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BEFORE THE WASHI NGTON UTI LI TI ES AND TRANSPORTATI ON

COWM SSI ON
THE WASHI NGTON UTILI TIES AND )
TRANSPORTATI ON COVM SSI ON, )
)
Conpl ai nant, )
)
VS. ) DOCKET NO. UE-011595

) Vol unme No. |V

AVI STA CORPORATI ON d/ b/ a ) Pages 145-252
AVI STA UTI LI Tl ES, )
)
Respondent . )

A hearing in the above matter was held on
June 12, 2002, at 9:10 a.m, at 1300 South Evergreen
Park Drive Southwest, O ynpia, Washington, before
Admi nistrative Law Judge DENNI S MOSS, Chairwoman
MARI LYN SHOWALTER, Conmi ssi oners RI CHARD HEMSTAD and
PATRI CK OSHI E.

The parties were present as follows:

THE WASHI NGTON UTI LI TI ES AND TRANSPORTATI ON
COWM SSI ON, by JONATHAN THOWPSON, Assistant Attorney
General, and DONALD T. TROTTER, Senior Assistant
Attorney General, 1400 South Evergreen Park Drive
Sout hwest, Post O fice Box 40128, d ynpia, Washington
98504; tel ephone, (360) 664-1189 (Trotter)

THE PUBLI C, by ROBERT W CROWELL, JR.,
Assi stant Attorney General, 900 Fourth Avenue, Suite
2000, Seattle, Washington 98164-1012; tel ephone, (206)
464- 6595.

AVI STA CORPORATI ON, by DAVID J. MEYER,
Ceneral Counsel, East 1411 M ssion Avenue, Spokane,
Washi ngton 99202; tel ephone, (509) 495-4316.

Kathryn T. W/l son, CCR
Court Reporter
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PROCEEDI NGS

JUDGE MOSS: Good norning, everyone. W are
convened this nmorning for purposes of a hearing
concerning the proposed settlenent stipulation that has
been filed in this matter, which is styled Washi ngton
Uilities and Transportation Conm ssion agai nst Avista
Cor poration doing business as Avista Utilities, Docket
No. UE-011595.

We will take appearances nonentarily, and

then we will have sone remarks fromthe Chair. |
understand that there will be no opening statenents
fromcounsel, so we will then call and swear our

Wi t ness panel, and they are already seated, and | m ght
remark that | appreciate the nane tents that you al
have provided. That nmkes the task of the court
reporter nuch easier.

W will ook at the prenarked exhibits, and
i magi ne those will be introduced into the record by
stipulation. There are a couple of other exhibits to
di scuss, and then we will proceed into our narrative
testi mony and our other business, so lets begin with
t he appearances, and we'll start with the Conpany.

MR, MEYER: Thank you, Your Honor. The short
form of appearance, David Meyer on behal f of Avista.

MR. VAN CLEVE: Brad Van Cl eve on the behal f
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1 of the Industrial Custoners of Northwest Utilities.

2 MR. CROWELL: Robert Crommel |l on behal f of
3 the public counsel section of the attorney general's
4 of fice.

5 MR, THOWMPSON: Jonat han Thonpson and Don

6 Trotter on behalf of Comm ssion staff.

7 JUDGE MOSS: Madane Chair?
8 CHAIl RMOMAN SHOWALTER: Before we begin, |
9 want to conplinment everyone. It is clearly a

10 remar kabl e achi evenent to present a settlenent

11 agreenent of this type. It is clear fromreading the
12 agreenent and the supporting docunments that you've

13 given a great deal of thought and care to bal anci ng al
14 of your interests and proposing a docunent. So

15 regardl ess of how the rest of the proceedi ng goes,

16 congratul ati ons on that.

17 "' m sure you understand though that the

18 conmi ssioners need first to understand what is in the
19 agreenent to make sure that it neans what you think it
20 means, and then what does that nean. Most inportantly,
21 we have an independent responsibility to determ ne that
22 this settlement agreenent is in the public interest,

23 and so | hope that our learning curve will catch up

24 with yours by the end of this session.

25 In particular, the supporting docunents that
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you have provided are very, very helpful. 1In the past,
we sonetinmes receive settlenents that are sinply that,
a settlenent, and we are left nore or less to guess at
what the basis for it is or to guess or to ask at the
prehearing conference. | think the contribution of
your statenents in support of the settlenent has really
hel ped us conme up to speed, at |east partially, on what
it entails, so | want to conplinment you on that as
wel | .

JUDGE MOSS: W th that, by prior arrangenent,
the witnesses have been called and are seated. W have
M. Norwood and M. Eliassen for Avista, and M. Elgin
for Conm ssion staff, M. Schoenbeck for the Industria
Custoners of Northwest Uilities, and we have
Ms. Kinmball for Public Counsel, and that constitutes a
panel representing all the parties in the proceeding.
Let me ask that all of you rise and raise your right
hand.

(Wtnesses sworn.)

JUDGE MOSS: W th our witnesses inpanel ed,
let's proceed to the matter of the exhibits. W had a
prehearing conference yesterday, and we premarked a
nunber of exhibits: No. 10, which is the settl enent
stipulation, and we reserved No. 11 for public comments

to be presented by Public Counsel. Wen would that be,
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1 M. Crommel | ?

2 MR, CROWELL: Your Honor, | spoke to

3 M. Sweeny this norning. W' ve conmunicated or we've
4 conveyed down the e-mails and letters that we received
5 both by correspondence we sent out by Mnday, and

6 brought sonme nore down this norning.

7 | think Judge Mace's instruction at the

8 public hearing had been that the public conments were
9 to be filed by close of business yesterday. | can

10 when | go back to my office either this afternoon or
11 tomorrow norning, confirmif there were anynore that we
12 received that | did not see. Sonetines the nmail cycle
13 isalittle slow, but what | would intend to do is

14 submt down for consideration and inclusion into the

15 record anything we nay have received by five o'clock

16 yesterday. | can either ask M. ffitch to bring that
17 down or send it by mail. | would hope you would have
18 it by the end of the day tonorrow.

19 JUDGE MOSS: So you plan to submit a single

20 packet by tonorrow then?

21 MR, CROWELL: That woul d be my expectation
22 M. Sweeny and | will try to coordinate and put

23 everything into one bundle.

24 JUDGE MOSS: Let's do that. Exhibit 12 is a

25 prepared statenment by M. Norwood, and 13 is a prepared
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statenment by M. Eliassen. W discussed yesterday the
staff nmenorandumthat was filed in support and nade the
observation that in its present form it constitutes
argunment by Counsel, but Staff indicated that it was
agreeable to the idea of ny putting to the witness for
staff whether you, M. Elgin, would be willing to
subscribe to the factual statenents contained in the
menor andum as your testinmony in the proceedi ng so that
that m ght be a matter of record, and would you be
willing to do that?

MR. ELG N Yes, Your Honor.

JUDGE MOSS: You did, in fact, participate in
the formul ati on of that document and are familiar with
the factual statenents contained therein.

MR. ELGA N That's correct.

JUDGE MOSS: That has been narked as 14.
|'ve been handed this nmorning and have distributed to
the other nenbers of the Bench and the parties all have
what's been marked as Exhibit 15 now, which is the
parties' witten responses to Bench Request Nos. 3, 4,
and 5. Let me ask you, M. Meyer, should | identify
that as an Avista exhibit, or was that something the
panel is offering as a unit, in which case I'l|l mark it
as a Bench exhibit?

MR. MEYER: It should be an Avista exhibit;
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1 al t hough, we did share this with the other pane

2 menbers before the start of the session.

3 JUDGE MOSS: 16 is an exhibit that's

4 entitled, "Annual Variability of Prosym Model Run Power

5 Supply Costs." That's No. 16. It was handed up this

6 norning. | understand M. Norwood will refer to that
7 in connection with sone of his testinony today.

8 MR. MEYER: That's right. That will assist
9 in responding particularly to Item 7 of the Bench

10 request.

11 JUDGE MOSS: Are there any other exhibits

12 that we need to nark? Apparently there are not. [|'l]I
13 ask if there is any objection to any of the exhibits |
14 have identified? Hearing none --

15 MR, CROWELL: No objection, but just to

16 clarify, Exhibit 15 is an illustrative exhibit not a
17 fact ual

18 JUDGE MOSS: Thank you. Hearing no

19 obj ection, these exhibits will be admtted as marked.
20 There are two other pieces of paper floating about the
21 room or hopefully now secured in front of wtnesses and
22 counsel. One of these is a conpilation of the Bench
23 requests that were issued by the Commi ssion severa

24 days ago in a tabular format, and |I'm hol ding that up

25 so everybody can see that they have the right docunent.
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This is something that we've provided for
your conveni ence and our conveni ence, and ny
understanding is that the parties will be respondi ng
orally fromthe Bench and that they have perhaps
di vided up the responsibilities anong thenselves. |
will ask as we do that this norning that you keep us
appri sed of where you are in terns of the questions so
we can make careful notes and have a good record on
t hat .

The other piece of paper that was distributed
this morning is a set of tables, and they are variously
| abel ed Scenario 1, 2, 3, etcetera, and these relate to
the Bench Request 3, at |east, perhaps 4 and 5 as well
and may provide a useful basis for further devel opnent
of the record, and we will discuss that prospect in
connection with our discussion of the various Bench
requests to which they relate, so I'll just put that
aside for the nmonent, and we will get back to that at
the appropriate point in time. Anything further before
we go on to the testinony?

MR, ELG N | just wanted to nmake sure that
in adopting the factual underpinnings of the staff
menor andum t hat that would include the errata sheet
that corrected the anpunts on Page 5 of the menmorandum

JUDGE MOSS: Good point, M. Elgin. It was
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my intention that that be so, and indeed, | should

poi nt out that M. Thonpson for the staff distributed
this morning a revised menorandum and ny under st andi ng
is that this revised version includes only those errata
changes; is that correct?

MR. THOWPSON: That's correct. | would al so
add in addition to M. Elgin this norning, M. School ey
and M. Buckley are also avail able to answer questions
on behal f of staff.

JUDGE MOSS: We will call them and swear them
if we need to.

MR. MEYER: One final procedural comment so
t he conm ssioners are aware how we are going to present
our prepared remarks. W have exhibits consisting of
prepared statenents of M. Norwood and M. Eliassen.
They do not intend to read those verbatimbut to
hi ghli ght certain portions of those. Once M. Norwood
has done that and M. Eliassen has done that, we plan
then on having M. Norwood address specifically the
Bench request itens on the ERM as well as any other
guestions. So that was how we were handling our part
of this.

JUDGE MOSS: Did other w tnesses have opening
narrative testinony?

MR, ELGE N: No, Your Honor.
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MR, SCHOENBECK: No, Your Honor.

JUDGE MOSS: W are ready to hear fromyou
M. Norwood, so proceed at your own pace keeping in
m nd the court reporter's agility.

MR, NORWOOD: Thank you, and | know that you
have a copy of ny opening statement, as M. Meyer
indicated. | will just highlight a fewitenms in ny
openi ng remarks here. At the outset, | would like to
express my appreciation to the other parties in the
case for their cooperation and their commtnent to
wor ki ng through the issues in this case. | think what
we ended up with was a good bal ance of the interests of
the parties in this stipulation that you have before
you. M statenment al so nentioned the thoroughness of
the staff nmenorandumin that they provided a good
summary of the stipulation itself, as well as their
review of the case that we filed to the Conmi ssion

The stipulation is a critical conmponent of us
noving forward as a conpany, to restore the financia
health of the Conpany as we continue to provide service
to our custoners. The stipulation, | believe, does
stri ke a good balance within the stakeholders. |[|'ve
menti oned our custoners and that the stipulation, if
approved, would provide for no further rate adjustnent

com ng out of this case. There is a continuation of
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the prior rate inpact mtigation neasures for an
additional period of tinme, and also this will increase
the opportunity for the Conmpany to nove toward a return
to investnent credit rating.

As to our investors, approval of the
stipulation would provide a further indication of the
regul atory support for the utilities in this state,
which | believe is inportant fromthe investnent
comunity perspective. It would resolve all remaining
i ssues before the comission in this case regarding
prior costs incurred as well as ongoing costs of
provi ding service to our custoners. There have been a
nunber of filings that we've made over the past year
and |'mnot going to go into detail on those. The
surcharge filing be the prudence petition that would
get filed, the accounting order that was granted in
Decenber, the interimrate relief that was provided in
March, and then the general rate case that is pending
before you now.

I would also like to express appreciation to
the commrission for the tinely response to all of the
filings that we have provided and put before the
comm ssion, and that is what has brought us to this
poi nt of resolving the remaining issues in this case,

and if the stipulation is approved, as | indicated, it
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woul d resolve the remmining issues at issue before the
conmi ssi on.

As far as the benefits itself of the
stipulation, as | indicated, there would be no further
increase to custoners' rates fromthis stipulation in
this case apart froma mnor adjustnent to Schedul e 25.
The existing 31.2 percent rate increase that is in
pl ace since October of 2001 would continue, and
bel i eve that provides a balance of the two conpeting
obj ectives of getting the Conpany healthy over tine
while al so recogni zing the inpact on custoners, so that
provi des a bal ance of those two objectives.

Attached to nmy statement, there is a
schemati ¢ which shows the changes in rates that have
occurred since October, and in that schematic, you can
see the 25 percent adjustnent, the surcharge that was
put in place in Cctober, 2001. That 25 percent
surcharge was put into place to begin to recover the
deferred power costs. Then in March of 2002, the
interimincrease of 6.2 percent was al so added, and
that revenue was provided to cover the ongoing costs of
operating the Conpany.

Also in March, there was a reallocation of
the existing 25 percent surcharge where 5 percent of

that went to cover the ongoing operating costs so that



0159

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

at this point this tinme, prior to this stipulation of
the 31 percent in place, 11 percent is covering ongoing
operating costs, and 20 percent is being used to
anortize deferrals. The last part of this schematic
shows that if the stipulation is approved, beginning
July 1, 19.3 percent would be used to cover ongoing
operating costs, and 11.9 percent of the total 31.2
woul d be used to continue to anortize the deferra

bal ance over tine.

