A But then it turns out the conpany would have
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to refund noney back in the -- because you -- ultimtely
you decided in Cctober or whenever that they should only
have gotten 80% of the noney.

Q Ri ght .

A. That in ny mnd, again, that's the concern
raised in the testinony, saying then you m ght get a
probl em of prepaying certain expenses that ultimtely
were disallowed in sone nmanner.

Q Ri ght, but now -- but if the deferral -- if
the surcharge period is 30 nonths; is that right?

MR. MEYER  27.

A. 27 in their proposal

Q 27.

A MM hm

Q If we decided that certain ampunts were

i mprudent or not recoverable, then if we nmade that
deci sion three nonths before the surcharge period was
up, let's say in 24 nonths, not 27 nonths, then we would
sinmply cut it off right there. W would say, well, it
turned out we -- instead of paying -- instead of paying
this over 27 nonths, we're going to pay it over 24
nont hs because we're | obbing off the last three nonths.
A Ri ght .
Q Though had we known in advance what we were
doi ng, the whole rate m ght have been | ower over 27
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mont hs instead of a slightly higher rate over 24 nonths?
A Ri ght .
Q But the rate payers would not actually have
pai d nore than they should have unl ess 24 out of 27
nont hs covers nore than --

A The 80%
Q -- the 80% or whatever anount?
A Right, and that's the way it all works out

under that kind of status quo, all else being equa
scenari o.

Q Ri ght .

A. But that's the concern with the percentage
anmount of the increase where |'mnot so sure you get
there because of what the increase may cause customers
to do, and that's the concern. And that's why | think
it's kind of your fiduciary responsibility to get that
nunber as reasonably accurate as you can get it now
given this accelerated pace we're all working under to
prevent the notion of sometine after the fact saying we
overcol l ected or it was too high of a percentage.

Q Ri ght .

A. So that's why | believe there should be a
reasonabl e setting of the initial benchmark or what |
call a place hol der.

Q But it al so depends on what period of nonths
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we set, which is sonewhat arbitrary?

A Yeah, well, isn't the 27 nonth period that
t he conpany selected arbitrary? Because they're saying
they're going to come in with a rate case in Novenber,
so you're going to decide it by October of next year
anyway. So already you're going to be deciding the rate
case and having adjustnents to the base rates sinmlar in
the range of 12 to 14 nonths prior to the end of the
surcharge period anyway.

So under either my -- the critical thing in

this whol e process under either the conpany's proposa
or nmy proposal is really getting going on the genera
rate case and getting the prudency review going. That
really becones the issue. Were they're saying, you
know, trust us, give us 30% now, and we will prove 12
nmonths fromnow that it was all prudent. |'msaying |'m
very confortabl e | ooking at your historical forecasts
gi ving you 80% of those dollars, but |I've got sonme rea
concerns about your forecast, so let's just continue to
defer those. | will give you your 80% of the dollar now
as a reasonabl e benchmark of a subsequent reasonabl eness
revi ew recovery, but then you have to defer everything
el se and ook at that in the prudency review. It could
be held in conjunction with the general rate case
filing.



Q Is another way to handle it if you add three
nore nonths on and make it 30 nonths with just that nuch
nmore tinme to decide prudency in advance, then you
stretched out the paynents, and should they not be
recoverable, you cut it off at 27 nonths?

A Sur e.

Q I nean these are very -- these are noving
pi eces that we could -- noving pieces of an equation.

A Okay.

Q One of which is what's the rate, another of

which is over what period of tinme, and another is for
how much, and that how nmuch is sonewhat dependent on a

reasonabl e sense of what nost |ikely will be recovered
in any event?
A That's correct.

CHAl RWOVAN SHOWALTER: Okay, thanks.
JUDGE MOSS: Let's go to the redirect.

REDI RECT EXAMI NATI ON
BY MR. VAN CLEVE:

Q M. Schoenbeck, in response to a question
fromM. ffitch, you referred to a problemwth the
conpany's hydro forecasts for the rest of the year. Can
you tell us what you were referring to?

A Yes, it's probably best illustrated |ooking



at page eight of my pre-filed testinmony, which is 651-T.
It has to do with the conpany's forecast for the nonths
that are shown in the bold font under the actua
projected colum, that the conpany's recorded results at
this point in tinme through June, and it was a forecast
for July through Decenber, it's really an enphasis of
the sentence | added, which states that if the conpany's
forecast comes true, you will have had five consecutive
nmont hs of record | ow generation in each of the nonths.
If you |l ook over the 60 water year conditions, you would
note that there has never been in any one water year
nore than two consecutive nonths that set the |ow for
all 60 years, so that's where | start having concerns
about a forecast.

And, of course, as was noted in one of the
conpany's data responses, they did not assune norna
precipitation levels for this period of tine. And
stated in ny testinony | wasn't too concerned about the
mont hs of August and Septenber, because generally the
precipitation in those nonths is relatively low, it
doesn't matter if you want to assunme 50% of one inch of
rain, it doesn't cone. But once you get to the fina
gquarter of the year when you start getting nore
substantial amounts of rain, then | just don't know
anyone who has a crystal ball good enough to say there



shoul d not be normal precipitation during that quarter
of the year.

So again, that's how |l was trying to finesse
some of these issues with respect to the conpany's
forecast by just stopping with the actual costs they had
recorded through June of this year

Q Thank you. You were al so asked by the
Chai rwonan to articulate the differences between your
proposal and the conpany's, and you nentioned the fact
that your proposed surcharge would only apply to the
deferrals that have been made prior to July 1st, 2001
and |I''mwondering if you can articul ate what the
di fference between your position and the conpany's is
with respect to the deferrals that were nmade prior to
July 17

A Yes, that's -- actually, | would just like to
refer to another table in the pre-filed direct testinony
on page 13. While the conm ssioners and | discussed a
line adjustment | nade with respect to the exhibits,
it's really shown by the last columm of this table where
I have taken into account the fact that inplicit within
the rate setting process, the conmpany has accepted a
certain anpunt of market and hydro risk

And in ny view, they have accepted in the
range for the Washington jurisdiction what's refl ected



as being the difference between one of the | ower water
years of record, and | chose 1998, out of the 60 water
years versus the 60 year average, and that's shown by
the last colum where for the systemas a total it's
about $38 M Ilion, and for the Washington jurisdiction
it adds up being $25 MIlion to $26 MIlion of risk
that's inplicit within their rates that they have agreed
to take on basically through the rate setting process.
Q And is it your position that the conpany has
al ready been conmpensated for taking that risk through
the rate of return?
A. Through the rate of return and the rate
setting process both.
MR. VAN CLEVE: That's all the redirect that
| have, Your Honor.
MR. MEYER  Your Honor, | do have somne
recross.

RECROSS- EXAMI NATI ON
BY MR. MEYER
Q M. Schoenbeck, a series of questions here,
but as | begin, let nme just address one item back to
your page eight of your pre-filed direct. This goes to
t he hydrogeneration nunbers for the nonths of July
t hrough Septenber. Direct your attention to |ine seven.
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1 Was it your testinony that:

2 It is likely that the actua

3 hydr ogeneration for the nonths of July,
4 August, and Septenber should be

5 relatively close to the conpany's

6 projection due to the historic limted

7 precipitation that occurs during this

8 peri od of the year

9 A Yes, that's ny testinony.

10 Q And you still stand by that?

11 A Havi ng not seen what your actuals were,
12 was again based on the assunption that during those
13 nonths, there's generally not that much precipitat
14 that occurs. The only thing | have seen since then
15 t here has been sone additional evidence from data
16 responses to one of our data requests that showed s

17 nore precipitation neasures. But certainly at the
18 that this was witten, | stood by that testinony.
19 Q M. Schoenbeck, you earlier testified th
20 you were not in attendance at yesterday's hearing?
21 A That's correct.

22 Q And so you did not have the benefit of

23 hearing the rather extensive testinony on financia
24 i mplications both with and wi thout the conpany's
25 proposed surcharge?

t hat

on
is

onme
time

at



A No, | did not hear that.

Q Okay. And you did not acquaint yourself with
the transcript of that case?

A. I have not seen the transcript. | have had

relatively what | would characterize as brief
conversations regarding the in canmera session that was
hel d yesterday, but that's all

Q Okay. Now earlier during ny initia
cross-exani nation of you, | believe we established that
you had not anal yzed the inpact of your proposal in the
context of a number of different financial indicators,
correct?

A. That's correct, basically | did not attenpt
to recal culate any financial ratio based on ny proposed
al nost 12% i ncrease.

Q Okay, we will return to that in just a
nonent .

The question of subsidiaries, before
testifying today, had you familiarized yourself with
M. Eliassen's testinony?

A. | certainly read it.

Q Did you? Do you disagree that he testified
that the Avista Capital fam |y of unregul ated
subsi di ari es are expected to be net contributors of cash
in 2001 and 20027



A | did read that testinony. | did not review
anyt hing further.

Q Do you have any reason to disagree with that
st at ement ?

A. No, since | haven't reviewed anything
further, | do not.

Q Okay. Do you have any reason to disagree

that the subsidiaries, Avista Energy in particular, have
been net contributors of earnings and substantially so
in the year 2000 and 20017

A Oh, | believe | did see one nore paper that
had a subsidiary earnings anount that | did note was a
contributing factor to the conpany's earnings.

Q A substantial contribution?

A It is alarge -- | think, I'"'msorry, | did
not bring it with me, but | think it was in the range of
maybe even a six digit number.

Q Al right.

A Wth the dollar amunts in thousands.

Q M. Schoenbeck, let's talk about a couple of
different time frames. Let's first take the tine frame
of up until the end of June of 2001 and the |evel of
deferral bal ances accunul ated as of that date; are you
with me?

A Yes.
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Q And that's, in fact, where you would cut it
of f, correct?

A. That's where | would cut off the surcharge
recovery. | would not cut off the deferral

Q | understand. And that anount as of the end

of June of 2001 is approxinmately $109 MI1lion of
deferral bal ances?

A That's correct.

Q Okay. And did | earlier understand you to
testify that you were in the 95% confi dence range that
those were, in fact, prudent?

A. My val ue?
Q Yes.
A 95% range that ny value, which is $26 MIlion

| ess, would probably be consi dered prudent upon a
prudency review.

Q Okay. But that adjustnent you nade for a
ri sk adj ustnent wasn't based on your analysis of each
contract, each purchase and sale that made up that $109
MIlion, correct? 1t was rather an adjustnent based on
what you characterized or what | think you characterize
as normal performng activities out of a general rate
case?

A Yes, but it did -- but my analysis did
i nclude that conponent. It did include at |east, you



know, linmted given the tine period that there was
available to do it, but it did include a limted review
of the transactions that were actually entered into
during that tinme period.

Q Also | believe you said during an early
portion of your cross-exanination that you were, and
maybe this is nmeking the same point, but tell ne if you
di sagree, that you were relatively confortable with the
prudency of costs incurred up to July. Do | have that
essentially correct in ny notes?

A Yes.

Q Ckay. Now let's take the next tinme segment.
Let's go fromJuly through Septenber.

CHAl RMOVAN SHOWALTER: Can you say what years
you're referring to.

Q '01, thisis all "01, I"'msorry, so taking
the first lunp was up through the end of June '01. Now
we will visit the period of end of June or begi nning of
July right through Septenber, okay. Have you revi ewed
the |l evel s of deferral bal ances through the end of
Septenber as shown on the conpany's books?

A No, | have not.

Q Do you accept subject to check that as of the
end of Septenber, we show deferral bal ances of
approximately $186 M1 1lion?



A Addi tional for those three nonths?

Q No, cumul ati ve.

A. Ckay.

Q So would you agree with that subject to
check?

A So an increase of about $77 MIIlion?

Q Appr oxi matel y.

A I will take that subject to check

Q Ckay. Now with reference to that $186

MI1lion deferral balance figure representing bal ances at
the end of Septenber of 2001, do any of those bal ances
reflect any Coyote Springs Il capital or O8M costs?

A. Well, again, | have not reviewed those three
deferral reports, but subject to check, | would say no,
t hey probably do not.

Q Probably do not. Wuld you accept subject to
check that it is not until June of 2002 that you see the
first entries for Coyote Springs capital?

A Sure.

Q Okay.

A That's on the exhibits.

Q Yes, and | will direct your attention in the
process to Exhibit 254 as entered, all right?

A Okay.

Q Okay. So again, let's reset the coordinates



here. W're talking end of Septenber, 2001, $186
M Ilion of deferral balances, correct?

A. Yes, but those are subject -- this is where
it gets dicey, it gets subject to how nuch though should
you be allowed to recover.

Q Okay, well, and we have al so established that
the $186 M I1lion does not include at that point in tine
any capital or O&M costs with respect to Coyote Springs?

A Ri ght .

Q Okay. Now let's take a couple of assunptions
here and nodi fy sonewhat what you propose. | will do
this in a subject to check fashion if we can proceed
down that path. First of all, I'"mgoing to ask you to
accept subject to check that the bal ance of $186 MIIlion
reflects approximately so the bal ance of deferrals as of
the end of Septenber.

A Qut of curiosity, do you have the exact
figure for the end of August?

Q Let's see, end of August is $165 MIlion

A Okay, thank you.

) Ckay. So the first assunption is we take the
$186 MIlion figure, which as you testified earlier does
not include any Coyote Springs, okay.

A Yes.
Q Assunption nunmber two is your assunption that
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we use a 15 nonth surcharge recovery period. Are you
with me so far?

A MM hm

Q Okay. Now if we subtract fromthe $186
MIlion figure as of the end of Septenber of this year
the $53 MIlion that you recomend as an anortization of

the PGE credit, and if we also give you the benefit of
the doubt and subtract $25 MIlion for your inplicit
risk adjustment, is the resulting figure of $108 MI1lion
if | have done ny math correctly?

A I would say you haven't done your math
correctly. Since the $25 MIlion or $26 MIlion is a 12
nont h nunber, you're going to -- are you recovering the
132 over the you said 15 nonths?

Q Yes.

A Well, if you would begin -- the concern was
just the ratioing. |If you take the 108 and realize
that's not an annual numnber, that would be what would
have to be recovered over 15 nonths, not 12.

Q Okay. And if we were to take -- if we were
to take the $108 MIlion, okay, let's just assume that
we're 108 without factoring into this the revision, |I'm
going to characterize it for this purpose as a
relatively mnor revision, take the $108 MIlion, and if
that were to be divided by a figure that represents the



15 nmonths of revenue that we mght realize through the
surcharge, and would you agree that that 15 nonth

revenue figure would approxi mte $300 MI1ion?

A. Probabl y, because your annual revenue is
around 240.

Q So you ratchet up the annual revenues for a

15 nmonth period. So we divide 108 by 300 million, would
you agree subject to check that that translates into
approxi mately a 36% surcharge?

A Certainly, I'msure the math works out close
to that.
Q Ckay. And the only thing we have done in the

process, M. Schoenbeck, is to take the bal ance at the
end of the Septenber and use your 15 nonth anortization
peri od and use your deduction for inplied risk

adj ust rent and use your proposed anortization of the PCGE
credit, correct?

A Ri ght .
Q Okay.
A So the only place where we disagree then,

just to make sure, is you have included in your nunber
since it was a Septenber nunber, all the contracts,
those July, August, Septenber contracts that you had
entered into?

Q That is correct. Now you understand that



those contracts that would have an inpact in the July,
August, Septenber 2001 tinme frame are subject to a |ater
prudence review, correct?

A ' massumng the whole $186 MIlion is
subject to a later prudence review actually.
Q So it would not be fair at this point to

ei ther assune that they were prudent for your analysis
or were not; is that correct?

A Well, that's where | think it kind of does,
and that's where we keep having this problem | think
we should use our best efforts to try to come up with a
reasonabl e value of what is -- what we believe to be
prudent and allow that into rates in the surcharge now.
So that's why | sidestepped this issue by cutting it off
at the end of June, |ooking to your actual costs that
wer e booked, saying yes, I'mrelatively confident 95%
some hi gh confidence |evel, these costs would be deened
prudent, so let's allow the conpany to recover those,
and let's allow themto continue to defer all other
costs.

Q M. -- I'"'msorry.

A. Because | think it matters. | think people
shoul d pay now for the value of the products they should
expect.

Q M. Schoenbeck, we have al ready established



that you were not here to testify as to the inpact of
your proposal, whether it be with reference to Avista's
credit ratings or otherw se access to capital nmarkets
through equity or debt financing, correct?

A. No, that was not the focus of ny analysis at
all.

Q Okay. Can you state with any degree of
assurance to this Conm ssion that your proposal if
adopted intact would preserve the conpany's ability to
finance Coyote Springs I17?

A VWhat degree of confidence did you say?

Q Any reasonabl e degree of assurance that with
what you propose, the conpany would be able to finance,
access the markets to finance Coyote Springs I1.

A | guess the way | would answer it is this
way. Based on ny experience, if this was just a
electric utility that was focusing on just its regul ated
operations, they had a deferred bal ance of either $109
MIllion and $186 MI1lion, then we would give them either
$83 MIlion of it or the full $186 MIlion, | would
certainly think that woul d be adequate enough for the
financial community to go forward and all ow Coyot e
Springs to be conpl et ed.

Q But you testified that you had done no
anal ysis, M. Schoenbeck



A No because --

Q O the inpact, just let nme finish, of the
i npact of your proposal on the conmpany's ability to
access capital; wasn't that your testinony?

A. That is ny testinony.

Q Okay.

A That's why | said | would -- | gave nmy answer
based on ny experience.

Q Okay. Do you know or do you have a sense for

whet her or not based on your financial analysis or |ack
t her eof whet her your proposal would constitute the sort
of "plan" that would provide confort to the financia
community and free up needed financing? |Is it the sort
of plan they're |looking for, M. Schoenbeck; do you
know?

A | suspect they're looking for a plan that's
akin to the -- the nmore dollars they can get, |'msure
the better off you are. That would be the case of any
utility. But | guess | continue to say, as opposed to
| ooking at the corporate entity fromthe financia
i nvestment perspective, | think it's also inportant to
| ook at the electric utility fromthe custoners’
per specti ve.

Q Excuse ne, the question was fromthe
financi al perspective. Your proposal, M. Schoenbeck



to cut off for purposes of this surcharge recovery

bal ances at the end of June of 2001 was one part of what
you proposed. Didn't you also recommend that we
continue the deferral mechanisn?

A Yes.

Q Okay. And in that respect, | think we have
been through this before, you may differ somewhat from
the Staff proposal. Wuld an order fromthis Com ssion

whi ch sinply adopts end of June 2001 figures for the
deferral bal ance for purposes of the surcharge recovery
and yet sinply maintains a deferral nechanismto account
for subsequent deferrals, would that constitute the sort
of signal to the investnment conmmunity that woul d be
needed to free up financing?

A Well, again, in my mind, if you -- when you
caveat the order saying the explicit recognition that
t he bal ances woul d continue to accrue, they would be
subj ect to reasonabl eness review, coupled with the fact
that you get sonme assurance as opposed to under the
conmpany's proposal where the financial community has no
i dea how much of the 37% would ultimtely be deenmed to
be prudent, you can give some | believe relatively high
confort level with respect to there would be actually a
very snmall probability of recharge at the 12% coupl ed
with the fact that you're not foreclosing any issue with



respect to Coyote Springs, and you can maybe even signa
that may be a good investnent for the conpany to get
into with the ability to change base rates comensurate
when it's operational, comercial viability date, that's
all strong signals in ny mnd.

Q M. Schoenbeck, you propose after your
several adjustnents essentially to recover was it $84
M I1lion through your surcharge proposal ?

A. Yes.

Q Okay. And we have established that

regardl ess of how the prudence portion of the hearing
cones out that the end of Septenber bal ances were not
$83 MIlion, but projected to be $186 MIIlion, correct?

A Projected, right.

Q Let's assune that it takes nine nmonths to
conpl ete a prudence eval uation, okay. Wuld you agree
with me that under the conpany's proposal, the conpany's
proposal, that the dollars collected during this nine
nonth period woul d be approxi mately $63 M I1ion, subject
to check?

A. That's very close, right.

Q Okay. And would you agree with ne subject to
check that that $63 MIIlion would represent only 34% of
t he expected bal ance, of the expected deferral bal ance,
as of the end of Septenber of 2001, which is $186
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MIlion? Do you agree subject to check?

A Certainly.

Q Ckay. M. Schoenbeck, | assune that you read
the conpany's rebuttal testinony?

A Yes, | did.

Q Okay. And are you familiar with
M. Norwood's testinony?

A | didread it.

Q Okay. And didn't he propose and so state in

his rebuttal testinony that at the conclusion of the
Novenmber 2001 general rate case, the company woul d
nmodi fy the surcharge anobunt and the duration of the
surcharge if needed in order to reflect the outconme of
the general rate case. Then he continues on
Therefore all parties will have the
opportunity in the general rate case to
address both the duration and the anpunt
of the surcharge to be in place at the
concl usi on of the general rate case.
Do you recall that in his testinony?

A. I vaguely recall that now that you have given
me a better recollection, thank you.

Q Okay. M. Schoenbeck, just let ne revisit
one item then | think | will finish up here. | drew

your attention earlier to page eight of your pre-filed
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testinmony. You spoke to a |ikely hydrogeneration for
the period July, August, and September. Do you recall
t hat ?
A Yes.
Q And | believe we established that your
testinmony was that it would be in your view
Rel atively close to the conpany's
projection due to the historic limted
precipitation that occurs during this
peri od of the year.

A Correct.

Q Ckay. Now that tinme frame, July through
Septenber, if we conpare that with the deferral bal ances
that we show of $186 MIlion also at the end of
Sept enber, are you with ne?

A MM hm

Q Okay. Does that lend any further credence to

the conpany's projections as of the end of Septenber of
$186 M Ilion?

A Further credence, you nean does it verify
that the conpany was on target with respect to those
proj ections?

Q Yes.

A Yes. And again, it's nuch easier to be on
target with respect to precipitation, because if you get



one inch rain in the nmonth of August and you say |I'm
only going to get 50% that doesn't have nuch of an
inmpact. But if you say in a nonth when |I'm going to get
eight inches of rain is normal rain, I"'monly going to
get 50% or 75% of that anount, it makes a great deal of
difference. That's why | recognize that you should have
been rel atively accurate for those nonths. But also it
brings into question in nmy mnd the |ast three nonths
when you did not go back to normal precipitation |evels.

MR. MEYER  Thank you, that's all | have

JUDGE MOSS: We have a coupl e of questions
fromthe Chair.

CHAI RMOVAN SHOWALTER: |'m going to ask sone
qguestions before redirect just so that redirect can
cover it.

EXAMI NATI ON
BY CHAI RAMOVAN SHOWALTER:
Q Is the main reason you want to cut off the
recovery but not the deferral at the end of June 30th
that you have what you characterize as a 95% degree of

confidence that your |ower anount will be recovered, but
you have doubts, | gather, about some contracts that
were executed, | guess they were executed in June but

for a later period of tine.



A Well, nore prior to June, yes, but that's
fundamental ly the issue.
Q Al right. |Is there anywhere in this record

that states the terns that those contracts were entered
into, the dollar anmpount basically?

A I have not calculated the specific dollar
anount, but |ooking at the prices and the size of the
contract, it would be a significant anount of noney.

Q Well, | guess what I"'mtrying to get at is
you are saying, | think, that you believe we will find
t hose contracts not recoverabl e because for whatever
reason the conpany should have known not to buy at such
a high price; is that right?

A It's a concern.

Q Ri ght .

A You may have stated it just a little bit too
strongly.

Q Yes, that's right.

A I would have liked nore time, and that's why

I cut it off where | did, because there is a timng
issue in my mnd that | need to work through before
can conme to that conclusion. But like |I said, | was

hi ghly confident of the June 30th date, that those -- |
did not have a problemw th those contracts and
agreenents for the power that was delivered during that



period. So it was again the concern that | believe rate
payers should pay for the costs that they should bear
and | have a concern that sonme of those contracts nay be
not prudent when they were entered into. But | need
nore time to nake a solid or nore confortable
determination. |'mnot, sitting here today, |'m not
confident enough to say, yes, | would testify that those
contracts were inprudent.

Q Al right.

A | need nore tinme.

Q But those contract amounts and the doll ar per
megawatt hour that they were purchased at is or is not a
part of this record as far as you know?

A Oh, they're part of the record.
Q Can you hel p, can you point to ne where?
A Yeah, there was two or three places. There

were some contracts were given in response to the Staff
data requests. Sone additional |onger termcontracts,
I'"'m not so sure any of ny concerns fall under that
category, were given in response to |ICNU data requests.
So there's two places where you can |look at all the
contracts that the conmpany has entered into.

Q Well, our record is of the exhibits, so not
the data requests, so --

A Oh, I'msorry, I'msorry, no. These are al
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-- | don't believe any of the contracts have been

entered into -- | have tried very carefully not to use
any confidential exhibits or anything.
Q Thank you.

Oh, and then one other question on the issue
of projections of hydro years. On your chart on page
ei ght fromyour testinony has various nonths in bold
whi ch show what the conpany's projections are. One of
the things | have heard in other discussions of this
draught is that an extended period of draught is
somewhat different than one bad nonth of rain and then a
better nonth of rain. Because if there is nonth upon
nont h upon nonth of draught, then even if you get sone
normal weat her, your reservoirs are not up to where they
should be to run, and so you can't really look at a
normal month of rain. You have to | ook at that nmonth of
rain in the context of what has preceded it, i.e., a
draught. Have you taken that into account or has the
conpany taken it into account? 1s that provided for in
this anal ysis?

A. The conpany has definitely taken it into
account with respect to ground absorption when the
ground is nmore dry, that type of thing, in addition to
the restoring of the water |evels behind the dam so the
conpany has taken it into account. M mpjor difficulty



was they did not assune normal precipitation for the six
mont hs of the forecast. And again, for the second,
third quarter of the cal endar year, it doesn't matter
nmuch, because you don't get nmuch water that quarter

Q Okay.

A But for the last quarter of the year, they
have in my mnd no justification not to have assuned at
| east average rainfall at that |level as a starting
poi nt .

Q Then on the question about what to assune
about future rain, which obviously is problematic, there
are periodic long range forecasts about whether we will
have a dry winter or not, and | do seemto recall in the
| ast nonth or two a prediction that we were going to
have another dry wi nter.

A Okay.

Q I don't know how they meke those projections.

A That was a solar flare projection. They said
it would be dry for two years.

Q Al right. So it doesn't -- isn't there some

scientific nethod for making projections about the
weat her, obviously probably not highly reliable?
A It's been ny experience that | don't know.
Q So in your view, you said just assune that
for any nonth nore than a couple of nonths out, you
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shoul d assunme nornmal weather conditions?

A That's what | woul d do.

Q But obvi ously not everybody does do that,
because there is sone industry that tries to project
weat her conditions.

A In what | would call nornalized utility rate
making, | think it's generally done that way, where you
pretty nmuch assume, you know, normal hydro conditions.
In a lot of the hydro studies, they used to do it, |
don't think they do it any nore, they used to assune
even if you had the driest year for the |ast severa
nmont hs that the next nmonth, the next day would be nor mal
water. And again, you know, obviously it has been an
extraordinarily poor year this last year and -- but at
some point in tinme, you do have to assune back to nornal
precipitation, just a matter of how far out do you del ay
t hat .

CHAl RAOMAN SHOWALTER:  Thanks.

MR. MEYER: Your Honor

JUDCGE MOSS: Before we go ahead, 1'mgoing to
i ssue a Bench Request orally, and that would be for the
conpany's purchase contracts entered into since May 1,
2001, and you won't need a follow up in witing.

MR. MEYER  No.

JUDGE MOSS: Okay, that will be Bench Request



Number 2, and if | can get through to the appropriate
sheet, we will reserve Exhibit Nunber 4 for that.

And | may not have nentioned earlier, we wll
reserve Exhibit Nunber 3 for the conmpany's response to
the witten Bench Request that | served on everybody
thi s norning.

MR. MEYER: | do have -- |I'msorry.

JUDGE MOSS: Well, | was just going to say,
we' |l just nake that on an as soon as possibl e basis.

MR. MEYER: And the understanding that we
will be providing that on a confidential basis.

JUDGE MOSS: | had assuned as nuch, yes,
that's perfectly all right.

MR, MEYER. | do have just one matter, and

it'"s in the interest of making sure that the record is
accurate, and | believe M. Schoenbeck made an
observation about what he understood the conpany had
assunmed or not assumed by way of normal precipitation
for the end of the year, so | would like to ask one
brief subject to check question of this wtness.

JUDGE MOSS: It would be inportant to be
cl ear on that.

MR, MEYER: Thank you.
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RECROSS- EXAMI NATI ON
BY MR. MEYER

Q M. Schoenbeck, would you accept subject to
check that the conpany used nornmal precipitation for the
July through Decenber period of 2001?

A No, | would not, because | have before ne a
Confidential Request Number 3.3 that | brought several
copies of if people would like to see it. This is what
| relied on in ny testinony.

