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JUDGE MACE: Let's be back on the record in
UG 021584. This is the Avista petition for extension
of the natural gas benchmark mechanism This is the
second day of our evidentiary hearing. | believe
that we left off last night, cross-exani nation by
Staff and Public Counsel of M. G uber have been
conpl eted, and we were going to turn next to the

Commi ssi oners for questions.

Wher eupon,

ROBERT H. GRUBER
havi ng been previously duly sworn by Judge Mace, was
recall ed as a witness herein and was exam ned and

testified as foll ows:

EXAMI NATI ON
BY CHAI RWOVAN SHOWALTER:

Q Yes, good norning. And |I'm probably just
going to be getting warned up thinking about this
case as | ask questions. | apologize.

A That's all right. Good norning.

Q But | thought one way to put this issue is
to conpare the hypothetical of if Avista Uilities
takes back this function and is thinking about buying

a financial hedge versus handling this on its own,
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1 and conpare that to Avista Energy doing this function
2 and thinking about a financial hedge conpared to

3 doi ng these services on its own, it would be an

4 i nteresting comparison
5 And when | nean that, let's assume that in
6 these -- in this scenario, the Tier 1 decision has

7 been made identically by Avista Utilities versus

8 Avi sta Energy, and let's assune that the Tier 2

9 purchases are made identically, and | recognize

10 there's sone different judgnents or ability in that,
11 but I just want to take that off the equation, so
12 we're dealing with Tier 3. Now, if you -- and

13 guess it would be you --

14 A Yes, it would be.
15 Q If you take this function on at Avista
16 Uilities, first of all, would it be possible to go

17 and get a financial hedge to insulate Avista Utility
18 fromany daily variation? |Is that the kind of thing

19 that you could go out and find?

20 A In the process of working on this

21 application, we |ooked at the cost of the -- covering
22 the swing volune, if you would, which would be -- now
23 woul d be Tier 3. In the current nechanism the sw ng
24 is covered by Avista Energy in Tier 2, but we | ooked

25 at covering that daily swing by going to the narket
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and asking for a -- we ask for what's a straddle, but
essentially it is a put and a call. So you have the
ability to call on gas if you need it froma
supplier, you have the ability to put gas to the
supplier or not take gas that they're selling you, or
if you've purchased gas up to Tier 2, basically you
can put that gas to a supplier or call on gas as your
| oad swi ngs.

The cost of that on an annual basis, we
actually surveyed 14 or 15 suppliers with a request
for proposal. W got one response that was
responsi ve to our request, and the cost of that we
cal cul ated at about $1.4 mllion a year, as | recall
and so it is possible to do it. It is an expensive
proposition, because you're having soneone stand by
to cover the | oad swi ngs, which Avista Energy does
for us now fromtheir portfolio.

Q Okay. So if you are in Avista Uilities
trying to decide whether to buy such a hedge for $1.4
mllion, don't you conpare it to your own ability to

manage the basi ns and purchases --

A Yes.

Q -- and nmeke those choices yoursel f?
A Yes, we woul d nake that conpari son

Q Okay. Now, if this is done by Avista
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Energy, | presunme they could go out and buy the sane
type of financial hedge that you | ooked into?

A Yes.

Q And ny first question would be wouldn't the
price be al nost the sane because it's -- whoever is
taking this on is taking on the sane function, or
woul d there be any difference, for credit reasons or
| don't know what other reasons, in that $1.4 mllion
price?

A. | think that there may certainly be
di fferences because the counter-parties that Avista
Energy deals with know that they're in the market al
the tinme, every day, trading, and they have a fairly
| arge portfolio to trade in and out of.

So to counter-parties, the apparent risk of
Avi sta Energy being able to absorb or actually to
want to put gas or take gas fromthem would be --
they may address the risk differently, so | think
Avi sta Energy may have been able to get a different
price for it, | don't know for sure, price it that
way.

Q In other words, the counter-party would be
betting that Avista Energy would not call on it as
often to provide the hedge because --

A For what ever reason.
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Q Ri ght .

A It's possible, yes, that they may not.

Q Al right. Well, for the nonment, let's
assune it's the same price, 1.4 mllion.

A. Ckay.

Q Now, then, if Avista Energy is trying to
al so | ook at the tradeoff between should it or
shouldn't it buy that financial hedge, it |ooks at

its alternatives to buying that hedge?

A Yes.
Q And it's right -- well, let's say Avista
Uilities puts a value on -- Uilities, Avista

Utilities puts a value on its alternative to buying

that hedge, and I'"mjust going to call it value X
A. Okay.
Q And now Avista Energy is doing the sane
thing. It's looking at its alternatives to avoid or

-- its alternative to that $1.4 mllion hedge. And
so it calls its alternative Y.

A Okay.

Q Now, isn't the delta between X and Y one way
to nmeasure the relative advantage, if there is one,
of Avista Energy doing this job versus Avista
Uilities doing the job? And I'm-- and how to put

that value, X and Y, |'mactually not sure, but it
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seens to ne that if Avista Utilities is |ooking at
the $1.4 nillion hedge, they'd be saying, Wll, gee,
that's a | ot of nobney. W can nanage the basin, we
can make purchases, we have sone ability to nove in
the market.