As to other benefits, | had nentioned the
continuation of rate inpact nmitigation neasures. Those
are outlined in the stipulation itself. As a part of
that, the Conpany has agreed to increase the
contribution to Project Share from 50,000 a year to
$150, 000 until the defer bal ance reaches zero. The
energy recovery nechanismis a very critical conponent
to the stipulation itself. Lack of a mechani sm such as
this has been consistently identified by the financia
rati ng agenci es as a concern.

Just as a brief overview of the nechanism
itself, we basically each nonth will conpare the actua
power supply costs with the base power supply costs
that woul d be approved in this case. To the extent
that the differences between actual and the base costs,

of those differences, the Conpany woul d absorb or
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benefit fromthe first nine mllion of those

di fferences on an annual basis. To the extent that the
di fferences woul d exceed nine mllion, if it exceeds
nine mllion, 90 percent would be deferred for |ater
rebate or recovery to customers, and as was nentioned
earlier, we do have sone exanples that 'l walk
through a little later to show you how t hat woul d
operate under different scenarios.

In summary then, as | mentioned, approval of
the stipulation would resolve all the renmining issues,
i ncluding dealing with the prior costs incurred as wel
as the ongoing costs of providing a service to our
custoners. It would provide a sound foundation for the
Conpany going forward to nove toward regaining its
investment credit rating. W believe the stipulation
does provide a fair and bal anced resolution to the
i ssues and that the stipulation is in the public
i nterest, and we have requested that the comm ssion
approve the stipulation in a tine frame that woul d
allowus to inplement it on July 1 of this year. Thank
you.

JUDGE MOSS: Before we go on to M. Eliassen
if you will ook at Page 6 of your prepared statenent,
which is now Exhibit No. 12, M. Norwood, it caught ny

eye in the first full paragraph, third line, that you
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parenthetically refer to 12.9 percent, and | believe
the correct figure is probably 11.9 percent, and
wanted to make sure our record was clear on that.

MR, NORWOOD: You are correct.

JUDGE MOSS: We can turn to M. Eliassen now

MR, ELIASSEN: | too would like to express ny
appreciation to all parties for their cooperation and
the commitment that's nade this settlenent possible,
and the tineliness is probably one of the npst
i mportant things. To deal with all the issues that
have been faced by this conpany and the conm ssion and
by all of our custoners in a tinmely manner is really
critical for us. | appreciate that.

| believe the settlenment proposal today is
really a key step in providing the opportunity for the
Conpany to return to financial health. W all know the
record of what we've gone through for the last 12 or 18
mont hs, but | believe at this point in tinme, we have
made significant progress, especially in the last nine
nonths, in being able to return this conpany to
financi al heal th.

The regul atory action and support received
today by the Conpany has been critical as a part of
this progress. The surcharge that we inplenented | ast

fall was critical in providing cash flows that have
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been necessary for the Conpany to return to health this
year. |In addition, the subsequent orders, the
settlenent in March, anong others, are additiona
positive steps that have allowed us to continue to
rebuild the financial strength of the business.

Based on where we' ve been able to cone to
date, we have now renegoti ated our bank |ines, and
while we |lost three banks fromour existing credit line
totaling some 75 nillion dollars, we were able to add
new banks to the |ine based on what we had acconpli shed
in the last 10 to 12 nobnths and now have received
approval of a credit line of 225 million dollars going
f orwar d.

We' ve al so renegotiated our accounts
receivable line. W've increased it from90 to 100
mllion dollars; although, we had to nove it to a
di fferent bank and a different provider, but again
actions by regulation by this conm ssion and by the
Conpany have made that possible. But even these
actions that we are tal ki ng about today have not yet
made it possible to return the Conpany to
i nvestment-grade credit rating, at least on its
unsecured debt, and changing that outlook in the credit
rating depends in large part on the resolution of the

final issues before us today in the general case.
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So the settl enent proposal today addresses
the final key factors that we need to resolve: The
addi tional revenue requirenent to recover our actua
ongoi ng costs of providing service. The settlenent
provi des that there would be no additional wite-offs,
which is an assurance that we are not going to be
further reducing our equity ratio and increasing our
debt ratio. The settlenent provides recovery of
remai ni ng deferred power costs, and finally, and
perhaps nost inportant of all of these, the energy
recovery nechanismis viewed as a significant positive
step in the recovery for credit quality going forward.

The ERM as proposed, provides better
stability and the opportunity for the Conmpany to have
nore predictable cash flows and earnings as we go
forward; thus reducing risk associated with exposure to
unpredi ct abl e power markets in the future. That is
critical to our credit in the future as well

Overall, the proposed settlenent will bring
us much closer to being able to denbnstrate the
busi ness risk profile of this conpany is returning to
where it was three to four years ago, and that's
i mportant too in returning the Conpany to an
i nvestment-grade credit profile. To date, Standard and

Poors has issued a fairly positive statenent about the
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proposed settlenment. In conversations with Mody's and
Fitch, they have reiterated simlar conments that are
positive.

We still have work to do. The Conpany will
continue to focus on continuing to control costs both
with Oand Mand capital. W've continued a hiring
freeze. We continue to evaluate the viability of a
need to issue additional commpn stock, and we will
continue to work with rating agencies to talk about the
busi ness risk profile and what we are doing with the
settlenent to return the Conpany to a higher financia
profile for a stronger financial profile. Again,
want to thank the Conmi ssion and all parties for their
tinmely actions in supporting the settlement we have
before us today. Thank you.

JUDGE MOSS: Wth that, | believe the plan is
to begin addressing the various questions that were put
out in the formof Bench requests, so M. Norwood, we
are back to you.

MR, NORWOOD: If | may, | would like to start
with the series of questions related to the energy
recovery nechani sm which begins on Question No. 3. |
don't know if | need to reread the questions. What |
would Iike to do is refer to Exhibit 15 in responding

to Questions 3, 4, and 5, and | think in preparing this



0165

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

exhi bit and | ooking at this exhibit, | think it my
help in responding to the work sheets that were handed
out relating to different scenarios around the
mechani smitsel f.

On Exanple 1, it's labeled at the top, "N ne
MIllion Dollar Band Not Exceeded, No ERM Deferrals."
This scenario is run assum ng that nine-mllion-dollar
band is not exceeded, and if | could just wal k you
t hrough January as an exanpl e of how t he nmechani sm wil |
work. You can see at the bottom Line 1 is actual net
expense for January, and as was pointed out earlier
these nunbers are for illustrative purposes only. Line
2 is the authorized net expense, which would be the
base power supply cost that would come out of this rate
proceedi ng, and that would be the nunbers that are
attached to Attachnent 1 to the settlenment stipulation

Line 3 shows the change in that expense,
actual versus authorized, and that number $1,526, 000
and Line 4 is the Washington portion of that system
nunber, which is two-thirds of Line 3. Line 5 then
shows the cunul ati ve change in the expense, and because
that difference between actual and authorized is |ess
than nine mllion, you can see that Lines 6 and 7 are
zero. There would be no deferral on the Conpany's

books for that nonth.
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As we progress across the year, Line 5, you
can see that the bal ance does not exceed nine nillion
dollars for the cal endar year, period. At the end of
Decenber, you can see that the balance is $4, 587, 000.
Because it's less than nine mllion, the Conpany in
this case would have absorbed the 4.5 nillion
Begi nning in January the followi ng year, the bal ance
woul d be reset at zero, and you would start the
cal cul ation toward the band again

CHAl RAOMAN SHOWALTER: Before we | eave that,
it's set again at zero. How does this interact with
the begi nning 115-nillion bal ance?

MR. NORWOOD: Good question. Any deferrals
that woul d be nade in any of these nonths would be
added to the deferral balance that's there, and in this
particul ar case, there would be no addition or
subtraction to the existing deferral balance. So when
| say restart the 4.5 mllion, you see in Decenber,

t hose nunmbers don't touch the deferral bal ance. None
of those dollars are deferred because it didn't exceed
the nine-mllion-dollar band, so when | say "reset," we
are resetting the tracking that we are doing to keep
track of whether it exceeds the nine mllion or not.

CHAI RMOVAN SHOWALTER: So this Exhibit 15

only deals with the ERM It doesn't show the spillover
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into the deferred balance, or maybe it would if it
reached nine nillion but it doesn't here.

MR, NORWOOD: We will get to an exanpl e where
it does spill over into the deferral bal ance, but for
this case, there would be no additions or subtractions.
What we would see with a deferral balance is a
continual reduction fromthe surcharge that's in place
to anortize it.

Then on Page 2 is a second exanple, and in
this case, you can see that the nine-nmllion-dollar
band i s exceeded during part of the year, but then
costs decline to the point where at the end of the
year, you actually don't have a net deferral, so Il
wal k through that also. Simlar calculations, so if
you | ook at Line 5, we progressed all the way through
until June where you can see on Line 5, the balance is
$9, 528, 000. Because the cunul ative bal ance exceeds
nine mllion, we would take 90 percent of the anount
t hat exceeds the nine mllion, which is 528,000, and we
woul d defer 90 percent of that, which is shown on Line
6, $475,000. So we are only deferring 90 percent of
t he amount that exceeds the nine-nmillion-dollar band.

Then you can see the cunul ati ve anmount that
noves across. |In Septenber on Line 4, you can see that

the actual costs are actually |l ess than the authorized,



0168

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

whi ch neans you are going in the other direction, in
the rebate direction, so to speak. By Novenber, you
can see that on Line 5, the total cunulative difference
bet ween actual and authorized is $7,459,000. Because
that's less than the nine nmllion, you' ve actually had
deferral entries in the opposite direction to where
your curul ative bal ance on Line 7 is zero.

Then in Decenber, you can see that the
cumul ative balance of Line 5 is $6,268,00. Because the
total is less than nine mllion, there would be no
deferral for that year, and again, beginning in January
of the followi ng year, you would reset to zero in
accumrul ati ng your dollars plus or mnus the band of
nine million.

CHAl RMOMAN SHOWALTER: | want to nake sure
understand. The operation of the ERM al one exceeded
the nine-nillion-dollar band. Therefore, 90 percent of
t he excess becomes a deferral entry, but am|l right
that by the end of the year because it went back down
under the band, does nothing get kicked over into the
deferral account?

MR. NORWOOD: That's correct. What we saw
was we had sonme deferrals in the surcharge direction
but then the costs reversed and you actually saw

deferrals in the rebate direction, so at the end of the
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year, you actually had no increnental deferrals for
that period of tine.

CHAI RWOVAN SHOWALTER: So you track the
excess of the dead band, but you don't do anything
about it until after the end of the year, at which
point you see is it or isn't it an accunulative basis
for one year or above the nine mllion?

MR. NORWOOD: What we would do is each nonth,
as indicated here, in June, we would actually make an
entry to the deferral bal ance of 475,000. As we
progress to the next nonth, then we woul d determ ne do
we do an entry, and if so, was it positive or negative,
and what we saw is in Septenber, there is a negative
entry of $41,000, which reduces the cunul ative bal ance.
We reduce it again in October and then reduce it again
i n Novenber.

CHAI RMOVAN SHOWALTER: Maybe this is a
different way to put it. 1Is there only one deposit
into the deferral account after an annual exam nation
or are there deposits into the deferral account as they
occur nmonth to nmonth, but they mght build and then
they m ght go back down, which way?

MR, NORWOOD: There are deposits each nonth
to the extent it exceeds the nine-million-dollar band,

but it can go both ways, and that's part of the purpose
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of this mechanismand this bal ancing account is to |et

the pluses and m nuses offset each other over tine. In
this particular case, the mnuses offset the pluses by

the end of the year.

CHAI RMOVAN SHOWALTER: So t he excess either
way does go into the deferral account. |[It's just that
you only take stock of what is in that deferral account
every year; is that right, once a year?

MR. NORWOOD: It's a cal endar-year band of
nine mllion, so another way to look at it is even
t hough we m ght have entries in and out during the
year, at Decenber, if the total difference is |ess than
nine mllion, then there would be no net increase for
t hat cal endar year peri od.

CHAl RMOVAN SHOWALTER: That is to say, let's
say as of Decenber, there is eight mllion dollars nore
in the deferral account. Starting January, you forget
about that eight mllion?

MR. NORWOOD: You nentioned the deferra
account, but if it's an eight-mllion-dollar difference
bet ween actual and authorized, then nothing would go
into the deferral account, and January would start at
zero agai n accurul ating toward the nine-mllion-dollar
band.

CHAI RWOMAN SHOWALTER: I think | understand
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the mathematics of it, but I"'ma little unclear on the
mechanics of it. Are these ampunts going into the
deferral account on a nonthly basis?

MR. NORWOOD: Yes. To the extent they exceed
the nine-mllion-dollar band, they would go into the
deferral account.

CHAl RMOVAN SHOWALTER: So to the extent they
exceed the nine-mllion-dollar band, they do go into
the account. So if at Decenber it was a positive,
let's say two million dollars, all of which got in
t here because it was above the nine-nillion-dollar band
in the nonth that it got in there, then what happens to
that two mllion dollars?

MR. NORWOOD: That two million would remain
in the deferral account; that's correct.

CHAl RMOMAN SHOWALTER: What is done with that
two mllion, that depends on whether before or after
the time period at which you can trigger the 10 percent
surchar ges.

MR. NORWOOD: That's correct. Until the
exi sting bal ance goes to zero, then there wouldn't be
any further changes up or down in rates. Once the
exi sting deferral balance goes to zero, then this
trigger nechanismwould kick in, and the deferra

bal ance woul d have to accurmulate up to the 27.8 nmillion
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before it would trigger a new rate adjustnment, and
that's shown on the next exanple. Perhaps this wll
answer questions that we've been discussing here.

On Page 3, this is an exanple where we exceed
the band fairly quickly and also hit the
27.8-mllion-dollar trigger, and again, this is after
the existing balance goes to zero and we start the
trigger mechanism |In January, you can see that the
difference is 4.3 mllion dollars on Line 5. 1In
February, the bal ance exceeds the nine mllion, so you
woul d defer 90 percent of that 176, 000.

Throughout the year then on Line 7, you can
see the bal ance accunmulate -- this is adding to the
deferral balance -- is accunulating to the point to
where in Decenber you hit the 27.8-mlIlion-dollar
figure. At that point in time, then that would trigger
a filing by the Conpany to seek a 10 percent rate
adj ustment up or down, dependi ng on which way the
nunbers go, and then you would pull that anount out of
the deferral balance and it woul d be recovered from
custoners over a 12-nonth period.