MR. MEYER May we have just a nonment off the
record, please.

JUDGE MOSS:  All right, we're off the record.

(Di scussion off the record.)

JUDGE MOSS: Let's do be back on the record,
and let's do get this cleared up one way or the other.

MR. MEYER  Because we don't have the records
here to essentially allow this witness to accept it
subj ect to check, we would ask that you give us a Bench
Request, and we will provide that, what our records were
with reference to assunptions used on normal precip
bet ween July and Decenber at the end of this year, and
that way it gets into the record, and it's done right.

JUDGE MOSS: That's agreeable.

MR. VAN CLEVE: W have no objection.

JUDGE MOSS: | have al ways wanted to say
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this, make it so.

MR. MEYER  Ckay, and with that, that is al
I have, | think.

JUDGE MOSS: Then where are we, redirect on
the recross, | believe.

MR. VAN CLEVE: Just a couple of points of
clarification.

REDI RECT EXAMI NATI ON

BY MR. VAN CLEVE

Q M . Schoenbeck, you were | ed through a series
of hypotheticals based on the conpany's representation
that the deferral balance at the end of Septenber would
be $186 MIlion. Do you recall that?

A Yes, | do.

Q And that led you to a calculation of a 36% or
the conpany to allege that it would be 36% subject to
check over a 15 nmonth period. Do you recall that?

A Yes, | do.

Q And is that 36% for the same tinme period that
the conpany's 36.9% rate increase is proposed for?

A. No, the hypothetical was for 15 nobnths, and

the conpany's proposed period has announced 27 nonths,
so there woul d be another year of revenue under the
conpany's proposal



Q Wth respect to the purchase contracts that
t he Conmi ssion requested in the Bench Request, would it
be necessary to | ook at both purchases and sales to
judge whet her the anpunts that are in the deferra
account are prudent?

A Maybe | wasn't listening carefully on the
Bench Request. There is a response by the conpany in
response to data requests that does give both purchase
and sales contracts. |'massumng they will give both
to the Bench Request.

MR. MEYER  That's what we understood.

JUDGE MOSS: That's fine, everybody is on the
same page.

BY MR. VAN CLEVE

Q And does the information that the conpany
provi ded about the amobunt of the deferral bal ance as of
the end of Septenber change your reconmendation to the
Conmi ssion in this case?

A No, it does not.

MR. VAN CLEVE: That's all | have.

JUDGE MOSS: Thank you, that woul d appear to
conpl ete the questioning, M. Schoenbeck. W certainly
appreci ate you being here today, and | have been naking
the witnesses subject to recall, although we're not
antici pati ng having anybody back, | will just do that as
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a formality and rel ease you fromthe stand.

THE W TNESS: Thank you.

JUDGE MOSS: And | believe that brings us to
Staff's witnesses, and M. Elgin will be first; is that
right?

MR. TROTTER: Yes, the order of witnesses is
M. Elgin, M. Schooley, M. Lott, and M. Parvinen.

JUDGE MOSS: Okay.

(The following exhibits were identified in
conjunction with the testinmny of KENNETH L. ELG N.)

Exhibit 451-T is Pre-filed direct testinony.
Exhibit 452 is KLE-2 List of Prior Proceedings in which
M. Elgin Testified. Exhibit 453 is KLE-3 Transnittal
letter and Petition of Avista Corporation, Docket No.
UE- 000972 (filed June 23, 2000). Exhibit 454 is KLE-4
Conmmi ssi on Order Approving Establishnent of a Deferral
Mechani smto Track Power Cost Expenses (August 9, 2000).
Exhi bit 455 is KLE-5 Transmittal letter and Request for
Modi fication of Original Petition of Avista Corporation,
Docket No. UE-000972 (filed Decenber 21, 2000). Exhibit
456 is KLE-6 Conmmi ssion Order Granting Request To Modify
Power Cost Deferral Mechani sm (January 24, 2001).
Exhi bit 457 is KLE-7 Conm ssion Order Approving and
Adopting Settlenent Stipulation (May 23, 2001).



Wher eupon,

KENNETH L. ELG N,
havi ng been first duly sworn, was called as a w tness
herein and was exam ned and testified as follows:

DI RECT EXAMI NATI ON
BY MR. TROTTER

Q M. Elgin, do you have before you what has
been marked as Exhibit 451?

A Yes, | do.

Q That's desi gnated your proposed direct
testinmony. |If | asked you the questions that appear
there, would you give the answers that appear there?

A Yes, except for | would note on page three,

line two, there would be no need for me to offer Exhibit

KLE-7. That is Exhibit 1 in this proceeding, so that
line should read |I'm sponsoring Exhibits KLE-2 through
KLE- 6.

Q And KLE-2 is a list of prior proceedings in
whi ch you have testified. |Is that exhibit true and
correct?

A Yes. | just would note with one m nor
change. | had also, at the very end, | testified in the

Commi ssion's consol i dated proceedi ngs for Puget Sound
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Ener gy, Avista Corporation, and Pacific Power and Light
regarding the Centralia and issues surrounding the sale
of that facility.

Q Wth that addition, verbal addition, the
exhibit is true and accurate?

A Yes, it is.

Q You al so sponsored Exhibits 453 through 456,

whi ch are docunments filed with the Conmm ssion. Are
those correct copies of what they purport to represent?
A Yes, they are.

MR. TROTTER: | woul d nove the Commi ssion on
Exhi bit 451 through 456.

JUDGE MOSS: There being no objection, those
will be adnmtted as marked.

MR, TROTTER: The witness is available for
Ccross-exani nati on.

JUDGE MOSS: All right, we will pause
monmentarily and give the Chai rwoman an opportunity to
return, but we will stay on.

THE W TNESS: Your Honor.

JUDGE MOSS: Do you want to do this on the
record?

THE W TNESS: Yes, please.

JUDGE MOSS: (Okay, go ahead.

THE WTNESS: | would al so note that
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regardi ng the adm ssion of Exhibit KLE-7, | would note
that the reference on page 12, line 11 of ny testinony,
that should -- sentence should read, now this order is

Exhibit 1, period.

JUDGE MOSS: Thank you.

THE W TNESS: You' re wel cone.

JUDGE MOSS: All right, let's -- the witness
is avail able for cross-exam nation, and our order calls
for M. Meyer to proceed.

MR. MEYER  Very well

CROSS- EXAMI NATI ON
BY MR. MEYER

Q Good afternoon
A Good afternoon.
Q In your testinmony, M. Elgin, you summarize a

nunber of Staff's recomrendati ons, sonme of which | think
you were responsi bl e for devel opi ng, and ot hers ot her
W t nesses were responsible for, correct?

A Yes.

Q Ckay. Essentially anong the conditions that
Staff taken as a whole would recomrend for this
Conmi ssion are the following. First of all, is it true

that Staff recommends that the deferred accounting
treatment previously authorized should term nate on June
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30t h, 20017

A Yes.

Q Secondly, is it Staff's recommendation that
the surcharge relief should only continue for a period
of 90 days?

A No.

Q Okay. Then the 90, the reference in your

testimony and that of others to a 90 day duration of the
surcharge is a reference to what?

A The 90 days would be in reference to if you
| ook on page four, line one, it's conditioned on the
conpany filing Phase Il in this docket to address the

i ssues outlined in the orders that set up the deferred
accounting and then also the conpany filing a genera
rate application so that the Comm ssion would have al
t he evidence before it in order to determ ne the anmpunt
of interimrelief necessary under the traditiona
interimrelief standards fromthe PNB order

Q Well, let's be clear on this. Are you
saying, M. Elgin, that if the conpany nekes those
filings, and let's not argue at this point over the
timng of those filings, that if we nmake those filings,
that the Staff proposal is for the surcharge to continue
in effect until those filings are resol ved?

A No. \What the Staff recomrendation is is that



for the amount that we recomrend to be placed into
effect subject to refund at the end of this proceeding
woul d continue should the conpany make those filings and
show in a general rate application that those funds
under traditional interim standards should continue to
operate while we determ ne the ultimte outcone of the
general rate case that we reconmend that the conpany
file.

Q But is it your assunption, M. Elgin, that
the conpany will present evidence, and this Comn ssion
will rule, whether it be Phase Il or in a general rate
case, with respect to prudency matters within the 90 day
peri od?

A My recomrendation is that the Phase Il would
be resolved within 90 days, and also within that 90 day
period that we would resolve the conpany's application
for interimrate relief under the general rate case.

Q So are you recomendi ng that this Comm ssion
establish a hearing schedule that would all ow the
parties an opportunity to address all of the issues that
had previously been deferred by this Commi ssion out of
this proceeding and into a prudency revi ew proceedi ng
and that those issues, all of them would be resolved in
90 days~?

A I'"'mnot sure | understand what you nean by



all. It's the issues --

MR. TROTTER: Excuse ne, Your Honor, | think
the witness m sspoke before. The Staff recommendation
is that the Phase Il be resol ved expeditiously, and

think M. Elgin said it would be resolved in 90 days,
and | would just ask himto rethink that.

THE W TNESS: Oh, yes.

MR, TROTTER: He nmy have sli pped.

THE W TNESS: Yeah, it was a slip, | was
t hi nki ng about --

JUDGE MOSS: M. Trotter, | don't mind you
posi ng questions to the witness on redirect to clear
sonmething |ike that up, but | don't want you testifying
for him so let's follow the usual course of events
t here.

MR, TROTTER: | apologize, | just saw it
goi ng down a conpletely wong track.

JUDGE MOSS: | understand, and | have been a
little bit |ax because counsel have been conducti ng
t henmsel ves very, very well in this proceeding and doi ng

an excellent job, but | think it's inportant that if we
want to interrupt a witness that we direct the coments
to the Bench and that they be in the nature of the usua
form of objections or requests for clarification. Then
we can tal k about that and deci de what we're going to do



rather than just going forward in that fashion. Because
what has essentially happened here is that you have

i npl anted a suggestion in the witness's mnd, and that's
not really appropriate, so let's not do that.

MR, TROTTER: | apologize, | won't do it
agai n.

CHAI RWOVAN SHOWALTER: As long as we're
interrupting this question, it's not clear to ne what
Phase Il actually nmeans, so you mght try to clarify
that so that your answer is clearer to ne.

BY MR. MEYER

Q Let's begin by doing that first of all. \What
ssues do you believe should find their way into Phase
| of this or some other docket?

A These are the issues that the Commi ssion
addressed its notice of hearing in this docket, and
those had to do with the prudency of the purchase of the
conmpany's actions with respect to the resource decisions
it made, whether or not the deferral mechanismis
appropriate, whether or not it is appropriate to recover
these costs under a deferred accounting, and whether the
conpany optimzed its resources for the benefit of rate
payers, and those are the issues.

If you would turn to Exhibit 454, those are
the conditions that the Comm ssion set up in its order



initially approving the conpany's deferred accounting
treatment. And then if you would turn to Exhibit 456,
on it would be page -- the first page, but it's
identified as page two in this docket, the issues which
I have already nentioned plus a proposal for cost of
capital offset. That's Phase Il is what Staff had in
m nd.

Q Okay. WM. Elgin, you have identified five or
si x issues including prudence and continued use of the
deferral nechani sm whether the conpany optimzed its
resources, the need for a cost of capital adjustnment or

offset, as falling within the confines, if you will, of
Phase 11, correct?

A That's correct.

Q Okay. Is it your belief that those issues

could be sufficiently addressed within 90 days fromthe
date this Comr ssion issues its order in this surcharge
case?

A | believe for the anpbunts on the conpany's
books for the deferral between June 30th, July 1st,
2000, and June 30, 2001, that we would work
expeditiously, and we would nake every effort to
acconplish that in 90 days.

Q In 90 days. Suppose that such a proceeding
addressing those five or six issues and whatever el se



occurs by the way of additional issues can not be
resol ved, suppose those issues can not be resol ved
within that 90 day tine period, is it Staff's position
that the surcharge should remain in effect until such
time as those issues are resolved in a Phase |
proceedi ng?

A No, the Staff recommendation in regard to the
anount that we would be collecting subject to refund is
on -- starts on page four, line nine, and it would be

i ncunbent upon the conpany to file and request a genera
rate application at the same time. And to the extent
that it believes that energency relief is warranted
beyond the initial 90 day term then it would file
testimony and exhibits under the Commission's initia
interimrate standards and seek recovery or the
continuation of that.

Q Well, then could you foresee a situation
M. Elgin, where there would be an interruption or a
| apse, if you will, in surcharge recovery between the

expiration of the 90 day period that you spoke to and
any reinplenentation, for lack of a better term of a
surcharge based on a subsequent filing by the conpany?
A My experience and -- with interimrate relief
is that those cases have been done pretty quickly after
the conpany has filed its initial rate request, because



we are dealing with an energency. | recall in an '87
case, Washington Water Power filed for emergency rate
relief, and | believe that the conpany presented
testimony and exhibits, and | recall that within a 45 to
60 day period, the Staff had filed a response to those,
and we were prepared to go to hearing within that tine
frame to get that issue resolved as to the magnitude of
the interimrate relief that was necessary.

Q So --

A So nmy experience with those is they are
processed expeditiously, fairly quickly.

Q And, in fact, this Conm ssion has processed
this proceeding fairly expeditiously, correct?

A Correct.

Q But in order for this Comr ssion to process

this proceedi ng expeditiously, the conpany had to start
the process with a filing that was nade in the niddle of
July, correct?

A Yes.

Q Okay. And that allowed the process in a very
conpressed tinme frame to unfold with the antici pated
date of an order sonetinme on around the 20th or 21st or
not later than that in Septenber?

A That's the tinme frame that we're attenpting
to achi eve.



Q Okay. Now suppose or assune with me, if you
will, that the conmpany is concerned that it not
experience a lapse in surcharge relief and that secondly
there do not appear to be reasonabl e prospects for the
conpl etion of Phase Il within 90 days. Wuld it only be
sensi bl e as a precautionary nmeasure for the conpany to
file say within a nonth of receiving this Commission's
surcharge order in this case, file a request to extend
its surcharge to allow that processing to occur prior to
the end of the 90 day period that you spoke of?

A | have not given that any consideration. |
don't know what would be the appropriate thing to do in
t hat circunstance

Q Okay. But if the conpany thought that that
was the precautionary position it ought to take to
prevent a |lapse, howwll we really have advanced the

ball with respect to surcharge relief if we're right
back before this Comm ssion 30 days from now with
anot her petition to make sure that this relief

conti nues?

A. Well, | guess it would be incunbent upon the
conpany to make the filings that it deens necessary and
what ever pleadings. | believe that if the conmpany has a

need for interimrate relief under the traditiona
standards, they can file, and we would like to see that



evidence. That's the Staff recomendati on
Q M. Elgin, is there -- can you direct ne to
any financial analysis anywhere in the Staff case that
denonstrates that the conpany's need for financia
relief does not extend beyond 90 days fromthe date of
this Comm ssion's order?
A Wel |, the evidence that we have is based on

projections for a period through 2003, and what we are
| ooking for is a general rate case to examine all of the
evi dence surrounding the need for interimrate relief.
VWhat we have now are projections about deferrals. W --
and the Conm ssion has had a | ongstandi ng history that
projections and long-termfinancial indications are
i nherently suspect. And so what we're |ooking at are
the i medi ate short-term needs of the conpany in the
context of a fully restated results of operations, so.

MR. MEYER  Your Honor, this is not
responsive to the question. Wuld you direct the
witness to respond to the question | asked, please.

MR. TROTTER: May | respond to that?

JUDGE MOSS: Go ahead.

MR, TROTTER: It is absolutely responsive.
The conpany, as M. Elgin has said, is projecting out 27
nonths, and M. Elgin has cited the orders that oppose
t hat approach
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JUDGE MOSS: | think the question had to do
with financial analyses, didn't it?

MR. MEYER: Yes.
BY MR. MEYER

Q The question sinply put, and I will reask it,
can you direct me, M. Elgin, to anywhere in the Staff
case where there is a financial analysis denobnstrating
that the conpany does not, does not need surcharge
relief that extends beyond 90 days?

A Well, M. -- | would ask you to direct
specifically that question to M. Schooley. He did
provi de an analysis. But again, the analysis that he
gave were based on projections of deferral balances in
relationship to deferred power supply costs. And as |
have stated, that the Commi ssion in determning what is
appropriate interimrelief standards has never relied on
| ong-term projections, projections out until 2003, for
determ ning what's an appropriate amunt of interim
relief under its traditional interimrelief standards.

JUDGE MOSS: M. Elgin, that did go
consi derably beyond the question, so I will ask you to
try to just focus on the questions, or we nmay have a
very |ong day.

THE W TNESS: Ckay.
BY MR. MEYER



Q M. Elgin --

CHAl RAOMAN SHOWALTER: |'m just going to add
further as someone who asks questions, shorter answers
really are better, because it allows the questioner to
keep the train of thought going. And if you get a
really long answer, it mght be interesting, but what it
means is by the tinme the answer is finished, the
qgquesti oner may have | ost where he or she was going.

MR. MEYER  Thank you.

BY MR. MEYER:

Q M. Elgin, you did review, of course,
M. Schooley's testinony in this case?
A Yes.
Q I"'mgoing to read to you an excerpt from page

18 of his testinobny. Turn to it if you like. It begins
at line 3. Are you with me?
A. Page 187
Q Page 18, M. School ey, beginning at |ine 3.
JUDGE MOSS: And for the record, that's
Exhi bit 401.
MR. MEYER: Thank you.
BY MR. MEYER:
Q It reads:
Avi sta's evidence shows a serious
decline by the third quarter of this



year with negative cash flow and an
inability to cover its fixed interest
charges. The trend inproves over the
next several quarters but not to the
poi nt of neeting the fixed charge
coverages required.

Have | read that accurately?

A You have read it accurately.

Q Okay.

A In response to the question, what data does
Avi sta present to neet those covenants.

Q Based on your understandi ng or your reading

of M. Schooley's testinony, does that suggest that a 90
day surcharge if allowed to expire would assist the
conpany in neeting its fixed interest charge coverages
over the next several quarters?

A If it were allowed to -- if it expired, it
woul d not, assuming that all the projections canme to
fruition under the conpany's assunption in its
present ati on.

Q Ckay, let's turn to another area. Were you
present yesterday throughout the day?

A Yes.

Q Good. Can you testify, M. Elgin, as a

menber of the Staff and with any degree of assurance



that Staff's recommendations, if adopted, would not
contribute to a downgrade of Avista's credit rating?

A. | believe that what the Staff is attenpting
to do is provide the revenues necessary for the conpany
to finance on reasonable ternms, so | believe was what
the anal ysis M. School ey provided.

Q Sorry, the question --

A I can not guess what S&P or Moody's or Fitch
woul d do based on Staff's recommendation. | have no
know edge. | can't testify to that.

Q So aml to infer, M. Elgin, that if you can

not testify to that, then you are not in the position to
provi de any degree of assurance to this Conm ssion that
the Staff's reconmendations if adopted would not lead to
a credit downgrade for the conpany, correct; doesn't
that follow, M. Elgin?

A M. Meyer, | testified that | don't know what
S&P or Moody's or Fitch would do. What the Staff is
attenpting to do is provide a sufficient amount of nobney
inthe interimto carry over to a general rate case so
that we can evaluate that and so the conpany can finance
the utility operations on reasonable ternms and
conditions and neet its public service obligations.
That's what Staff attenpted to do.

MR. MEYER: Your Honor, that question put now
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twice allows for a yes or no answer. Explanation is
fine, but it allows for a yes or a no answer.

JUDGE MOSS: | think he gave the answer that
he doesn't know.

MR. MEYER: Doesn't know, okay.

MR, TROTTER: Excuse ne, Your Honor. | nust
object to that. The question was, will S&P or Mody's
downgrade, and M. Elgin correctly said that essentially
that's up to them

MR. MEYER: No, that's not the question.

JUDCGE MOSS: Al right, let's stop. The
question is whether the witness can give any reasonabl e
assurances, and | believe his answer was that he had no
way of knowi ng what they would or not would do, which is
tantamount in ny mind to saying he can't give such
assurances. The answer is no, all right, so let's nove
on.

MR. MEYER  Thank you.

BY MR. MEYER:

Q I["mgoing to frane the next question, and I
will try and do this quickly, in nore or | ess the sanme
manner .

Can the Comm ssion Staff provide any
reasonabl e degree of assurance to this Conm ssion that
if its recomendations are adopted that it will not
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inmpair, not inpair Avista's ability to draw on its lines
of credit?

A. Again, | believe that under the Staff
recommendati on, when the conpany's provided the
surcharge, nmmkes the filings, and we get to a resolution
of the Phase Il proceeding, that the conpany shoul d be
able to borrow under its lines of credits. | also would
note that the testinony from-- that | heard yesterday
fromM. Peterson said that the conpany should be able
to finance through the end of 2001. So | think the
Staff recomendati on gets us there, to finance, in other
words, lines of credit.

Q And do you know, M. Elgin, whether with what
Staff recomends, if adopted, that the conpany would be
able to issue additional compn stock?

A | believe that the conpany could issue
addi ti onal common st ock
Q And where is the analysis set forth in your

testimony or that of other Staff wi tnesses to support
such an assertion?

A. I don't have any, and | don't believe the
Staff has presented any.
Q Okay, next question. Do you believe that if

your recomendati ons were adopted by this Conmi ssion
that the conpany would be able to conplete the financing



of Coyote Springs I17?

A I think the financing of Coyote Springs I
woul d be somewhat contingent upon resol ution of the
Phase Il proceeding and what would ultimately be
recovered in rates fromthe deferred accounting. There
is a significant issue still surroundi ng what the
conpany has put on its books, and the financia
comunity has sone concern. Once that issue is
resolved, in other words, what is properly recoverable
in rates and the financial comunity has some assurance
about those |evel of revenues and we nove forward,

think the conpany shall -- would be able to finance
Coyote Springs I1I.
JUDGE MOSS: |'mgoing to stop here, because

I"'mlosing track of things. Your question, as |
understood it, M. Meyer, related to the Staff's
recommendations in this phase in the proceedi ng and not
to some subsequent phase or some other proceeding; is
that right?

MR. MEYER: That is correct.

JUDGE MOSS: M. Elgin, the question to you
was in the context only of this phase of the proceeding.

And perhaps you can restate the question
better than I.

MR. MEYER:  Yes.



JUDGE MOSS: Would you do that, please
MR. MEYER d adly.
BY MR. MEYER
Q M. Elgin, if the Comm ssion were to adopt
your recomendations in this proceeding as part of the
order that issues in this proceeding, can you state with
any degree of assurance that the conmpany woul d be able

to fund or finance the construction of Coyote Springs
[1?

A Yes, | believe the conpany woul d be able to
finance Coyote Springs Il if the Staff reconmendation is
adopt ed.

Q Where is the analysis set forth in your
testinmony or that of other Staff wtnesses?

A I would direct you to the testinony of

M. School ey and his analysis regarding the |evel of
rate relief that's necessary to neet interimfinancing
standards so the conpany may be able to finance.

Q I would Iike to do that. | would like to
direct you there. Page 20 of M. Schooley's testinony,
beginning at line 1, et nme know when you're there.

A Whi ch |ine?
Q Beginning at line 1. It reads in part:
In the calculation, | assune Avista is

able to finance Coyote Springs |l plant



and that Avista successfully issues
$67, 600, 000 of conmmon stock in the
remai nder of 2001. Wth those
adj ustnents, with those adjustnents, ny
cal cul ation indicates a need for
$19, 000, 483 in the fourth quarter of
2001. This is an increase of 32.6% over
current revenues.
Have | read that excerpt correctly?
A Yes.
Q Okay. So the Staff recommendation of a 32.6%
i ncrease assunes, does it not, according to
M. School ey's testinmony, that Avista is otherw se able

to finance Coyote Springs Il and is otherwise able to
i ssue conmon stock, correct?

A Yes.

Q Thank you. M. Elgin, let's assune that

things don't work out quite as planned, and let's assune
that for whatever reason, whether because of Staff's
recommendati ons or otherw se, Avista's credit ratings
are downgraded to specul ative grade. Are you with nme so
far on the assunptions?

A Yes.

Q Okay. If that were to occur and if that were
to occur at least in part because of what Staff



recommended, would raising rates by 32.6% which is
Staff's recomendati on, have acconplished its intended
pur pose?

A. Well, the intent and purpose is to get the
conpany to a point where we can determ ne the prudency
of the power costs incurred and get to a general rate
case where we can anal yze the conpany's full operations,
i ncludi ng the acquisition of Coyote Springs Il, and to
assess its needs for energency rate relief, and to
provi de the conmpany a reasonabl e opportunity to nmnage
its way through and to get to resolution of the issues
that are clouding this conpany's financial picture, and
that is the deferred power supply expenses on its books
that are heretofore unrecovered.

Q M. Elgin, in order to get to the resolution
of those issues, as you have described them in the
course of the next general rate case or in the course of
a Phase |l proceeding, is it your belief that the
conmpany would need to maintain in the neantime its
existing credit rating?

A. In the interest of rate payers for obtaining
and nmaintaining at | east an investnent grade bond
rating, that is in the rate payers' interest and the
conpany's interest.

MR. MEYER: Thank you, that's all | have



JUDGE MOSS: Thank you.

M. Van Cl eve, do you have anything for
M. Elgin?

MR. VAN CLEVE: | have a coupl e of questions,
Your Honor.

CROSS-EXAMI NATI ON
BY MR. VAN CLEVE:

Q M. Elgin, could you refer to page 9 of your
testimony, and at lines 14 through 20, there's a nunber
of standards set out. 1Is it the Staff's position that

t hese standards nust be satisfied by the conmpany before
any of the deferral balance is recovered?

A That's correct.

Q And to your knowl edge, have any of these
st andards been satisfied?

A. No.

Q Can you tell nme what your understandi ng of

Standard Cis, the appropriateness of recovery of power
cost through a deferral nechanisnf?

A. My understandi ng of that requirenment is the
determ nation of whether or not deferred accounting for
power supply expenses is reasonable at all. |n other

wor ds, should the conpany have a nmechanism it's
anal ogous to the question that the Comr ssion addressed



in Avista's last general rate proceeding, is a PCA
appropriate, and in this context it is, is a deferred
accounting nmechani smfor these types of costs and
recovery fromrate payers appropriate.

JUDGE MOSS: While M. Van Cleve organi zes
his notes, are you equating there the deferral mechani sm
to a PCA mechanism or are you tal king about two
di fferent things?

THE WTNESS: |'msaying it's the sane
normati ve question, should one exist, and is it
appropriate to recover those through that nmechani sm

JUDGE MOSS: Thank you.

BY MR. VAN CLEVE:

Q And is it your position that that's an
unresol ved issue in this case?

A Yes, it is, it's a condition -- it's a
requi renent of the Conmm ssion. The Conmi ssion wants
t hat questi on answered before it will provide for
recovery is my understanding of their orders.

Q And do you know in |line 19 on page 9 what the

standard is that refers to mtigation of power costs?
Do you know what kind of mtigation is contenpl ated
t here?

A I can speak to that, because | have revi ewed
the conpany's initial filing in the March phase of this



proceedi ng when the conpany submitted testinony and
exhibits to address these issues, and this is an

anal ysis and evi dence that the conpany actually has on a
going forward basis a plan to nake sure that any future
costs that it incurs are reasonable and the m nimum
necessary in order to provide service.

Q If you could refer to page 16 of your
testimony, and in the second |ine, you use the phrase,
gi ven brain shock custonmers will experience under rate
request in the magnitude of 37% do you see that?

A Yes.

Q And also | just would point out that at page
21, lines 8, you say, the Conm ssion should al so

consider that a 37% rate increase constitutes rate
shock. Can you define rate shock as you're using it in
t hose two instances?

A Yes. Rate shock is just sinply the change in
rates that customers pay for any utility service as a
result of a filing to change those rates. |n other
wor ds, conpany nmakes a general rate filing and a -- it
requests a 3% or a 10%or in this instance approxi mately
a 39% increase in rates. That's a change in the rates,
and rate shock is the relative difference between the
existing rate levels and the rate level that the utility
requests by the tariff filing.
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Q Do you believe that rate shock is sonething
that the Commi ssion has a duty to try to mtigate?

A Yes, | do.

Q And gi ven your experience at the Conm ssion,

how does this rate increase conpare with rate increases
that you have seen in the past fromelectric utilities
in this state?

A My experience with an increase of this
nagnltude goes back to when many of the electric
conmpany's were putting in major new thermal plants, and
at the sane tinme nmany other utilities were putting in
| arge central station nuclear power plants. One of the
big i ssues was precisely rate shock and how t o nmanage
those increases so that you did not have 40% i ncreases.
You woul d do creative things |ike defer and phase in the
i ncreases, and you do many things to ratably ratchet up
the rates so that the custonmers do not see a nmjor
change in rates fromone period to the next.

Q And were you here this nmorning when
M. Hi rschkorn testified that the Schedul e 25 industria
custonmers woul d experience a 55% rate increase under an
equal cents per kilowatt hour allocation of the
surcharge?