Avi sta Energy woul d be doing the sane kind
of evaluation, but they might -- and that's ny
question to you -- do it differently. That is, they
m ght say, Gee, we can be nore aggressive in managi ng
the basin. W have a |lot nore volune, so we can
of fset ampunts at certain tines, making it |ess
likely that we would want to exercise that particular
1.4 mllion.

A MM hmm

Q I"'mtrying to get at that difference,
because it seens to nme that tells you a little bit if
Avista Utilities would be -- if the delta between
that $1.4 million and Avista Utilities' in-house
operation is less than the delta between $1.4 mllion
and Avista Energy's operations that tells you there's
a relative advantage, then maybe that advantage
shoul d be paid for, split, or something between the
two utilities. I'mgetting at this conceptually, and
I'"'mwondering if you can help ne. First, do you

understand what |'mtrying to get at?
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A. I think I understand what you're trying to
get at. |I'mnot sure how to calculate the value X or
Y. | could say that certainly Avista Energy, because

they are nore active in the market and they are
tradi ng on a whol esale basis, they're tradi ng every
day, they would certainly have a greater ability to
utilize or avoid utilization of such a nechani sm

The $1.4 million is a reservation charge, if
you will, or demand charge that is paid whether you
use the service or not. It is paid to have the
service available. The gas that you purchase under
the service, under the mechanism would be at index.
That is, at whatever the market is today.

So it isn't -- if I pay an entity $1.4
mllion and they stand ready to deliver gas to nme or
to take gas fromne at the market, at the daily
mar ket on any day, and the 1.4 nillion is to -- is to
conpensate them for being able to have enough vol une
or liquidity to be able to take that gas or deliver
gas to ne on any day, Avista Energy does a | ot of
that now. | nean, they have a portfolio that is
certainly nmuch larger than the Utilities', and
think | yesterday msstated that it was three
percent. It's eight percent of the physical gas.

That is out of the Utilities' volune on an annua
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basis is about eight percent of Avista Energy's

physi cal volune. They do a lot of financia
transactions, as well, with three percent of the
total, financial and physical transactions. But
because they are so |l arge, because they are in the
mar ket every day, trading, both buying and selling in
the vari ous basins, they have the ability to cover

t hose swings for us.

Now, whet her they would buy that service to
cover our needs, they may be able to get a better
deal, but then, again, |I'mnot sure howto calculate
the difference between X and Y, but | suspect that
their Y value in your exanple would be smaller than
the Utilities' cost of doing it internally or the
Uilities' ability to do it internally.

Q Well, | guess another way to ook at this
woul d be nore directly. Apparently you can get a
hedge for $1.4 million, and instead of doing that,

you' re proposing this benchmark mechani snf?

A That's correct.
Q And I"'ma little unclear how to conpare that
$1.4 mllion if you exercised that hedge. If you

took this job in-house and exercised that hedge for
$1.4 mllion, that would be a cost to you?

A Yes, it woul d.
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Q Now, you woul d have no opportunity, would
you, to earn nore or |ess, or would you? Wuld you
still have your opportunity to nmanage the gas basins
and nmake a profit?

A. You woul d have -- it depends on how the
hedge was set up or the financial instrunent was set
up. You would have the ability to do sone basin
optim zation. You may be restricted -- it depends --
if you're going to buy a put and a call, you have to
do it at a point, so you would have to allocate it
bet ween basins. You would still have the ability to
do sone basin optimzation. It nay be limted a
little bit because you would have to commit to the
basins, but | think --

| guess where | amin conparing the val ue,
what Avista, under the proposal, what Avista
Uilities would pay Avista Energy is the managenent
fee of 900,000 a year. They get that service, which
Avista Energy then will deliver gas or take gas at
mar ket every day and provide that service anong ot her
things, in addition to providing basin optimn zation,
in addition to providing storage managenment and sone
cost sharing around all of those pieces that -- the
transportation optim zation, the storage, and the

comuodity.
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So in addition to being, you know, in sinple
ternms, the 900,000 being less than 1.4 nmillion, the
Uility has an opportunity to share in the
optim zation of the other assets through the 80/20
sharing. So if Avista Energy makes nore, we make
four times as nuch.

Q Al right.

A O four-to-one.

Q So to the question why isn't taking it
in-house with a $1.4 nmillion hedge a better deal than
the proposed benchmark mechani sm you woul d say,
first, the flat paynent that you pay is $500, 000
| ess?

A That's correct.

Q Okay. But after the $500, 000, you are
guaranteed $3 mllion and 80/20 splits after that,
but the 80/20 splits, of course, could be |ost?

A Yes.

Q Losses. So let's say you now have -- you're
$3.5 million better off, but you're subject to 80/20
split, which could work in your favor, but could work
to your disadvantage, conpared to what if you had
gotten 100 percent of profit, of additional profit --

A That's true.

Q -- without nmuch offsetting loss. Is that
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about right?