CHAI RMOVAN SHOWALTER: So in this particul ar
i nstance, would we be reviewing this year in April of
the foll owi ng year?

MR, NORWOOD: We woul d make an annual filing
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prior to April on the actual entries that were nade.
The way that trigger nmechanismwould work is if, for
exanple, we were to hit the 27.8 mllion in August,
then we would file in August and seek an adjustment to
rates, and that's the purpose of the trigger is once it
gets to a certain level, then we request an adjustnent
to take care of that balance. The filing that we nmake
again prior to April 1 of each year would be to review
the entries that were nmade for that prior cal endar year
peri od.

COW SSIONER OSHIE: W/l the trigger
mechani sm be affected by the deferral account? 1In
ot her words, while there is a deferral plus deferra
bal ance, will the trigger mechani sm be inplenmented or
could it be inplemented under the terns of the
stipul ati on?

MR, NORWOOD: Under the stipulation, the
expectation is that the trigger nmechanismw |l not cone
into play until the existing deferral bal ance goes to
zero. Once the existing balance goes to zero, then we
woul d nake a filing to zero out the existing surcharge
in place, and at that point, you would start to
accunul ate a new deferral balance plus or mnus, which
then woul d be subject to the trigger

COW SSI ONER OSHI E:  So under your Exanple 3
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then, any of the positive bal ances under Line 7 would
just be added to the deferral account.

MR. NORWOOD: That's correct.

CHAl RMOVAN SHOWALTER: But I'ma little
confused. When you said you could cone in in August,
if you hit the 27-million trigger -- is that the
numnber ?

MR, NORWOOD:  27. 8.

CHAI RWOVAN SHOWALTER: I f you hit that
trigger in August, why is it that you come in instead
of waiting the full year to find out what happened?

MR, NORWOOD: Again, this is assum ng that
we' ve al ready gone to zero on the existing bal ance.
The intent of the trigger nechanismwas to say once you
get to a level, you probably need to do sonething
positive or negative. But we've also indicated in the
stipulation that if you get to August and you have
reached the trigger of 27.8 mllion, if projections
show that the nunbers are going to go the opposite
direction, we may file with the Conm ssion and ask the
Conmmi ssion to not inplenment anything plus or m nus
because there is an expectation it may go the other
way, or there may be another rate adjustnment that's in
pl ace, and we nmay want to tinme whatever rate adjustnent

is here with the other one because they nmay go in
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opposite directions, and there nmay be opportunity to
offset them So it's those kinds of considerations we
| ook at once the trigger is reached.

CHAI RMOVAN SHOWALTER:  Can you just point out
in the settlenent stipulation itself the sentence or
two where this operates?

MR, NORWOOD: | believe it's on Page 8 at the
end of the first paragraph there: The Conpany may,
dependi ng on the circunstances, propose a different
effective date to m nimze the nunber of rate changes
to custoners

It's that full paragraph begi nning at the
bottom of Page 7 that tal ks about the actual mechanics
of the trigger mechanism That's all | have in terns
of actual operation of the nechanismitself in
responding to Questions 3, 4, 5.

CHAI RWOVAN SHOWALTER:  Then | think in that
case, it mght be helpful to go through these. W have
ei ght scenarios, and |I'mnot sure all of them have been
addressed in your exhibits. M biggest concern is what
happens if things are really bad, if there is a drought
and a west-coast-wi de market failure, so things are
just getting bad, bad, bad, somewhat simlar to a year
ago or two years ago. What kind of shape will the

Conpany be on in or what will this deferral bal ance
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| ook like, and what, if anything, can be done about it,
either before or after the deferral bal ance has gone to
zer o?

MR. NORWOOD: |If we can go to Exanple 3, and
what can he we can do is tack on the extrene event you
are talking about. |If the exanple in Exanple 3, if we
have a 100-m | lion-dollar issue, for exanple, instead
of a 30-million-dollar situation here, what would
happen is the Conpany would --

MR, MEYER: I"'msorry. | think M. Norwood
is referring to Page 3 of Exhibit 15, not your Scenario
3.

MR, NORWOOD: Yes, it is Page 3 of Exhibit
15. In this case, if you had a 100-nmi|lion-dollar
situation, then it would operate just as is shown here,
and that is the first nine mllion wuuld be absorbed by
the Conpany. There would be a 90 percent deferral for
any anmount above that, and once you hit the
27.8-mllion trigger, we would file with the Conmi ssion
to adjust rates.

If the balance continues to grow, then it
woul d be up to the Conpany then to conme to the
Commi ssion to say that we have an extrenme extraordi nary
situation and request the appropriate relief at that

point in tinme, but that would be outside of this ERM
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1 mechanism It could be done in the context of a

2 general rate case or request for sonme kind of energency
3 relief.

4 CHAIl RMOMAN SHOWALTER: Is a way to put the
5 situation is that this settlenent stipulation does not
6 in and of itself provide for that extraordinary

7 situation in the sense that it only provides for one
8 surcharge at a tinme? Once the trigger is nmet, it

9 doesn't really allow for the absorption by the

10 rat epayers of greater costs than the one-tine trigger
11 at any point in tine; aml right on that?

12 MR, NORWOOD: It would require a separate
13 filing by the Conpany to deal with any further costs.
14 CHAl RWOMAN SHOWALTER: One of my questions
15 is, does that nean this agreenment is broken, or does
16 the agreenment itself provide for the possibility that
17 there could be an extraordinary situation or a worse
18 situation than the agreenent is capable of handling,
19 are we going to get argunents that you can't do this

20 because the agreenent doesn't provide for it, or we

21 just can't do it without have a hearing on the subject?
22 MR. CROWEELL: | think M. Elgin wants to
23 address the point as well. | think from our

24 perspective, what we tried to do in structuring how the

25 ERM works is using historical hydro data, try to create
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a mechanismthat would limt the nunber of events
custoners woul d experi ence, whether positive or
negative, so that the fluctuations would be | ess
extrene in terms of the customer experience on their
bill. Obviously, you could have the 100-year drought
and that sort of situation.

I think the other factor that gave us a
degree of confort with this structure is that when
Coyote Springs 2 comes on line, the Company will have
excess resources avail able, and our hope woul d be that
if we were again in that type of situation that the
Conpany' s excess resources would allow it to go to
mar ket, and by selling power be able to offset what
woul d otherwi se be a very rapidly decreasing deferra
bal ance, and again, that's where the nine nmllion --

We've been talking in the three scenarios in
Exhi bit 15 about excess costs, which is certainly what
we all expect in the next few years, but the other flip
side of the coin would be that the Conpany were able to
sell into a very high-priced market with relatively
| ower cost resources and be able to pay down that
deferral or offset it to the degree that the way the
band works is it's symetrical

CHAIl RWOVAN SHOWALTER: | guess your answer

gets at the issue of whether that worst-case scenario
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is likely to occur as distinct fromwhat happens in the
agreenent if it occurs, but | take it you are saying
that you think there are circunstances today that may
be different than yesterday, neaning a year ago or two
years ago, that make it less likely that in Avista's
case, it will get into the situation it got into. |Is

t hat what you are sayi ng?

MR. CROWELL: Yes. | think it would be nore
appropriate for M. Eliassen and M. Norwood to address
the Conpany's resource and what they would expect. |
think our expectation is that in the near term the
Conpany will be long, as we say, and will by virtue of
t hat avail able resource be in a nore protected position
than it was a year and a half ago.

CHAI RMOVAN SHOWALTER: But just to pin you
dowmn a little nmore, Page 7 of the agreenent, the ItemC
says, "On or before" -- and | enphasize "before," --
Decenber 31, 2006, Avista will make a filing with the
Conmi ssion --"

MR, CROWELL: I'msorry, Your Honor. W may
have different pagination. Were are you?

CHAl RWOVAN SHOWALTER: It's entitled, "ERM
review filing Decenmber 2006." It says, "On or before

Decenber 31, 2006, Avista will make a filing with the

Conmmi ssion that will allow interested parties the
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opportunity to review and propose changes to the ERM"

Do you agree that if things, as M. Meyer
woul d say, go fubar, that this Iine allows the Conpany
to come in, let's say, 2004, and trigger a review by
this comm ssion of how the ERMis working?

MR, CROWELL: | would perhaps state it a
little differently based upon ny understandi ng and our
perspective in the settlenment negotiation. This clause
was agreed to between the parties, from our
perspective, but it was nore to provide a check. Al
the parties structured the ERMin a way that addressed
the concerns that the parties had about different
aspects of the Company's financial picture and what
it'"s likely to be for the next few years.

It's our perspective that the ERMis
fundamental ly not structured as a PCA as this
conmi ssi on has announced the criteria for a PCAin
prior orders. W view the Decenber 2006 review as an
opportunity for this conmi ssion and the parties to
examine the ERM It would be our expectation that the
parties to this case would be very likely talking
during the late sumrer and fall of 2006 about what the
Conpany, if it wi shes to have changes in the ERM we
woul d be discussing those. |If it wishes to have a nore

explicitly hydrocentric PCA structure, then we would be
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tal ki ng about that.

What we were interested in doing is having a
very explicit review of howthis is working in the
2006, 2007 time franme, and that's because | think the
experience of the |last few years has taught us that we
are never as good at predicting the future as we think
me m ght be.

CHAI RWOVAN SHOWALTER: | concur with that.

MR. CROWELL: Thank you. | think that
furthernmore that without assum ng any result in the
pi ece in the Puget Sound Energy rate case, which al so
has a settlenment stipulation pending, if for purposes
of argunent, we assune that Puget Sound Energy has sone
formof PCA on a going-forward basis in place, that
about 2006, this commission will have a foundation of
information. You will have a record of experience with
different structures with different conpani es and how
they' ve worked in fact, and at that point, | think that
we will all be better educated about how these
mechani snms are wor ki ng and what m ght be npst
appropriate at that tine.

CHAl RAOMAN SHOWALTER: M. Cromwel |, you
haven't answered ny question, and you actually answered
the prior question. M questions are not interested in

what the expectations of the parties are either as to
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how things will play out or how the market will play
out. What |I'minterested in is the operation, the

| egal operation of the | anguage of the settlenent
stipulation in the worse-case scenarios. Under stress,
how does this agreenment work? [It's very inportant for
me to understand that, because under stress, prior
settl enent agreenents have not worked out very well

and we need to understand just what happens when things
go bad, because the party adversely affected is going
to come in and say, "Well, that's not what we neant,"”
as we've heard these argunents before, and so what is

i mportant is not what people nmean or hope or expect.
VWhat's inportant is how does the | anguage operate?
What does it permt or not permt?

My question to you is, is the Conpany
entitled to come into this commission a year from now
and say to us, "This ERMisn't working very well. W
don't like it." Does this sentence permt that?
Qbviously at any time, a party can cone in and cause
the Conmmi ssion to nodify the agreenment, but |'m asking,
does this agreement itself pernmit a review of its
terms? It seens to ne it does, but that's the question
I want to ask of you because | think you are the party
that woul d probably be coming in and saying, "This

isn't what we hoped woul d happen. W hoped the
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ratepayers woul d not experience any nore than a 10
percent trigger once a year or at any one tinme, and now
t he Conpany wants to change the terns. So what is the
answer ?

MR, CROWELL: | think the answer to your
gquestion is there is nothing in this settlenent
agreenent that precludes the Conpany from nmeki ng ot her
filings in the future. | think that our perspective on
the nerit of those filings | would |eave to that
possibility. | think it is, and | hope |'ve answered
your question by saying there is no | ockout, for
exanple, in this settlenment, as naybe by contrast, the
ongoi ng Pacifi Corp rate plan has a very specific period
init. There is no such period in this agreenent.

That obviously was a concern for us during
negoti ations, and it was certainly sonething discussed.
I think that the resolution you see before you in this
stipulation, and again, | will result to the old saw
that it is an integrated docunent, and | ooking at al
of its terms, there was certainly a trade-off in
various aspects of this agreenent.

One of the trade-offs from our perspective
was the |lack of that type of |ock-out period. It was
nmy understanding that their view of how the investnent

community would view that type of provision was very
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negative, and I'll just leave it to M. Norwood to
el aborate or M. Elgin.

MR. ELGA N | would like to take a shot at
your question. As | understand it, you were talking
about the extrenme variations. The ERMis designed to
deal with the expected normal variability of hydro. |If
you | ook at Exhibit 16, this was the prosym nodeling of
the water records that the Conpany has, and the ERMis
a mechani sm designed to deal with those variations in
hydros and the expenses on the Conpany, and this is a
nodel i ng of that.

From Staff's perspective, this settlenent
agreenent does not deal with extraordinary
circunstances that we dealt with in 2000, 2001 period
that gave rise to the existing deferrals. In ny mnd,
those were energency situations, and if you think about
it as a pancaking, you have the general rates, the
ERM s on top of that to deal with this kind of hydro
variability that everybody expects in terns of the npst
likely scenarios under the hydro variability that we
have experienced and the kind of prices that we have
experienced, but under extraordinary circunstances
where the Conpany is exposed to two hundred million
dol l ars of power costs that are not reflected in rates,

we know what that does to their bal ance sheet, and we
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think this settlenent would provide for the Company to
conme in under those energency circunstances as anot her
way to deal with those extraordinary circunstances.

This settlenment does not deal with those
conditions. It just can't. Those inpacts and costs
are too big, and we have to deal with that on the cases
and the circunstances as they arise, and this is how
staff would view this settlement operation, the
operation of this settlenent docunent.

CHAI RMOVAN SHOWALTER:  Supposing that the
settlenent itself and the mechanismis pretty good for
the standard fluctuations up and down. How does the
Conpany deci de and how do the parties respond to what
is or isn't an energency situation? GObviously, if
things get bad, they start by going beyond the
nine-million-dollar band. They get up to 27 mllion
whi ch may or may not be before the deferral bal ance has
gone to zero, and then they keep getting worse, and at
some point, you decide that things are so bad, you have
to come in and change the operation of this. But of
course you don't know, as we didn't know two years ago
when we thought, well, the deferral balance will go
down to zero. This plan will work out, and then of
course it didn't work out, and we all watched it not

wor ki ng out, so..
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MR, ELGA N | think the critical factor
beconmes the Conpany's ability to borrow on reasonabl e
terms. | think that is in a nutshell of all the
measurenments you have out there, and if you recall in
the initial interimcase, that was the fundanental
guestion. What was the inpact on those costs on the
ability of the Conpany to raise capital in externa
mar ket s, and what was the amount of relief necessary to
provi de the coverages so that the Conpany coul d
continue to fund those expenses and continue to
di scharge its public service obligations, so | think in
my mnd, that would be the critical test that we would
| ook at, and we would reconmend that the Commi ssion
woul d view as a way to | ook at the circunstances under
t hose situations.