A Yes.

Q And are you aware that there has ever been a
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rate increase that large for an electric utility in this
state for any particul ar customer class?

A Yes, there has been.
Q And when was that?
A. The Schedul e 48 custoners over a period of

time when the M d-Col unbia Index ratcheted up, those
custoners had experienced those types of rate increases.
But for general tariff service that would not use

i ndexed pricing, |I'mnot aware of any increase of that
magni t ude.
Q Woul d you agree that the rate shock in this

case i s sonewhat exacerbated by the fact that there was
a settlenent entered into and that was approved by the
Conmi ssion in May under which the conpany was projecting
that it wouldn't increase rates until sonetime in 2003?

A | believe that's a factor that contributed to
the position that the conmpany finds itself in today and
the requests that it's seeking to inpose.

Q But do you think that in analyzing the rate
shock issue, the Conm ssion should consider the |ack of
notice that this type of increase m ght be com ng?

A Well, that is a concern, and | think that
that's one of the reasons why Staff was in a very
difficult position with crafting its recomendation
regardi ng the increase and how we proceed and get to a



general rate case so that we can better manage that and
have the public's involved and informed and
participating and a general rate case so that we can get
to these issues.

Q Woul d you agree that the BPA settl enent
credit will sonewhat | essen the rate shock for the
residential custoner class?

A Yes, it does.

Q Can you explain why the Staff is not

supporting the accel erated anortization of the PGE
credit?

A. I would direct that question to M. School ey
or M. Parvinen.
Q I would Iike you to refer to page 16 of your

testinmony, and at lines 7 through 23, you cite a couple
of cases in which the Conm ssion has rejected surcharge
requests in the past; is that correct?

A Yes.
Q And do you believe that the request in this
case is consistent with those cases?
A Yes.
MR. MEYER: | object, tends to -- withdraw

the objection, go ahead see where this goes.
JUDGE MOSS: Go ahead, M. Van Cl eve.
BY MR. VAN CLEVE



Q And why is it consistent?

A It's consistent in the sense that you're
| ooking at one single itemin the utility's cost of
service, as | testified in el sewhere. W' re |ooking at
one el enent of this conpany's cost of service, and
that's power supply costs. And why | identified these
two cases had to do specifically with the Comn ssion
| ooking at Kettle Falls in 8326 for Avista and sone
extraordi nary expenses for Washington Natural Gas in
U-81-11, and the Commi ssion said these are not
appropriate vehicles for |ooking at energency rate

relief, a single issue. It was in the utility's cost of
servi ce.

Q So howis it that the conpany's request in
this case is consistent with that precedent?

A well --

Q I nean | guess | ooking at the next question

on page 17 where you start the question, assum ng that
the request for surcharge is not rejected is
i nconsistent with those cases, is there some reason to
beli eve, do you have a reason to believe that the
request shoul d be rejected because it's inconsistent
wi th those deci sions?

A What we tried to do is provide -- the Staff
recommendation is a bridge, and what we're trying to do



is say we don't think that the surcharge request should
be processed under the interim standards, but should you
apply them how nuch should the conpany get on a
short-termbasis to bridge us to a point where we can
eval uate the conpany's -- an interimrequest in the
context of a general rate case, so that's what the Staff
attenpted to do.

Q So what standard do you think that the
surcharge request should be processed under?
A I think that it should be processed under the

Conmi ssion's standard to broadly regulate in the public
i nterest and provide sufficient revenues for a conpany
to solve its problemrelated to the power supply issues
that are on its bal ance sheet and get to a general rate
case to where we have the conpany's operations in front
of us to nmake a full evaluation of its expenses and rate
base, and fix pernmanent rates at the end of that case,
so that it's under the broad rate meking authority to
regulate in the public interest.

Q G ven the potential for rate shock that you
have identified, do you believe that the Conmm ssion
shoul d require the conpany to pursue alternatives such
as the ones nentioned yesterday |like the sale of Coyote
Springs |1, the sale of unregul ated subsi diari es,
reductions in capital budgets, things |ike that?



A | believe that those are things that | don't
have enough evidence, and in this short period of tine,
the Staff did not have enough evi dence to evaluate them
fully. So in the context of the narrowtinme we had to
process this request and not having all the information

in front of us, this is what -- those are options that
we can consider going forward.

Q Are you famliar at all with the operations
of Avista's unregul ated subsidiaries?

A Not specifically, only broadly.

Q Do you personally have an opinion as to

whet her Avista's unregul ated operations have contri buted
to the conmpany's current financial situation?

A Yes, | believe that there's a significant
i ssue regarding the conpany's --

MR. MEYER: Excuse ne, | object.

JUDGE MOSS: Try to interpose your objections
before the witness answers. | think he did pause
adequately that tinme, but go ahead.

MR. MEYER Really on two bases. First of
all, this is in the nature of friendly cross. Secondly,
the cross doesn't relate directly to a specific
recommendation inherent in M. Elgin's testinony.

JUDGE MOSS: All right, as to the first part
of the objection, to what does this relate?



MR. VAN CLEVE: Well, | think it relates to
t he overall recommendation in the case, Your Honor, and
what the inpact of -- the effect of the unregul ated

operations on the Staff's proposal

JUDGE MOSS: Let ne --

MR. VAN CLEVE: Should it have any i npact.

JUDGE MOSS: Let nme put the question a little
nore directly. |In what way is this witness's
recommendati ons through his testinony adverse to your
position in the case?

MR. VAN CLEVE: Well, our initial positionis
that there shouldn't be any surcharge, and his position
i s supporting the surcharge.

JUDGE MOSS: All right, go ahead, restate
your question.

MR. VAN CLEVE: Well, let nme ask it this way.
BY MR VAN CLEVE:
Q If the Commi ssion concludes that Avista's

unregul at ed operations have significantly contributed to
the conpany's current financial situation, would that
i npact your reconmendation at all?

A Yes.
Q And - -
A And | expect that analysis to be part of what

we would get to in the general rate case, the ongoing



I evel of relief for the conpany.

JUDGE MOSS: But | think his question was
whet her it would i npact your recommendation in this
phase rather than your --

THE W TNESS: ©Oh, excuse ne, | nisunderstood
t he question.

JUDGE MOSS: Maybe | m sunderstood the
questi on.

MR. VAN CLEVE: No, that was the question
BY MR. VAN CLEVE

Q There was a hypot hetical posed earlier
t oday - -

JUDGE MOSS: Well, let's get the answer to
this first. The question was whet her the conpany's
activities with respect to its unregul ated subsidiaries
woul d i nmpact the Staff's proposal in this phase for 32
some odd percent.

A. No, it would not, not in this phase, if |
under stand t hat question
Q So let ne try to ask you what | think was a

hypot hetical earlier today fromthe Chai rwonan, and that
was that if the adverse financial situation was entirely
a result of unregul ated operations, should the conpany
still be granted interimrate relief?

A No, it should not.
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MR. VAN CLEVE: That's all | have, Your
Honor .

EXAMI NATI ON
BY JUDGE MOSS:

Q Okay. M. Elgin, | want to be sure that we
have a clear record here, and thinking about that [ ast
question and answer, |'m concerned that M. Van Cl eve's

guestion used the terminterimrate relief, and | have
under st ood you to be using that termvery carefully and
that you were using that termin connection w th what
the Comm ssion would consider in Phase Il of this
proceedi ng foll owi ng your proposal for a 90 day
surcharge that would be a stopgap neasure to get us to
the point where we could consider the appropriateness of
| NTERI M RATES, all caps, under the standards of the

Paci fic Northwest Bell proceeding.

A I would agree with everything you said, but
it would not be in Phase Il, Your Honor. Phase Il would
be limted exclusively to the question of prudence and,
you know, as M. Ely said, as a catch all phrase, al
the issues identified in the accounting orders that set
up the deferred accounting, the prudence, the
appropri ateness of the deferral nechanism the |evel of
recovery, that's linted to Phase Il. The interimas
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use the terminterim that has to do with applying those
standards in the general rate case.
Q Al right. And you would call the 32%
st opgap neasure a surcharge or sonething other than
interimrate?

A That's correct.
JUDGE MOSS: Now with that understanding,
M. Van Ceve, did you get -- do you believe your
guesti on was understood and responded to accurately?
Well, you don't know about the response, but do you

bel i eve your question was taken correctly?
MR. VAN CLEVE: Could I ask one nore

JUDGE MOSS: | think you m ght want to do
t hat .

CROSS- EXAMI NATI ON
BY MR. VAN CLEVE:
Q If the Commi ssion were to conclude, this is a
hypot heti cal again, if the Comm ssion were to concl ude
21 that the conpany's current financial situation was
22 entirely due to the unregul ated subsidiaries, would a
23 surcharge as proposed by Staff still be appropriate?
24 A No, in this -- if -- based on the evidence
25 that M. Thornton provided and if the Conmi ssion on the

1
2
3
4
5
6
7
8
9
10
11
12
13 guestion?
14
15
16
17
18
19
20



basis of that concluded that all the
of the unregul ated operations, in

today are as a result

t hat hypothetical, then

shoul d grant the increase,
under st and your hypotheti cal
MR. VAN CLEVE

don't

if that's

probl ems of Avista

bel i eve the Conm ssion

your -- if |

Ri ght, thank you.

JUDGE MOSS: All right, | think the record is
now cl ear on the point, thank you.
Wth that, | believe we are ready for any
guestions that you m ght have, M. ffitch
MR. FFI TCH: Thank you, Your Honor
CROSS-EXAMI NATI ON
BY MR. FFI TCH
Q Good afternoon, M. Elgin.
A Good afternoon, M. ffitch
Q Let me first follow up on the questions

regardi ng rate shock.
the Staff's proposal f

Let

me ask you if in your opinion
or a 32.6% surcharge woul d

constitute rate shock under your definition?
A. Unfortunately it does, yes.
Q And has the Staff made any proposal inits

testinmony for mitigation of that

Commi ssi on?
A No.

rate shock to the



Q Do you have any proposal to make based on
your experience with past rate increases, any
recommendati ons that you m ght make on the stand today
of the kinds of tools that are available to the
Conmission to mtigate rate shock?

A | can think of several that would be at the
Conmi ssion's disposal. One could be to go to the
conpany's original accounting petition and do a ten year
anortization. That's what the conpany originally asked
for, and that's one option.

The other could be, and as | understand the
conpany's direct case, the issue is uncertainty in Wl
Street. So if the Comm ssion felt that, for exanple,

M . Schoenbeck's testinmony about the 95% probability of
a certain level of recovery is appropriate, you can fix
that and then create a regulatory asset, and you could
then say, this is how we would like it recovered. And
you can provide a deferred return on that, and you can
-- with certainty. That would be on the bal ance sheet,
that would be clearly a regulatory asset, and the
conpany can go to Wall Street with some assurance that
that's going to be recoverable.

Anot her option would be, quite frankly, if
t he Commi ssion determ ned that none of these costs are
appropriate. |If we get to sone certainty. Wat Wl



Street and what | hear the conmpany saying is that
there's risk, there's this uncertainty, and the
uncertainty was caused by the magni tude of the growth of
these costs on the conpany's bal ance sheet. And so what
the conpany is saying is we need to get to resolution of
this. If it turns out that those costs are

i nappropriate for rate recovery and rate payers

shoul dn't pay for them we need to get that issue

deci ded. And once that issue is decided, that's final
there's sone finality there, and that Wall Street knows
what the prospects of the conpany are. But what's
before you today is uncertainty, so to the extent that
you want to nmitigate those increases and provide
certainty with respect to this conpany's financia

results, | think that goes -- those two things go hand
i n hand.

Q Now M. Van Cl eve asked you about the use of
other alternatives to nmitigate the rate shock, if you
will. | think he read through a list of itens that had

to do with, for exanple, Coyote Springs or stock
di vidend cancel l ation, that sort of thing. And you
i ndicated that you and Staff had not considered those,
correct?

A We considered them but we did not make a
recommendation. We just did not have enough tine to get
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to a point where we had a recommendation that we were
confortable with.

Q But ny question is, there has been testinony
about those alternatives in this hearing, has there not?

A Yes, there has.

Q And in your opinion, should the Comm ssion

consider those alternatives as available to it in this
case in making its decision as part of a mitigation
strategy for any rate shock problen?

A There are sone of the -- sone of the
proposals that | -- I"mextremely unconfortable with and
sone prelimnary discussions | have had with other
menbers of Staff who aren't unconfortable. First off, |
don't think it's appropriate for the Comr ssion to tel
the conpany to cut its dividend. That's a board
decision, and that's sonmething up to the board and
bet ween the board and the sharehol ders and their
covenants. |'munconfortable with accel erated
depreciation. | had -- | have seen the inpacts of using
deferred ITCto --

CHAl RAOMAN SHOWALTER: What is | TC?

A. I nvestnent tax credits. | have had the
experience where this conpany and Puget Sound Power and
Li ght used those deferred tax credits for mitigating
rate shock. |'munconfortable with those. | believe



that those are kind of |ong-termthings that bel ong
within the cost of service over the useful life of the
assets.

| do think that |I'munconfortable with the
Conmi ssion directing the conpany to do certain things
that are in -- within the decision of nmanagenment and
managenment's prerogative in general, and a |lot of the
suggestions that | have heard fromthe other parties get
to that very point. | think that the conpany needs to
make those decisions and manage its business, and if it
turns out that sone of those decisions were not in the
best interest or were inprudent, then it's up to the
Conmi ssion to say those were inappropriate costs for
rate payers, and if the chips fall where they may and it
turns out that bankruptcy is the consequence, then we
have to go that route. But those are decisions that the
managenment nmakes, and the Conmmi ssion rmakes judgnents
about those, and it's not unprecedented that utilities
have gone bankrupt.

Q Well, first of all, isn't it the case though
that both the conpany and the Conmi ssion have an
obligation to explore all of the alternatives for
dealing with the financial situation, not just
i ncreasi ng custoner rates, but |ooking at all of the
alternatives they have available; isn't that correct?



A That's correct, and that's why Staff wants a
general rate case, so that we can | ook at all those
decisions. | nean we just have not had enough tinme to

|l ook at all the things that are within the purview of
managenment and what deci sions they are neking during
this time of financial crisis. W just don't have
enough i nformation.

Q But the results of that lack of information
on your part and the results of the conpany's choice of
sol ution here has very real and direct inpacts,

i ncluding rate shock, on the custonmers and the
communi ti es of Eastern Washi ngton, doesn't it?

A. Yes, yes, it does.

Q So why can we not -- why can not the
Commi ssion at this tinme and why should not the
Conmi ssion at this time evaluate the alternatives now
rather than three nonths from now or six months from now
or nine nmonths fromnow? | guess, you know, to maybe
restate the question a little nore in a sunmary form
In your opinion, should the Comm ssion consider those
other alternatives as part of its decision at this stage
of the case? And | will accept that you have weighed in
with a certain position of your own on the advisability
of sone of those options, and | understand that, and
accept that. But what |'m asking you is, should not the



Conmi ssion take those alternatives into consideration in
making its decision at this juncture?

A. No, because many of the alternatives, ny
i mpression of themare, to use the phrase, they are
thinking off the top of the hat. They're not wel
t hought out. W don't know what the |ong-term
consequences of those decisions will be, and | would
think that we are not in a point where the Comm ssion
shoul d meke t hose kinds of judgnents based on limted

know edge.

Q You indicated that one of the difficulties
with some of these alternatives is interference with
managenment prerogative. It's true, isn't it, that if

the Conmmi ssion were to order a snmller surcharge anopunt
for the conpany, that would require the conpany then to
seek its cash or its financial needs in other fashions,
and then the conpany would be left to its own managenent
and discretion about how to rai se those other funds;
isn"t that correct?

A That is correct. 1In other words, | agree
with you that if it turns out that the Commi ssion felt
t hat 40% was too nuch and 20% or M. Schoenbeck's
recommendati on and the conpany had a fixed anount of
noney and knew what was the prospects, it would take
ot her action. And sonme of those actions may be very



wel | what the other parties have recommended. That may
very well be.

Q Pardon nme for a minute while | sort my notes
here.

Can | ask you to turn to page 16 of your
testimony, which is Exhibit 451-T, at line 18, and there
you di scuss an earlier Avista case, Docket U 83-26. Wis
that during the nuclear construction era when Water
Power had investnments in WNP-111 and Skagit, nuclear
facilities which had not yet been ruled on by the
Conmi ssi on?

A Yes.

Q And that nuclear investnent was of the sane
order of magnitude as this deferral, was it not, around
$200 M1 1lion?

A For both projects together, | think it was
$170 MIlion for WNP-111, its 5% interest in that
project, and approximately was it $40 MIlion for the
ot her nuclear facility.

Q And Water Power was about an $800 MI1lion
conpany at that tinme; is that right, subject to check?

A. Woul d that be electric only?

Q Total conpany.

A Yeah, | think $800 MIIlion sounds about right

for total gas and electric operations at that tine. It



was about a $600 MIlion electric conpany.

Q Do you have an opinion as to which would be a
greater concern to the financial community, and | will
give you two alternatives here, a $200 MIlion
investnment in what | will call dead nucs, and an $800
M I1lion conmpany bought Water Power at that tinme, that's
option one, or two, a $200 MIlion power cost in a $1
1/2 Billion dollar conpany, Avista today?

A Well, if I was a financial analyst and

| ooki ng at the prospects of those two investnents on the
conpany, the former is definitely nore significant,
because it's a capitalized anobunt, and it's rate based,
and it's a nuch smaller conpany at the tine.

Q That woul d be of greater concern to you as a
hypot heti cal financial conmunity menber?

A Well, yes, and it was a greater concern to
the Conmmission in terms of how do we deal with the
abandoned nucl ear projects at the tinme. | nean it was a
bi g issue.

Q And yet at that time, the WJUTC deni ed any
formof interimrate relief; is that correct?

A. It denied -- in 8316, my testinony here

stands for the proposition that it denied interimrate
relief for specific inclusion and costs associated with
Kettle Falls.
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Q But they didn't give it for any other reason
either in that case?

A No.

Q Did you or any other nenber of Staff conpare

the conpany's current financial indicators to those in
1983 when the Conmmission denied interimrate relief in
t hat case?
A I did not ook at the specific financia

i ndexes at the tine, but I do -- | do recall though I
believe | heard testinony from M. Eliassen yesterday
that at this tinme the conpany was able to issue commn
stock, or | think that was the last tinme a public
offering of its common equity was nade, around that tine
frame.

MR, FFITCH: May | have one nonent, please,
Your Honor ?

JUDGE MOSS: Yes, you mmy.
BY MR, FFI TCH

Q Are you generally famliar with the history
of previous Washi ngton Water Power rate increases?

A Yes.

Q And woul d you accept subject to check that
the largest every was in U-83-26 of $32 MIIlion?

A | have those figures with nme if you would

give ne a second.



Yes.

Q Can | ask you to turn to page 20 of your
testi nony.

JUDGE MOSS: M. ffitch, are you starting a
new | ine?

MR. FFITCH: | am Your Honor

JUDGE MOSS: And how rmuch do you anticipate
that you have?

MR, FFITCH: | just have three or four
questions, and then | believe | amfinished.

JUDGE MOSS: Al right, | can let you go
until 3:30, but we need to take a break at that moment,
so if you're not finished, then I'mgoing to interrupt
you.

MR, FFITCH: Ckay, | think I can do this in
that time frame.

BY MR. FFI TCH

Q On page 20, you state that Avista has not
denonstrated that all elenents of its ongoing
construction budget are necessary for it to carry out
its obligation as a public service conpany.

A Yes.

Q And have you reviewed Avista's 2001 budget,
whi ch has been made an exhibit in this case?

A No, | have not.



Q Has the Staff rendered an opinion -- well
et me, since you haven't, let me just ask you subject
to check that the budget contains a |ist of construction
and capital projects, does it not?

A Yes, it woul d.

Q And has the Staff rendered an opinion as to
whet her the capital itens in that budget are necessary
for Avista to carry out its obligations as a public
servi ce conmpany?

A No, it hasn't.
Q Has Staff investigated that question?
A No.

. In your experience, have conpani es sonetines
del ayed or deferred or cancel ed capital projects when
they' re under financial stress?

A Yes.

Q To your know edge, has Avista subnmtted any
amendments to its 2001 budget reflecting any deferral
del ay, or cancellation of any capital projects?

A No, | don't know whether it has or not.

Q Do you know if it has otherw se advised the
Commi ssi on of any such anendnents outside of a forma
budget amendnent process?

A No.

Q Any ot her such deferrals, excuse ne, or



del ays or cancell ati ons?

A The only information that | had is the
testinony that we all heard yesterday from M. Ely
regardi ng what the conpany has regarding to a couple of
proj ects.

MR. FFI TCH:  Your Honor, those are all the

guestions | have. | guess just with the caveat that if
we can just knock off, | might just check ny notes
during the break if I have one nmore. | don't think
do, but nmy notes are rather cluttered, so.

JUDGE MOSS: | will give you the caveat in
the interest of tine.

We will take our recess until 3:45.

(Recess taken.)

JUDGE MOSS: M. Meyer, you have raised the
or re-raised the issue of the possibility of the conpany
wi shing to put on sonme additional rebuttal in this
proceedi ng through having M. Eliassen recalled to the
stand briefly. And while | indicated at the outset that
that is an option | would not foreclose, it is not an
option | foreclose now either, but I wish to hear if
ot her counsel have any thoughts on the possibility or
the prospect of that occurring?

MR. VAN CLEVE: Your Honor, can we nmybe get
some nore specificity about what exactly the rebutta



woul d be responding to, for instance, what w tnesses?

MR. MEYER  Thus far, it would be responding
to statenents made by Schoenbeck, Thornton, and El gin.
Again it will be fairly quick, it will be to the point,
and | think unless it expands based on further
di scussi on here about ten m nutes.

MR. TROTTER: Can we have it in advance?

MR. MEYER  No, because we don't have it
prepared in advance.

JUDGE MOSS: Well, it sounds like it would be
a sufficiently brief presentation that counsel would be
able to respond to it. And if there was a difficulty in
that regard or a need for sone additional docunentary
evi dence in support of cross-exanination, then we could
take that up at the tinme and consi der whet her we m ght
need to make sone special arrangenment for that. But in
general, | think the suggestion is probably one that
woul d I end efficiency and perhaps produce a nore
conplete record that we mght need. So let's
tentatively plan that we will allow for that, and
counsel can let nme know if it poses any particul ar
difficulty for themat the tine, and we will deal with
it appropriately.

Now in ternms of the remmining wtnesses, of
course, we still have M. Elgin on the stand, and then



we have three nore Staff w tnesses. |It's approaching
4:00 in the afternoon. W are prepared to go over a
bit, as we did yesterday, and the Commi ssion's interest
is -- parampunt interest is in having a full and
conplete record for a decision, and so | wouldn't want
anybody cutting off cross-exam nation that they thought
was necessary to the devel opnent of the record. Yet at
the sane tinme, | would, as | always do, encourage you to
hone your questions down to a few finely tuned and

poi nted inquiries.

So with all that, let us proceed, and | think
we were at the stage where we were ready for questions
from the Bench

MR. FFI TCH: Your Honor, | had conpleted ny
finely tuned question, and if | nmay before we proceed,
just wanted to apologize to the witness, M. Elgin, if |
was intenperate in ny questioning while he was on the
st and.

JUDGE MOSS: Thank you.

CHAl RAOMAN SHOWALTER: M. Elgin, ny
questions m ght not be finely tuned, |I'm going to say.

JUDGE MOSS: | nmmy have to object.



EXAMI NATI ON
BY CHAI RAMOVAN SHOWALTER:
Q And because | amtaking -- took notes on both
your questioning here but also your witten testinony,
it mght come back around to the sane subject. But
begi nning with your testinony here, first regarding

Phase Il issues, | understand what those issues are and
why we set them out as needing to be addressed at sone
stage. If a general rate case is filed, would you think

it would be natural and appropriate to incorporate those
i ssues into the general rate case, or did | understand
you to think they are quite separate?

A. I think they are quite separate and deep
they are quite separate, Madam Chai rwonman. The Phase |
has to do with past costs, what is on the conpany's
books, what has been deferred. The general rate case is
a proceedi ng where we | ook at a test period when we
restate the test period, normalized, |ook forward and
put forward to the rate year, and adjust rates
perspectively. So in nmy mnd, they're separate and
di stinct.

The Phase Il proceeding is to get to those
very specific issues that your order identified that the
conpany nust address and resol ve before any of the power
cost deferrals are recovered fromrate payers in rates.



So those are costs that are on the books, they're past,
they're -- under a normalized rate case, they would be
out of, you know, test period normalized, and you woul d
deal with themdifferently.

But since you set up the deferred accounting
and the specific requirenents of your order detail ed
what the conpany nust denonstrate before they recover,
those are separate and distinct fromthe issues that you
woul d have before you in a general rate case.

Q Al right. But then the -- but the net
effect of both a rate case and this Phase Il no matter
how we did it inreal tinme or in a real room together
they would end up constituting either two rates or two
rates conbined, but rates for the future for rate
payers; am| right on that?

A Yes, to the extent that you would deterni ne
that some | evel of deferred costs are appropriate. You
coul d combine theminto one rate and perspectively
collect themfromrate payers. |If that's your question
the answer is yes.

But why the Staff put its recommendation the
way we did is we think that the issues surrounding the
prudence of how the conpany nmanaged its resource
portfolio in the period that the deferred costs arose
are distinct fromthe kind of prudence issues that you



woul d normal ly have in a general rate case where you
woul d | ook at the new resource acquisitions, Coyote,
let's say Rathdrum and any of those kinds of issues on
a long-termkind of going forward basis, and | think
they're separate and distinct, and Staff's
recomendation is for the Commission, to make it
manageabl e, is to keep them separate.

Q Al right. Turning to the bottom of page
three and then going over to page four of your
testi mony, you have laid out the essential elenments of
the Staff's recomendati on.

A Correct.

Q And | just want to go through them First
with respect to the 90 day period, why 90 days? |s that
because that's the ampunt of tine that is needed in
order to get the conmpany in here with nore information,
or is -- why not six nonths, for exanple?

A It -- inmy mind, it has to do with
attenpting to get the issue resolved before the conpany
closes its books for 2001

Q And why is that inportant?

A. Because it has a significant elenent on its
books regardi ng deferred power costs, and | think it's
before the conpany publishes another financia
statenment, | believe that the issues related to



everything that it has on its books today regarding
those deferred expenses should be resolved for the
benefit of the financial comunity, rate payers, and the
conpany as to what's the ultinmate disposition of those.

It's just hanging out there. It started
small, it kind of grew and grew, and it's becone
sonmething that is, as | heard M. Eliassen, is
significantly burdening their bal ance sheet, and
bel i eve that has to be resolved expeditiously. And we
put 90 days in there as a tenporary tine with an effort
to try to get that Phase Il case resolved as soon as
possi ble so we know what's the outconme and the
resolution of those deferred power costs.

Q So your recomendation is that we conplete
Phase Il before the end of the year in order that the
conpany be able to have a final determ nation of those
-- of the prudency of the deferred costs in order to put
on its financial statenent?

A That's correct.

Q If you were in a bank's position and we were
giving relief for 90 days, if we adopt the Staff's
recomendation, isn't it the case that there would --
there is no assurance of any kind in such an order that
there will be any nore after the end of the 90 days; is
that correct?



A No, there is not, but there is assurance at
least with the Staff recomendation that what we
attenpted to do was craft the anount that we think for
90 days gets you to be able to finance through the end
of the year, resolve the issue.

And the critical difference between the
conpany and the Staff case is to then have those
revenues be unencunbered so that we know how nuch of
those deferred power supply costs can be anortized and
are appropriate for rate recovery, so that the concern
have is that --

Q You' re going on too long just because | am
genui nely losing nmy train of thought.

A I'msorry.

Q So sticking -- are you saying that we, from

t he bank's point of view, we would not be giving any
assurance of any paynent past the 90 days, we would be
gi ving assurance of some kind of process to determ ne
whet her there woul d be nore?

A That's correct.

Q In a fairly expedited way?

A Yes.

Q Al right. Now going to the next elenent,

term nating the deferred account effective June 30th,
what is your reasoning for that cutoff?



A If I could direct you to ny testinony at page
21, it starts on line 19.

Q Yes, and | have a note on this page too.

A. Okay, well, maybe we --

Q And ny note says for |lines 19 through 23,
expl ain your | ogic.

A Okay.

Q We'll see what you say first.

A Let me explain nmy logic in the context of

answering your first question as | understood it had to
do with why the termination. First off, in two previous
occasi ons under fairly conprehensive records, the
Conmi ssi on has rejected PCA proposals by this conpany.
My concern is the way the conpany has booked this and
what they're asking the Commission to do today is nore
generous than anything that the Conm ssion has
previously granted or previously rejected froma PCA
proposal, so | find it troubling that on the one hand
you woul d reject a PCA proposal but then on the other
hand have a deferred accounting nechanismthat's nore
generous than anything that the conpany has heretofore
proposed and been rejected by the Conmission. That's ny
first reason.

Q Let me stop you on that reason. Have the
prior cases involved conpani es that have been conming to



us saying, if we don't get this noney, we won't be able
to pay our bills? Have the circunstances been as
extraordinary as this past year and this situation is?

A. They have been in sone respects
extraordinary, but not related to deferrals. They were
related to a conbination of bad hydro and construction
for new power plants, so it's been a conbination of
factors, but not in the con -- single context of
something related to the circunstances the conpany found
itself in last year when it canme to you for the deferred
accounting treatnment.

Q Al right. So but that was -- that was PCA
mechanism Isn't the request before us for emergency
relief of a surcharge?

A Yes.

Q Why are we making that the conparison of the
two?

A Because it's driven by sonmething that's akin
to a PCA mechanism Wy -- had you not -- let me go
back and give you a hypothetical. Last sunmer, had you

accepted the Public Counsel's and I CNU recommendation to
not set up the deferral, we wouldn't be here today with
this. Wat caused this --
Q Then mi ght we have been here sone tinme ago?
A Yes, but | think we would have been in a



di fferent position, and | don't believe that we would
have had this cunul ative buildup to where we kept -- we
kept putting these deferrals on the bal ance sheet and
kept hoping that the plan that the conpany said that
they could mtigate this without a rate increase and al
of a sudden now we're here as you descri bed yesterday
between a rock and a hard spot, what do we do.

Q Yes, but we all -- didn't we all, and | nean
all of us, agree to that. That is wasn't -- isn't the
deferred account mechani sm sonet hi ng that was presented
to this Conmmi ssion by all of the parties in the room
proposed by all of the parties in the room and accepted

by us. So that nmay be true, but we all, everyone,
agreed that it was a good shot at bringing that deferred
account down to zero. It didn't play out that way, but

we all knew when we adopted, when we approved it and it
was proposed, that there was a chance that things

woul dn't go the way that everyone hoped, which is enough
hydro to sell at high enough price that we could get the
deferred account down to zero?

A. Well, that's correct, we had hoped that that
happened. |'mtal king about when you first set up the
accounting in June of 2000. When the initial order --
when the conpany cane before you and said, we want to
establish this deferred accounting, and we're stil



hopeful that we will get our treatnent for a PCAin a
rate case, but absent that, we want this deferred
accounting. And the Comm ssion rejected the PCA and
then accepted the deferred accounting under the context
that at that point it was $20 MIIlion approxi mately, and
the conpany's proposal was for a ten year anortization
And we said, okay, we will set this up, but we will get
to the prudence, and before we recover it, we've got to
go through these hurdles to denpnstrate that it's
appropriate for recovery. And it just kept grow ng, and
it kept grow ng.

And ny concern is that had you approved a PCA
anal ogous to what the conpany asked for in '88 or sone
other PCA, | don't know that we would necessarily be
here today with this kind of increase. Had you rejected
it and accepted the recomendati ons of Public Counse
and I CNU, we would be in nuch different circunmstances.
This thing has --

Q But so what is ny question. Here we are,
we're here today, we did approve the deferred
accounting. It didn't go as planned. The conpany

claine with a fair anount of evidence that does not
appear to have been disputed that it is in such a
financial condition that it needs recovery of sone of

t hose ampbunts now before we can ultimately determ ne the
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prudency or recoverability of it, so that's where we are
t oday.

A. Ri ght .

Q So let's get back to the reason for cutting
of f the June 30th, that was ny question. Wy are we --
why is your recommendation to allow recovery through
that period, but not after?

A Because we -- | think it's appropriate to put
a bound on the ampbunt that's on the conpany's books that
the original -- the initial petition cane to you and

sai d through June 30th, and M. Norwood in that
proceeding testified to you that said, if power prices
continue to escalate and continue high beyond that, we

will ask for more. | have sone serious -- | agree with
M. Schoenbeck, | have sonme serious doubts about sonme of
the actions. | have not conme to any concl usions yet,

nor has any other Staff about fromJuly 1st forward.
But what | wanted to do is establish a bound on what's
out there, let's solve that, let's provide for whatever
amounts are appropriate for recovery, and let's nove
forward with a rate case and a determ nation of what's
the proper PCA nechanism That was ny first --

Q You said the original, but let's see, what --
under the -- under our currently effective order, when
does the deferred accounti ng end?



A Well, that is a matter of interpretation of
the settlenent provision. M reading is there's a
significant question. | could argue that the deferred

accounting does termnate June 30th, 2001. The only
condition that the deferral was continued beyond that
date was under the settlenent stipulation and the plan
to manage it without a rate increase, and that was a --
the ability to continue the deferral beyond that date
was conditioned upon the conpany managi ng its power
supply bal ance to zero. There is a significant question
as to whether or not you have authorized any deferred
treatnent beyond June 30th, 2001
Q Well, | amreading -- | hope |I'mreading the

right order, but it says we -- it says:

The Conmi ssion orders that the existing

deferred accounting nechanismis

ext ended t hrough February 28, 2003, or

until Avista's deferral account bal ance

beconmes zero, whichever occurs first.

So isn't that presumptively the status of
things right now?

A. Well, is -- my questionis, is that only in
the context of their ability to manage it to zero under
the plan? | don't -- |I'munsure.

Q Well, | guess | don't want to read the



| anguage too nuch ri ght
specificity, in fact, |
di scussion at the tine,
the tine that all of us
as planned. | don't
counting on or assum ng
its way to zero

di scussi on on what

recal |

We t hought that
way to zero if things went well
happens if the market

now, | just can recall with sone
got the transcript of our

and | think it was very clear at
knew that it m ght not work out
a di scussion that we were
that the conpany woul d manage

it could manage its
but we had el aborate
price goes up

I"mhaving a hard tinme with is that
we di d approve the accounting

it would go until February

or down. We knew the risks.
So what

we did approve --

petition, and we did say that

28t h, 2003.

various amendnents to it
this proceeding is about.
me to ex post facto after the fact say,

ended two nont hs ago.

A. Well, but |
question in nmy mnd, and
conclusion to that, and

Q
A.

there's a series of
Q Okay.

But that's your
My recomrendation is to term nate,
reasons why to termnate.

Now t he conmpany is in here proposing

which is fine, that's what
But it seens a little odd to
by the way, it

said that it's a
don't -- | have not cone to a
| don't know as a matter
recomendation, to term nate?
and

and |



A And | was trying to go through those, and the
first reason, as | stated, was that |'m unconfortable
with the PCA, | nmean with the deferral nmechani sm acting

like a PCA, and the Commi ssion has rejected PCAs before.

The second thing is that, is the reason we
just discussed, is the settlement stipulation in effect
approved the continuation of the deferred accounting,
but on the basis that the conpany woul d nmanage it, but
how? So there is in ny mnd a question as to whether or
not the deferred accounting is -- is your approval of
the deferred accounting beyond June 30th, 2001, only on
condition that the conpany manage its deferred bal ance
to zero by February 2002.

Q So under that interpretation, as soon as the
conpany hasn't managed the deferred accounting petition,
it self term nates, or we determ ne after the fact that
it did term nate?

A There is a question about that.
Q Al'l right.
A The third, and this is the one that causes ne

t he biggest concern, this has to do with the accounting
of these costs under FAS 71, and M. Lott testifies
extensively to this. There is a problemwth the
conpany's bal ance sheets, and that uncertainty that's
surrounding what is it, what did the Conm ssion do, and
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is it appropriate for cost recovery. And then
t hi nk --

Q Well, let me stop on that one then, because
there's -- we have had quite a bit of discussion about
what the conpany does with its bal ance sheet, what the
financial advisors, what the banks | ook at, what
Deloitte & Tousche | ooks at, and my initial reaction
anyway i s, we have our job to do, and they have their
job to do, and we have to get whatever docunentati on we
need for our decisions, which can include, you know,
interimrates or surcharges or ultimte prudency, rate
case, et cetera, but that our job is not to tell the
bank or the conpany or the financial advisors for that
matter what should or shouldn't be on the bal ance sheet.
They're | ooking at us and what we do, and they can
listen to these proceedi ngs, and they can read our
orders, but that it doesn't seemto ne we should be
operating so that we can nmake sure that the bank or the
conpany gets the right thing on its bal ance sheet.

A Oh, | disagree, particularly when it comes to
regul atory assets, because Comnmi ssion orders create
those, and there's very specific guidelines. And
think if you would follow this up with M. Lott, he'l
be -- he can -- as a CPA he can testify to this further
But Staff's concern and -- is that it appears that the



conpany created a regulatory asset by the way it booked
it on its balance sheet, but I would prefer that if you
on the specifics of that and the testinony take that up
with M. Lott.

There is a real concern about the conpany's
actions to date regarding these deferred power supply
costs and how they booked them and the position it
ultimately puts the Commission in for |ater cost
recovery. |It's a big concern of Staff's, and I would
ask you to please take up that further with M. Lott.

But | have tried to summarize in a genera
way why |I'mrecomrendi ng and why Staff is recomrendi ng
that the deferral stop with the third itemon ny
testinmony there beginning on line ten. But | do believe
that what you do is significant in that regard, that you
are telling the conpany what it can and can't do with
respect to regulatory assets on its bal ance sheet.

Q But don't we do that on the tinetable and
conditions that we operate within, that is perhaps sone
emergency relief and perhaps a |later Phase Il or a rate

case? The phrase kept occurring to me as | was
listening to this that accounting is a good servant but
a poor naster. That is, we need to take into account

all this accounting, but bottomline, aren't we trying
to deal with the real world here, which is the whol esal e



mar ket and hydro conditions, et cetera, turned upside
town down and topsy turvy in the |ast year. CObviously
anyone who had to buy power in that market had to pay a
very high price. Obviously that woul d change the

ci rcunstances for any conpany, whether they're, you
know, a net seller or a net purchaser. They're al
affected by it. Al of the financial community | ooks at
the West differently because of this.

So here conmes Avista telling us their
particul ar circunstances, that they need sone kind of
relief soon, and aside from accounting types of
consi derations, and bearing in mnd sone of the genera
regul atory principles, aren't we here to address, one,
whet her they have got an energency and need emergency
relief, and if so, how do we address that emergency, not
really how do we get to the next rate case, but how do
we address whatever it is that is causing their
precarious circunstances, within limts?

A Right, and this is what the Staff crafted a
recommendation for the Commission in -- with that in
m nd.
First off, | wanted to get to the point that

you nmade or the question that you had about accounting
and the master, and are we a master or a slave to it.
For regul atory accounting purposes and the creation of a



regul atory asset, that -- the ability to do that is by
order. It's very specific. And that there are specific
requi renments, and there are specific guidelines under
GAAP and how those -- how those regul atory assets ought
to be recogni zed, and Staff has serious concerns about
what your order stated and what the conpany subsequently
did with those deferred power costs and how it --

Q But isn't it the bankers who make their own
deci sions about -- | mean they can read our orders. O
are you saying the conmpany should not have -- well, are

you saying we do or don't have control over how the
conpany presents itself to the external world? Do we
have control over that?

A Yes, when it cones to regulatory assets and
the creation of those.

Q Wel |, we have control over our own orders and
our own proceedi ngs, and we can decl are sonmething -- we

can set up a deferred account, we can allow recovery, we
can not allow recovery.

A Well, but you also |ook at your -- now I'm
not trying to practice |law here, but I would al so
commend you to the statutes regarding the Commission's
authority to be very prescriptive about books and
accounts and the records that the conpany keeps and how
it presents itself for purposes of accounting, both on



the regul atory side, and then | think this is always
kind of a very tenuous thing with this particular issue
is that you are right, the power markets did go hayw re,
not -- but it wasn't just the power markets that went
haywi re, there are issues about the conpany's decisions
to be short. There are issues about how a deferral is
calcul ated. There are issues, you know, you have those
i ssues that you outlined in your order. W need to get
to those to say, before the conmpany can reasonably
recover those, they have to address all of these issues,
then it's appropriate for recovery, then you can put it
on the bal ance sheet.

My under st andi ng of what your order did was

say, here's -- you're going to have these power costs,
book them cone back | ater once you have -- you can
address these issues, and we will determine their

appropriateness. Staff's concern is precisely how they
did it and what they reported to the financia
comunity, and it has created a burdon on their bal ance
sheet that's now put the Commission in this position in
my estimtion.

Q Let me turn to a different case, and that is
Paci fi Corp's last rate case; were you involved in that
case?

A Yes.



Q Didn't we there authorize a permanent rate
wi t hout finding prudent some of the assets that
presumably the rate covered?

A That's correct, but one of the issues in that
case, | recall the testinony and the dial ogue that we
had regarding that, is that one of the problens that you
have in a prudence determination is first off, was the
conpany prudent. And then the second question, and this
is the nore difficult one, is how do you hold rate
payers harm ess. And | felt that the rates that we were
providing under the rate plan for PacifiCorp, even if we
got to a finding that the conpany on one particul ar
resource or another was inprudent, | didn't feel that
the renedy that Staff would have proposed in that
context would have gotten to a point where the rates
that were proposing fromthe plan were not fair, just,
and reasonabl e.

Q So like the conpany in this case and
M. Schoenbeck to a | esser extent in this case, in the
Paci fi Corp case, you felt confortable that we could go
ahead and authorize a rate even though we had not and
still have not, unless it came through on a consent
order, determ ned the prudency of sone of the costs that
were probably included in those rates?

A That's correct.



Q Al right. So now | want to junp back to
this case. One of the points that the conmpany is making
and M. Schoenbeck to a | esser extent is that there are
enough costs that have accunulated in the deferra
account on which one or the other is confident that they
will recover, that in the one case of a 30 nonth
recovery period or in the other case a 15 nonth recovery
period of a 33% plus rate increase is justified.

A MM hm

Q Is that how you would read their --

A The conpany's case and M. Schoenbeck's | CNU
case? Yes, well, M. Schoenbeck's case and the conpany

case are a lot different in that regard. The conpany's
case is extending out for a substantial period, |ooking
at estimates including capital costs for Coyote,
calculating deferrals, and saying here's how nuch we
need to get this to zero.
M. Schoenbeck took a very limted view, and

this is sonething that Staff would do in Phase 11
M. Schoenbeck had enough tinme to generate what he woul d
be confortable recomendi ng to the Comm ssion as
appropriate for Phase Il recovery, an anount.

Q Al right. But he had enough confidence
anyway that through the June expenditures, he felt there
was about a 95%recovery of the ampunt that he -- 95%--
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he was about 95% sure --

A Ri ght .

Q -- that all of the conmpany costs, | think,
woul d be recovered, sonmething along those lines. So ny
guestion to you is, let's just take that sane tine
period, of why aren't you approximately as confortable
as M. Schoenbeck?

A Well, we have not done the analysis, but our
recomendation is to provide the tenmporary -- an
approxi mati on of the anount that the conpany is seeking,
some 33% for a 90 day period. Wthin that period as
expedi tiously as possi ble solve the prudence question.
Prudence, | nean all of -- I'musing it like M. Evy
used the word, and then -- then we will have an ability
to apply that to the deferrals, and the conpany can
anortize that. Staff has not had the opportunity to do
t hat anal ysi s.

Q well, it --

A We did the analysis on the flip side that
M. Schoenbeck didn't do, and that is if you apply the
i nterimstandards, how nuch? So that's the analysis
M. Schooley did. W took slightly different tracks,
but I think we cane remarkably close in our
recomendati ons, that he has a | evel of costs that and a
way to calculate those that, as | read his testinony,
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seenmed to be, on the limted basis that | have anal yzed
it, seens reasonable.

I don't know what Staff is going to do. W
have i ssues about how do you cal cul ate the --

Q You need to keep your answers shorter

A I'msorry.

Q | really do lose ny train of thought, and
have nore questions, and | sinply can't renenber them

A Okay.

Q Back when you were tal king about wanting to
expedite the Phase Il process before the end of the

year, you didn't say to the end of the year, but | want
to contrast that with the Pacifi Corp case, because there
the Commi ssion was very concerned about setting in rates
-- putting in rates that -- without finding prudency and
waiting for five years until we would determ ne that

i ssue, or possibly one year, a one year proceeding.

And one of the argunents there was, there
wasn't enough time to really do a good job on prudency.
And, you know, there was testinony about if we had to
hurry up and do prudency that a couple of counse
woul dn't be able to put a good record in and et cetera,
et cetera. And if we took a whole year to determ ne
prudency, we would have | think the termwas sone
el egant report to sit on the shelf for the next four



years. That was M. Lazar's phrase
So | will put that same question here. W
can either kind of take, you know, nake sonme kind of
judgment and grant relief subject to a fairly thorough
review of recoverability, including prudency, or we can
really not go forward, 90 days is 90 days, but it's no
assurance for anything after that, and force oursel ves
to answer all of those questions very quickly and
perhaps hastily | guess in order to satisfy what,
guess in order to be certain that our order is the
correct one and to get it on the books in time for the
year, to finish before the end of the year
And what | am struggling with is why it's so

important to do it in that format. Wy not | ook at the
conpany's situation, grant sone relief subject to
refund, take the time that we need and that does -- that
just -- that is an amount of tinme that's really not
responsi ve and can't be responsive to energency
situations, but correct it later if need be, all with
the very |l arge caveat that whatever we do to begin with,
I think we have to have, you know, a rough certainty, |
mean a rough confort wth.

A Well, if -- | guess in your hypothetical in
trying to answer it in the context of Pacific and this
case and the accounting order and what you're



confortable with, if you want to amend your accounting
order to say that this level of cost is appropriate for
cost recovery, that's well within your discretion. |If
you have enough confidence in the evidence that's before
you to do that, then that's your prerogative.

What Staff tried to do was stay true to your
orders and what you had previously done with respect to
setting up this deferral. And if your confort level is
such that sone anobunt of refund they're entitled to and
you want to go forward on that basis, | think that you
may do that, and |I'm not so sure what other parties
m ght do as a result of that order, but it -- | think
that -- | think you have that discretion

But your order says no cost recovery unti
you denonstrate prudence, and so that's what Staff tried
to craft, a renedy to deal with this very conplicated
case and be true to what you said in your prior orders
and be true to the interimrelief standards and our
overall general rate making policies and principles that
we use for general rate applications. That's what we
tried to do. We tried to put it all together in a
package that fits. This was our best shot.

Q But do you think that adhering to all of
those factors al so responds appropriately and can
respond appropriately in general to enmergency



situations?

A You have that discretion, but if you do that,
my testinony is to be very careful in your order to nake
clear that you're doing it -- that interimrate relief

bel ongs in a general rate case, and because it's the
nature, you have everything in front of you, and this is
the Staff recomrendation, that this -- this is a
surcharge and how -- and | think Staff strongly believes
that you need to nake that finding of prudence and
appropri ateness and address those issues that you
identified in your order before you provide cost
recovery. That's what your orders stand for today.

Q What is the difference between interimrate
relief when a rate case has been filed and we grant
interimrate relief pending the outconme of the rate case
and this request, we will call it a surcharge, if the
same conditions are net and there is going to be a rate
case filed? Wat do you see as the distinction there?

A Well, in the general rate case, | think that
you have nore information in front of you regarding
things that we have not yet had a full evaluation of,
and that is construction budgets, deferred operation and
mai nt enance that's reasonable, the fully restated
operations of the conpany, and you're evaluating a
request pending the outcone of a final order on our



restated pro forma results of operations. That's what
interimrate relief has stood for for many years in this
agency, and that's what we're trying to advocate that
you continue to adhere to. So we tried to create a

bri dge, a stopgap nmechani sm so we can get to that
process, and this is what we came up wth.

Q | guess the last question | have is if we do
adopt the Staff's reconmmendation, do you believe that
the conpany will remain financially viable and heal thy?

A Yes.

Q VWhat's your grounds for that?

A. Well, first off, | believe the conpany is --
gets the relief it has asked for. The second --

Q Well, it clearly wouldn't. | mean we would
be adopting the Staff -- my hypothetical was if we adopt

the Staff reconmendation, which clearly isn't what the
conpany is asking for.

A The conpany -- and | would ask you to pursue
this technical issue about the cash on the bal ance
sheet, but there appears to be sone issue about the
Staff recommendati on and whether the relief that you
grant is sonehow encunbered and can't be used. |
believe that if you grant the interimrelief subject to
refund, it becones general cash, and the conpany can pay
down short-term debt, and that inproves its financia



flexibility.

The second thing that's a benefit is you
establish a tinme line for when the prudence will be
resolved. W have to get that nonkey off our back for
everybody's benefit. You have to determ ne what's
proper for recovery. Get that resolved as expeditiously
as possible, and it's not whether the conmpany has to
wite off $50 MIlion or $5 MIlion or all of it, but
the fact is it's uncertain. |If they have to wite all
of it off, it's final. W -- then at |east that's water
under the bridge, the financial conmunity now can | ook
at the conpany with fresh perspective and |look at its
prospects. But that deferred asset on its books is
creating uncertainty that the financial comunity is no
| onger tolerating.

Q What would be the effect if we authorized the
surcharge as requested by the conpany, that is for the
next 30 nonths or 27 nonths, whatever it is, but had an
expedi ted Phase Il proceeding to determ ne the prudency
of whatever, | suppose whatever costs had been incurred
thus far, and so finalized those before the end of the
year, but didn't start out in advance with a cutoff date
of 90 days?

A That's an option.

CHAl RMOMAN SHOWALTER:  Thanks.



THE W TNESS: You're wel cone.

EXAMI NATI ON
BY COWM SS| ONER HEMSTAD:
Q Under the Staff proposal, what will be the
situation after June 30 of next year?

A O next year or --

Q Well, I'msorry.

A This year?

Q There are so many dates floating around,
have to go back to ny notes, |I'msorry.

A. I understand your question. The option would
be that the conpany could -- would have to do one of two
things. |t depends on what your order said. |If it said
no deferring whatsoever --

Q Well, I'"masking if we adopted the Staff
proposal

A If you adopted the Staff proposal, then the

conmpany woul d have to begin to recognize the expenses in
power supply as they are incurred.

Q Because a deferral would have been cut off?
A The deferral would have been cut off. There
woul d be no even basis for creating a side -- an

account. There would be no basis for even booking it in
186 to m scel |l aneous deferred debits.



Q Okay. And | believe the conpany testified
yesterday that it would be in a situation when then they
woul d have to wite off whatever the renmi ning bal ance
that had not been collected with the surcharge?

A Well, the witeoff is an incorrect term
They woul d have to expense it in this period, so their
financial statenments would reflect the expense. The
writeoff has to do with the piece up to June 30th that
we're saying is deferred and subject to Phase I
That's already on their books, and the question is,
what's properly recoverable, and if it's all recoverable
and it all stays on their books and there's some kind of
anortization and there's sone kind of recovery nechani sm
and there's no witeoff. But fromJune 30th forward,
there's no witeoff, there's the expensing of those
power supply costs for current financial reporting
pur poses.

Now one option the conpany could do is cone
back before you and petition for a side record so that
it could ask for cost recovery of those deferred --
those heretofore deferred power supply expenses for
recovery in the future rate case. That would be one
option the conpany mi ght have under Staff proposal

And then as M. Schoenbeck testified and sonme
di scussions | have had prelimnarily with Staff on that,



is that there are major concerns about the ongoing
deferred anounts in the decisions for the July 1st

period forward. | think, and in answer to one of your
guestions, | think a couple of the deal sheets are
already in the record, | think they're through

M. Norwood. |If you give ne a nonent, | will give you

the specific cite to those exhibits would be 109-C, so
those transactions in that time frane, there's some
signi ficant concerns about the propriety of those and
what actions the conpany took. So we have to

i nvestigate that.

But it's not to say that the conpany coul d
not come back again and saying, fromthat period
forward, let us create the side record and let us create
sonme kind of nmechanismso that we can bring those costs
to you and ask for cost recovery in a future case. But
then it's very clear and unequivocal that there's no
basis for including that on the bal ance sheet.

Q If my nenory serves me correctly, | think the
conmpany's testimony yesterday was to the effect that in
so many words that that would not be acceptable to their

bankers. |Is that how you heard it?
A Yes, that's how | heard it.
Q You're not a banker, | realize, do you have

any opinion with regard to that concl usi on?



A Bankers like certainty, and that's -- that is
-- with that kind of creed in mnd, if you provide sone
certainty as to what you're going to do and what's goi ng
to be the outcone in a process, | think that goes a | ong
way for the conpany to finance, to obtain the necessary
wai vers, and to get through this problematic tine.
That's my opi nion.

Q Coul d you succinctly describe to me how, in a
summary form how the Staff proposal conpares with
| CNU s proposal through M. Schoenbeck, or what are the
di fferences, the significant differences?

A. The significant -- the first significant
difference is M. Schoenbeck woul d continue the deferred
accounting and create the specter of possible witeoffs
in the future. And Staff would prefer not to have that.
So that's one difference. M. Schoenbeck's proposal is
different in the sense that he has done a Phase |
analysis. He basically testified today what ICNU is
prepared to provide for Phase Il |evel of recovery.

Staff has not done that.

So let's just say hypothetically that the
Staff would | ook at M. Schoenbeck's anal ysis, and say
we support that, then you would have then in Phase Il a
basis for saying this is appropriate, and we presented
that recommendati on and cut through the process, you



woul d have an amount that you could say woul d be cost
recovery, and that would be certain. You would stil

have -- as | said the difference is for -- we're
recommendi ng the deferral stop. He says continue it,
give ne sonme nore tine to evaluate, and then I wll tel

you how nuch in that second piece that the conpany
shoul d be provided.

And his -- the other difference is the
treatment with respect to the PGIT.

Q ["msorry?

A The PGE

Q Oh, PGE?

A. PGE noney and accel erated anortizati on of
t hose amounts, and | think that's --

Q Well, nowthere's a significant ultimte
difference in surcharge level. You stand at 32% and
he's at 11% thereabouts?

A Ri ght, and that difference is caused by the

testimony that you heard earlier that he did not | ook at
the financial covenants and the ratios in the very near
term where Staff took the other side, and we put our
efforts into that anal ysis as opposed to what woul d be
the reasonabl e anpbunt for a prudence determ nation in
Phase Il, so we -- and that's why you have a difference
COW SSI ONER HEMSTAD:  Thank you.



EXAMI NATI ON
BY JUDGE MOSS:

Q Just a couple of things to clear up for ne.
You used the termside record. I'munfamliar with that
term | wonder if you could define it for ne.

A Woul d you pl ease ask M. Lott that?

Q Al right. And it my be that | should defer
this question to M. Lott as well, it's related. As |

under st ood sone of the earlier testinony in the
proceeding, if the Comm ssion were to term nate the
deferral account as of June 30, 2001, per Staff's
proposal, there -- it apparently is the case that there
wi |l be an accunul ati on of otherw se deferred power
costs that will accrue during July, August, and

Sept enber that was in an ampunt of about $74 MIlion, if
| recall correctly. And but there was a suggestion at

| east in sone of the testinmony that | am presuning under
principles of retroactive rate nmaking that that noney
woul d never be recoverable by the conpany. And this
side record may be the way Staff, for lack of a better

word, finesses that point and says, well, no, that's not
necessarily the case, perhaps you could include that $74
MIllion in sone future rate case. But under the usua

principles of regulatory rate nmaki ng, past costs that



weren't recovered during the period when they were
expensed are never recoverable.

A That is correct, but this issue of what is
retroactive rate maki ng has been very contentious in
this building since the Conm ssion first approved
Puget's energy cost adjustnment clause. W call it ECAC,
E-C-A-C, the ECAC. In -- and | would conmend you to
| ook at the Sixth Supplenmental O der where that was
reopened. The Conmi ssion made a distinction in that,
and here's the best that | can explain to you what --
why the Commi ssion has determined that what we do with
deferred accounting is not retroactive rate making.

Q Well, 1 understand that piece.

A Okay.

Q It's the $74 MIlion is not going to be part
of a deferred account under your proposal. That's why
"' m concerned about it.

A Well, if you create the side record, and
there's a -- there's -- | don't know the cause, but

there was a side record created in a Puget case
regarding, and I would ask you to follow up with

M. Lott, the Conmmission in a previous case created a
side record for sone deferred or sone nuclear costs, and
it ruled that -- it kept the side record so it could
deternmine what to do with themin a rate case, and then
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it determined in a rate case it had the authority to
| ook at that side record and determi ne what's the
appropriate way to treat them

Q Hm

A But | did want to add one other feature is
that in this kind of pendency phase, one thing that
m ght be an option to consider is that the side record
could be, you know, a material disclosure on the
financial statenment, that we are booking these, but
recovery is clearly uncertain pending this other case.
But you -- depending on how | ong you take, that thing
bui Il ds up, and, you know, the distinction between side
records and deferred accounting and 186 and regul atory
assets, the specifics, | would say M. Lott is the
person to clarify those for you. But | do know we have
addressed those in the past with Puget, and there nmay be
anot her instance, but it's not coming right to ny nind.