CHAI RMOVAN SHOWALTER:  Thank you for that
answer. |'ve taken a lot of tine. Go ahead.

COWM SSI ONER HEMSTAD:  The ori gi nal question
that the Chair asked was where is the |language in this
docunent, and | assune we are |ooking at that. The
| anguage m ght have read, Prior to Decenber 31, 2006,
Avi sta may, but not later than December 31, 2006, it
will make a filing with the Conmi ssion to review. 1In
the kind of extrem st circunstances being described,

take this | anguage to nean that the Conpany can cone in
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and say that it's not working by the | anguage here
itself. |Is there any disagreenent with that?

MR, NORWOOD: | would just like to clarify mny
under st andi ng of the agreenent here, and that is the
| anguage that's here dealing with the Decenber of 2006
filing, the intent was to do a check-in at that point,
see what's working and what's not and do a
nodi fication.

As to other filings that may be nade, we did
di scuss that there is no lock-out period. W do have
the opportunity to come in for a general rate case, and
if things do go awry -- there are extrenme extraordinary
circunstances -- we're not precluded fromcoming in to
meke a request there, and so that that's upper |evel,
and it would be up to us to denpnstrate that there is
relief that's necessary.

Sone context there around would we cone in
woul d we not, if you |look at the dollar amunts
i nvol ved here -- you have a nine-mllion-dollar band,
which is a Washington jurisdictional share. A 10
percent rate adjustnent would be appropriately 28
mllion, so that would be a total of 37 million dollars
on a Washi ngton jurisdictional basis.

If you gross that up to a system basis, then

you are a little over 50 nmillion dollars is the anmount
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of variation and cost that you could experience and
still be able to deal with it in a one-year period. |If
it went to a 100-million-dollar variation, which is a
very extreme event, that would be spread out over a
two-year period. So this goes to, number one, Avista
has positioned itself to be in an equal even to |ong
position to deal with these variations in costs, and |
bel i eve the mechani sm does provide for handling fairly
significant variations in cost, and then the third step
is there is no preclusion fromfiling a general case,
or if things do go awy to cone in and seek further
relief.

CHAl RAOMAN SHOWALTER: | think what it
ampunts to is that this sentence serves possibly two
di fferent purposes. One nmmy be the purpose that the
parties intended, which is things not go beyond 2006
wi thout a review, but it also, | think, serves the
purpose of allowing an earlier review if conditions
warrant w thout having to necessarily bring sonething
outside the ternms of this agreenent.

COW SSI ONER HEMSTAD: That was a questi on.

MR. NORWOOD: The answer is yes.

COW SSIONER OSHIE: | took it as a
statement, but that's fine.

CHAI RWOMAN SHOMALTER:  Conmi ssi oner Henst ad
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took it as a question. | thought we had confirmation
fromM. Crommel |l that nmy statenent was correct, that
the Staff, M. Crommel |, and ICNU are the people

woul d I'ike to hear from nost on that question, because

I think it's in the case where the Conpany cones in and
wants to change things that there could be resistance
fromthe parties, and that resistance can take the form
of procedural argunents, which is what |'m asking

about, or the nmerits, which I'mnot asking about.

MR, CROWELL: | can tell you that our
perspective on the | anguage of 4 sub C was that it
served the purpose we've discussed in terns of
establishing a review at that period. W had not
intended it to be an explicit statenent that the
Conpany is not precluded. W sinply understood,
perhaps fromthe tenor and the content of the
di scussions, that there was nothing in this agreenent
that precluded the Conpany from meki ng another filing,
and again, getting back to we clearly cannot predict
the future as well as we hope we can

There are many things out there that could
affect this conpany's performance, and only a range of
those or a subset of those are under anyone's contro
inthis state, so | think it's true to say we do not

view anything in this stipulation agreement as a
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procedural matter preventing the Conpany fromconing in
and requesting energency relief under the standard this
Commi ssi on has announced or fromfiling a general rate
case based on other circunstances. W can hypot hesi ze.
I know the Noxin Damin Montana is an issue that's cone
up.

Qobviously, if the Conpany suddenly lost a
significant percentage of its generation resources,
whet her through that or the Col unbia goes, sonething
happens, terrorists blow up all the dans and they are
gone, things could happen that we could not predict and
woul dn't attenpt to predict in the context of this
settlenent stipulation, so there is nothing that
precl udes the Conpany fromtrying to address that
extrene type of circunstance.

MR, SCHOENBECK: | agree with everything
M. Elgin has said. Wen disagreenent was being
di scussed, it was certainly within the box of
variability as defined by Exhibit No. 16. There would
be nothing to preclude the Conpany to cone in with a
filing if there was extraordi nary circunstances, and at
that time, | expect you would be hearing argunents if
the circunstances exceeded the variability we saw
within Exhibit 16, but that was certainly the horizon

of variability that people were analyzing when this
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agreenent was established.

CHAI RWOVAN SHOWALTER: | think we've gotten
the only answers you are going to give, and | think
this comm ssion can interpret this | anguage as it sees
it, and if you have a disagreenent with that, bring a
petition to review, but | point out that Part C has two
sentences, and one is about making the filing to review
the ERM and the other is that Avista has the burden of
denonstrating it's in the public interest. There is no
extraordinary relief requirenment, no PNB criteria. It
sinmply is a provision that allows review on a public
i nterest standard.

COW SSI ONER OSHI E: A statenent made by
M. Norwood, | want to make clear what the ternms of the
anortization period m ght be, because you had said, |
believe, that if the amunt was in the range of 100
mllion that those costs would be spread over two
years, and there is a question in the agreement as to
if the trigger is reached and it's pulled, and let's
just give it a nunber. Let's say the trigger amount is
in excess of 50 nmillion

The question is, over what period, and
guess nmy own interpretation of the agreenment is that it
woul d be up to the Conpany to present to the Conmm ssion

an anortization period. Now, the agreenent at |east
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contenpl ates that the deferral period will end or the
deferral account will be fully anortized by 2006, so if
there is a serious and unexpected event, or a better
exanple, if the trigger is pulled, in the Conmpany's

m nd, what would be the anortization period? |'msure
it depends on how nuch it is, but maybe you can give
some exanples, M. Norwood.

MR, NORWOOD: What is in the stipulationis
that if the trigger is reached, and again, we are going
after the deferral bal ance goes to zero, and | m ght
add there nmy understanding is what we've been talking
about is the projection is the balance should go to
zero by sonmetinme in 2007 is what we've been di scussing,
but with regard to the trigger itself, if the trigger
is reached, we would nake a filing, and what we have in
the stipulation is that the 27.8 mllion would be
spread over a 12-nonth period.

If we have a circunstance where the bal ance
is much greater than 27.8, then you get into dealing
with this on a case-by-case basis, as M. Elgin pointed
out, and that is, is there some reason or circumnstance,
whet her it be financial or otherw se, which would cause
us to need to cone in and ask for sone further relief
in addition to that 10 percent, and one possibility is

to spread it out over a |longer period of time, ask for
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further relief, and again, | think it goes to,
dependi ng upon the circunstances at the tine, we dea
with it on a case-by-case basis.

JUDCGE MOSS: Let ne follow up on that. |
want to be sure the record is clear on this. Based on
your response, M. Norwood, it sounds to ne that the
27.8 mllion is acting not just as a threshold but also
as a ceiling, and that if, for exanple, the Conpany
experienced a 40-mllion-dollar balance at the end of a
gi ven year, the Conpany mght elect to wite off the
excess 12.2 mllion, or the Conpany m ght elect to nake
a filing before this commission and say, "W' ve got
12.2 million dollars out here that we need to recover

sonehow. Hel p me under st and.
MR, NORWOOD: The way the mechanismis set up
is that once you reach that threshold, we would nmake a
filing, and the filing woul d request a rate adjustnent
of that 27.8, a 10 percent adjustnent. The remaining
bal ance woul d continue to remain in the account, with
the hearing charge that's addressed in here, until it
either rises to another trigger or is offset by further
deferrals.

JUDGE MOSS: So let's say the 27.8 is reached

in Cctober and you nake the filing. A 10 percent

surcharge is put in place. The balance continues to
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grow t hrough the bal ance of the year to 40 mllion, for
the rest of the year, 40 mllion, but then you zero it
out on January 1.

MR. NORWOOD: No. The deferral bal ance
woul dn't be zeroed out. When we are tal king about
zeroi ng out accounts -- we need to step back here for
just a mnute. On the nine-mllion-dollar band, to the
extent that the differences stay bel ow the nine
mllion, then each January, you start again to
accunul ate toward the band of nine mllion. Once you
get into deferrals, once dollars go to the deferra
account, they stay there. The only way they cone out
is you recover them through sone rate adjustnent or
they are offset by deferral in the opposite direction.

CHAI RMOVAN SHOWALTER: | think maybe the
gquestion is, let's say you reach 27 mllion in Cctober.
We have a surcharge in place, and then by the follow ng
March, it has reached 27 million dollars again.

MR, NORWOOD: We would not make a filing in
that instance. W would continue to carry that because
we al ready have a 10 percent in place. Once that drops
out, then there may be a filing to continue that 10
percent to recover another 27.8 mllion, and it's only
if the bal ance gets out of control or very large that

then we woul d consider sone other filing to deal with
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on a case-by-case basis any further relief we needed as
a conpany.

JUDGE MOSS: Let nme return to my prior
exanple with one more foll owup question. |1'mgoing to
change ny nunbers. W' ve reached 27.8 in Cctober, and
the Conpany nmakes a filing for the 10 percent
surcharge, and then the bal ance conti nues to accunul ate
in a positive direction, but in this exanple only to
the point of 8.9 million. That would be zeroed out.

In other words, if the overall balance at the end of
the year, putting aside the surcharge filing, would be
36.7, that would be 27.8 as to which you filed the
surcharge recovery.

MR, NORWOOD: Let ne repeat that back to you
and nake sure we are on the sane page, and that is, if
we do trigger in October the inplenmented 10 percent
rate adj ustment, we would be collecting that 27.8
mllion. Every January, we do start over again on
accunul ating towards that band of nine mllion, and it
is true that if during that year it stays bel ow nine
mllion, there would be no further increase to the
deferral account.

CHAIl RWOMAN SHOWALTER:  But if during in
Novenber, Decenber things got bad and went above by

five mllion dollars, there would be five mllion
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dol lars that would kick over into the deferral account.

MR, NORWOOD: 90 percent of that would be;
that's correct. So it's a cal endar year band of nine
mllion. Once you hit it and you continue to go al
the way through Decenber, then you would continue to
make deferral entries to the deferral account.

CHAl RMOVAN SHOMWALTER: But only if it were
above nine mllion

MR. NORWOOD: That's correct.

CHAl RMOVAN SHOWALTER: This gets back to ny
first question, separating the ERM tracki ng from what
goes into the deferral account, which happens on a
mont hly basis, but only if the anpunts are over nine
mllion.

MR, NORWOOD: That's correct. So you have
two | evels. The ERM tracking, once the nunbers go
beyond nine million, then you start getting into the
second | evel, and that is nmaking deferrals to the
account during each cal endar year period.

MR, CROWELL: Wbuld an anal ogy be hel pful
Judge Mbss? There is different ways to try and
visualize this. Mybe the netaphor is a fountain. |
think one way to think about this is you' ve got two
basi ns, one sitting above another, and the one at the

top can hold nine nmllion cups of chanpagne, and the
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one at the bottomcan hold a lot nore than that. So
essentially, when the Conpany has above normal costs,
that first basin starts to get filled up, and that's
the nine-nillion-dollar basin, and when nore than that
gets poured into it, it flows into the one underneath
it, and that's the deferral account.

Now, if the Conpany starts having off-system
sales, then that's a cup com ng in and taking water out
of the basin, and it will start scooping fromthe
bottom and then it will start scooping fromthe top
and every year, M. Norwood takes that top basin and
hucks it out, but that bottom basin mght still have
some chanpagne in it, and that's the going forward, and
when that bottom basin fills up again and gets 27.8
mllion cups of chanpagne in it, he will scoop that
out, and the custoners get to drink that, but there may
wel | be nore chanmpagne in that basin. Does that help
at all? That's how the nechani smworks, | think.

CHAl RMOVAN SHOWALTER: But the bottomtray
can be very, very deep. It can get deeper and deeper
until somebody decides what to do about it.

MR. CROWELL: Very nmuch true. | think the
concern, of course, is that that bottom basin, | think
in Judge Mbss's hypothetical of 40 mllion, and you

take the 27.8 out, you've still got that 12-sonething
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sitting there floating, and that will carry on to the
next year, and again, the nine-mllion-dollar bow gets
put back in place. The Conpany starts filling it up,

and it's only when it drips over and starts --

CHAIl RWOMAN SHOWALTER: The question was, it
can spill fromthe top to the bottomevery single nonth
if it's over nine mllion at the top

MR. NORWOOD: That's correct.

JUDGE MOSS: Furthernore, the 27.8 million is
not renmoved fromthe balance at the tine the Conpany
files to recover that cost on a 10 percent surcharge
over 12 months. In other words, that deferral account
bal ance is anortized over that 12 nonths, so once you
reach 27.8, you are going to stay over nine mllion
dollars in the deferral account bal ance going forward
until you have anortized for eight or nine nonths.
Assuni ng zero changes fromthat point forward, you are
going to have a nine-mllion-dollar balance in that
account until 18 mllion dollars has been anortized.

MR, ELG N | would say it's collected.
Anortization, you are collecting the noney. You are
not anortizing anything, so I think that nmay be a
m scharacterization. The surcharge goes into effect.
The Conpany now t hrough the surcharge nmechani sm

col l ects revenues which go to offset that cost that is
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on now their balance sheet, so they have now not
recogni zed an expense, the power supply cost. Under
the mechanism they are allowed to book it as a
regul atory asset.