Q But | draw from sonme of the remarks you have
made that both because retroactive rate issues are by
their nature somewhat controversial and certainly not
crystal clear in the professional literature or perhaps
in the minds of all of us in the room that is
tantamount to creating uncertainty if we treat it that
way. I n other words, soneone can make the argunent that
that's retroactive rate making and that those costs can



not be recovered unless they are clearly in a deferred
account and therefore subject to future treatnent?

A. Ri ght, and, in fact, that's the position we
are in today, that if, in ny mnd, is that the
Conmi ssi on exposes itself to that very kind of |awsuit.
If it were to provide sone kind of cost recovery without
a finding of prudence, that there is this potential for
sonmebody to bring back that cause before a superior
court and question the propriety of recovering those
costs before a finding has been nade that they're
appropriate for rate making and prudently incurred.

Q Does that take into account that they would
be being collected subject to refund specifically
condi tioned upon there being a prudency finding?

A | can't answer that. | don't know -- | --
that's just way -- real speculative now. It's way out
t here.

Q Changi ng subjects, you suggested in part of

your response to sone of the other questions fromthe
Bench that the Staff proposal is | think you used the
word true to the Commi ssion's prior orders, and the
gquestion | want to put to you, isn't the conpany's
proposal also true to those orders in the sense that it
calls for the collection of these dollars subject to
refund and woul d set up a process different fromyours,



but set up a process to consider these lingering issues
fromthe prior orders?

A. No, it's not. And the very real difference
is that the conpany wants to take those dollars, and
once they start collecting them to begin to anortize
the deferred anpbunts on its bal ance sheet. That's the
critical difference.

Q And is that for regulatory accounting
pur poses, for financial accounting purposes, or both?
A Bot h.
Q And to clarify another point related to that,

whi |l e the Conm ssion does exert nore or |ess plenary
power over regulatory accounting by the conpany, we
don't really except indirectly exert control over their
financi al accounting, do we?

A | would defer that to M. Lott. | think for
pur poses of FAS 71 and what your orders stand for and
what's out there, you may have that authority, but I
woul d defer that to M. Lott.

JUDGE MOSS: Okay, | will take it up with
him That's all | have. Thank you very nuch.

MR, MEYER. May | have very limted recross?

JUDGE MOSS: Based on the questions fromthe
Bench?

MR. MEYER:  Yes.



JUDGE MOSS: Al right.
MR. MEYER  Thank you.

RECROSS- EXAMI NATI ON
BY MR. MEYER

Q Conmi ssi on Henstad tal ked about or engendered
a discussion about the $74 MIlion worth of deferred
costs incurred in the July through Septenber tine frane.
Do you renenber that colloquy?

A Yes, | do.

Q Okay. And you were al so asked about whet her
those costs, if not reflected in a deferred accounting
mechani sm that was conti nued beyond June of this year
woul d ever be recovered through rates. Do you recal
t hat di al ogue?

A | recall, but I'mnot sure | would
characterize it -- if you can nmaybe rephrase the
questi on.

Q Well, let's approach it in a different way.

Whet her we characterize the $74 MIlion as costs that
woul d be "written off" or as costs that would be
"expensed" during the third quarter, given your

proposal, what do you think the probable reaction of the
i nvestment conmmunity would be to a situation where

Avi sta was expensing in the third quarter $74 MIllion in



costs if it could not recover those fromrate payers?
A Well, there, candidly, there would be sone

concern on an ongoing basis. But the question in ny
mnd is still, are these costs appropriate for a rate
recovery. So the uncertainty is still there. | think
to the extent that there m ght be sone finality with
that and to the extent that these would be expensed and
that's how they're booked, | think the financia
comunity, like I responded to Comr ssioner Henstad,
steady uncertainty is what bankers don't |ike.

MR. MEYER  Thank you, that's all | have

JUDGE MOSS: M. Trotter, redirect?

MR, TROTTER: Thank you.

REDI RECT EXAMI NATI ON
BY MR, TROTTER
Q Wth respect to the Staff's recomrendation to
have the deferral ternminate effective June 30, is that
part of the overall plan that the Staff is proposing?

A Yes.

Q Should it be considered in that |ight?

A Yes, it should be.

Q One of the questions you were asked about,

and let's just turn to page three of your direct
testimony, the 32.6% rate increase for 90 days subject
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to continuation. Could you turn then over to page four
I's the continuation that you had in mnd described on

line -- beginning on line 127

A Yes.

Q Now with respect to the issue of what's been
call ed Phase Il issues, the recoverability issues, is

the Staff's ability to expeditiously address those

i ssues dependent on the conpany filing its direct case
and responding to the outstanding data requests on those
i ssues?

A Yes, we still have significant anounts of
data requests outstandi ng that have not been responded
to and that are critical to our evaluation of the
propriety of those costs.

Q Is the Staff committed to expeditiously
resolving the general rate case that the conpany itself
is conmitted to file?

A Yes, we are.

Q And if the conpany files a case that
m nimzes to the extent possible contentious issues,
will that pronote the process?

A. Absol utely.

Q You were asked sone questions about
conpliance with financing covenants. |s M. School ey

the witness that discusses that issue for Staff?
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A Yes, he has done the anal ysis and has the
recommendat i on.
MR, TROTTER: That's all | have, thank you.

JUDGE MOSS: Thank you, M. Trotter
One question and answer there pronpted nme to
ask yet one nmore, M. Elgin.

EXAMI NATI ON
BY JUDGE MOSS:

Q M. Trotter asked you about the pending of
the deferral being a part of Staff's overall proposal
and it should be viewed in that context | believe was
your response. And there's sonme direct testinony also
that | eads nme to the question of whether it is the case
as the Commi ssion considers what to do, the Commi ssion's
view of Staff's proposal should be one of it all hangs
together or it all falls apart. |In other words, is
every elenent of it necessary to be adopted in your view
if it's going to work?

A No.

Q And what could we safely put to one side, as
it were?

A I think that you could safely continue the

deferral but recognize that the balance is grow ng, and
the bigger the balance gets, the nore difficult it is



for the Commission in my mind ultimately to say sone

| evel of these costs are inappropriate in cost recovery.
My experience in that regard is with the

Puget Sound Power and Light prudence case, that the

adj ustnment was so big that it was very difficult in ny

m nd when readi ng the Commi ssion's order for it to nake

the proper renedy for rate payers on the cost side. So

you could do that, but | would caution you there, it

just grows.

I would not provide -- | would seek sone --
if you want to provide the interimkind of relief that
we recomrend, and | would say that you -- that's the

thing that ties that together is no anortization unti
we get the prudence finding. Those two things are
i nsepar abl e.

The deferral, the continuation of the
deferral and that outcone and what we do in the case, |
think that's one that you could -- and | believe that
t he Conmi ssion should stick to the evaluation of interim
relief in the context of a general, where we have nore
information in front of us to make a fully informed
deci si on about covenants, financing, budgets,
construction, options, decisions, and how we proceed
there to get the conpany over its need for interimrate
relief.



JUDGE MOSS: COkay, thank you.

EXAMI NATI ON
BY CHAl RMOMAN SHOWALTER

Q You said no anortization until there's a
prudency finding, anortization of what?
A The deferred anpunt on their bal ance sheet,

the $109 MIlion that's through June 30th plus the $74
MIlion that's fromJuly 1st to present that's been
testified yesterday and today, those anounts.

JUDGE MOSS: Anything further?

Al right, M. Elgin, we thank you very nuch
for your testinony, and we believe we can rel ease you
fromthe stand subject to recall as we have the other
Wi t nesses.

We will be off the record for a ninute.

(Di scussion off the record.

(Recess taken.)

(The followi ng exhibits were identified in
conjunction with the testinony of THOMAS E. SCHOOLEY.)

Exhibit 401-T is Pre-filed direct testinony.
Exhi bit 402 is TES-2 Financial Indicators: Actual Fixed
Charge Ratio conpared to Projected Fixed Charge Ratio.
Exhi bit 403 is TES-3 Fi xed Charge Coverage Rati o.



Exhi bit 404-C is CONFI DENTI AL | CNU Cr oss- Exam Exhi bit:
Testi mony Wor k Papers.

Wher eupon,

THOMAS E. SCHOOLEY,
havi ng been first duly sworn, was called as a wtness
herein and was exam ned and testified as foll ows:

DI RECT EXAMI NATI ON
BY MR. TROTTER

Q M. Schooley, referring you to Exhibit 401
your pre-filed direct testinony.

A Yes.

Q Does that constitute your direct testinony in
this case?

A Yes.

Q If | ask you the questions that appear there,
woul d you give the answers?

A G ven the errata sheet handed out, yes.

Q You al so sponsored two exhibits, Exhibit 402
and 403?

A Yes.

Q And are those two exhibits prepared by you?

A Yes.

Q Are they true and correct to the best of your
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know edge?
A Yes.

MR. TROTTER: | nove the adm ssion of
Exhi bits 401, 402, and 403.

JUDGE MOSS: Being no objection, they will be
adnmtted as marked.

MR. TROTTER: The witness is available for
Cross.

JUDGE MOSS: M. Meyer.

MR. MEYER |'mgoing to pass on cross in the
interest of time. Please don't draw any inferences from
that. And | also, of course, reserve the right if
anyt hing el se cones up to ask perm ssion for sone cross.
If any other cross triggers sonething or Comm ssioners
-- the usual procedure. But short answer, no cross at
this tinme.

JUDGE MOSS: | have forgotten who is next, |
guess it's you, M. Van Cl eve.

MR. VAN CLEVE: Thank you, Your Honor.

COW SSI ONER HEMSTAD:  Counsel nust be hungry
or sonet hi ng.

THE WTNESS: |'mglad you agree with
everything | said.
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CROSS- EXAMI NATI ON
BY MR. VAN CLEVE:

Q M. Schooley, if you could | ook at page ten
of your testinony, and starting at line 13, you lay out
six standards for interimrate relief. Are these the so
cal l ed PNB standards?

A. Starting on page ten, you say?

Q Ri ght .

A Yes.

Q And in your view, has the Staff had an

opportunity to adequately consider the application of
each of these standards to the petition filed by the
conpany in this case?

A No, we have not adequately had tinme to
consider all of these standards. W did the best we
could within the few weeks we had.

Q If you could refer to Exhibit 403, which is
your Exhibit TES-3.

A Okay.

Q Is this the spreadsheet that shows how you
came up with the proposed 32.6% rate increase?

A. Yes. You're |ooking at page one, | assune.

Q I'm | ooking at page one. And could you just

tell us what the difference between page one, page two,
and page three is?



A Page one is under the hydro assunptions that
the conpany has used. Page two is if the assunptions
were changed to critical water levels instead of beyond
critical water levels. And page three is assum ng that
normal water returned, normal hydro | evels returned
i medi ately.

Q So if we |ooked at line 17 on each of pages
1, 2, and 3 of that exhibit, it would show the indicated
rate increase under each of those scenarios that would
be needed to achieve a certain fixed charge coverage
ratio; is that correct?

A. Yes, line 17 in the right-hand col umm, yes.

Q Okay. And is your analysis of the need for a
32. 6% rate increase based solely on an anal ysis of the
i mpact on the fixed charge coverage ratio?

A Yes.

Q On page 1 of Exhibit 403, if you look on the
| eft-hand colum, line 19.

A Yes.

Q And the figure $178,000,214; do you see that
t here?

A. Ri ght .

Q That is under the heading at the top that

says add back financings.
A Ri ght .



Q Can you tell us what that nunber represents?

A That comes fromthe conpany's response to our
Dat a Request Number 166, which asked for a budget of
conmon stock sal es and i ssuances of bonds and ot her
debts for the bal ance of 2001. Anpbng those itens are
two comon stock issuances and two construction | oans
for Coyote Springs Il. Those are the ones | chose out
of there as being the nost likely for the conmpany to
acconplish during this year. There's also preferred
stock, possible, and other short-term debt borrow ngs
whi ch don't necessarily count in the calculation of a
fixed charge

Q How much equity did you assune that the
conpany woul d i ssue this year?

A Their projection is that they would issue
$67, 600,000 in the second half of this year

Q If they issued nore equity than that, it

woul d reduce the ampunt of the necessary rate increase;
is that correct?

A It would reduce -- they're not necessarily
linked. It would reduce the amobunt that they may need
to meet their fixed charge ratio. It's sort of a

chi cken and an egg type situation where you need to have
the surcharge or revenues in order to finance, but you
need to have the financings in order to nitigate the



amount of the surcharge needed. So whether they would
have the bankers agree that issuing stock was a w se
thing to do is yet to be decided.

Q Do you know how nmuch equity the conpany woul d
have to issue to achieve its goal of a 50%equity ratio?
A | believe their data responses, which | don't

know if that's an exhibit yet or not, but | think they
said 220 M1 Iion.

Q Now just as a hypothetical, the 178 MI1lion
for add back financings that you have in the line 19 on
the left-hand columm of this exhibit, would you accept
subject to check that if we put a 220 MIIlion nunber in
there that the rate increase necessary to achieve the
coverage ratio mnimum woul d be reduced to approxi mately
209®

A If you have done the cal culations right, |
wi |l accept that subject to check

Q And woul d you al so agree that the sale of
Coyote Springs Il would reduce the necessary rate
i ncrease to nmeet the mnimumfixed charge ratio?

A. It may do so in the inmmediate term | don't

know i f that would be the long-term fit any long-term
obj ectives of the conpany or what Staff and the

Conmi ssion nmay see as the wi se objective in the

| ong-term either.



Q But nmy question is what the inpact on the
fixed charge ratio would be of selling Coyote Springs
12

A. I haven't done any analysis to that effect.
It seens like if you have reduced your need to borrow,
it may inprove your fixed charge ratios. Wether that's
a -- again, | don't knowif that's the wisest thing to
do, nor are we in a proceeding that shoul d determ ne
t hat .

MR. VAN CLEVE: That's all | have, Your
Honor .

JUDGE MOSS: Thank you.

M. ffitch.

MR. FFI TCH: Thank you.

CROSS-EXAMI NATI ON
BY MR. FFI TCH:

Q Good afternoon, M. School ey.
A Hello, M. ffitch.
Q You're the wi tness who exam ned the conpany

financial information and made the cal cul ati on that
about $20 MIlion of added cash flowin the fourth
quarter was needed; is that right?

A Yes.

Q And if you |l ook at page 22 of your testinony,



00658

which is Exhibit 401-T, there you say that the one
speci fic index you were able to analyze in the tinme
avai l abl e was the fixed charge coverage ratio, correct?

A Yes.

Q And so it's correct, | take it, that your
analysis did not | ook at the interest coverage of the
conpany? You did not |ook at the interest coverage of
t he conpany?

A I"'mtrying to determine if that's any
different fromthe fixed charge coverage. | didn't |ook
at that as a separate item

Q Did you | ook at earnings per share of the
conpany?

A No.

Q Did you | ook at the market to book ratio of
t he conpany?

A No.

Q Did you ook at trend in the rate of return
for the conpany?

A I think I nmentioned that in ny testinony, but
| didn't look at that. See, | think our proposal is to

all ow the conpany the opportunity to show its own needs
for interimrate relief within the next 90 days, and
therefore, they would have the opportunity to continue
beyond the 90 days that we have suggested for the



percentage that we have suggested. That's -- | nean it
gi ves the conpany the opportunity to do its own work
Q But you have not in making your

recommendati on here | ooked at any of the factors | have
listed so far?
A No, we had little time to go that in depth.
Q Did you anal yze whet her the conpany had an
inability to generate sufficient capital frominterna
sources to finance its construction needs?

A That seened apparent fromthe conmpany's
testi nony.

Q Did you do an analysis of that?

A. Ot her than | ooking at their nunbers they
present ed, no.

Q Woul d you accept subject to check that all of
those elenments | just |isted have been used by the

Conmmi ssion in applying the PNB test for specifically the
fourth el ement of the PNB test?

A Yes, those -- that's specifically why | chose
one that | could do in a relatively short order and why
we suggested that the conpany file a general rate case
very soon with an interimrate request where they could
show on their -- having their own full |evel of
know edge that they should deserve interimrates.

Q So your proposal in this case is that they be
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gi ven a surcharge prior to meking that show ng?

A Yes, we're basically spotting them 90 days.

Q Did your analysis take into account the $60
MIlion in capital expenditure cuts to which M. Ey
testified yesterday?

A | didn't have that know edge at that tine.

Q So again, the one financial index upon which
you based your testinony was the fixed charge coverage
rati o, correct?

A Yes.

Q And if we go to page 18 of your testinmony, at
lines 8 through 10, you say:

The main reason for this dramatic clinmb
in this measure, a fixed charge coverage
ratio, is the use of the revolving line
to finance the Coyote Springs |

proj ect.
A. Yes.
Q Now | realize that M. Van Cl eve just touched
on this same ground. | take it though from your

testinony that if sone other disposition was made of the
Coyote Springs project, presumably that would have a
beneficial effect, since you have identified this as the
mai n reason for the decline. Wuldn't that be fair to
say?



A Yes, and that beneficial effect could cone
about if they were able to obtain public financings,
forward financing that doesn't count against the fixed
charge ratio. Selling it would be another probably nore
drastic way to acconplish that.

Q O sell a part of Coyote Springs?
A Sur e.
MR. FFITCH:. | don't have any other

questions, Your Honor, thank you.
JUDGE MOSS: (Questions fromthe Bench.
CHAl RWOMAN SHOWALTER: | have just a couple.

EXAMI NATI ON
BY CHAI RMNOVAN SHOWALTER:

Q If you could turn to your Exhibit 403.
A Yes.
Q Page two, as | understand it, this is a set

of cal cul ations based on critical hydro year or critical
what is the question?

A Return to the level of -- the planning |evel
of critical hydro that has been used by the Northwest
Power Counsel .

Q Okay. As opposed to |less --

A As opposed --

Q -- to be belowcritical, which is page one.



Yes.
O for nore normal --
Which is the conpany's --
-- whichis --
-- projection, yes, right.
. But focusing on page two, you get to an
ultimate calculation on line 17, the right-hand col um,
of the surcharge indicated, and I'mtrying to get a
sense of what other assunptions are inplicit in this
page aside from assuming the critical water year, if |
have stated that termright. And in particular, on page
20 of your testinony, you say you are -- you assune
Avista is able to finance Coyote Springs and in that
Avi sta successfully issues 65 MIlion of commpbn stock
Are those two assunptions built into or assuned in this
page?

A Yes, that's the same in the |eft-hand col um,
the nmiddle there, the 178, 214.

O>O0>0>

Q VWhat, nmaybe you could tell ne what |ine.

A. Li ne 19.

Q O the --

A. Of the draws under revolving credit |ine.

Q Okay.

A That's held constant in each of the
scenari os.
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Q And so because that is held constant, what
are you assum ng?
A. Sinply the change in the anount of

hydrogeneration that's available. The conpany provided
wor ksheets that changed that assunption. The goal here
was to see if the changes in the hydro drove the fixed
charge ratio or not. And | ooking through each of the
assunptions, it didn't seemto make a bi g enough

di fference to consider that in the -- as whether that
was a factor driving the fixed charge ratio to such | ow
| evel s.

Q Ckay. So that was the purpose, that was the
pur pose of conparing pages one to two to three?

A Yes.

Q But then all of themor your analysis in

general makes the assunption that you state on page 20
as to the ability to finance Coyote Springs and the
ability to issue the common stock?

A Yes.

Q Okay. So ny next question is, do you have an
opi ni on as to whether those two assunptions about Coyote
Springs, financing and issuing stock, are reasonable
assunptions if the Staff recommendation is adopted?

A Taking the Staff recommendati on as a whole
with the desire to wind up the deferral nmechani sm and



determine its recoverability in the very near future,

and | ooking at the conmpany showing its needs for interim
rate relief in the context of a general rate case,

think all taken together, those itens would show a
desire by the Staff to work with the conpany to solve
its problens, and that should go a | ong ways towards

al l owi ng the conmpany to present a positive picture to
the financial conmunity, and therefore achieving its

fi nanci ngs.

Q So that's the financing part. What about
i ssuing the common stock part?
A. I'"'mtaking those together, yes.
Q So is what makes the difference is that in

your judgnment the Staff recommendati on shows good faith
toward the conpany, and that should nmake the difference
to the financial world?

A The good faith and the determination in the
near future of what is recoverable out of the deferrals
t hat have been incurred to date.

Q So it's the promise or the expectation that
these matters will be determined in a relatively short
period of tinme that you think gives the financia
community confort enough to nake these two assunptions?

A We woul d hope so

Q Well, 1 guess |I'm asking you whether you



think so. In other words, we have a numnber of
recommendat i ons and options before us, and we will take
some kind of action, and it would be an adverse
consequence, | think everyone would agree, if the
conpany were say i mmedi ately downgraded. So it nmmkes a
difference to me whether any given option is likely to
avoid that result or likely to cause that result.

A That's true, it's difficult for us to judge
or guess what the rating agencies will do under any
gi ven circunstance. The conpany's own proposal does not
provi de them enough cash to neet their fixed charge
rati os and the covenants on sone of their bonds. They
al so need, as they have stated, a plan. And we think
their plan actually extends the uncertainties of the
recoverability for many nore nonths than what we woul d
like to see happen. And therefore, | think the way the
conpany spins the Staff's plan and presents it to the
financial community can either make it happen or not
happen, the financings.

CHAl RAMOMAN SHOWALTER:  Thank you.
COWM SSI ONER HEMSTAD: | think I will forgo

any questions.



EXAMI NATI ON
BY COW SSI ONER COSHI E:

Q M. School ey.
A Yes, M. Gshie.
Q Yes, would you pl ease address the conti ngent

of M. Schoenbeck that approximately $25.6 M I1ion of

the deferred account should not be collected by Avista
based on his judgnent and opinion that it had already

been taken into consideration in the weather

normal i zati on computation?

A M. Schoenbeck seens to have | aid sone cards
on the table now that we would be addressing in Phase
1. We certainly wouldn't contest that at this point.
W -- Staff's analysis may cone up with a different
nunber. M. Schoenbeck says he thinks that would be a
reasonabl e nunber. He's somewhat confident that woul d
be the ultimte result, so he uses that nunber then to
make his further cal cul ati ons.

THE WTNESS: |Is that getting at your
qguestion or --

COW SSIONER OSHIE:  Well, | think you have
answered it, yes.

JUDGE MOSS: Okay.

COW SSI ONER OSHI E:  When it woul d be dealt
wi th, thank you.
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JUDGE MOSS: Anything essential, M. Myer,
before I return to the redirect?

MR. MEYER:  No.

JUDGE MOSS: Thank you.

Redi r ect .

MR, TROTTER: Thank you, Your Honor

REDI RECT EXAMI NATI ON

BY MR. TROTTER

Q M. School ey, turn to your Exhibit 403, and
on -- you discuss this under line 19 on each page, the
financings |eading to the $178, 214,000, and those are
the financings that you indicate that you assuned woul d
occur on page 20 of your testinony?

A Yes.

Q And is it your testinony that with the 32.6%
increase that Staff is proposing, that the conpany will
be able to do those financings?

A Yes, we think the conpany would be able to do
those financings, as we think that the conpany's
assunptions are the sanme as ours, that they will be able

to conplete those financings by the end of this year
given a simlar magnitude of surcharge.

Q Publ i ¢ Counsel asked you whether you anal yzed
the inmpact of sone of the itens identified by M. Ely
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yesterday on the record, and you were here yesterday?

A Yes.

Q Did you anal yze the inpact of the conpany's
ability to gain waivers of its financing covenants on
your recommendati on?

A | did not analyze that. | think the
assunption that they would be able to finance nmay have
that inplicit init.

Q Did you consider the inmpact of any dividend
that m ght be issued from Avista Energy to Avista
Cor por ati on?

A No, | did not.

MR, TROTTER: Those are all ny questions,

t hank you.

JUDGE MOSS: Thank you, M. Trotter.

It would appear, M. School ey, that your
tenure on the stand was brief, but enjoyable, |'msure.

THE WTNESS: | denmand nmy one hour.

JUDGE MOSS: You are rel eased subject to
recal | .

Why don't we bring M. Lott up and swear him
in and get through the prelimnaries, and then we wl |
be ready to proceed through the cross-exam nation
promptly at 7:00 after we return from our dinner break.
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(The following exhibits were identified in
conjunction with the testinony of MERTON R LOIT.)

Exhibit 501-T is Pre-filed Direct Testinony.
Exhibit 502 is MRL-2 Quotes from Avista SEC Filings.
Exhibit 503 is MRL-3 Staff's Open Meeting Menorandumin
Docket No. UE-000972 dated August 9, 2000. Exhibit 504
is MRL-4 Partial Transcript of WJTC Open Meeting of
August 9, 2000. Exhibit 505 is MRL-5 Avista SEC Form
10-Q for 3d Quarter 2000.

Wher eupon,

MERTON R. LOTT,
havi ng been first duly sworn, was called as a w tness
herein and was exam ned and testified as follows:

JUDGE MOSS: Thank you, please be seated.
We're going to go through the prelimnaries.

DI RECT EXAMI NATI ON
BY MR. TROTTER:
M. Lott, do you have before you Exhibit 5017
A. Not right at the nonent, but | have it, and |
will.
JUDGE MOSS: | think he has it firmy enough
in mnd for this purpose, M. Trotter, go ahead.
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MR. TROTTER: Thank you, | wasn't | ooking.
BY MR. TROTTER

Q I's Exhibit 501 your pre-filed direct
testi nmony?

A Yes, it is.

Q If | asked you the questions that appear
there, would you give the answers that appear there?

A Yes.

Q And do you sponsor four exhibits, Exhibits
502, 503, 504, and 505, correct?

A Yes.

Q Wth respect to the Exhibit 502, was that
prepared by you?

A 502 is the transcript of the open neeting.

Q It's the quotes fromthe Avista SEC filings?

A Yes.

Q Is that true and correct to the best of your
know edge?

A Yes.

Q Wth respect to the Exhibit 503 and 505,

whi ch are the open neeting nenorandum and the form 10-K
and | believe 10-Q are those correct copies of what
t hey purport to represent?

A Yes.

Q Wth respect to Exhibit 504, the partia



transcri pt of the UTC open neeting on August 9, did you
conpare the actual tape with that transcript?

A. I have listened to the tape while | was
readi ng the transcript, yes.

Q And ot her than perhaps mnor typos, is that
transcript correct for purposes of your use?

A General ly speaking, | believe that nmost of it

is perfectly correct. There are a few exanples such as
a reference to Comm ssioner Henstad when it was

Commi ssioner Gllis in an early coment, but other than
that, the quotes are al nost identical.

MR TROTTER: | will nove for the admn ssion
of Exhibits 501 through 505.

JUDGE MOSS: Hearing no objection, those will
be adm tted as narked.

And with that, the witness will be ready for
cross-exanination at 7:00, and we will be in recess
until then.

(Di nner recess taken at 5:40 p.m)

EVENI NG SESSI ON
(7:00 p.m)
JUDGE MOSS: We swore M. Lott before the
break, and |I believe we actually dispensed with the
prelimnaries, and he's ready for cross-exam nation,
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M. Meyer.

MR. MEYER  Thank you, we have no questions
at this tine.

JUDGE MOSS: All right, then that would | ead
us to M. Van Cl eve.

MR. VAN CLEVE: No questions, Your Honor.

JUDGE MOSS: And that would lead us to
M. ffitch.

MR. FFI TCH: No questions, Your Honor.

JUDGE MOSS: And that would lead us to the
Bench.

CHAl RWOMAN SHOWALTER: | don't have any
guestions, thank you.

EXAMI NATI ON
BY COWM SSI ONER HEMSTAD:

Q M. Lott, I'msure you have read the
testi mony of M. Hoover.

A Yes, | have.

Q | take it or do | take your testinony to

conclude that the conpany inproperly has accounted for
the deferrals as a regulatory asset?

A Yes, my testinony deals with the conpany's
original treatnent of the regulatory assets, | nean the
deferrals as regulatory assets. |It's not necessarily a



statement of whether they're regul atory assets today or
not, but it has to do with how the conpany originally
treated them on the books.

Q Al right. And howdid they -- | have reread
the Staff meno, which was Exhibit 503, at the tine this
was consi dered by the Commi ssion, August 9, 2000, and so
how did the conpany treat the deferral initially?

A On their Septenber 10-Q from |l ast year, the
conpany put the deferrals into their bal ance sheet and
therefore increased their incone for that quarter. By
increasing their inconme and including the deferrals on
their books that they reported to the financia
community, they treated that as a regul atory asset under
general ly accepted accounting principles. | think
M. Hoover has testified today that that's, in fact,
what they have done.

Q My question | guess was msstated. |'m
| ooki ng at page two.

A O M. Hoover's or mne?

Q No, of the Staff neno, Exhibit 503. 1I'm

trying to understand the circunstance as of that tine.
And at the top, it's described there as proposed
accounting treatnent, and Avista requests the follow ng
speci fic accounting treatnent and then described. |Is
what they are describing there how the deferral would be



treated on their regul atory books?