Now t he surcharge goes into effect. Now
there is a source of revenues to match the expense, and
that's how the nmechani sm operates, so that the idea is
at any one time, the ampunt of revenue they could
collect fromratepayers in ternms of a surcharge is 10
percent. That's the trigger, so that's when you have
t he connection between revenues under the surcharge and
the expense that they now will recognize and take it
of f their bal ance sheet, and that's the critical where
the rubber nmeets the road, where the rates reflect now
the expense, and so when you were tal king about
anortization, it was |like you were getting the other
side of the coin, and that's how the revenues are
attenpting to match that item of expense, and | think
Page 3 of Exhibit 15, you can see it there.

You see under that hypothetical you have
the 20 -- let's just say that that is the trigger, 27
mllion, for purposes of the response. Now the Conpany
could file, and now the surcharge would remain in
effect and the Conpany woul d now begin to collect the

revenues to recover this elenent of cost.
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Now at the end of the year, dependi ng on what
m ght happen further, they would actually now cl ose the
account for that year and book it on their bal ance
sheet, and now the idea would be that this surcharge
woul d match that anount that they booked at that
cal endar year, and now we start the process anew. |It's
a fresh slate, and we begin starting in January and
February cal culating nonthly deferrals to see what
woul d be now the increment or decrenent to that
referral ampbunt. So let's say hypothetically now we go
to good hydro and it goes minus. That would work to
of fset this plus the revenue that woul d be collecting.

So | think that's how the mechani smworks is
trying to match the revenues and when the surcharge
goes into effect and what the Conpany has booked on its
financial statenments for deferred power supply expense,
and that's the critical thing of how the ERM wor ks, and
that's why Wall Street likes it, because now the
mechani sm says, Here's the revenue. Here's the
expense, and there is recovery, and it is tinely, and
that's the critical thing that Wall Street wants out of
these ERMs for the utilities in terms of their
di scussi ons about the mechanism That's what they are
| ooking for.

| don't knowif that's helpful, but it's
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really that matching of the revenues under the
surcharge with those expenses that they have not
recovered yet.

CHAI RWOVAN SHOWALTER: But that's only the
case for the first 27 mllion dollars over the band; is
that correct?

MR, ELG N. That's correct, at any one tine.

CHAI RWOVAN SHOWALTER: And only after the
deferral bal ance has reached zero.

MR, ELGN. Only after what we've set up
under the prior deferred nechani smgoes to zero; that's
correct. | don't nean to keep switching in papers, but
in the Staff nenorandum on Page 2, Item5, that was a
critical thing in our mnd that the stipulation had to
do was to provide an orderly way for the Conpany's
financial statements to transition fromthe deferred
accounting nechanismto the ERM and how t hose two
mechani sms synced up, because we are doing it in the
m ddl e of the year, and on an ongoi ng basis, we dealt
with the prior amobunts and recogni zi ng the stream of
revenues to recover those and what anounts and how t he
mechanismin the future would match the revenues to the
itenms of expense that the Conpany woul d i ncur for power
supply, and we had to design it this way to have the

two things link up and have that snmooth transition
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1 bet ween the extraordinary circunstance and the deferred
2 mechani sm and now the ERM that's going forward. | hope
3 t hat hel ps you understand one of the things that the

4 settlenent does is put those two items together

5 COW SSIONER OSHIE: M. Elgin, just as an

6 exanple then, if the present deferral account would

7 doubl e, and, say, over the next three years, it would

8 still be recovered -- so it's never gotten to zero.

9 There has never been a trigger pulled, but the recovery
10 of that surcharge anmobunt woul d be as stipul ated but

11 between the parties, which is 11.9 percent; is that

12 right?

13 MR. ELGA N That's correct.

14 CHAI RWOMAN SHOWALTER: | guess |' m not

15 understandi ng that very much. It seens to ne that if

16 things just continue to build, it's a recoverable, but
17 it would not actually be recovered because you will

18 never be able to get to the point at which you could
19 start recovering because your prior recovery would be
20 i n operation.

21 MR. ELG N Yes. You've identified one of
22 the things about this that's the possibility. You do
23 have a circunstance where that Schedul e 93 surcharge
24 could continue for some period of tine. W hope not.

25 Under our best guess, under nornmal hydro and nornma
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power supply, we've made sone infornmed judgnents about
when that would go to zero, but yes, you are correct.
That coul d happen, and we hope not, but it's possible.

CHAl RAMOMAN SHOWALTER: One question is why is
or isn't Wall Street concerned about this scenario that
we are laying out? W are kind of |aying out bad-case
scenarios, which is not unrealistic because we do know
t hey happen, so why isn't Wall Street asking you these
same questions, or do they seemto be satisfied.

MR. ELI ASSEN: M observation is you have a
future Standard and Poors, if you would |ike one, given
t he questions you' ve asked, because the questions
you' re asking are the ones that Wall Street asks, and
while they don't dig into the details as we have here
today, | think that there is a confort fromtwo things.
One, the Conpany's operations are appreciably different
today than they were two years ago, and one of the
things we talked to Wall Street about, and especially
rati ng agenci es but also anal ysts, are that we've
actually tapped to a |arge extent the anpbunt of adverse
i mpact power supply conditions can have on the Conpany
by building plant in the last 18 nmonths, and that's
been critical for us.

So we are manhagi hg now going forward to

mnimze the inpact of wild fluctuations and pricing,
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and we are hoping, of course, we don't see that kind of
fluctuation again in the future. So we really have
quite a cap on it fromoperations in ternms of what the
volatility of the Company can be, another reason why |
think we are reducing the risk profile of the Conpany
substantial |l y.

That coupled with this kind of nechani sm now
that allows us then to recover fluctuations in hydro
and in gas for turbines, and when we nodel it, as
M. Norwood did by going back and | ooking at the | ast
40 years or 60 years, whatever it was, given our
current resources and when we | ook at the kind of
volatility we m ght experience, we feel pretty
confortable we are working out a nmuch nore manageabl e
range of costs.

So we really do explain the fact that we've
got two things working for us here. Strong regulatory
mechani sms that allow us to not have costs get away
fromus and not be recoverable at all, and then how we
are operating the Conpany is different, so we really do
manage the range of availability, and those two things
t oget her have been the kinds of answers that we've
gi ven.

Qobviously to M. Crommel |'s point, we can't

predict the future, but we've taken a |ot of the
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uncontrolled variability out of the Conpany's expense
goi ng forward, even under adverse hydro, even
mechani snms we have in place today or will have with the
settl enent.

JUDGE MOSS: | think this would be a
conveni ent noment for us to take our norning recess.

CHAIl RMOMAN SHOWALTER: Before we do, | sense
that we have probably covered conceptually the
scenarios in 1 through 8, but | do think it would be
hel pful to have themfilled out, and it would be
hel pful if all the parties agree as to how they are
filled out, because if you don't agree, we are in rea
troubl e because it neans we don't understand, we don't
agree on how it works, but | don't think we need to
take nmore tinme to do it unless anybody el se feels that
they want to go through the scenarios, but it would be
sufficient for me to get the answers to the exam
guestion. Maybe it could be a Bench request.

JUDGE MOSS: We can make it in the formof a
Bench request that the parties can work anong
t hemsel ves to decide who will fill in the blanks in the

scenarios that were passed out this nmorning, so we wll

do that, and we'll take a 15-ni nute recess.
(Recess.)
JUDGE MOSS: |'ve had sone off-the-record
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conversations concerning our process this norning, and
whil e the Bench may have sone remai ni ng questions, and
M. Norwood nmay have sone additional coments

concerning the subjects we've been discussing, he also
is prepared to respond to the remai ni ng questi ons under

the topic energy recovery nmechanism and then

understand that it's been suggested that we will sinply
go through the list of questions, and others will have
responses to sone of them and the Company will perhaps

suppl enent those responses as wel |

Before we turn back to you, M. Norwood, to
wal k through sonme of the renmining questions, | want to
see if there are any other questions, follow up from
our discussion before the break, and then seeing
i ndi cations of no, | have just one that relates back to
some subject matter that | wasn't quite clear on.

If in a given year the bal ance reaches 27.8,
S0 a surcharge is inplemented to recover that cost, we
talked in terns of the two basins in M. Crommel|l's
met aphor. |If the anount in the upper basin during the
bal ance of the year is less than the
nine-million-dollar band, does it spill over into the
ot her basin at the end of the year, or what happens to
that if it's less than nine mllion dollars?

MR, NORWOOD: Let ne talk through two
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1 situations to nake sure we are clear. |[If you are into,

2 let's go back to the exanple of October, you hit the

3 27.8 million. You file the change rates and you begin
4 recovery of the 27.8 million. |If during that year
5 you' ve al ready exceeded the nine mllion, which you

6 woul d have because you've triggered, then you would

7 continue to defer dollar anpunts that may exceed the
8 aut hori zed expenses in Novenber or Decenber, so you

9 would continue to add to the bal ance. Those dollars
10 woul d stay in there until they are recovered at sone
11 future date or offset by other deferrals in the

12 opposite direction, but once you cross over into a new
13 year, then you do reset to zero just the tracking of
14 t he ERM changes at zero, and then only if you exceed
15 the nine mllion would you then further add to the

16 bal ance in that cal endar year

17 JUDGE MOSS: Thank you. That clarifies it
18 for ne.

19 CHAl RWNOVAN SHOWALTER: Does that mean that
20 you clean out the top trough at the end of Decenber
21 31st every year?

22 MR. NORWOOD: That is correct, but just the
23 top trough.

24 CHAl RWNOVAN SHOWALTER: | think it was a

25 hel pful netaphor
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JUDGE MOSS: Now then, with that, | think we
can turn back to you, M. Norwood, to sort of walk
t hrough the bal ance of the questions to the extent they
haven't been answered.

MR, NORWOOD: Thank you. Question No. 6,
what is the basis for the nine-mlIlion-dollar figure,
thi nk each of us probably ought to respond to what our
rati onal e reasoning was for the nine mllion. From our
perspective, it was a negotiated number, and | think
there was an effort by the parties to try to reach a
bal anci ng of the sharing of costs and risks between
custoners and the Conpany.

From our perspective, we took into
consideration the variation of costs that we m ght
expect to see in the future in determ ning that band,
forward fuel contracts and other costs we were aware of
on a going-forward basis. W considered the frequency
of rate adjustnments that may occur with that band and
al so took into consideration the fact that the band
together with the 90/10 shari ng above the band provides
an incentive for the Conpany to nmake decisions that are
in the best interest of the Conpany and its customners.

As to Question No. 7, | guess | would respond
to that in terns of the exhibit, | believe it's No. 16,

the bar chart, showing variation in power costs. It
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was that type of analysis that we |ooked at in ternms of
what is the expected variability that we m ght

encounter to the future with the operation of that

mechani sm  Question No. 8, | believe we responded to
this. The answer is yes. Question No. 9 -- we covered
that also -- is yes.

CHAI RWOVAN SHOWALTER: Can we go a little
nmore slowmy as we are reading to ourselves what the
guestion is?

MR, NORWOOD: Yes. On Item No. 10,
statement in the stipulation the Conpany may, depending
on circunstances, propose a different effective date,
as | explained earlier, to the extent that we can tinme
a rate adjustnment to coincide with another one, we may
choose to do that, and also if we see that the
proj ecti ons show t hat nunbers may nove in the opposite
direction, we may talk to the parties and request that
possi bly, for exanple, an adjustnent not be nade if we
think the adjustnment is going to go into the opposite
direction.

[tem 11, we've tal ked about this to some
degree also in that Decenber 2006 filing. The intent
of that filing is to provide an opportunity for al
parties and the Commission to | ook at the operation of

that nmechanism to reviewit, and to deterni ne whet her
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t here shoul d be changes to the mechanismon a

goi ng-forward basis. It could be continued as is. It
could be nodified, and it could be term nated, but
there shouldn't be a presunmption going in that it's
going to be term nated.

CHAl RMOVAN SHOWALTER: But it does expire.
"Sunset" wusually means it expires unless revised, but
this doesn't expire. It's just reviewed.

MR. NORWOOD: That's correct. It's an
opportunity for all parties to review and propose
nodi fi cati ons.

CHAl RWOVAN SHOWALTER:  So | woul d take the

answer to the question is no, there is not a rebuttable

presunption. There is a burden to -- well, maybe it is
a rebuttable. |If you fail to carry a burden -- that's
an interesting question. It would still be in place.

MR, NORWOOD: W th the mechanismin this
case, it's up to the Conpany to continue that
continuation of that mechanism It is in the public
interest, and is with many of the filings, nmechanisns,
tariffs that we have in place, at any tinme they can be
revi ewed by the Commi ssion, and basically, it's up to
us to the denpnstrate in that filing that it is in the
public interest going forward, but there shouldn't be a

presunption that it's going to term nate that point.
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On Item No. 12, the reference to --

CHAl RMOVAN SHOWALTER:  |'msorry. |'ll just
point out, it's a little bit confusing. | think the
sentence is on Page 7 says -- |'m | ooking under sub
C-- "Avista will have the burden of denpbnstrating it

is in the public interest that the ERM shoul d conti nue
or be nodified."

It's a funny thing, because normally, you
woul d expect to see expiration of sonething, and then
t he Conpany woul d have the burden to say that no, it
shoul d continue or be nodified. W have the second
hal f of the equation here, but we don't have the
default that it expires unless you' ve met this burden

MR, ELGA N. What the parties nmeant by this is
the evaluation of the ERMas it is operating today or
under the sum it would be evaluated, so the parties
anticipate the parties will cone forward with a filing,
and then we anticipate that if they don't carry their
burden, and whatever the Comm ssion at that point
chooses in that proceeding, there would be an order
either term nating or nodifying or whatever on the
basis of that record would continue for this conpany.

The idea is that the Conpany woul d nmake an
affirmati ve showing of what the ERMin terns of the

speci fics and how t he nechani sm woul d operate in its
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continuati on, and we woul d have sonme proceeding to
determi ne what woul d happen, but the answer to the

gquestion is no, there is no sunset, so inplied in this

is that something will continue, but what that will be
will be the outcome of that proceeding is what we had
in mnd.