A Yeah, the accounts that they talk there are
the accounts per the FERC system of accounts, and so
those are the accounts.

Q And that's how the itemwould be treated in
their what, reports to FERC and --

A Well, nore inportantly, their reports to this
Conmi ssi on.

Q And to this Comm ssion, and they would be
treated there as debts; is that right?

A They would be treated there as -- in the
reports to this Commi ssion, we authorized themto put
these deferrals, therefore debits, onto their books in
account 186 and do the other accounting that's shown in

those reports, | nmean on that sheet.

Q And | guess I'mtrying to understand then the
link. So when they're reporting to us, they are
reporting as a, well, as a miscellaneous deferred debt?

A Debit, yeah.

Q Debi t .

A. Ckay, there is a distinguishnent, and as |

said, again, M. Hoover also stated that there is a

di fference between the reports they submit to the
Commi ssi on and the accounting for Comm ssion purposes,
which is not just under the FERC system of accounts.



It's under what the Commi ssion, you, approved themto
do. What's in generally accepted accounting principles,
those things to the general public, so those things that
are included in their annual report, the 10-K and the
10-Q are follow ng generally accepted accounting
princi pl es.

The definition of -- well, first of all, if
you tell themto put a deferral on their books but don't
create a regulatory asset and that's the way you have
treated it, and that's what, if you read through that
meno and we can go through that, Staff distinguished
between a regulatory -- between account 182 and account
186 in that meno. And the intention was to identify the
di fference between a regul atory asset and just a
deferral for future consideration of uncertainty.

Okay, and in generally accepted accounting
princi ples, however, there has to be, for themto record
them on the books, you know, to their stockhol ders, they
need to be able to neet the requirenments of FAS 71. And
as M. Hoover said this norning, the two don't have --
two don't have to agree with each other. The conpany
could include sonething as a regul atory asset under
general ly accepted accounting principle books that would
not show up on their reports to the Conmi ssion and visa
versa.



Good exanple of one that is not on the
conmpany's books is U S. West or now Qwest does not show
their depreciation at the rates that this Conm ssion or
ot her commi ssions set. They have gone out and done
financial institute and what they believe is the proper
depreciation for an unregul ated conpany, and they show
their depreciation at that level, which is a | ot greater
depreci ati on than what we have allowed themto take, and
therefore they have a | ower net book value. They wote
of f that depreciation, because they did not believe they
met the requirenents of FAS 71, those requirements that
Chai rman Showal ter was talking to M. Hoover about
earlier, the requirenents of who is a regul ated conpany.
So there is a difference in the books.

The -- | want to take you back, and it's also
in my testinony, the discussion about regulatory assets.
The FERC system of accounts does descri be what a
regul atory asset is, and that is quoted in ny testinony,
and it's a fairly simlar definition. 1t's not
identical. |It's a fairly simlar definition to what
FAS, you know, the generally accepted accounting
principles definitionis. And | just want to
di stinguish that there is what we have told themto put
in their books, and then there's what's generally
accepted accounting principles.



And |'m saying that we did not create a
regul atory asset, but that does not nean that we did not
tell themto put it on their books. And at the sane
time, however, | do not believe, especially after
listening to the trans -- well, | was in the room when
it was approved |last year, and then |listening to the
transcri pts subsequent to that, there's no question in
my mind that the contingencies that this Comi ssion put
on that should not have all owed the company to book this

in the generally accepted accounting principles, | nean
as a regul atory asset.
Q And from your testinony, again just sinply

the history, did the conpany request that the Comm ssion
treat it as a regulatory asset?

A The conpany's original petition |ast, well
it was in June, it was approved in July, yes, they did
ask for a regul atory asset.

Q And our ultimate order did not do that?

A Does not say that it's a regulatory asset,
that's correct.

Q Well, would it be your view that the
conpany's treatment of this was m sl eadi ng?

A Yes, | believe that it's mss -- their

representation | ast year was m sl eadi ng.
Q | listened to the further testinony this



nmorning. In your view, how should the conpany have
treated this, not on its regulatory books, but inits
report to the public and the sharehol ders and the |ike?

A. During the year 2000, | do not believe this
item shoul d have been included as a regul atory asset.
Therefore, it should not have been included as an asset
on the conpany's --

Q What would they do with it on their books?

A They woul d have just expensed it, and
therefore their retained earnings woul d have been | ower
at the end of the year. There may have been comments.
You said, what would they do in their financia
statements, there nay have been a di scussion about these
deferrals, about the conpany's intent to try to recover
these deferrals in future proceedi ngs, but | do not
believe the anpbunts of those would show up in the
financi al statement.

Q Well, I'"mlooking at the |last sentence in the
Staff meno on page four, again that's Exhibit 503, which
directs the conpany to include a footnote in regulatory
reporting or in financial disclosure statements. Did it
do that on its financial disclosure statenents?

A It did have a footnote, although the footnote
in the 10-Q | think was inconplete, because it didn't
refer to the appropriateness in the first place. But |



do not even believe that it should have been there in
the first place. This says that in those financia
statenents that are there, that it's included, it

should. It does not say that they should record it
there. If you read it, it just says -- |I'mlooking at
the wong place, |'msorry, is required to include a

footnote in all regulatory reporting or financia

di scl osure statenments that include these deferrals. So
if the deferrals are included in a statenent, they are
required to put the reports. That does not nean that
these things are regul atory assets.

Q But so in conclusion, it would be, is it fair
to say, it would be your view that by treating the item
as a regulatory asset, the conpany's books | ook
substantially better than they otherw se should have?

A The conpany, yes, the conpany's books create
a presunption of recovery that is directly opposed to
the statements made by M. Van Cleve, by Matt
Steuerwal t, the Chairman Showal ter and by yourself
during that neeting.

COW SSI ONER HEMSTAD: | don't have any
further questions.
CHAl RA\OVAN SHOWALTER:  Well, | would like to

foll ow up on that.
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EXAMI NATI ON
BY CHAI RAMOVAN SHOWALTER:
Q First of all, is it your opinion -- in your
opi nion, is the conpany today violating any Conmm ssion
order with respect to this subject?

A The Conmi ssion order sinply says that they're
supposed to put a disclosure.

Q I'"mtal ki ng about a --

A So ny answer is | would say the sinple answer

woul d be no. The order says that they' re supposed to
put this footnote if it's included in the financia
statenent .

Q Wi ch order are you tal ki ng about?

A The one from August 9th or the one from
January 24th, either one.

Q Use the years, please.

A Sorry, that's -- make sure | got the right
year -- August 9th, 2000, and January 24th, 2001

Q VWhat order or orders are currently in effect

today regarding how this is treated in accounting or for
accounting purposes?

A. I guess one of the problens is you' re asking
me to tal k about an order that |I'm not extrenely
famliar with. M testinony was dealing with the
ori gi nal pronouncenents by this Conmm ssion, which would



be the August 9th and the January 24th orders. There
was an order related to the settlenent that the parties
provi ded, and | would assunme that would be a
continuation of the previous ones. But the honest truth
is | did not participate in that proceeding.

CHAl RMOMAN SHOWALTER: Just as an aside, |
would find it very hel pful to have orders as exhibits,
because you then know where to find them and I went and
retrieved a few orders, but not --

JUDGE MOSS: The orders pertinent to this, |
believe, are exhibits to M. Elgin's testinony.

CHAl RAOMAN SHOWALTER:  Okay.

JUDGE MOSS: And | believe the August 9th
order is Exhibit 454, and the January 24th, 2001, order
is Exhibit 456.

THE W TNESS: Judge Mopss, but there woul d be
the order on the stipulation or settlenment fromthe
March filing.

CHAl RMOVAN SHOWALTER: And | do happen to
have that order.

THE WTNESS: That's the one I"'mnot famliar
wi t h.

JUDGE MOSS: That's al so an Exhibit Nunber 1.
Well, that's the settlenent stipulation. It may not
have the order attached to it.



BY CHAI RAMOVAN SHOWALTER:

Q Al right, 1"mgoing to work backwards. On
May 23, 2001, we issued the First Supplenental Order
approvi ng and adopting the settlenent stipulation in
this case. And anpbng other things, it orders that the
exi sting anortization approved in Docket 00972 is no
| onger necessary and is no |onger required. Does that
af fect this discussion?

A. The anortization, no.

Q Okay. VWhat I'mstruggling with is what of
our orders are currently in effect, and what may have
anended a previous one. And believe ne, | don't know

the answer at this nonent. But the nobre genera

question is, did the May 23, 2001, order change anything
about how this would be treated either as a regulatory
asset or in howit's accounted for?

A My under st andi ng of the May 23rd order, and
by the way |I don't have a copy of it here, and what
happened, that's the acceptance of the stipulation. The
stipulation allowed the conpany, | guess this is
anortization, but to anortize off the deferral to the
extent -- | nean to let the deferral run, and then after
a period of time, the deferral would go away. And the
conpany agreed that -- | nmean they had the right to cone
back in for, for exanple, this proceeding that we're in



front of here today, but -- and at the end of that
period of time, the deferral bal ance was to be set at
zero, | nmean was to go to zero. That's nmy understandi ng
of that order. That does not set or provide any revenue
to the conpany in a rate order. It doesn't neet the
requi renents of FAS 71. It just sinply says we're going
to ignore this, and if this thing goes away, it goes
away. If it doesn't, you're going to cone back in and
ask for sonmething el se

Q Okay.

A And they're back in asking for somnething
el se.

Q Al right, let me turn then back to the
August 9th, 2000, order, which is Exhibit 454. |1s there
anywhere in the order where we constrain or direct the
conpany how to reflect this on its books?

A Do you tell themhowto reflect it on their
books?

Q MM hm

A You allow themto defer the anount, and, of

course, your orders tell themhow to report to this
Conmi ssion. So you have ordered themto report to this
Conmi ssion this deferral

Q Al right. Now but then there is GAAP, and
we had sone di scussion of that, and my understandi ng of



the earlier discussion, and you can add to the
di scussion, is that this Conm ssion can approve a
deferred accounting nechanismon its own terns and
require reports to the Conmm ssion on its own terns and
i mportantly can state in its order and has every tine,
this does not create a presunption as to the ultinmate
recoverability or prudence of these activities. And
that's what we have to say about the matter

But on the other hand, it was -- it's ny
i mpression fromthe discussion earlier in the day that
ot hers under GAAP can nmake a judgnment about
recoverability that may not be the sane as our |ack of
presunption. |In other words, the testinony was that the
conpany or a bank or an accounting firmcan nmake its own
judgment under GAAP and decide to reflect the expenses
or the revenue or whatever is being shown according to
its judgment about what we will do.

And so the difference is you may have an
opi nion, we may have no opinion, officially we have no
opi nion, M. Schoenbeck nmay have a tentative opinion
about recoverability, and so does the conpany or the
bankers may have an opinion. But if they have a
di fferent opinion, that doesn't nean that the conpany
has, number one, violated our order, and the discussion
| heard, it also doesn't nean they violated GAAP. So



where in that train of thought do you disagree, if you
do?

A. Ckay, | agree with what M. Hoover's
statements were. | agree with M. Hoover on al npst
everything he has said except for two areas. |'mfirst
of all going to give you one area so that you understand
a slight clarification. It has to do with a statenent
that he made in response to Judge Moss's question, and
that is the definition of probable and how accountants,
you know, you were asking about is there kinds of |evels
of things, and he referred to FAS 5, and he gave you an
exanple on FAS 5. The difference in FAS 5 is it's
defined in FAS 5.

The definition, however, and | think
M. Fal kner and | have both said the sane thing,
al t hough he has used the definition that's witten in
FAS 71 out of a dictionary, and | used ny dictionary,
they both say the same thing. FASB 71 is based on
probabl e as defined in the dictionary, standard

definition. 1t's not sonething special. 1It's not going
to what accountants think. It goes to what the word
probabl e neans to people. It's a general definition

And that's inportant, because what's -- FAS 5 is not
that. They define three | evels, and probable is one of
those three levels. And so in that case, they do have



t hose | evels.
Now t he other area that | disagree with
M. --

Q Well, wait, | didn't understand. | want to
make sure | understand what you're saying. If M. Elvy
thinks it's probable that he and his conpany will
recover, is that good enough? Let's say he's got a
third party auditor along with him has the conpany
vi ol ated GAAP in your opinion?

A The reports are designed for financia
peopl e, for analysts. Financial Accounting Standards
Boards was designed to create reports, not for
accountants, but for people that used accounting
statements. They went fromthe accounting principles
board to FASB to achieve that goal. That's why they
renanmed the financial that way so that it would be nore
than accounting, it would be sonething that people could
use. So if M. Ely represents what typical financia
anal ysts would view, then yes. But if M. Ely is the
extrene at one end, and he says, yeah, that's good, then
no. Again, there --

Q Well, in this instance, are you sayi ng that
t he conpany has viol ated GAAP princi pl es?
A | believe so, yeah.

Q Al right.



A At | east during the year 2000.

Q Well, today, as of today, | mean we have to
deal with today.

A well --

Q Are they in violation of GAAP principles
today, in your opinion?

A Today?

Q Yes.

A I think they have created a regulatory -- |

think there's a good chance that they have created a
regul atory asset by their actions, not necessarily.

Q How did they create a regul atory asset, |
t hought created --
A A creative pre -- you don't create a

regul atory asset. Regulatory assets are sonething that
are probabl e of being recovered in revenue. And by
creating the belief, the presunption in people's nind
that this is going to be recovered, | believe that the
conpany has participated in -- now there's sone ot her
factors that go into that. The size of the itemitself
becones so large that -- and that's obviously why the
conpany believes that it is recoverable is this has
become a very large item And as the itemgrows | arger
and larger, the Conmmi ssion has a very hard tine in
letting the conpany die.



Now i f the conpany chose a route they deci ded
to book it, therefore they thought they could wait and
deal with this sonetinme in the future. But by creating
what | don't believe was a regul atory asset and putting
it onto their books as a regul atory asset, then the
anount grew, the presunption now may be di fferent than
the presunption should have been a year ago or ten
nmonths ago. | don't disagree. | nean to nme it's very
| ogical that a very large portion of this is going to be
recover abl e.

I woul d question whether 100% of this item
shoul d be treated as a regul atory asset, because there's
some -- you heard M. Schoenbeck's, you know, viewpoints
today, and Staff is going to cone up not necessarily
just on the prudence issue, but Staff is going to have
to deal with the appropriateness of the full recovery
and the full amunt, and there's going to be sone itens
there that are very questionable.

But as this anpbunt grows, the conpany woul d
have dealt with this in a different fashion if it had
not been on their books as a regulatory asset. They
woul d have had to find sone other way to deal with these
| arge deferrals, and then this Conm ssion woul dn't have
had to react. But because they put it as a regulatory
asset and then let it ride, the nunbers becone so |arge



you will react in this docket to that problem so there
is a substantial anount of regulatory asset in ny
vi ewpoi nt within those deferrals today. | don't believe

that was true a year ago, but | believe it's true today
because the nunber is so |arge.

Q Can | ask you to keep your answers short.
They really do go on a long tinme, and | try to keep ny
own train of thought going.

A I will try.

Q Let's take not a large amount, but a snall
anount, so that the |large coercive factor that you're
citing is not a factor

A. So stay with the $20 MI1lion the conpany
proj ect ed?

Q Yeah. So let's say in that instance, if we
had approved a deferred accounting treatnent, but we had
said expressly, this is not -- this does not create any
presunpti on about prudence or ultimte recoverability,
and then the conmpany in its own judgnment decided that
they felt they would probably recover the $20 MI11lion
is that, in your view, is that a violation of GAAP
princi pl es?

A You have to look at all the factors, and it
woul dn't just be the Conmi ssion saying we're not going
to make a presunption one way or the other. |It's the



fact that the Conmi ssion said that in response to two
people, M. Van Cleve and M. Steuerwalt, that we're
sayi ng, you shouldn't create this thing. W don't
beli eve that the deferral --

Q Let's stick to what the order says, the
written order says. Assune the witten order says
there's no presunption by the Conmi ssion itself of
unrecoverability. The question | have is, in your view
under GAAP, is a conpany or a bank or the conpany's
financi al advisors allowed to make its own judgment,
whi ch may be nore positive, a nore positive judgnent
than the Commi ssion at that moment in its order
refl ects, because the Commi ssion at that nmonment is not
maki ng a judgnent and is not making a presunption, do
you think that GAAP allows for the educated guess or the
j udgment about recoverability?

A GAAP al lows, |ike M. Hoover said, the
conpany and the auditor to |look at other factors, and
that's what I'"'mreferring to. M. Hoover said what
factors he | ooked at. Those factors are not the factors
that I would have | ooked at in isolation. But what this
Conmi ssi on had done in the past, what was said when they
did this thing, what their attitudes were towards
deferrals in previous proceedi ngs, those all would nake
a difference.



Q Okay. So if they made the wong judgnent at
the time, in other words, they really should not have
made a judgnent that this amobunt was recoverabl e, but
m stakenly they did make that judgnent, then what; what
is the consequence that we deal with?

A What is the consequences that you as the
Conmi ssi oners deal with?
Q Yeah, what is within nmy authority as a

conmmi ssioner or what is in our authority as a Comm ssion
to do about that fact?

A Your authority is just -- is just to nmmke
your deci sion based on the reasoning that you have
today, and that has nothing to do with whether you
approved the deferral on August 9th just as a tracking
mechani sm  You still have the conplete authority to
all ow them 100% recovery of that with interest. You
have authority to say no for any one of the reasons that
you cited in your original order, which includes the
three, the prudence, second prudence itemin there,
appropriateness of doing this, along with the other type
of items that you included in your January 24th order
whi ch spelled out the requirenents for a PCA which cane
froma previous proceedi ng.

Q But if the conpany nistakenly reflected this
on its books under GAAP, m stakenly neani ng m sgui dedly



did, what is it today that we do about that fact, that
past fact?

A. What is it today that you do about that past
fact?

Q Yeah, in other words, here we are today, and
we will issue an order of sone kind that will grant or

not grant sonme neasure of relief over sone period of
time, et cetera. So maybe the question is why are we
tal ki ng about --

MR. MEYER  Yeah.

Q -- whether in 2000 they did or didn't follow
GAAP in your opinion? How does it relate up to what our
action is?

A What your actions are today and what your
actions may be in the future, you nmade a decision a year
ago to all ow sonmebody to do sonething. They carried --
they might have done it in a different fashion than you
want, and now that decision is comng back to pressure
you to do sonething. And whether you do it or not, but
it's still there, it's a pressure. You have this
concern out there about how much noney can this conpany
absorb, whether this is the right proceeding or the
right way to deal with these high power costs.

Does it affect the decision you nake today?
| have a hard time really trying to identify that. |



was asked to testify on whether this was a regulatory
asset, if it becomes a regulatory asset. M concl usion
is it was not a regulatory asset last year. It's quite
likely that a substantial portion is a regulatory asset
today. |It's quite probable, very probable that a |large
portion of this itemw ||l be recovered in sone form
going into the future.

My point is that you nade a decision a year

ago that all of a sudden you have -- it has changed, and
| guess fromny standpoint, it's be careful in the
future on that type of -- that type of process. Mke

sure that when you allow a deferral, you really nean
that you want to create a deferral
But as far as your decision here, you have to

make a deci si on whet her the conpany should be allowed to
recover these power costs. You have previously stated
that you want a prudence review of those costs before
you do that and an appropriateness revi ew before you do
that. But when the conpany needs energency relief, it
becomes a totally separate question. In other words is
the conpany in such bad shape financially that they need
arate relief, this is really not an issue to that fact,
I nmean to that question

Q Okay, but thenisn't it --

A In my mind, | nean.
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Q Then we are here though on the emergency
request.
A Yes, and Staff is recomendi ng an energency

relief too.

. But | guess | thought that one of the reasons
for Staff's recomendati on had -- has to do with how
this is reflected on the books. | thought we heard from
Ken El gin that the reason we need to hurry up, we can
only give 90 days, and then we've got to hurry up in 90
days to resolve prudency is so that before the end of
the year, we get it all squared away and can essentially
correct or get a correct GAAP statenent.

A. Well, the conpany's bankers are com ng down
to the sanme conclusion that Staff had originally. There
is a question about the recovery of these deferrals.

The problemthat you have here is a conpany that has a
| arge asset on their books that there's -- when you read
transcri pts and when you |l ook at how it was created,
there's a |large anount of uncertainty. Ken testified
that he wanted, M. Elgin, sorry, testified that he
wanted to elimnate that uncertainty, and that makes a
| ot of sense. Let's get rid of the uncertainty.

That deals with prudence, and that deals with
the appropriateness of doing this, and establish whether
there is a regulatory asset there or not and whether the



conpany should be allowed to recover that in the future
And there still would be a question then of whether this
-- of whether this is recovery of that deferral or

whet her this surcharge is just revenue in the conpany's
pocket or possibly | guess refunded to the customers.

But | mean that would be a future decision also.

CHAI RWOMAN SHOMALTER: | have no further
gquestions, thank you.
COW SSI ONER HEMSTAD: I have one further

EXAMI NATI ON
BY COW SSI ONER HEMSTAD:

Q Has the Commi ssion in the past fromtine to
time directed the creation of regulatory assets?

A Has the Commi ssion?

Q Yes.

A Yes, numerous tines. Last winter for this

same company, they came in with a request on FAS 133 and
138 requesting that we treat it basically not according
to the new FAS 133 and 138, but stick with the old style
of accounting, which would create either regulatory
assets or liabilities on their books, depending on which
way things flowed, and this Commi ssion said yes, do
that, and approved that. | nean there's nunerous ones
like that.



Q And with that direction, the conpany woul d
then have the confidence, it could describe that inits
financial statenments knowing that it had the support of
t he Conmi ssi on?

A. Ri ght .

COW SSI ONER HEMSTAD: That's all | have

EXAMI NATI ON
BY JUDGE MOSS:

Q M. Lott, a couple of questions were deferred
to you, and I want to be sure that | have the answers if
you can give themto ne. One is, what is a side record?

A Watch out, there's side records that nean
different things. The side record that M. Elgin refers
tois just sinply what | would have called a tracking
mechani sm for the deferrals. That's what | heard was
approved | ast year. |In other words, yes, we want to
keep track of this. M. Gllis and M. Hemstad were
tal ki ng about wanting to have information, so keep the
nunbers of f the books, but keep track of them and you
have the right to bring them back. That's what the
Conmi ssi on sai d.

It scared me when he asked -- when he said to
pass that question to nme, but we went and found it in
the 86-131, the Conmission related to WNP-3, they were



trying to transfer this to a conpany call ed Puget

Energy, not the same Puget Energy as we have today, but
they were trying to transfer it to a subsidiary.

Conmi ssion rejected that and told themthey could keep
the capital costs on the side record for possible future

recovery.
Q And how is that different froma deferra
account? | thought you just said it was the sane thing,

you sai d what you thought this Conm ssion did when we
approved this nmechani sm

A I thought this Comr ssion gave the conpany
the right to track these costs and bring them back for
di scussi on of prudence, you know, appropriateness of
using their, you know, their, I'"'mtrying to renenber the
second one, and for the appropriateness of recovering
this through sone type of deferral nechani smand how
that, you know. But what the Comm ssion gave them was
just sinply -- nmany times Chai rwoman Showal ter kept
saying, all we're doing is tracking this, and that's
what a side record is typically used for. We put it in
account 186, but the transcript of that neeting clearly
indicates that all we were trying to do was track those
things. That's what the side record was done back in
U-86-131. That's probably the only place | have heard
side record referred to in that context.



Usually the side records that | have heard
were related to FERC system | nmean not FERC, but SEC
system of accounts, where we told the conmpany to do
sonmet hing that SEC -- SEC would not allow themto put it
on their books, so they created a side record. That's a
different type of side record.

Q I' m begi nning to believe based on your
testimony that we're really just tal ki ng about | abels.
Now maybe | abels are inportant. [|'msure in sone

i nstances they are. But it seenms to me now as | reflect
on your testinony and Staff's position in the case, that
Staff is saying on the one hand, end the deferral as of
June 30th, 2001. But if you want to, Commi ssion, create
this side record that will allow themto keep separate
track of these costs and |later cone back to you and seek
their recovery. Have | got it about right?

A That's what | heard M. Elgin say too, so.
Q Okay.

A The answer woul d be yes.

Q All right. And the other question he

deferred to you was | put to himthe question of whether
this Comm ssion had any direct authority with respect to
the financial accounting records that the conpany keeps
as opposed to the regulatory accounting records over
which it does have nore or |ess plenary control



A It does not have direct control. |'mjust
trying to think. Obviously the orders of this
Commi ssion greatly inpact how the conpany woul d show
various items on their books. Depending on how detailed
the reports were, we mght be able to, for exanple, have
them separate assets, you know, in a different way than
what they had previously recorded them W ordered
them for exanple, to include footnote if they put that
bal ance in their report. And so to that extent, we
could affect footnotes. But generally accepted

accounting principles are run their own -- by their own
requi renents.
Q And if the conpany runs afoul of those

requirenents in its reports to the Securities and
Exchange Conmission, it can probably expect to hear from
the Securities and Exchange Comm ssion about that as
opposed to this Conmi ssion?

A They woul d probably not hear fromthe
Securities and Exchange too often. They probably hear
from some upset stockhol der when they weren't allowed to
recover sonething that was appropriate.

Q That woul d be a sharehol der derivative suit,
for exanmple, if it turned out that a sharehol der who
i nvested $100 MIlion in this conmpany discovered that
this was not really an asset?
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A Yeah, |'m part of a couple of those joint
actions suits nyself, so.
JUDGE MOSS: | think that's all | have

MR. VAN CLEVE: Your Honor, can | ask just
one follow up on your question?

JUDGE MOSS: Ch, sure.

MR. VAN CLEVE: Thank you.

RECROSS- EXAMI NATI ON

BY MR. VAN CLEVE

Q M. Lott, would it be fair to say that the
Staff believes that the conpany should be able to
continue to track these costs after the end of June
2001, but what you oppose is the conmpany continuing to
treat these costs as a regulatory asset on its bal ance
sheet after June of 20017

A Again, M. Elgin said sonething up here, and
my understanding is is that he's saying that they could
bring any of these excess power supply costs back to the
Commi ssion sonmetime in the future and try to recover
them And there's they can track them but that there
woul d be no deferrals on their books, and their records
shoul d not indicate that there was a deferral

Q But what you're trying to cut off is --

A But I'mnot the Staff menmber that -- | did



00701

not propose that nyself.

Q Ri ght .
A. So you shoul d have been asking M. Elgin.
Q But what you're trying to cut off as of that

date in the end of June is the continued treatnent of
those costs as an asset, as a regulatory asset on the
conpany's books; is that right?
A Again, |'mnot 100% sure they were a

regul atory asset as of June 30th, but to stop show ng
them on the books, any additional deferrals on the
regul atory books after that date.

MR. VAN CLEVE: Thank you.

MR. MEYER | do have a follow on cross
questi on.

JUDGE MOSS: We're feeling very libera
t oni ght .

MR. MEYER: Okay, thanks.

JUDGE MOSS: Just go right ahead.

MR. MEYER: Take full advantage of it then

MR. FFI TCH:  Your Honor, may | interject with
counsel " s i ndul gence?

JUDGE MOSS: You want to go first before hinf?

MR, FFITCH: | have a request.

JUDGE MOSS: Everybody wai ved their cross,
So.



MR. FFITCH: | have a request in response to
t he Chai rwoman's questions, and I'mnot sure if you wll
entertain this, but she had some questions about order
provi sions and effectiveness in this docket. And | was
prepared to request official notice of a provision that
I think answered one of her questions. In the first
suppl enental order in this docket, the order of My
23rd.

CHAl RAOMAN SHOWALTER: Is that an exhibit in
here, in this case?

MR. FFITCH: | couldn't tell

CHAl RAOMAN SHOWALTER:  Ch, the May 23rd,

20017

MR. FFI TCH. 2001 order

CHAl RWOVAN SHOWALTER:  Yes, all right, well
that's not an exhibit in this case. | happen to have

it.

MR, TROTTER: Your Honor, that was an exhibit
for M. Elgin identified as his Exhibit 457. W thought
there was a duplication, but maybe there wasn't in
hi ndsi ght .

JUDGE MOSS: Well, we have it here before us,
and that's all that matters for the reference. |
appreciate that, you're correct about that. It is not
an exhi bit, however, because | elimnated that exhibit.



But we have it here for purposes of questions, and if

M. ffitch wants to point the Chairwoman to sonmething in
that order to answer one of her questions, | invite him
to do so.

MR. FFITCH: Thank you, Your Honor. | would
like to direct the Bench's attention to Paragraph 30 of
t he order of October, Cctober, where did that cone from
May 23rd, 2001, in this docket.

CHAI RWOVAN SHOWALTER:  Whi ch says that the
Conmi ssion orders further that it retains jurisdiction
to enforce the terns of this order and all prior orders
entered in this proceeding. So is that what you wanted
to draw to ny attention?

MR. FFITCH: Yes. You had been aski ng about
whet her prior orders in the proceeding, as | understood
your question, whether they retained in effect any
force.

CHAl R\NOMAN SHOWALTER:  Wel |, actually, ny
guestion really was whether any |ater orders amended,

altered earlier orders. | think | assumed that if they
hadn't, then other ones wouldn't be affected.

MR, FFITCH: | perhaps m sunderstood your
question. | thought this nm ght be hel pful

JUDGE MOSS: Thank you, M. ffitch
M. Meyer, you had a question?



CROSS- EXAMI NATI ON
BY MR. MEYER
Q | do. Chairwoman Showal ter asked, | won't
probably rephrase this as artfully, but essentially,
M. Lott, why are we discussing this issue at this tine
in this proceeding. May | direct your attention to page
si x of your own testinony.
CHAl RAOMAN SHOWALTER: What exhibit is that?
JUDGE MOSS: 501.
BY MR. MEYER
Q The Qand A, and | will read it aloud for
enphasi s, beginning at line 9:
Question: Did Avista's June 23, 2000,
petition in Docket Nunber UE-000972 al so
request that the Conmi ssion pernit the
conpany to create the power cost
deferrals as regul atory assets under FAS

717
Answer: No, such a request would not
have been neaningful. This Comm ssion

has no authority or power to
unilaterally establish regulatory assets
under generally accepted accounting
principles, GAAP. Whether a regulatory



asset is created depends on whet her FAS
71 applies, considering the Commi ssion
actions, and all other relevant factors.
Was that your testinony?

A Yes.

Q Thank you. Now let's talk a little bit about
the tracki ng mechanismjust so we're clear on that. And
I don't sense that you personally are here in favor of
or supporting such an alternative as a tracking
mechani sm correct?

A I'"'mnot here to talk about the nerits of
recovery of the deferral at all
Q Okay. Would a tracking nechani smas you have

expl ored, even though you may not be recomrending it, if
in place, would it have allowed the conpany to continue
to defer these costs?

A. No.
Q So then the conpany woul d have --
A Wait, wait, sorry, M. Meyer, maybe -- are we

tal ki ng about the tracking thing | ast August that the
Commi ssi oners put out an order on or the tracking that
we were tal king about fromM. Elgin's testinony?

Q From M. Elgin's testinmny, would such a
tracki ng nmechani sm "off the books" | think as you may
have characterized it, would that have allowed the
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conmpany to continue to defer costs, or would the conpany
neverthel ess have to expense such costs?
A. They woul d have had to expense them
Q | see. So those costs nonth to nmonth woul d
be expensed on the books of the conpanies, on the books
of the conpany, correct?
A Correct.
MR. MEYER  That's all | have, thanks.
MR. TROTTER: Thank you, Your Honor

REDI RECT EXAMI NATI ON
BY MR. TROTTER

Q M. Lott, could you turn to page five of your
testimony. You were asked sonme questions about auditors
and ot hers making their own judgnent about whether FAS
71 applied and a regul atory asset was created; do you
recall those questions?

A. Yes.

Q And just turning your attention to line six
on page five where you quote FAS 71 or a portion of it,
does that require that any such judgnent be based on
avai |l abl e evi dence?

A Yes, it does.

Q Did you express a concern in your testinony
here toni ght regarding the evidence that M. Hoover
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consi dered?
A Yes, | am expressing that, and ny testinony
al so expresses that belief.
MR, TROTTER: Nothing further, thank you.
JUDGE MOSS: It would appear to concl ude our
questioning of M. Lott. W appreciate you being here
this evening and staying over with us, and you are
rel eased subject to recall, as the other wi tnesses have
been.
THE W TNESS: Thank you.
JUDGE MOSS: Call your next w tness.
MR, THOMPSON: Staff calls to the stand
M. M chael Parvinen.
JUDGE MOSS: And, M. Trotter, are you rising
to stretch your |egs?
MR, TROTTER:  Yes.
JUDGE MOSS: Okay.
MR. TROTTER: M. Thonpson will handle it.
JUDGE MOSS: A new voi ce.

(The follow ng exhibits were identified in
conjunction with the testinony of M CHAEL P. PARVI NEN.)

Exhibit 551-T is Pre-filed Direct Testinony.
Exhi bit 552 is MPP-2 Surcharge Rate Design Based on 2000
Pro Forma Revenue.



Wher eupon,

M CHAEL P. PARVI NEN
havi ng been first duly sworn, was called as a w tness
herein and was exam ned and testified as follows:

DI RECT EXAMI NATI ON
BY MR, THOMPSON
Q M. Parvinen, did you prepare what have been
pre-marked as Exhibit 551-T, being your pre-filed direct
testi mony, and 552, being your exhibit to that
testi nony?

A Yes.

Q Are there any changes or corrections --

A Yes.

Q -- that you wish to nmake to either of those?

A Yes, there are.

Q Coul d you explain those, please.

A I note one change on page seven of the
testinmony, line ten, that | would note on Docket U- 7357
when | was reviewi ng the custom-- these orders, that

the comrercial custoners in this case were given a
percentage equal to the increase to residentia
custoners. And then fromthat point, all schedul es were
given a uniform cents per kwh.



Q So that woul d represent an exception to
the --

A Yes, it woul d.

Q -- statenent being -- okay. Wth that

correction, if I were to ask you the questions in your
pre-filed testinony today, would the answers be the
same?

A Yes, they woul d.

Q And t he exhibit designated 552 is true and
correct to the best of your know edge?

A Yes, it is.

MR, THOWMPSON: Your Honor, | would offer
Exhi bits 551-T and 552 for adm ssion.

JUDGE MOSS: Hearing no objection --

MR, FFI TCH: Objection.

JUDGE MOSS: |'msorry?

MR, FFITCH: |'msorry, Your Honor, the
objection is wthdrawn.

JUDGE MOSS: Trying to keep me on ny toes,
M. ffitch?

There being no objection, they will be
adm tted as marked.

MR, THOMPSON: The witness is available for
Cross-exani nati on.

JUDGE MOSS: All right.



M. Meyer.

MR. MEYER | will pass for now, please.

JUDGE MOSS: M. Van Cl eve.

MR. VAN CLEVE: No questions, Your Honor.

MR, FFITCH: | just have one question. Thank
you, Your Honor.

CROSS-EXAMI NATI ON
BY MR. FFI TCH:

Q Good eveni ng, M. Parvinen.
A Good evening, M. ffitch.
Q Coul d you conpare your accounting, how your

accounting of revenues can be used to satisfy the
covenants conpared to the conpany's?

A Yes. The best place to show this would be to
| ook at what's been marked as an Exhibit 210, or it is
Exhi bit 210.

MR, THOWMPSON: Actually, Your Honor, for
clarification, I think that exhibit was w thdrawn,
because Exhibit 202 is a nore conplete copy of the --

JUDGE MOSS: 202 is a response to Staff Data
Request 1217

MR, THOWMPSON: Correct.

JUDGE MOSS: And that's the full response, so
it's included in 202. But that's what you're talking
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about is the response?

THE W TNESS: Yes, it is.

JUDGE MOSS: All right, go ahead with your
testi nony.

A. I would be referring to page six of the
docunent, and |'m not sure what page nunber that
actually is on. | believe there was exhibit page

nunbers on the top, but I"'mreferring to page six of the
agreenent.

JUDGE MOSS: That woul d be page six of the
narrative, which appears to bear the page nunmber 13 as
far as the exhibit is concerned, if | have it right. It
begins in the upper at the very begi nning, Comn ssion
thereunder as in effect, is that what's at the top of
that page that you're | ooking at?

THE W TNESS: Yes.

JUDGE MOSS: Okay, then we're all on the sane
page.

A At the bottom of this page, it describes the
criteria for what's included in the consolidated cash
flow, and there was a | ot of discussion yesterday by the
conpany that their preferred accounting nethod by
anortizing of deferral is a direct itemin this
calculation under itemE. Under Staff's proposal, |
believe it would show -- the cash would show up under --



directly under itemF, which would be a non-cash item
reduci ng the consolidated net incone. And how that
woul d -- how that would come about is that the revenues
coll ected under the tariff based on the FASB or FERC
uni form system of accounts for account 254 of the
regulatory liability is that the revenues generated
under the tariff would be booked as revenues, and that
there would be an alternative, or not an alternative,
but a non-cash entry to account 407.4, which is a
reduction to net incone, a debit to that account and a
credit to the deferral account, deferred revenue
account. So therefore, it would qualify under this if
it did not qualify under item G as cash on the bal ance
sheet or as a reduction to the line of credit.

MR, FFITCH: Al right, thank you. No
further questions.

JUDGE MOSS: Does the Bench have any
questions for M. Parvinen?

EXAMI NATI ON
BY CHAI RMOMAN SHOWALTER

Q I guess the one question | have is, in your
recommendation for a per kilowatt charge as opposed to a
percentage surcharge, | understand the rationale laid

out in your testinony, but then there have been



guestions rai sed about rate shock, and any tine we're
tal ki ng about an increase of the kind of magnitudes that
are being floated here, we're in the rate shock
category. Your proposal creates a greater rate shock in
percentage terns for sone custoners versus others. Do
you agree with that proposition?

A Yes, it does. As a percentage of their -- as
a percentage of their bills, it's a larger increase to
t he Schedul e 25 custoners, about a 48% i ncrease on the
upper, that's on the upper end. And then the Schedul e
11 woul d receive only, only, a 22 1/2%i ncrease.

Q And your rationale is, well, that's to be
expect ed, because those people use nore power relative
to their distribution or transnission costs?

A Exactly.

Q But how do you square it with a kind of an
overarching inpul se maybe to mitigate rate shock?

A | actually kind of |ooked at it in terms of

all the gas PGA filings we had over the |ast couple of
years and the magni tudes of those. The increases to the
| arge industrial custonmers on a percentage basis were a
| ot higher than those of the residential and snal
commerci al, sonme of those being in the magnitudes of at
| east in the high 30% range for industrial customers.

Q There was al so the idea floated at one point



in soneone's testinmony here this afternoon of stretching
the payment period out over a |longer period of time, |
think ten years was nentioned or maybe -- what is your
vi ew about the wi sdom of that relative to the fact that
these were expenses in a short period of tinme? Is it --
does it make -- is it the --

A well --

Q Is it good policy to stretch it over that
period of time, a longer period of time?

A Well, it's Staff's proposal that the anopunt

of revenue that's being collected is the amunt of
revenue that is necessary for the conpany to operate for
the rest of the year, so it doesn't seemto nme that it
woul d do any good to try to stretch that over tine.

Q Wel |, perhaps |I'mthinking of other
proposal s, M. Schoenbeck's idea or the conpany's
itself. But one of the things we need to think about is
if we order any kind of relief at all, over what period
of tinme would we authorize it, 90 days, 24 nonths, 15
nont hs, 27 nmonths, 5 years.

A Yes.

Q | guess what are the problens, if any, posed
by authorizing sone kind of legitinmte expense. Let's
assune we are confortable with its recoverability to
begin with, but we stretch it out over let's say five



years. Sonething in that seens inappropriate to nme, and

["mnot sure why. | think it's because there's no asset
there, there's no -- it's a prior -- it would have been
a prior expense that we're stretching out over a |ong
period of tinme, and |'"'mnot really sure why | -- it
seens i ncongruous. Do you have any comments on that?

A Well, | think Iike the conpany's origina

proposal back in the June of 1990 where they had
proposed anortizing the original estimte of $20 MIlion
over ten years, that seems simlar to the idea that

you're trying to get at. Is that --
Q Maybe that's where it canme from
A. -- after Phase Il and the prudence

determination of what is a |level of deferred expenses to
be recovered, then the Conm ssion and all the parties
can come up with their conclusions on what is an
appropriate length of tine to collect those costs,
whet her it be over 15 nmonths, 20, 27 nonths, or sone
| onger period of tine to mtigate the rate shock

Q So once we settle on sonme anmount, you're not
particularly perturbed if it were over a | onger period
of time, you're nore concerned about what we do to begin
with?

A Ri ght, and especially if things -- if
everyt hing cal med down to where there was a norna
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situation and these aren't ongoing costs, then it would
be reasonabl e, kind of an extraordinary item then the
period of time could be stretched out.

CHAI RWOVAN SHOMALTER:  Thank you.

EXAMI NATI ON

BY JUDGE MOSS:

Q Earlier, M. Parvinen, | put the question to
M. Elgin whether there were certain aspects,
conmponents, or features of the Staff proposal that were
perhaps not as central as others, and he suggested the
endi ng of the deferral as an exanple of sonething that
was perhaps not critical to the overall structure. And
I want to put the sanme question to you with respect to
t he proposal

Gven M. Elgin's description of the Staff's

proposal, and | think M. School ey probably underscored
this as well as sort of a stopgap neasure to get us to
t he point where we can have the prudence review and the
other determi nations with respect to these costs, is the
cents per kilowatt hour versus uniform percentage matter
sonmething that is central to Staff's proposal or
sonmething that is less inportant given the nature of
Staff's overall proposal, if you have an opinion on
t hat ?



A Well, | use the foundation of past decisions
on interimrelief cases to base the increases. There's
al so been |like the ECACs, that's ny understandi ng, were
also all done on a uniformcents per kwh. The
magni tudes of the past interimcases were not of this
magni t ude, however, so | guess that could be a
consideration. For there -- and -- but then you go back
to my testinony where there were other reasons including
the trackability. For exanple, if we get to the end and
we come up with these prudent level of dollars to be
recovered, there's also a decision at that point to be
made, okay, how should those costs then be allocated and
recovered by the other classes, by all of the classes.
That makes it nuch easier at that point to be able to

track, well, who paid in the dollars at this point up to
t hat point.

Q The uniform |'msorry, the cents per
kil owatt hour?

A Makes it nuch easier that way.

Q So there's some adm nistrative ease involved

i n adopting that approach as opposed to the uniform
per cent age basis?

A Yes.

Q G ven the nature of Staff's proposal as being
| have called it a stopgap, and | think that's a



general |y understood term whether it was actually used
by one of the earlier w tnesses or not, but given that
nature of the Staff proposal, | believe your testinony,
| believe it's in your testinony that the cents per

kil owatt, uniformcents per kilowatt is sonething that
foll ows cost causation?

A Yes, it does, in that the energency rate
relief that the Staff is proposing has, you know, been
suggested to tie to power costs. Power costs in the
| ast rate case, the primary all ocator was energy or
vol unes, throughput. So from a cost causation
st andpoi nt, each kilowatt the conpany had to go buy for
customers would be at a rate -- it wouldn't matter if
that kil owatt was for which schedul e.

JUDGE MOSS: Okay.
Any redirect?

MR. MEYER: | do have
JUDGE MOSS: Oh, you have some questions?
MR. MEYER: | do have sone.

JUDGE MOSS: Not your witness, so it's not
redirect.

MR. MEYER: | understand.

JUDGE MOSS: All right, go ahead.
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CROSS- EXAMI NATI ON
BY MR. MEYER

Q Limted recross based on M. ffitch's
exam nation. The question or the subject had to do with
the conpany's ability to neet its covenants under a
certain bank line. Turn to that same page six that you
were directed to.

CHAIl RMOMAN SHOWALTER: O what exhibit?
MR MEYER | think it's the --
THE W TNESS: 202.
MR. MEYER  Thank you.
BY MR. MEYER

Q And you were directed to the -- | will wait a
m nute here, although I'"mnot entirely sure you need to
spend nuch tinme digesting the | anguage here for purposes
of this cross.

Were you here yesterday when M. Peterson
provided his interpretation of this |anguage?

A Yes.

Q Okay. Is it fair to say that M. Peterson's
interpretation of this definition of consolidated cash
flow and its various sub parts differs fromyour own
interpretation?

A No, | remenber specifically the question
bei ng asked on whether non-cash itens reducing the



consol idated net income were exactly that, itenms on the
i ncome statenment that were non-cash in nature.

Q Well, let's approach this a different way.
Did you understand M. Peterson to testify yesterday
that if the conpany is unable to use surcharge revenues
in order to offset deferral balances that it may have
troubl e satisfying this covenant?

A Yes.

Q Okay. Did M. -- strike that.

Were you involved, M. Parvinen, in any way

in the negotiation of this credit facility?

A No.

Q Wuld it -- is it your understanding that
M . Peterson was?

A Yes.

Q Have you, M. Parvinen, been in any

di scussions with banks recently concerni ng whet her your
proposed accounting treatnment would or would not satisfy
this covenant?

A No, | have not.

Q Ckay. Suppose you are wrong in your
interpretation of this | anguage and the inpact of your
proposed accounting treatnent on satisfying this
covenant. M ght that prevent -- and yet the Conmi ssion
were to adopt what you reconmend. M ght that in and of
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itself prevent the conpany from satisfying this
covenant ?

A Well, | don't believe it does, because of,
like | had said, the cash that gets received fromhere
in nmy perception is that it would hit the consolidated
cash flow calculation in a nunber of different ways.
And under cross yesterday, M. Peterson had stated that
even under the conmpany's proposal, even though it's a
di rect decrease under item C, there are other places
where it could hit the cash inconme, hit the consolidated
cash flow statenent. However, you can only count that
cash once. Under Staff's proposal, the conpany is
getting the cash.

Q Well, M. Parvinen, |I'mnot asking you to
reargue your position versus that of the conpany's. [|I'm
simply asking you to assune that, in fact, your
interpretation of this covenant is wong and that your
proposal , which would not allow the conpany to offset
revenues agai nst deferral bal ances, would sonehow
prevent the conmpany from satisfying this covenant. So
question, if your interpretation of this covenant is
incorrect and if the Conmi ssion were to adopt that,

m ght this prevent the conpany from satisfying the
covenant ?

A If that were the case, yes.



Q Thank you. And what consequences woul d fl ow
fromthe conpany's inability to satisfy this covenant?
Let ne be nore specific. Wuld the conpany be prevented
fromborrowi ng under this facility?

A. That woul d be sonet hing that woul d have been
nore directly asked of M. School ey, | think.
MR. MEYER: Thank you, that's all | have

JUDGE MOSS: All right, unless that pronpted
sonmet hing further, perhaps redirect.
MR, THOMPSON: | have a couple of questions.

REDI RECT EXAMI NATI ON
BY MR. THOWMPSON

Q M. Parvinen, how |l ong under Staff's proposa
woul d this be booked in the fashion that Staff proposes?

A It would be booked until the determ nation of
Phase || prudency.

Q And Staff is proposing to resolve the

uncertainty surrounding the deferral within fairly short
order, correct?

A. Yes, M. Elgin had stated that Staff could
conpl ete the prudency case by the end of the year, in
which case -- in which case these dollars at that point,

if there was a prudent |evel of power supply cost
determ ned, then these dollars would be of fset agai nst
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that at that point, which would be the tine limt on the
next cal culation. This calculation, as | understand it,
is done quarterly.

Q And so the cal culation would be done at the
end of Decenber of this year; is that correct?

A | suppose sonetinme around there.

Q Is it your view that that would resolve the

uncertainty that M. Meyer was addressing in his
guestions?
A | believe it would.

MR. THOWPSON: Thank you.

JUDGE MOSS: All right, M. Parvinen, we
appreciate you being with us and giving your testinony
this evening and rel ease you fromthe stand.

And | believe we had established that we
woul d have M. Eliassen back for a little bit of
rebutt al

MR. MEYER Yes, | call to the stand M. Jon
El i assen.

JUDCGE MOSS: We will be off for just a
m nut e.

(Di scussion off the record.)

JUDGE MOSS: M. Eliassen, | will sinply
rem nd you that you remain under oath for purposes of
thi s proceeding.



THE W TNESS: Yes, thank you.
JUDGE MOSS: Thank you.

Wher eupon,

JON E. ELI ASSEN
havi ng been previously duly sworn, was called as a
Wi tness herein and was exam ned and testified as
fol |l ows:

DI RECT EXAMI NATI ON
BY MR. MEYER

Q M. Eliassen, are you prepared?

A Yes.

Q During several different exam nations of
several different witnesses appearing over the |ast day
and a half, questions were asked and answered concerning
the inmpact of subsidiaries on the conmpany's current
financial situation. To begin with, to what extent were
non-regul at ed busi nesses a contributor of cash in the
recent past?

A. Al'l of our non-regul ated busi nesses held
under Avista Capital, which houses all of the non-State
regul ated conpani es that we own, have been and will be a

net contributor of cash to the corporation in the years
2000 and 2001. And | think that was inherent in the



original filings. | mean that material was included
there. So were a net cash contributor to the utility,
in effect, since the utility is the corporation. And we
have al so been a very strong contributor of earnings
t hrough the non-regul at ed busi nesses, through the
consol i dated conpany in 2000 and 2001. The
non-regul ated busi nesses earned a 44% return on equity
in 2000. They have earned a 36% return on equity
t hrough June 30 of this year

Q So in what sense, if at all, were these
non-regul at ed conpani es responsi ble for the conpany's
current financial condition?

A. The subsidiaries through Avista Capital
Avi sta Energy, and all the other conpani es have not in
any way been a detrinent to the utility, contrary to
some of the comrents that | have heard in answers to
ot her questions over the |last couple of days. The

utility's access to financing is no way -- there has
been no detrinent to the utility's ability to finance
based on any of the utilities -- of the non-regul ated

conpani es' operations in the |last tw years.

Q And why do you say that?

A Well, | think, let's see, | need to refer to
I think its ny Exhibit 154 if it was actually entered.
It was Staff Data Request 122-C. That has --
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Q Just wait a minute so the people can refer to
t hat .
Ri ght .
JUDGE MOSS: This is 154-C?
A. Right, it was entered as confidential, but
the nunbers I'mgoing to refer to are very S|nply --
don't know how the pages are nunbered. 1In the -- within

t hat docunment about six pages back and it says
confidential page four at the bottom |It's interna

cash generation. The summary that |'m going to give you
basically comes fromthis and then current information
that has been testified to in the |ast day.

I nvestnents in subsidiary conpanies, which is
about three quarters of the way down the list. |n 1998,
we had invested $41, 500,000 in subsidiary conpani es.

CHAI RWOVAN SHOWALTER: Can you hold up a
m nut e?

THE W TNESS: Sure.

CHAI RWOVAN SHOWALTER: | just want to nmke
sure we are on the same page.

THE WTNESS: It would be internal cash
generation, and the only page nunber | have is page four
in the lower right-hand corner

JUDGE MOSS: We al ways ask counsel to be sure
that the exhibits have page nunbers, and in this case,
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we have a surfeit of page nunmbers | think on severa
exhi bits.

THE W TNESS: You're right.

JUDGE MOSS: So we will bear with you.

THE W TNESS: | apol ogi ze.

A But also then in 19 --

CHAI RWOVAN SHOWALTER: Can you go back to the
line you were tal king about, because | was on the wong
page.

THE W TNESS: Yes.

CHAl RAOMAN SHOWALTER: Tell ne what line it

is.

THE WTNESS: Well, unfortunately, if you go
down -- it's four lines up fromthe bottom it says
i nvestment in subsidiaries, we invested 40 --

COW SSI ONER HEMSTAD: |I'm sorry, now |'m on
the wong page. What page are we on?

THE WTNESS: |It's page four, internal cash
generation, unconsolidated is the heading.

CHAl RAOMAN SHOWALTER: There are two page
nunberi ng systens.

A | could do this without the reference to the

page. | could just give you nunbers.

But | think what's inportant is that if you
find the line that says investnment in subsidiaries, we



invested $41.5 MIlion in 1998. W invested another $40
MIllion in the year 1999. And the next |line shows notes
to Avista Capital. That $113 MIlion in the year 2000
net of the Coyote Springs investnent that was nmade in
that year since we started construction of Coyote in the
year 2000, the net is about $50 MIlion of |loans to
Avista Capital for other than Coyote Springs. Those
three nunbers total $131 MI1ion.

Now what doesn't show on this, and |I'm going
to update you based on the testinony of M. Ely
yesterday and the commitnents we have made to our
comrerci al banks, plus the plan we have in place to --
originally we were going to dividend $150 MIlion in @
fromAvista Capital back to Avista Corporation to
rebuild the equity of the parent conpany and rebuild the
equity of the utility. Because of what we're doing with
banks today and tonorrow and whenever we get this waiver
signed, we will actually dividend $30 MIlion this year
and we will dividend another $120 MIlion next year

But the net of all those numbers is that we will have
$145 MIlion of cash fromthe subsidiaries flowing to
the utility between @3 of this year and @ of next year
That's a net, not a lot, of only $14 MIlion over five

years, but subsidiaries are a huge contributor in this
current period of 2000, 2001, 2002.



In addition, in the year 2000 and the year

2001, Avista Capital or the subsidiaries contributed
$153 MIlion of earnings. Now the utility itself in a
good year only earns $48 MIlion or $50 MIIlion or $55
MIllion. That's all we earn. W earn $1, $1.10 cents a
share. So in the last two years or in the two years
2000 and 2001, Avista Capital conpanies will contribute
over $150 MIlion of earnings to this corporation.
find that an entirely different picture than what has
been cast in sone of the testinony earlier
BY MR. MEYER

Q M. Eliassen, that contribution that you just
spoke to with reference to non-regul ated subsidiaries
does not in any way mtigate, does it, this conpany's
request or its stated need for surcharge relief?

A It has nothing to do with the surcharge.
It's only one way that we're noving capital within the
conpany to rebuild the equity of the utility to nmake
sure that the utility is a strong business going
forward, but also to rebuild the conpany's cash flows in
ot her ways. W can nove noney to do capital things.
This nmoney will be spent on things probably other than
Coyote unfortunately, but it has nothing to do with
recovery of the surcharge or paying the bills for those
$300 MIlion plus dollars that we have invested in



deferrals for gas and electricity through @ of this
year. So while we've got all this noney comng in and
pl anned to cone in fromthese businesses, it's not
nearly enough to tide this conpany over given the anopunt
that we have invested in gas and electric deferrals.

Q Ref erenci ng those deferral bal ance just as a
frame of referral, the deferral balances as of June 30
are what ?

A As of June 30, well, the Washington electric
deferral bal ances were $109 M1 1lion

Q And what of the Septenber 30th bal ance?

A Qur estimates are that deferral bal ances w |

be $185 M Ilion at the end of Septenber, and | think
that that nunber needs to be put in context. W know
that the bal ance at the end of August will be $165
MI1lion rounded one way or the other. It's a known
nunber, and the nunbers that are coming in in this 3
are based on contracts that are known as wel |l

Q How much, if any, of those deferrals for
August or Septenber reflect in any way Coyote Springs?

A. None of the dollars through August reflect --
none of the dollars through Septenber of the $185
MIlion that I'm nbst concerned about when | speak to
bankers in the financial conpany, none of the $185
MI1lion represents anything for Coyote Springs.



Q Wth reference to M. Schoenbeck's di scussion
around hydro availability, | believe that M. Schoenbeck
observed, ny paraphrase here, that perhaps there m ght
be recent information relating to an increase in
precipitation. Do you have any such recent information
regardi ng hydrogeneration for Avista Systenf?

A | do. It's interesting though that
M. Schoenbeck even this nmorning allowed that he thought
that our estimates for 3 might be fairly accurate, and
it's interesting to note that our July estimate for
average negawatt hours of generation 338, that cane in
at 318. Average generation, average negawatts for
August fromthe hydro systens estimated at 246, that's
i nherent in our deferral plan, it actually was 236. So
in both of those nonths, our estimates were slightly
hi gh for hydrogenerati on.

In Septenber, we have estinmted 228
originally. That's what's in the filing before you.
Qur current estimate is based on the actuals for August.
It will be at 216. So all of this points out is we're
probably buying a little bit nore energy on the spot
mar ket to nmeet | oads on a daily basis or preschedul ed
basis than we had planned. But again, | think it |ends
a lot of credibility to the nunbers that we have in this
case. We will be at $185 MIlion in Washington for
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electric deferrals at the end of September. It is a
critical nunmber for us.
Q So, M. Eliassen, are the |levels of the

Sept enber 30th deferral bal ances supported by the
conpany in its testinony?
Yes, they are.
Now - -
One --
Go ahead.
One of the other things that --
MR. FFITCH: 1'm going to object, Your Honor
this is a beginning of a narrative statement here from
the witness without a question from counsel

JUDGE MOSS: Let's do proceed with a Q and A.
BY MR. MEYER

Q Al right, turning now to the perceptions of
the financial conmunity, M. Eliassen, what has the
financial community told you about how i nportant our
surcharge is in the amount and in the fashion requested
by the conpany?

A. I think we have gone over this in sone detali
before, but just to reiterate, the banks, the conmercia
banks we deal with say it is critical to have a
surcharge, but not so nuch the surcharge, | don't want
to downpl ay having a surcharge, but we need to have a

>0 >0 >



pl an that offers the opportunity for recovery subject to
prudence. That's really what we need. W need to have
sonet hing that people -- and your -- and the Staff has
testified to this, there needs to be a plan. It doesn't
have to be necessarily certain in terns of tota

dollars, but it needs to be certain in ternms of the
mechani sm over the next 12 to 18 nmonths or so. W need
to have sonething that gets us out past the end of this
year. That's critical. Investnent banks have told us

t he sane thing.