CHAI RMOVAN SHOWALTER: So the inportant thing
is that first there will be a proceedi ng; second, that
at a mininmum Avista has the burden of going forward
with evidence, and then they are instructed to go
forward. They are supposed to carry a burden. Only
it's alittle unclear what happens if they don't carry
it. It's up to the Comn ssion at that point, because
at that point, we've had a whol e proceedi ng about it
and deci de.

MR. ELG N. Yes, that's correct.

MR, NORWOOD: Question No. 12 refers to the
carrying charge and the question of whether it's
short-term long-term and the answer there is it is
the overall weighted cost of debt, including both
short-termand long-termdebt. No. 13, the answer is
no. We've discussed that. The Conpany woul d not be
precl uded from seeking further relief.

No. 14, in this particular case, the Conpany

files Conmmi ssion basis reports each year, and in those
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Commi ssi on basis reports, we normalize the operating
costs of the Conpany that will produce a nornulized
return, rate of return or earnings for the Conpany.

That can be conpared then against the authorized
return. In that analysis, the nine-nmllion-dollar band
woul d not affect that cal cul ation.

Another way to look at this is you can al so
conpare the actual results for the Conpany with those
aut horized by the Commi ssion. |In that case, to the
extent we had adverse conditions, higher power costs,
that we woul d absorb the first nine mllion, and the
absorption of that nine mllion would be reflected in
the conparison of the actual results to the authorized
results.

CHAl RMOVAN SHOWALTER: 1" m not sure
understood. Tell nme if this is right or wong. The
nine mllion dollars sinply occurs. You absorb it, or
you gain it outside of the authorized rate of return?
In other words, the authorized rate of return assunes
t hat additi onal above or bel ow benefit or cost?

MR. NORWOOD: The authorized return is set at
a level. Basically, our rates and the revenues we are
collecting are comng in such that we have the
opportunity to earn that return. To the extent that

costs are higher than expected, revenues don't cover
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that additional anmount, and we woul d absorb the first
nine mllion, so if we absorb an additional nine
mllion than what we are collecting in rates, then our
actual return would be | ower than our authorized
return.

CHAl RMOMAN SHOWALTER: So it doesn't affect
the authorized rate of return. You just wouldn't
recei ve your authorized rate of return

MR. NORWOOD: That's correct. Item 15
inmplications of the pro rata 4.5-mllion-dollar band is
as sinple as 2002 is a half a year, July to Decenber,
'02, so it's half of a band of nine nillion dollars.

JUDCGE MOSS: WIIl it also be the anmpunt
that's considered on a nonthly basis for August,

Sept enber and so forth?

MR, NORWOOD: The way it will work is, for
exanmple, if costs in July are three nmllion dollars
nore than authorized, we will absorb that three mllion
dollars. W will continue to absorb until you reach
the 4.5 million, even if it's in the second nonth.
Once you hit that 4.5, anything beyond that 90 percent
will be deferred until Decenber.

CHAl RWOMVAN SHOWALTER:  So your upper trough
for this half a year is only half as big.

MR. NORWOOD: That's correct, and as soon as
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1 you fill the trough, it doesn't matter whether it's

2 Sept enber or October. Once you fill the trough, you

3 start to fill the other one.

4 No. 16, how the trigger amount woul d be

5 spread anong rate schedul es and the stipulation be --
6 any rate adjustnment that would be proposed woul d be

7 spread anong the schedul es on a uniform percent age

8 basis, and within the schedul es, for exanple, Schedul e
9 1, a residential rate, which has a nunber of different
10 rate bl ocks, that adjustnment would be nade on a uniform
11 cents-per-kilowatt hour within the schedul e.

12 CHAI RWOVAN SHOWALTER: Looki ng at Page 8 of

13 the settlement stipulation, the first full paragraph

14 it's the first sentence that says "The trigger anmount
15 wi |l spread on a uniform percentage basis, and then

16 it's the second sentence you nmust have just explained.
17 MR. NORWOOD: That's correct.

18 CHAl RMOVAN SHOWALTER: |'m not sure | get it.
19 MR. NORWOOD: Between the schedul es, for

20 exanpl e, Schedule 1, 11, 21, it will be uniform

21 percentage, but within Schedule 1, a residential class,
22 there are three different rate blocks. The nore you
23 use, the nore you pay, so that the rate adjustnent to
24 those woul d not be a uniform percentage to each of

25 those bl ocks. You would take the overall cents per
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kil owatt hour off that schedule, and it woul d be equa
for each of those rate bl ocks.

CHAl RWOVAN SHOWALTER: | don't know if this
is realistic or not, but if it's half a cent, than each
rate bl ock would increase by one-half a cent in terns
of rate.

MR, NORWOOD: Yes. |'massuming Brian with
kick me if I'mwong.

CHAl RMOVAN SHOWALTER: He was noddi ng his
head.

MR. NORWOOD: We are on 17, and it is true,
the answer is yes. The Conpany will file to zero out
that rate schedule when it goes to zero, and that, in
essence, would be a conpliance filing with the
stipulation. Wth that then, perhaps we can go to
No. 1 and go through the ones we haven't covered yet.

CHAl RMOVAN SHOWALTER: It actual ly might help
if you would read the question sinmply so we aren't
reading it ourselves when you are giving us the answer.

MR, NORWOOD: Okay. | think M. Elgin is
going to cover No. 1.

MR. ELG N. Question 1 asks, Wat is the
pro forma revenue requirenent, 278 mllion or
282,490, 000 or sone ot her anobunt.

The difference between the two nunbers has to
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do with general tariff schedules and total revenues
that the Conpany receives. The 278 mllion is the
revenue figure for general tariffed rates. The

282, 490, 000 nunber includes a special contract and
revenues that the Conpany revises under its
conservation tariff rider, so that's the difference
bet ween those two, and the revenue deficiency that we
are recommending in the stipulation is on the basis of
that number, 278 million, those revenue figures, for
278 mllion, general tariffed revenues.

CHAI RWOVAN SHOWALTER: So is a way to think
of this is that 278 mllion is the general revenue
requi rement, and those two additional things, the
special contracts and tariff rider can take care of
t hemsel ves?

MR. ELGA N That's correct.

JUDGE MOSS: Thank you, M. Elgin. Are we
ready for No. 2 then?

MR, NORWOOD: No. 2, the question is, Wat
portion of the proposed 19.3 percent general increase
inretail rates represents fixed costs associated with
new power plants; for exanple, Coyote Springs, Kettle
Falls. The answer here is the fixed costs or the
revenue requirenent associated with the fixed cost is

approximately 17 mllion dollars. That includes
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depreciation, the return on the investnent, and fixed
O and M costs.

CHAI RWOVAN SHOWALTER: So what proportion of
the 19.3 percent, what is the 19.3 percent absolute
amount ?

MR, NORWOOD: That would be just slightly
over seven percent of that 19.3 percent. | think
M. Elgin has No. 18.

JUDGE MOSS: M. Elgin, No. 18.

MR. ELG N. The question is, Is the retai
revenue adjustnent an attenpt to insure the Conpany

nei t her over nor underrecovers fixed costs. The answer

is no. Is this basically what is generally called
decoupling, and the answer is no. |If you would like a
bit nore explanation, | would be happy to go into that,

what the revenue adjustnent nmechanismis designed to
do.

JUDGE MOSS: | think that woul d be hel pful

MR, ELG N It's primarily a design to
account for load growth and al so nmake sure that the
Conpany bears in its actual results of operations the
traditional variations of tenmperature. So the idea is
to adjust the deferral by the anmount that the Conpany
recovers through |l oad growh on its system and then to

the extent that tenperature affects power supply costs,
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it's to adjust the deferral for that inpact as well.

So i nbedded in the cal culation of any
deferral is the retail revenue adjustnent figure, so
that's what it's designed to do. It's designed to nake
sure the Conpany does not book costs to the deferra
that woul d ot herwi se recover due to | oad growh or
variations in tenperature, and it's symetrical both on
t he upsi de and the downsi de.

JUDCGE MOSS: The idea then is to nake the
mechani sm sust ai nabl e over a period of tinme wthout
having to nodify it.

MR. ELGA N That's correct, and it's also an
explicit acknow edgment. The first power cost
mechani sm t he Conmi ssion inplenmented, it was the Puget
Sound Power and Light's ECAC (phonetic), and there were
significant issues regarding the overrecovery of fixed
costs under the ECAC mechanism and it's an attenpt to
deal with that issue so that it's not insuring over or
underrecovery. That's why | answered no to that
question, but it's designed to deal with the phenonenon
of | oad growth and how the Conpany recovers costs when
its load grows, and what's the inpact on those variable
power supply expenses that are part of the ERM

JUDGE MOSS: Who has No. 197

MR, ELG N: I think I've answered 19. 111
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go ahead and read it: |Is the retail revenue adjustnment
i ndependent of the nine-mllion-dollar ERM band, and
it's inmbedded in that cal culation. Then the second
part, |Is that as well the retail revenue adjustnent
af fect the energy cost deferral balance in the years
that the ERMis within the nine-mllion-dollar band.

Again, it's inbedded in the calculation of a
deferral, so to the extent that the Conpany recovers
costs through load growth and it affects power supply
costs, the ERM adjusts the deferral anount which
i mpacts the nine-nillion-dollar band.

MR, NORWOOD: |If | might add, the answer is
no to the last part.

MR, ELGA N. Question 20 is under the heading
"rate design," and | mght add that Question 20 is
related to the response that M. Norwood gave in
Question 16. 20 asks specifically, Wre the base
revenues quote the Conmission is asked to approve
devel oped using the nethodol ogy Ms. Knox enpl oyed in
prefiled Exhibit No. TLK-2, Part 1, Page 2, Line 177
Yes.

Do the base revenues remain at the same
revenue-to-cost ratios, and that is related to Question
16, and the answer is yes. For rate spread purposes,

because we are allocating the amount on uniform
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percentage or revenues between schedules or rate
spread, you mmintain the sanme revenue-to-cost ratios
for rate design purposes. Since it's mllage -- it's
uni form cents per kilowatt hour -- there are no rate
design issues as part of this stipulation. So the rate
design stays the same, and the rate spread maintains
exi sting revenue-to-cost ratios fromthat

cost - of -servi ce study.

CHAl RMOVAN SHOWALTER: Do you see 20-A there?
That was added.

MR, ELG N. Right, so since the answer is
yes, then there is no need to answer "A " because the
answer -- we are naintaining those.

CHAIl RWOMAN SHOWALTER: This is my question
so | just need to understand it better, and in our |ast
rate case, we did not revise, or generally, we didn't
revise the allocation anong cl asses because we said the
cost study was not good enough, and we antici pated that
in the next rate case, there would be a cost study,
whi ch woul d be basis to go towards unity, which we
acknowl edge we needed to do. So what | don't
understand -- you may have given the answer just now,
but I don't understand what we are doi ng about getting
towards unity in this settlenment agreenent.

MR, ELG N. W are not doing anything nore
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with respect to noving towards unity. W are
mai nt ai ni ng the sanme revenue-to-cost relationships that
were identified in Ms. Knox's exhibit.

CHAl RMOMAN SHOWALTER: | don't understand
what those are. In other words, let's say conpared
to-- when was our |last rate case with our order?

MR, ELG N. 1999 case.

CHAl R\NOMAN SHOWALTER: At that point, we
didn't make progress toward a reallocation that would
get closer to unity or closer to classes carrying their
costs. W did express a desire to do that, so | don't
under st and whet her we have or haven't nade progress,
and if we have not, why not.

MR, NORWOOD: We have, and if | mght
represent, in the Conpany's filing, we had proposed a
uni form percentage spread whi ch does nove each of the
schedul es closer to unity, and what the stipulation
i ncorporates is the uni form percentage, which does, in
fact, nove the schedules closer to unity, so we are
maki ng progress.

CHAI RWOVAN SHOWALTER:  How ruch progress, if
you can characterize it

MR. NORWOOD: That would be a Brian
Hi rschkorn question. W can provide that in one way or

t he ot her.
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CHAIl RWOMAN SHOWALTER: Why doesn't he cone
f orwar d?

JUDGE MOSS: We can swear M. Hirschkorn and
see if he has anything to add.

MR, MEYER:. May | suggest we go on and answer
the other questions and return to this one after he's
revi ewed some material s?

JUDGE MOSS: That sounds |ike a good
suggestion, so we'll return to this question in a
noment when the prospective witness has an opportunity
to review his work papers.

MR, NORWOOD: 21, regarding the reference to
a future rate proceeding, does this reference refer
only to a general rate case, or does it enconpass other
types of proceedings in which the Conpany's rates m ght
be adjusted, and the answer here is that it could
enconpass any nunber of filings, including a genera
rate case or sone other separate filing. | think
M. Elgin has No. 22.

MR. ELG N. Question 22 asks, The interim
settlenent stipulation stated that the cost of debt and
preferred trust securities for the purposes of
calculating the pro forma interest expense will be
determined in Avista's general rate case. Has this

been done, and if so, where is it reflected in the
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settl e agreenent.

It has been done, and it's reflected in --
"Il refer you to Page 11, Section 4, Sub A the
calculation and the Staff's review of the Conpany's
revenue requirenents, and this is also related to our
response to Question 1. The overall rate of return is
9.72.

JUDGE MOSS: G ve us a mnute, M. Elgin.

MR. ELGA N It's in the staff neno, revenue
requi renents overall

JUDGE MOSS: | think everybody is there now.

MR, ELG N It's the second paragraph in our
review, and when we put together the results of
operations to deternine what is the Conpany's
Washi ngton pro forma revenue requirenent, we used 9.72
percent as the overall rate of return, which includes
the stipulation, which agreed to the return on equity
and the capital structure and updated the cost of debt
and preferred securities, so it's inmbedded in our
acceptance of that figure for purposes of revenue
requi renents.

CHAl RMOVAN SHOWALTER: Just so we can have a
cross-reference over there to the settl ement
stipulation itself.

MR. ELG N. Yes, na'am One second, please
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It's on Page 3, and it's under Section 2, settlenent
stipul ati on, subparagraph 1, retail rates. It's in the
second paragraph.

CHAl RMOVAN SHOWALTER: Read the lines.