If any of the proposals by Staff or others
that cast a doubt on whether or not we can have ful
recovery or would cast a doubt in the sense of having to
set up a liability on the books that might otherw se
then have to be witten off and not really recognized as
anyt hing other than expense, those kinds of things are
going to preclude us fromissuing conmon equity in the
near term We nay not be able to access commn equity
mar kets even this fall anyway. But an order that
continues to prolong the uncertainty, even if it's a 90
day study by the Staff between now and the end of the
year, absolutely guarantees we will not be in the equity
mar kets and nmay not be in the debt markets during this
period of tine.

And nore inportantly, rating agencies --
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MR. FFI TCH: Objection, Your Honor, this is
turning into an --

THE WTNESS: |'msorry.

MR, FFITCH:. -- essentially undirected
narrative statement fromthe w tness, nmuch of which is
repetitious and cunul ative of prior testinony of this

and ot her witnesses of the conpany. | don't think it's
proper rebuttal.
MR. TROTTER: | will join the objection.

JUDGE MOSS: Well, the witness's propensity
toward | ong answers is not in and of itself
obj ectionable, so long as they are responsive to the
guestions, but I will ask you, M. Eliassen, to be
listening carefully to the questions and answering only
the questions asked even though you may have nuch nore
to say on the subject.
THE W TNESS: Yes.
JUDGE MOSS: Go ahead with your next
guesti on.
BY MR. MEYER:
Q M. Eliassen, do you believe that
M . Schoenbeck's proposals or those of Staff then
satisfy the requirenments of a good plan acceptable in
the eyes of the banking comunity?
A I do not believe that Staff's are a good



plan. | do think that M. Schoenbeck's proposals nove
toward what a plan needs to be. | think that there are
sone keys in M. Schoenbeck's that recognize the need
for a plan. He recognizes that prudence can be

determ ned sinultaneously with the recovery of a
surcharge, which is inmportant to us. He retains the
deferral nmechanism That's critical to the conpany,
otherwise we will have huge witeoffs. He uses
appropriately, | believe, the Portland General Electric
contract, which was based on a power plant, and he uses
power plant related benefits for the custoner to offset

power costs. | think that's appropriate.

| don't think it goes far enough. | don't
think it recognizes the conpany's i mmedi ate need for
cash fromthe surcharge as well, because | think
M. Schoenbeck's plan is roughly a $30 MIIlion annua
plan. | think that the conpany's proposal, given the
fact that we will have the $185 MIlion accunul ated for

Washi ngton by the end of Septenber, collecting $87
MI1lion over the next 12 nmonths while we have a genera
filing, run a prudency review, and address Coyote and
all the other assets the conpany is putting on |line, |
think that's a nuch better way to go and really does
address or help us address the needs we have in the
financial community.



Q | believe, M. Eliassen, that M. Elgin was
asked to conpare the conpany's financial situation in
the early '"80's and its need for rate relief then with
-- conpare it with where the conpany finds itself now.
Woul d you pl ease comment ?

A Yes, just briefly on that, the conpany's
total equity inthe md '"80's, | think this is probably
prior to the witeoff of WNP-111, was in the range of

$480 MIlion. Now if you | ooked at our total equity
today associated with the utility business, electric and
gas, we have less than $400 MIIlion of equity allocated

to the utility business today. In fact, if we had a
witeoff of $185 MIlion, we would have | ess than $200
MIlion of equity left in the regul ated busi ness

supporting our entire utility business for Wshi ngton
and |daho. W are not nearly as strong in ternms of an
equity position as we were then. The size of the
conmpany, not nuch greater today. Net assets, net
utility assets today are only $400 MIlion or $500

M I1lion greater.

Q You heard M. Schoenbeck's conments about the
surcharge as proposed and whether it would drive
conpani es out of business in the Avista service
territory. Do you have any comments?

A Yes, | did hear those coments that he nade.



VWhen we filed this case, and |I'm not sure what the

Conmi ssion nmay have gotten in the way of letters, but we
have had very strong support fromthe business conmunity
i n Spokane and Spokane area, we have had very strong
support in editorials in the |local paper. W have had
very strong support fromthe Chanmber of Commerce and
fromthe EDC, the Econom c Devel opnent Counsel. And
think this is a recognition that in the state of

Washi ngton, in the Northwest, there have been rate

i ncreases that have been 30% 40% 50% or nore. W're
not faced with anything different than Seattle City

Li ght or Tacoma or any of the other agencies of the

Nort hwest or the West Coast have been faced with. And
we have to deal with it in the sane way. They have

i ncreased rates, and | don't know if there have been any
bankrupt ci es because of it.

Q Lastly, M. Eliassen, M. Parvinen addressed
the subject again of anortization of the deferrals and
whet her the revenues should or should not be used to
of fset deferral balances. M. Eliassen, why is the
anortization of deferrals with the correspondi ng cash
recovery through the surcharge critical to the conpany?

A Well, cash is critical to the conpany to
start with fromany source. But the anortization is
critical to us in terms of how we have to neet the



covenants. It's our understanding fromthe banks that
we negotiated this Iine with that we can't just have an
offset to the deferral account and count it toward
neeting the covenants. The anortization of the deferra
bal ance is critical to show a path. And again, we're
going on a path here of anortizing $185 MIlion, which
will only be down to 180, or not 180, excuse ne, down to
80 or 90 or 100 in 12 nonths. |It's not going to be

el i mi nated overni ght, but at |east we would have a plan

The concern | have is we need to do this
right, we need to have a plan that puts in place not
only addressing the deferrals and recovery of those, but
rate basing Coyote Springs if we buy it, rate basing
other plant if we can afford it. W have to have sone
of these things in place by March or April of next year
because that's when we start renegotiating this sanme
line of credit. | don't want first nortgage bonds
supporting my lines of credit in the future, so we've
got to get the company back on its feet fairly fast to
even obtain a line of credit.

So we've got a tine frane here that's not the
end of the year, but certainly it's March or April of
next year. To get fromhere to there, we need a plan
t hat addresses cash, we need a plan that addresses
deferral anortization, and we need a plan that allows us
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1 to work with you and the Staff on prudence of all the
2 expenses that have gone into that account. But we do
3 need to address the deferrals. It's not just a cash
4 deal

5 MR, MEYER: That conpletes my sur rebuttal
6 JUDGE MOSS: M. Trotter, did you have

7 sone - -

8 MR, TROTTER: | will go last if | can.

9 JUDGE MOSS: Al right, perm ssion granted.
10 M. Van Cl eve.

11

12 CROSS-EXAMI NATI ON

13 BY MR. VAN CLEVE:

14 Q M. Eliassen, did you begin your testinony

15 here toni ght by stating that the conpany's unregul at ed
16 subsi di ari es have not in any way been a detrinent to the
17 utility or its ability to attract capital?

18 A In the last two years. | was -- that's

19 couched in terms of 2000 and 2001, and | think that's
20 supported, by the way, by the fact that the conpany was
21 A rated with negative comments fromthe rating agencies
22 prior to the problens that the utility has had starting
23 in Q@ of last year. And all the downgrades and all the
24 negati ve coments that have cone fromthe rating

25 agencies very specifically reference issues with the



utility, with the growi ng deferral balances, with cash
flow. And they say, yes, we still have non-regul ated
subs that they are concerned about, but we have been
addressing those issues with them Those aren't what's
driving changes in ratings or negative outlook in the

| ast 18 nonths.

Q And what was, prior to that 18 nonths, what
was driving changes in ratings and negative outl ooks?
A Negative outl ook prior to that was because we

| ost plenty of energy marketing and trade through Avista
Energy in 1999.

Q So you woul d agree, wouldn't you, that the
conpany would be in a lot better financial position to
deal with this liquidity crisis if it had not had power
trading | osses and rating downgrades as a result of
non-regul ated activities?

A I would not. In fact, I think if you | ooked
at Avista Energy by itself over the last four years, it
has made as much noney as the utility has, perhaps nore
during that four year period. So the utility had a big
| oss share as well, energy | think one year as well
But | would not agree with your statenment. | have net
with rating agencies every 30 to 45 days for the |ast
year and a hal f.

Q When did the conpany have an A credit rating?



A Well, it's in -- | think there's an exhibit
in M. Peterson's testinony that shows the dates, but |
can't tell you the exact dates off the top of ny head,
or if there's another reference in the Staff request,
may be a better --

MR, MEYER. May | approach the w tness?

JUDGE MOSS:  Yes.

THE W TNESS: Yeah, | don't have the -- |
don't have the dates of the change within the years, but
in M. Peterson's Exhibit, page four shows the Fitch
Moody' s, Standard & Poor's rating of the conpany.

CHAI RMOVAN SHOWALTER:  What exhi bit number?

MR. MEYER  201.

A And to answer your question, the last tine --
MR, MEYER: Page four
A We had an A-3 rating at Moody's through the

end of 1999 for secured debt. W had an A rating at
Standard & Poor's for secured debt through 1998.
BY MR. VAN CLEVE

Q M. Eliassen, do you have Exhibit 651, which
is M. Thornton's testinony?
MR. MEYER: | can provide one to him
MR. VAN CLEVE: Thank you.
A Yes, the answer is no, | don't.
| have it.



00742

BY MR. VAN CLEVE:

Q Coul d you please refer to page 5, line 13, of
Exhi bit 651.

A. And this is on August 13, 19997

Q Correct. There was a ratings downgrade by

Duff & Phel ps, and there's a quote fromthe press
rel ease which states:
The downgrade is based on increasing
busi ness risk through investments in
unregul ated subsidi ari es.

A That's correct.

Q Wul d you agree that that was the principa
reason for that downgrade?

A Yes, ny statenent was that ever since 2000,
the principal rating changes in 2000 and 2001 have al
been because of the utility, and it's 2000 and 2001
where we have incurred the deferrals and incurred all of
the rest of the charges that have brought us here today.
| don't disagree with what he pointed out about 1999,
but that wasn't my point.

Q Ckay, could you refer to page seven of
Exhi bit 651.

JUDGE MOSS: | think we're | ooking at Exhibit
601, aren't we?
MR, VAN CLEVE: |I'm sorry, Your Honor, 601?



JUDGE MOSS: Thornton testinony?

MR. VAN CLEVE: VYes.

JUDGE MOSS:  Yes.

MR. VAN CLEVE: Sorry about that.
BY MR. VAN CLEVE:

Q And on page seven at line two, it refers to
an S&P revision of its outlook fromstable to negative.
Do you see that?

A. Yes.

Q And there's a quote fromthe S&P press
rel ease, and it said that:

The outl ook revision reflects a

weakeni ng of Avista's financial position
primarily as a result of poor

performance of the conpany's

non-regul ated tradi ng operations.

Wul d you agree that that's what S&P sai d?

A Yes, they did, and it's still com ng off the
1999 witeoffs and the issues around the nationa
tradi ng operations in that year

Q But that is an inpact in 2000 on the credit
position of the conpany, correct?
A It was in the direction, but it was not a

change in rating, because when you say the change in
rati ng when S&P downgraded this, it speaks directly



about utility issues and says that they're stil
concerned about our non-regul ated busi nesses. They have
never said that they weren't concerned about them

Q And if you refer to page 8 at line 12,
there's a reference to Fitch downgradi ng the conpany's
securities on June 23rd, 2000, and there's a quote from
the Fitch press release, and it refers to the $98

MIlion in unregulated trading | osses, doesn't it?

A It does, but again, | don't have the ful
text of this one. I'mnot famliar with what the text
of this said.

Q And on line 26, the quote fromthe rel ease
says that:

Avi sta Corporation has been infusing
funds into its unregul ated subsidiaries.
Wil e these noneys are booked as | oans,
they are significant anpunts that
decrease Avista Corp's financia

flexibility.

A And as | just testified, we're putting $150
M1lion of that cash back into the utility this year and
next year, nore than paying back all of those
i nvestments. It's 2000 and 2001 we're dealing with here

today and 2002 as a conpany.
Q And if you look at |line 32 on page 8 of
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Exhibit 601, it tal ks about a Mbody's downgrade on July
27, 2000. If you look -- turn the page to page 9 and
|l ook at lines 9 through 11, it states that:

Moody' s renmmi ns concerned about the

extent to which Avista expects to rely

on earnings fromits nore risky

non-regul at ed busi nesses goi ng forward.

A Right, | think if you look at the entire text
of nobst of these though, you see that their concerns
wer e about deferral bal ances, issues in energy markets,
the sanme thing that brought us here today, the sanme
thi ng addressed to this Conm ssion a year ago.

And again, the rating agencies have al ways
had a concern even back prior to 1998 about
non-regul at ed busi nesses, but they are not the key
today. They have not been the key in our ratings for
the last 12 nonths, and that's the point here today.

The utility, lack of liquidity and the deferral bal ances
with no plan, no plan and no opportunity to recover
prudently incurred costs is the biggest issue we face.

Q Well, when is it that the primary concern of
the rating agencies switched fromthe unregul ated
operations to the regul ated?

A Well, in what was Staff Request 108, and |'m
not sure now what -- | lost ny reference to it. |'mnot



sure what exhibit it is, but Staff Request 1, Data
Request 108, which included the current -- the conplete
statenents from Moody's and S&P this year, for exanple,
Moody's comments in July or August, anticipated buil dup
in energy deferral costs of Avista which reached $140

MIlion, the buildup in deferrals due to a confluence of
ci rcunst ances including the worst draught conditions,
pricing for whol esal e power, |'m paraphrasing, changing

mar ket conditions, fixed incone investors should remain
wary absent significant |evels of support from

regul ators to inplenent rate surcharge. And this is
cash flowis subject to pretty extreme pressure.

But again, you go down through the first two
par agraphs of this, it talks about the inportance of the
i mpact on the conpany of regulated activities, the
i mportance of having regulation as a part of the
solution, and then it gets down and says, we're stil
dealing with regul ated conmpanies, with the unregul at ed
conpani es, we still have concerns about the investnent
in non-regul ated business, but it's not the driver, and
the sane is true with the S&P.

Q Excuse ne, before you go on, can you tell ne
what the date of the docunent is that you were referring
to?

A This one is July 26, 2001.



Q Okay. And was that a downgrade then?

A No, this was where we continue to be placed
on -- Moody's investor service is maintaining the
negati ve outl ook for Avista Corporation's ratings.

Q And what was the Moody's rating at the time?

A It's still B double A for senior security.

Q Okay. So as | understand your testinony, the

conpany was an A-3 before it started incurring trading
| osses and risky investnents in unregul ated
subsidiaries. So this credit rating of the conmpany had
been substantially reduced by the tine that the utility
i ssues becane a concern; is that correct?

A It had been reduced fromthe A level to
triple B double A or triple B |level, yes.

Q How many rating taggers is that?

A From A-3 to B double A-1 is one step.

Q Okay. And what were the S&P rating
categories at the sane -- at that -- well, let's start
out what was the S&P rating category in 1998?

A Well, again, for 1998 it was A In 1999 it
fell totriple Bplus. It was still triple B plus for

secured debt at the end of 2000 according to

M. Peterson's exhibit. During 2001, the outl ook was
reduced to negative, and then the downgrade occurred at
S&P in August of this year. Again, ny point is that the



concerns since 2000 and 2001 have been entirely around
-- the growi ng concerns have been entirely around the
deferral bal ances and the utility operations.

Q And | guess ny question is, the conpany
t hrough nunerous rating agency reports was either
downgraded or given a negative outl ook because of the
poor performance of its non-regul ated trading
operations, and if it had not engaged in those
non-regul ated operations, wouldn't it have been in a
better financial position to withstand this crisis that
it's facing now?

A. We would not, in my estimation. That had
nothing to do with the deferral balances. It has
nothing to do with covering the $300 MIlion we have

i nvested in deferred energy cost. The non-regul ated
busi nesses have earned a | ot of nobney in the last two
years. W have at the sane tine listened to the rating
agencies, as M. Ely testified yesterday, we're taking
steps with certain ones of them and even the ones that
woul d remain, even the marketing operation is
substantially reduced in size today fromwhere it was
even a year ago. W have |istened to those concerns,
t hose conpani es are bei ng downsi zed.

But at the sane tine, we're taking cash and
earnings fromthemto support the corporation. They
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can't --
JUDGE MOSS: M. Eliassen, | think there's no
questi on pendi ng.

Q You testified regarding the potential inpact
of M. Schoenbeck's proposal. Have you asked any of
your bankers what their reaction to M. Schoenbeck's
proposal is?

A | have not. The --
MR. VAN CLEVE: Thank you, that's all | need.
That's all | have, Your Honor

JUDGE MOSS:  All right, then we have Public
Counsel next, M. ffitch
MR. FFITCH: Thank you, Your Honor

CROSS-EXAMI NATI ON
BY MR. FFI TCH
Q Good evening, M. Eliassen
So just to make sure | understand your
testimony just in very recent exchange, essentially your
testinmony is that the non-regulated activities of Avista
and the resulting downgrades in the investnment ratings
have nothing to do with Avista's current financia
difficulties at all; is that your testinmony?
A Tied to 2000 and 2001, | woul d suggest that
any -- everything that's happened since @@ of |ast year



has been primarily utility oriented. What we have tried
to do since then is strengthen the non-regul at ed

busi nesses at the sanme tinme we have been trying to dea
with issues at the utility.

Q Is it your testinony that the non-regul ated
activities of Avista have nothing whatever to do with
Avista Corp's current financial difficulties?

JUDGE MOSS: He's looking for a yes or no

answer, M. Eliassen. |If you can give it to him do
A I would say not, no.
Q That's not your testinony?
A. I'"msorry, maybe | m sunderstood.
Q Your testinony is that they have -- these

activities have nothing whatever to do with Avista's
current financial situation?

A I would say that's correct today, yes.

Q And it's, as | understand it, again your
testimony is that the infusion of cash fromthe
subsidiaries at this point has nothing whatever to do
wi th solving the problemwhich is brought to the
Commi ssi on here which requires a surcharge; is that al so
correct?

A Movi ng cash fromthe subsidiaries and even
strengthening themstill doesn't recover the deferra
bal ance. So it helps the cash problem but it doesn't
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hel p the deferral problem

Q Do the subsidiaries have an ability to infuse
addi ti onal amounts of cash into the utility or the
corporation than they are currently doing?

A. Not and continue to operate, no.

Q And will that cash infusion fromthe
subsi di ari es have any inpact in the future on the
conpany's investnent grade, or would you expect it to
have?

A I would expect it would, yes.

Q That woul d i nprove the conpany's financia
situation?

A. I would hope so, yes.

Q And give the conpany the ability to seek

financing without having to go to its rate payers or
obtai n financing, excuse nme?

A The only thing we're asking fromthe rate
payers is to help recover costs that have been incurred
for power costs.

Q And on that point, you indicated that Avista
is doing nothing nore than dealing with this situation
the sane way as other utilities of the state, and
think you nentioned Seattle City Light, for exanple; was
that your testinony?

A Maybe | misspoke on that. | said | think



we're facing the sane issue that nost other utilities
have faced, many of which have had to raise rates such
as Seattle City Light, Tacoma, and others.

Q You don't recall saying that you're dealing
with it in the same way as those utilities?
A Well, we're dealing with it in the same way

in the sense that we're asking for an increase from our
custoners to cover the cost of providing the services,
yes.

Q Now you indicated that Avista Energy is --
excuse ne, that many of the subsidiaries have made a | ot
of nmoney in the last two years; does that include Avista

Ener gy?

A Yes.

Q And is that because Avista Energy has been
selling energy in the whol esale markets in the West?

A We have been marketing both energy and/or
electricity and natural gas, yes.

Q And in the electricity market, can you tel

me what the earnings of Avista Energy have been in the
| ast two years, the period that you nmenti oned when a | ot
of noney has been nmade?

A Well, | think that the -- | think in the same
docunent that we referred to, 122-C, Exhibit 154, |'m
sorry, the Avista Energy earnings show in that
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i nformation.

Q If you could give ne a mnute, | can |ocate
t hat .

A. Do you want ne to just give you the nunbers?

Q | think --

A The incone statenent, page one, has Avista

Energy as a separate line item

JUDGE MOSS: This is a confidential exhibit,
so we wouldn't want to state the nunbers on the record
but if you can just point us to the place where they're
| ocated in the exhibit, we can all look at it.

A. Well, I'"mokay with this on the record though
since we actually publish these nunbers at this |evel,

t he earni ngs nunbers we do publish.

JUDGE MOSS: All right, well, it's your
confidentiality claim so as |long as your counse
doesn't throw a gag around you, go ahead.

A. Wel |, the nunber for 2000 is $165 M1l on,
and the estimate for 2001 is $57 MIlion from Avi sta
Ener gy.

CHAIl RWOMAN SHOWALTER: Can you tell nme where
to find that?

A That's in that docunent, it's |abeled page --
it's actually the third or the second page. It's a page
of assunptions, and then the first page that's nunbered



i s page one, incone statenment, and two thirds of the way
down or about hal fway down the page, there is a heading
ot her inconme, and Avista Energy is shown there.
BY MR. FFI TCH

Q And Avista Energy is a net seller in the
western whol esal e markets of electricity; isn't that
correct?

A Well, they -- I'mnot quite sure howto
answer that, yes.
Q Now you i ndicated again that Avista is

dealing with this energy situation in the same way as
other utilities in the Wst. You're aware, are you not,
that other utilities, and you mentioned specifically
Seattle, are actually seeking refunds before the Federa
Energy Regul atory Commi ssion for excessive energy
expenditures; aren't you aware of that?

A. Yes, | am

Q Avi sta Corporation is not engaged in that
simlar request, is it?

A M. Norwood testified to that yesterday, that

we have been nonitoring and are part of certain parts of
t he proceedi ngs.

Q That's right, and you're not currently
supporting refunds for Avista Corporation in that
proceedi ng, are you?



A No.

Q And Avista Corporation, the utility, is,
however, a net purchaser of energy in that nmarket, is it
not ?

A. We have been both a purchaser and a seller,
and | think M. Norwood testified yesterday that he was
uncertain which way it nmight go. But we have retained a

spot at the table, if you will, so that we can
participate if and when it's appropriate.
Q Well, the hearings drew to a cl ose today

wi t hout Avista Corporation nmaking any claimfor refunds;
isn't that true?

A. I don't think we have given up a right for a
claim
Q The transcript will speak for itself, |

believe | recall M. Norwood indicating that --

JUDGE MOSS: Let's nmove along, M. Ffitch, we
covered this yesterday.

Q -- Avista Corp was a net purchaser.

MR. FFITCH: Those are all the questions |
have. Thank you, M. Eliassen.

JUDGE MOSS: Thank you, M. ffitch.

MR. TROTTER: Just one, Your Honor.
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CROSS- EXAMI NATI ON
BY MR. TROTTER

Q You indicated that the cash infusion of $150
MIlion through the end of this year and next year hel ps
the cash problem Do you recall saying that?

A Yes, | do.

Q And has that cash infusion been reflected on

M. Peterson's exhibit where he estimtes the fixed
charge coverage rati o?
A In the initial filing, I"maquite sure it was.
I don't have that sheet in front of me either. There
was the initial filing list has a 2001, 2002 estimtes
of nmeeting covenant test, and it is in there, it should
be in there in 2. | don't have a reference or page
nunber. But what we planned --
. My question was whether it's on the exhibit,
that's all
A Okay, it should be in @, yes.
MR. TROTTER: That's all | have, thank you.
JUDGE MOSS: Any questions fromthe Bench?
Al right, we would like to issue a Bench
Request, we will reserve Exhibit Nunmber 6, and what we
woul d Iike to have | suppose the conpany can npst
conveniently provide us the full text of the various
Moody's, Standard & Poor's, Fitch, and if |I'm m ssing



any of the other rating agency reports that M. Eliassen
has indi cated, we m ght benefit fromreading nore fully.

CHAl RWOVAN SHOWALTER: | want to nmake sure
that it includes the text of -- the full text of what
has been included in Exhibit --

JUDGE MOSS: M. Thornton's testinony,

Exhi bit 601.

CHAl RMOMAN SHOWALTER: Right. And it should
probably go back at |least as far as 1998. | don't know
how many docunents |I'masking for. It would be both the
downgradi ng sorts as well as the outl ook sorts.

MR, MEYER: (kay, we can do that.

MR. TROTTER:  Your Honor, | believe sone of
these are contained in Exhibit 604 already.
THE WTNESS: | believe they are.

MR, TROTTER: So perhaps the conpany can
confirmthat it's the conplete set.

MR, MEYER. We will do that. W will confirm
whet her it goes back and captures all of those to 1998.

JUDGE MOSS: Al right. Thank you, and we
will get it satisfied in one way or the other.

And t hank you for pointing that out,
M. Trotter.

Al right.
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EXAMI NATI ON

BY CHAI RAMOVAN SHOWALTER:

Q I do have a question, and that is how
i mportant to the conpany the tail end of its proposa
is. And by tail end, | nmean the 27 nonths as opposed to
some | esser nunber of nonths. |[|f you take the conpany's
proposal and assune just for exanple that you will have
$185 MIlion in the deferred deferral account through
this Septenber, | think you said your proposal would
collect $87 MIlion in the next 12 nonths. |If this
Commi ssi on ordered a surcharge at approximtely the rate
that you have requested, but the surcharge were to
term nate say at the end of 2002, in other words go for
15 nmonths as opposed to 27 nonths, by which tine this
Commi ssi on woul d have had ot her proceedi ngs that address
a general rate case as well as recoverability of the
deferral account and continue the deferral account
during that time, sonething |ike M. Schoenbeck is
proposi ng, although not necessarily at the anpunts that
he has cone in on, ny question is, how inportant to the
conpany or to its financers is an order fromthis
Conmi ssi on addressing the full anpunt through 27 nonths
versus some amount through a shorter period?

A If we had a plan as you have outlined that
gave us that |evel of annual revenues, that |evel of



annual cash, and it includes the PGE offset as well
because | think that's appropriate to drive the
deferrals down as quickly as possible, with that, we

will file in Novenber a general filing that gives you
the opportunity to do everything you need to do paralle
on prudence. | nean a |lot of the contracts are stil

going to be in place during that period of tine, fue
costs, new plant, all the things that the Staff does
need to and should be looking at, all that can be
included. And I think that that period of time then
woul d all ow us to have even the full 11 nonths for that
case to be decided. W would still have an order by
October. And | think a plan that addresses the next 15
nonths or 16 nonths, whatever it mght be, on those
terms woul d be very acceptabl e.

CHAI RWOVAN SHOWALTER:  Thank you.

JUDGE MOSS: All right, | suppose there
shoul d be an opportunity for redirect, though |I'm not
encouraging it.

MR. MEYER: And | can read your lips. | have
none.

JUDGE MOSS: All right, M. Eliassen, thank
you very rmuch for your testinony this evening.

THE W TNESS: Thank you.

JUDGE MOSS: | will release you fromthe



st and.

I believe that concludes the presentation of
w tnesses. We do have the remaining matter of business
concerning the briefing, which | have left tentative.
was informed during the break that despite the request
by the conpany and others to have an expedited
transcript, that in light of the |ate hour which we have
run this evening, it will not be possible to have the
transcri pt on Monday as hoped for, but that they could
be assured, reasonable assurance coul d be provided that
they woul d be produced by noon on Tuesday. M. Kinn, is
that -- could you give ne a nod in the affirmative if |
got that right.

I may have m srepresented what you told ne.
| probably did given the |ate hour

Let's go off the record.

(Di scussion off the record.)

JUDGE MOSS: It appears that we can meke this
wor k by hook or crook, and so why don't we set the 17th
as the day for briefs. And let nme enphasize what is our
standing requirement, if you will, that you all submt
those in addition to submtting paper copies in a tinely
fashion, that you get those briefs to us electronically,
because that does help us to process things.

So with that enphasis, briefs will be due on
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the 17th of Septenber, and the Commission will nove with
its usual deliberate speed to bring the matter to an
expedi ti ous concl usi on.

Is there any other procedural matter that we
need to di scuss?

M. ffitch.

MR. FFI TCH:  Your Honor, Public Counsel has a
Record Requisition Nunber 30, and | wanted to just
establish a response date.

JUDGE MOSS: That was the data concerning
Avi sta's budget cuts.

MR. FFI TCH: Right.

JUDGE MOSS: What's the response date on
that, M. Meyer?
MEYER: How about Monday?
FFITCH: | don't know, that's an awfully
| ong del ay.
MEYER: How about Mbnday?
FFITCH: Monday will be fine.
MEYER: We will work for Monday.
. FFITCH. Thank you very much.

JUDGE MOSS: All right, anything el se we need
to consider?

Thank you all very nmuch. W |look forward to
receiving the briefs. And | would like to conplinment

2333 33
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all counsel on the very fine job they did in this
proceedi ng and acknow edge as well the wi tnesses’
efforts on our behalf.

(Hearing adjourned at 9:15 p.m)