MR ELGA N. "The parties agree that the
revenues increases authorized and inplenented since
October 1st, 2001, representing an overall increase of
73,914,000, or approximately 31.2 percent, will be
all ocated effective July 1st, 2002 as foll ows:

45, 722,00, or approximately 19.3 percent, to base rates
to reflect the resolution of the Conpany's genera
revenue requirenment request.

CHAI RMOVAN SHOWALTER: So you are saying that
i mhedded in that 45 mllion 7 figure is an overal
return of 9.7 percent?

MR ELG N. 9.72 percent.

CHAI RWOVAN SHOWALTER: Then you said that's
contained in the Staff nenorandum at Page 11, but
wher e?

MR, ELG N. |'msaying that in our acceptance
of this revenue deficiency, and on Page 11, the second
par agraph, "Staff investigated the Conpany's proposed
general retail revenue increase of 45,722,000, which
|l eads to total pro forma retail revenues of 282, 490, 00

(Washi ngton.)
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CHAl RMOVAN SHOWALTER: So it's not on this
paper, but you are saying to us today that that 9.72
went into the calculation of the nunber.

MR, ELG N. That's correct, and Question 23
asked to confirmthat the RCE is as per the settlenent,
the prior settlenent of 11.16 percent, and the 9.72
percent overall rate of return does reflect that ROE
and the agreed-upon capital structure fromthat
settl enent.

JUDGE MOSS: Fromthat settlement or from
t hat proceedi ng?

MR. ELGN. Fromthe settlement of the
interimcase in this proceeding.

(Pause in the Proceedings.)

JUDGE MOSS: No. 247

MR, ELG N | will read the question: Wat
is the public policy purpose of preventing the Conpany
fromentering comodity transaction with Avista Energy
(until the energy cost deferral bal ance goes positive.)

For myself to answer it, | would ask for
clarification in terns of what is it -- this was
sonmet hing that was part of, fromny perspective,
sonething the parties tal ked about in the context of
the settlenent, but in terns of howto specifically

respond, | asked for clarification for nyself of the
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questi on.

MR, NORWOOD: |If | may offer fromthe
Conpany' s perspective in responding to this question.
As we were in negotiations, this issue was raised, and
we recogni zed as a conpany that the review of
transacti ons between the corporation and its
subsi di aries requires closer scrutiny.

It requires closer scrutiny than for other
transactions, so for purposes of this settlenent, the
Conpany agreed until the deferral bal ance goes to zero
to sinmply not enter into further commopdity transactions
on electric and gas side that relate to the electric
operations, and therefore, there wouldn't be further
transactions that would go into the ERM until that
deferral bal ance goes to zero.

CHAI RWOVAN SHOWALTER: |'s the prohibition
related to the ERM and deferral account, or is it
sinply at a tinme period that coincides with the
deferral bal ance going to zero?

MR, NORWOOD: It's a tinme period that
coi ncides. Once the bal ance goes to zero, then this
provi sion woul d no | onger apply.

CHAI RWOVAN SHOWALTER: | understand that, but
is it a convenient tine period, or is there sonething

i nherent about the deferral bal ance and the deferra
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bal ance going to going to zero which could be affected,
| suppose, by these trades. You don't have to say what
the public policy purpose is, but what are the factors
at issue. What are people worried about, if anything,
or is it that there needs to be a tinme-out so that
peopl e can take a better | ook at the subsidiary

rel ati onship, and this is a convenient tinme-out.

MS. KIMBALL: | don't know if this wll
address the specific timng issue, but in terns of a
public policy concern, our concern is certainly one of
sel f-dealing. W were extrenely concerned when the
natural gas transaction between Avista Uilities and
Avi sta Energy, and what | would say is that this
provision is sonmething that the parties were able to
reach agreenent on in terns of attenpting to address
some of those concerns.

CHAl RMOMAN SHOWALTER: So al nost |ike a
little sanction, in your mind? Maybe not in the
operation of the settlenent agreenent.

MR. CROWAELL: | wouldn't use that
characterization. | think in our view, a |ot of what
the ERM does is allocate costs between sharehol ders and
ratepayers in a way that produces a result that is
reflective of where the parties were able to get to

agreenent on a possible outcone of litigation of the
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underlying facts regarding a nunber of transactions
that the Conpany entered into, specifically long-term
gas contracts and concerns that we had about certain of
those contracts. Sone were with third parties. Sone
were with Avista Energy.

We had a range of concerns about those
transactions, and one of the concerns we had was with
the potential for self-dealing between Avista Uilities
and Avista Energy. W were willing in part to settle
on these terms because this provision that we are
di scussing in Question 24 creates a decreased risk to
rat epayers of the possibility, the possibility of
sel f-dealing occurring while we are still paying off
the existing deferral balance, until that deferra
bal ance gets to zero.

We are not taking a position regarding the
underlying facts, but to our mnd, this was a way of
decreasing the risk to ratepayers of any possibility of
sel f-dealing during the period when ratepayers are
still paying off deferrals that reflect transactions
between Avista Utilities and Avista Energy.

MR. NORWOOD: This issue was discussed in
negotiations. It was raised. The Conpany did
voluntarily offer to go ahead and agree to this

provi sion of not entering into any further transactions
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during the tinme period that the bal ance was greater
t han zero.

CHAI RWOVAN SHOWALTER: Actual Iy, the question
itself should have been the deferral balance is
negative rather than positive, shouldn't it?

MR, NORWOOD:  Yes.

JUDGE MOSS: | guess | would like to follow
up on Chai rwonman Showal ter's question though in the
sense that she put it to you whether this is sort of a
time-out, if you will, an opportunity to have sone tine
to address this sort of problem and the manner in
whi ch you described it, to return to perhaps not so
col orful but netaphor nonetheless, this is sort of a
nop- and- bucket approach to the potential for a |eaky
sink as opposed to addressing the nore fundanental
guestions of affiliate transactions.

Is there any plan or prospect or idea -- the
ot her side of the coin is that the best deal out there
m ght be a deal between Avista Energy and Avista
Uilities for a block of power or gas. W wouldn't
necessarily want to preclude that, so is the underlying
i ssue being addressed for further discussion
col | aboration?

MR, CROWELL: Frankly, | think the provision

that we cane up with, from our perspective, it was a
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way of providing us assurance that we woul dn't have to
get into affiliate transaction issues during the annua
review process that we will be having if the
stipulation is adopted over the next few years, so that
when we are doing that 90-day review and we are | ooking
at what the Conpany proposes for addition into the
deferral and recovery, we are not having to spend a
chunk of time drilling down and doi ng di scovery on who
was tal king to who and did soneone in Avista Energy
used to be at Avista Utilities. Was there sone
comuni cation or essentially short dealings for those
type of transactions that we would then feel that we
shoul d argue sonme degree of disall owance for

This takes what could be a very contentious
and ot herwi se fact-driven and painful for all involved
inquiry off the table, in essence, while we are stil
payi ng off that deferral. It allows us to focus,
again, from our perspective, on the nerits of what the
Conpany is putting in and not have to think about that
there is sone possibility that these transactions were
proper. It narrows the scope of inquiry, | suppose
woul d be the sinplest way to put it, and to get back to
the fundanental, it decreases the risk to ratepayers of
any possibility of self-dealing during this deferra

peri od.



0232

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

MR NORWOOD: If | may add, you nentioned the
word "problem™"™ | don't think that there is a
concl usion there was a problem but by not entering
into these transactions, it just reduces the anount of
effort that goes into review ng these types of
transactions, so we have agreed not to do that for this
period of tine.

JUDGE MOSS:  All right.

MR MEYER: We now have M. Hi rschkorn
avail abl e.

JUDGE MOSS: I f you would rise and raise your
ri ght hand.

(Wtness sworn.)

JUDGE MOSS: You are going to return us to
20(A), | believe.

MR, HI RSCHKORN: Yes. What |I'Il try and do
here is make sure | understood the question first, and
the question refers to an exhibit that was prepared by
Ms. Knox and a conparison of the revenue-to-cost ratios
by individual service schedule at both current rates
and proposed rates.

There is two different measurenments that
we've | ooked at in this case in ternms of anal yzing
revenues versus costs for individual service schedul es.

One takes a look at all costs and how all costs are
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1 al l ocated across schedules. The one that | kind of

2 zero in onin nmy testinony just |ooks at the rate of

3 return produced by each individual service schedule.

4 The rate of return is just a conponent of total costs.
5 Qur original proposal in this case was to

6 spread the proposed revenue requirenent on a uniform
7 percentage basis to all schedules. Wen you | ook at

8 the result of spreading the revenue requirenent on a
9 personal basis, on a revenue to total cost basis, it
10 really doesn't change the resulting result in terns of
11 revenue to cost.

12 When you |l ook at how it affects the rate of
13 return for those schedul es by spreading the revenue
14 requi rement on a uni form percentage basis, it actually
15 noves the rate of return closer to unity, because

16 again, the rate of return is just one conmponent of

17 total costs. So we are noving the rate of return

18 closer to unity, but because that rate of return is
19 such a small conponent of total costs, it really

20 doesn't affect those ratios, and that's what the

21 guestion went to in this case was revenue to cost.

22 On Page 12 of ny prefiled testinmony, which
23 I'"msure you don't have in front of you, | do have a
24 tabl e that shows the relative rates of return by

25 schedul e under current rates versus the rates the
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Conpany proposed in this case. For the majority of our
schedul es, we're between 20 to 50 percent away from
unity on a rate-of-return basis. As we proposed in
this case, spreading the revenue requirenent on a

uni f orm percentage basis woul d nove those relative
rates of return about 20 to 30 percent towards unity.
So if you look at the difference between the rates of
return and unity, it noved those rates of return 20 to
30 percent towards unity.

CHAl RMOVAN SHOWALTER: But only on the
conponent of rate of return, which is what percent or
what proportion of the total picture?

MR. HI RSCHKORN: | don't know exactly.
woul d guess probably -- well, rate of return. |I'm
guessi ng about 10 percent in terns of total costs.

CHAI RWOVAN SHOWALTER: So for 10 percent of
the picture, we noved 30 percent towards unity? |Is
that a way to put it?

MR. H RSCHKORN: Yes, in terns of revenue
conpared to total costs. | wanted to add that because
what has been agreed to in the stipulation is on a
uni f orm percentage basis, the results, when you | ook at
the revenue requirement in the stipulation, will make a
simlar novenent towards unity in terns of rate of

return, so we are noving towards unity as a result of
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the stipulation. Ganted, probably not as much as we
could if rate design and rate spread were nore of a
contested issue in this case, but we are naking sone
novenent .

CHAl RWOMAN SHOWALTER: One of mny concerns is
it's evident fromthe roomthat there is no one here
specifically representing the commercial class, and am
I right or wong that that's the class that is nopst out
of whack?

MR. H RSCHKORN: Snall commercial is the
class that's nost out of whack.

CHAI RWOVAN SHOWALTER: What |'mtrying to get
agriponis --

MR, HI RSCHKORN: The rate of return under
current rates is about 50 percent, 57 percent higher
than our average rate of return. Under our proposed
revenue requirenent, that would nove to about 43
percent higher than average, so a reduction, if you
will, from57 percent above the average rate of return
to 43.

Under the settlenent, | would guess that
woul d change by possibly two percentage points, so from
a 57 percent above unity to about a 45 percent anount
above unity. So it still is significantly above unity

for the small conmercial class but less than it is
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under current rates.

CHAl RMWOVAN SHOWALTER: I n our prior order in
Novenber 2000, the Fourth Suppl enental Order, we said
at that time, Avista's proposed electric rate spread
woul d nove each custoner class one-third of the way
toward unity. Then we went on to say that we didn't
think the foundation for it was sufficient so we didn't
do it. Was that one-third based on total cost of the
pi ece, the 10 percent piece that you are tal king about?

MR, HI RSCHKORN: It's based on the piece, the
rate of return.

CHAl RWOMAN SHOWALTER:  So does that mean that
what we are doi ng, what you propose to do in the
settlenment is roughly conparable to what was proposed
back in 1999, in ballpark terns?

MR, HIRSCHKORN: It's slightly less. It's
not quite a one-third novenent towards unity. It's
bet ween 20 and 25 percent.

CHAl RWOMAN SHOWALTER:  But it is an
appl es-t o-appl es conpari son.

MR. HI RSCHKORN: Yes, it is.

CHAI RWOVAN SHOWALTER: | think my npst
general question was, is there a piece of unfinished
business left fromthe prior rate case that didn't

quite get finished in this rate case, and as |
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understand it, your answer would be no, we did propose
something simlar in the prior rate case. W are
resol vi ng what ever we proposed in the prior rate case
in this case, and this larger question of the |arger
costs and unity didn't get raised in either place. |Is
that correct?

MR, HI RSCHKORN: The Conpany proposed
somet hing different than a uni form percentage spread in
the last case, if | recall correctly. 1In this case, we
were proposing a uni form percentage spread because of
the size of the increase, the prior increases taking
all the factors into account. One thing we did want to
acconplish in this case was naki ng sone novenent
towards unity, and a uniform percentage basis actually
does nmke some novement towards unity, so the Conpany's
proposal in this case was a uniform percentage basis.

CHAl RMOMAN SHOWALTER: | guess the question
isif this settlenent is approved, are we either being
in the monment unfair to a class? Does this comi ssion
have a responsibility to | ook at the class allocation
and say fundanentally, is it fair or not, or are we
maki ng progress or not, and if that's the case, do we
need to set up another proceeding to keep working on
this or not?

It's not in this agreenent. | recognize
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that, but | think, speaking for nmyself, mnmy expectation
was we didn't really get to this in the last rate case,
but we will get to it in the next rate case. Well

here we are at the next rate case, and it seems as if
we've started going in the right direction, but perhaps
not very far, so how long do you just |et what appears
to be, | think, an inequitable distribution or at |east
sonmet hing that could be approved or allocation? How
long do you let it go on, or aml kind of off base?

MR, ELG N  Well, | would say there is two
factors to consider. One is a lot of these costs are
power supply related, and the way we've done it in the
past, the rate design for power supply is nillage,
cents per kilowatt hour, and to the extent we don't
adopt this here, it does nove the classes that are
above unity nmore towards unity by adopting sonething
other than mllage, so if you use uniform percent --
now t he question is the degree to which you want to
nove in that direction

So you | ook at the surcharge, and that was
al l ocated on percentage of revenues, not mllage, and
you | ook at this rate design, so to the extent that
that mtigated the increases as opposed to a
traditional kilowatt cents per hour, | think that

hel ps. |s that enough? | think what the parties and
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what the Conpany has proposed in terns of this
settlenent, we think this is a fair result based on
what the nature of these costs are and how it's spread
to the customers, vis-a-vis how we woul d have done it
in the past on a mllage basis. So | guess that woul d
be the conparison and the context to evaluate this rate
spread proposal and what it does for class cost of

servi ce.

MR. SCHOENBECK: | certainly have testified
many tinmes, | think, rates should be a nove towards
cost of service as soon as practicable, and | think the
fundamental problem | have with this particul ar
situation is the overall increase has been so large for
all the custoners, basically a 31 percent increase.
It's very difficult for me to request other customers
to share even an additional burden above that |evel.

| also think there is a certain amunt of
equity that is achieved by using uniform percentage
basis, as M. Hirschkorn and M. Elgin are pointing
out. It does make some nodest novenent, but | don't
think you can nake a mmj or novenent because it would
mean gi ving people a substantial increase above the 31
percent already. So | think it's a timng issue, and
the timng sinply did not work out because the power

costs were what they were and they are what they are.
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CHAI RMOVAN SHOWALTER: So this noves in the
right direction in only a very small degree, but you
are saying that it's not a good tinme to nmove in a
| ar ger degree because of the very high rate increases
that woul d have to be incurred by sone of the other
classes. The tinme to do rate rebalancing, if that's
the word, is when times are better.

MR. SCHOENBECK: That's right. Obviously,
the best tinme it could happen in the gas industry in
this state would be -- whenever gas decreases, there is
signi ficant novenent towards cost-based nmargin rates,
and that's the perfect tinme to do it, when everyone can
get a potential decrease, but when every customer on
average is already | ooking at a 31 percent increase,
it's difficult to ask people to share even nobre pain
than that, given the existing circunstances of the
state.

MR, HI RSCHKORN: In fact, that's what we did
in the last case that was filed with the Commi ssion
We asked for or recommended a nore significant novenent
towards unity because we were asking for a smaller
increase. In this case with the surcharge that just
went into effect and then the general case we have
filed with the Conmission, we didn't think it was

reasonabl e to ask certain custonmer classes to pay
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substantially nore than this overall percentage.

CHAI RMOVAN SHOWALTER:  Assumi ng you are
correct and this is not a good time to do anything nore
than is done, how do we set it up or do we set it up
such that at a good time, we do do this because, of
course, | suppose if things are working out, the
Conpany sinply doesn't conme in, and the Conpany tends
to come in for a rate increase when tinmes are bad,
which is not a good time to do the rate rebal anci ng.

MR, HI RSCHKORN: My opinion would be possibly
a good tine is when there hasn't been a significant
change in rates probably for a couple of years, so the
custoners adjust to new rates, so to speak, and you can
meke a significant shift w thout adding to an already
requested significant increase. That may be a
reasonable tine to look at that. If it's a
rat e-spread, rate-design case only, that may be a
reasonable tine to do it.

MR. SCHOENBECK: Anot her opportunity nmay be
when the existing 11.9 percent surcharge bal ance goes
to zero. That would be a good opportunity. Wen
everyone has seen the 11.9 percent decrease to say,
okay, should there be sonme tweaki ng so sone peopl e now
get a two or three percent decrease and others m ght

get a larger one.
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MR. HI RSCHKORN: | would concur with that.
That woul d be a very good tine.

JUDGE MOSS: Does anybody have anyt hing
further on any of the Bench requests that we've been
focused on all norning? The witnesses apparently have
given us the fullness of their responses and --

CHAIl RWOMAN SHOWALTER: |'m sorry. W' ve gone
t hrough the questions, but | just want to take a peak
at ny own notes. | think every question has been
answer ed.

JUDGE MOSS: Let's be off the record
nmonentarily.

(Di scussion off the record.)

JUDGE MOSS: The Bench has a few questions,
and | think we will just go through those rather than
goi ng through the agreenent page by page, and we will
press ahead into the traditional lunch hour and see if
we can wap this up

COW SSI ONER HEMSTAD: | just have two
guestions. One is the factual question of your new
resources. | think there are three. | understand
Coyote Springs, but | don't understand the other two.
When | say "understand,” the size and scope of the
resour ces.

MR. NORWOOD: The second resource is the
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Boul der Park facility. 1It's a gas-fired facility in
t he Spokane Valley that consists of six reciprocating
engi nes about four negawatts apiece, so it's about 24
or 25 nmegawatts. The heat rate is about 9,000 BTU s
per kilowatt hour, and | believe it's conpleted now.
In this time frame plus or minus a few weeks, it's
going to be on line.

COW SSI ONER HEMSTAD: |s that a peaking
facility?

MR, NORWOOD: You can use it either way.
Primarily, it would be peaking, and the bottomline is
if gas costs, for exanple, are three dollars tinmes the
9,000 heat rate, it's about $27 per negawatt hour as an
operating cost. |If wholesale market prices go beyond
that, then you would run it and either use it to serve
your load or you would sell it, and those revenues
woul d be picked up in the ERM cal cul ati on

The third facility is the Kettle Falls bifue
project, and it's basically an additional snal
conbi ned-cycle unit. | can't renenber exactly how nany
megawatts, but it's four to six negawatts that woul d be
added to the existing Kettle Falls. W wouldn't waste
facility. It's a way to actually basically capture the
exi sting steam and conpl enment the existing steam force,

so it's basically a conplenmentary addition to the



0244

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Kettle Falls project, and | believe that one is
conpl eted now.

COW SSI ONER HEMSTAD: My ot her question is
with regard to the 40-year hydro rolling average as
agai nst the 60-year not average but just the straight
60-year period that is being used in your hydro nodel.
This historically has been an issue that seens to be if
not relitigated but continually litigated as to what is
appropriate, and I had this from nmenory concl uded t hat
the 40-year device seened to be an attractive solution
but now that's not being used, the 40-year rolling
average, but nowit's just straight 60 years. Could
sonmeone give me a bit nore background on those choices
and why the 60-year period was sel ected?

MR, NORWOOD: | guess this to sone degree is
we didn't resolve that issue in the discussions. The
Conpany did propose the 60 years. W had extensive
testinony in the prefiled case. Staff and the other
parties | ooked at all of the nunbers including that
conponent. |If | recall the Staff meno correctly, it
says that it's part of the package deal to use what was
filed in this particular case but doesn't indicate that
t hat should be used to the future.

So to sone degree, this is a settlenent, a

package of all the ins and outs, pluses and nminuses, so
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I guess in my mnd, we haven't resolved to the future
whet her it should be 60, 40, 50 or sonmething different,
for that matter.

COW SSI ONER HEMSTAD: So essentially, the
debate i s anong engi neers and technicians, or are there
other policy inplications as to which choice is made?

MR, ELGN. From Staff's perspective, there
are differences about it, but in litigation, our neno
poi nts out that we would have proposed, in the context
of adopting an ERM literally proposed sonething
different, but for purposes of settling this case, we
accepted the Conpany's nornalized water study for 60
years and is the basis for calculating the difference
in costs under normalized conditions. W are not
accepting that, and it is sonething that may cone in
the future is the best way we can describe it, but
there are differences between a 40-year rolling average
and 60-year water. There are differences.

COW SSI ONER HEMSTAD: So | guess | take it
fromthis, this is an issue to be debated or fought
about anot her day.

MR. ELGN: Right.

COW SSI ONER HEMSTAD: |' m not suggesti ng
had a | evel of disconfort with that but so nuch as to

understand what the inplications of that choice may be.
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MR. ELGA N In the circunmstances of this
case, the inplications are, what is the baseline you
use for calculating the nine-million-dollar band. So
for purposes of this ERM mechani sm and t he
nine-mllion-dollar dead band, Staff is confortable
with the baseline and the 60-year water for which that
cal cul ation is made.

It could very well be in 2006 when the
Conmpany makes it filing for the continuation of the
exi sting ERM or sonething new or whatever, that issue
of baseline and water could arise in that proceeding,
but it's truly an issue related to the baseline, and
there are differences, but in the context of going to
an ERM or PCA or whatever you want to call it, what is
the base and what do you do for water is a critica
i ssue, and that's where we are at today on that.

MR. CROWAELL: | would concur with M. Elgin.
I think our perspective is that the record you have
before you is sufficient to make a public interest
finding regarding the proposed stipulation, but by
entering into the settlenent, | don't think any party
is comritting to supporting in any other proceeding or
in any other venue the nethodol ogy that the Conpany had
enpl oyed in the aspects of its direct case, whether the

40-year or cost-of-service study. W think there is a
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sufficient record before the Conm ssion, but we are not
committing ourselves vis-a-vis any particul ar
nmet hodol ogy the Conpany may have enployed in its
prefiled case.

JUDGE MOSS: O her questions fromthe Bench?

CHAl RMOVAN SHOWALTER: | have sone very snal
techni cal questions. One is on the settlenent
agreenent bottom of Page 6, top of Page 7. This is the
annual filing about how the ERMis doing, and it says
the filing is on or before April 1st, and then it says
there is a 90-day review period ending June 30th.
Wuld | be right to say that the review period is 90
days fromthe filing, so that if the filing occurred
February 1st, it would be 90 days after that?

MR. CROWELL: | think that was our
under standi ng that there would be a 90-day review, and
the dates that were provided were to set a deadline, so
that by no nmore than roughly a quarter after the
they' ve cl osed their books, they would have sonething
before this commi ssion and that the parties would have
90 days too look at it.

CHAI RMOVAN SHOWALTER: Then on Page 9 nmkes
reference to the confort |level of billing plan and
continuing nodification of programrestrictions

previ ously approved. | mght have asked this question
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bef ore when these were approved, but do these

provi sions conply with our rules? That is, the parties
are not asking us to waive any rule; am|l correct on

t hat ?

MR. CROWELL: | believe that is accurate. |
do recall this conversation during the presentation of
the interimstipulation at the end of February. |
t hi nk we checked the rules to nake sure there wasn't
any conflict in the rules, and | see other parties
nodding, so | think my recollection is correct that we
are okay in ternms of rule conpliance

CHAI RWOVAN SHOWALTER: My | ast question is on
the Staff menorandum Page 8. The third paragraph on

Page 8, which begins, "As explained..." on Page 6 and
7, the second sentence there that begins, "This
means..." M. Trotter, maybe you could just read that
sentence to yourself.

Maybe there is sonmething missing in it or
maybe there is sonething I'mmissing, but | can't
understand it. | think we've covered the ground, but |
don't know what it means or says.

MR. TROTTER:. M. Elgin may be the best
person to respond, but | think it intended to be a very

t oo- conpressed, too-concise statenent of what we went

through this norning on Exhibit 15, the three exanpl es,
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and tal king about no rate change occurs if the power
costs that are tracked do not exceed the
nine-mllion-dollar band. | think that's all we are
intending to convey there in perhaps an ineptly-worded
sent ence.

CHAl RMOVAN SHOWALTER: | actually can't find
a verb in this sentence.

MR. TROTTER: You are correct. There is an
extra "and" there, the second |line. That probably
shoul d be renpved.

JUDGE MOSS: It shoul d perhaps say,

"bal ances, then no rate change occurs"?

CHAIl RMOMAN SHOWALTER:  Just scratch the "and"
and put a comma after "balance", and that's what is
meant to be said; is that right?

MR. TROTTER: | think it should read, "This
nmeans that if power supply costs tracks by the ERM but
exceed the base costs for those anobunts by |ess than
nine mllion one year, no power costs are added to
power cost deferral balances and no rate change
occurs." So that's the "and" that needs to be del eted.

CHAl RMOMAN SHOWALTER: So the verb is "are
added. "

MR. TROTTER: | don't think we intended to

say anything to contradict the presentation on Exhibit
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15, which is probably a I ot nore precise and a | ot nore
nunmeri cal and perhaps a | ot nore hel pful

JUDGE MOSS: | will just comrent in |ight of
yoursel f effacing comment that the memp was very wel
written, | think, and hel pful to the Conm ssion

CHAl R\NOVAN SHOWALTER: It was, and that was
the only sentence | didn't understand. Those are al
my questions.

JUDGE MOSS: Any further questions fromthe
Bench? Do the parties have anything else to be nmade of
record in connection with the settlenent stipulation?

MR, MEYER: W just have one piece of
busi ness, and that has to do with the work sheets, and
we have done our analysis and have made copies for the
other parties to review. In fairness, the parties are
just going to need tinme just to check our cal cul ati ons.
I woul d suggest that be treated as a late-filed
exhibit. Then the other parties can reviewit. Staff
counsel has agreed they would submit this as a
late-filed exhibit.

JUDGE MOSS: Let's treat it this way. W had
24 Bench requests individually in this phase of the
proceeding. Wat we will do is reserve Exhibit No. 17
for the response to Bench Request No. 25, and this will

be Bench Request No. 25, and wi thout objection, we wll
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sinply make that of record when the responses have been
reviewed by all parties and is furnished to us. |Is
t hat agreeable? Hearing no objection than --

MR, TROTTER: If | could have just one nmoment
to talk to M. Meyer about what he handed us, because
it may be a question that we have to ask you.

(Di scussion off the record.)

MR, CROWELL: | think I would only add we
woul d want to review the nunbers, but we wouldn't have
any objection, but if there were sonme concern, we would
talk about it with the Conpany before.

JUDGE MOSS: You would bring it to ny
attention, I"'msure. W will adnmt 17 under the
conditions that | have descri bed.

It appears there is nothing further for our
record. | think the Chair has a few cl osing renmarks,
and then | will close our proceedings for the day.

CHAl RMOVAN SHOWALTER:  Thank you very nuch
| made the opening remarks. | just wanted to say we
had a | ot of questions comng into this, as you can
see, and you gave very responsive answers, and we
appreciate it.

JUDGE MOSS: | thank you all for being here
today and for hel ping us devel op our record. The

Commi ssion will take the matter under advi senent and
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1 issue its order in due course. Wth that, our record

2 is closed. Thank you.

4 (Hearing concluded at 12:18 p.m)
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