A That's -- yes, that's about right. | guess
the other piece of that fornmula is that | believe |
could probably match the -- or conme close to matching
the $3 mllion guarantee at the Utility. You know,
historically, we had rel eases that woul d approxi mate
that number. | nmean, we could neet the $3 million
so | hadn't put that in the formula, but it's
certainly an opportunity to gain above that three
mllion on both sides of the equation we share, or
it's an incentive for Avista Energy to do wel
because they share in part of that benefit and the
customers gain by it.

And the capacity rel ease, off-system sales
portion of this is really the biggest benefit, |
think, to custonmers. | nean, if you |look at the
table in my testinmony, it's -- it is the |argest
nunber, certainly, of the individual conponents, and
Avista Energy brings a lot to the table in terns of
being able to offset the -- our transportation costs
or recover dollars through capacity rel ease and
of f-system sales. They're very active in the
of f-system sal es market and provide the ability to
sell to custoners that the Utility would not normally

sell to other end use custoners outside our service
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territory in their marketing program

Q So Avista Uilities would be nore
conservative in its activities than Avista Energy,
but in addition, you think Avista Energy woul d have
an incentive to nmake a profit for you, but also would
-- would have the expertise --

A Yes.

Q -- to go in that direction? You have to put
some faith, don't you, in Avista Energy's abilities
to respond to the incentive --

A Absol utely.

Q -- not just be subject to one?
Absol utely.
MR MEYER. May | -- and | nmean this to be
hel pful .

CHAl RMOVAN SHOWALTER: That's okay. If 1've
made a m stake in nmy question, go ahead.

MR. MEYER | just want to nmeke sure the
record is clear, and it may sinply reflect confusion
on our -- this end of the table, but -- and | didn't
want to get in the way of your conceptual argunent of
X mnus Y, but | think the prem se -- before we get
too locked in on 1.4 mllion as the X, | just want to
clarify with the Wtness whether, in fact, that 1.4

million was truly with reference to Tier 3 or was it,
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in fact, with reference to a study done on Tier 2?

THE WTNESS: |I'msorry. | thought | nmde
that clear. It is -- it was in reference to a study
that was done to satisfy the load swings in Tier 2
under the current mechanism It doesn't cover the
load swings in Tier 3 in the current nechani sm

This gets confusing. | apologize for the
conplexity of it, but it is -- sinply put, it -- the
current mechanismhas Tier 1, which is fixed in
storage, fixed price in storage. Tier 2 is a broad
band in which Avista Energy guarantess first of nonth
i ndex, and they cover load swings in that. It covers
a broader band, a slightly broader band than the Tier
2 in the proposal

The | oad swi ngs over and above Tier 2 in the
proposal, in what is currently before us, or what
we're currently proposing, Avista Utilities would
cover load swings -- or Avista Energy woul d cover
| oad swings for Avista Uilities at gas daily.

In the current mechani smand the study for
the 1.4, it was what would it take to replace the
service that Avista Energy provides just to cover
load swings in Tier 2. There are additional costs
beyond that. |'msorry. |It's a good point.

Q Okay. So | won't take the -- | didn't
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actual |y expect you to produce a real nunber.

A Yeah.

Q And so the 1.4 mllion I'lIl just consider to
be an exanpl e of what a hedge m ght be. But you're
telling ne you don't really know if a hedge for just
the Tier 3, under the circunstances we posited, would

be nore or |less --

A It would be --

Q -- than 1.4 mllion?

A. To cover all of the Tier 3 clear to design
peak day, | think it would be nore, substantially
nore than -- because you woul d have a broader range,

so it would be nore than the 1.4 in my exanple. And

thank you for taking it just as an exanple.

Q Okay. Another question. | just amcurious
about currency and how it works. | don't need a | ot
of detail, but I don't really understand it. 1Is this

an aspect of prices being locked in at a certain
point of time, but if they're delivered |ater
Canadi an currency has changed in the nmeantine? How
does this currency advantage work or --

A The contracts that we have -- the agreenent
we have with Avista Energy is to purchase gas out of
AECO or Alberta at -- in U S. dollars per decatherm

or MMBtu. Most of the trades occur -- virtually al
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physi cal trades at or in Alberta occur at Canadi an
dol lars, in Canadian dollars. So as that noves
during the nonth day-to-day, week-to-week, it can
have an inpact on your cost.

Q Al right. So if you |look at Bench Request
Nunber 1, do you have that?

A | do, thank you. | have it.

Q I'"m | ooking at the currency lines under both
Avista Utilities and Avista Energy.

A Correct.

Q And does a positive nean that Avista
Uilities benefited under the total? 1'mIl ooking
under -- at a figure that ends 000. Oh, they all end

000. Well, before that is a --

A. On the currency line, in the mddle part of
the graph under Avista Utilities; is that where
you' re | ooki ng?

Q Right. And I'mlooking at a total that ends
with 6,000.

A Yes, that is a benefit under the mechanism
to Avista Utilities.

Q Okay. So Avista Utilities benefited and
Avi sta Energy | ost by identical anobunts?

A Correct.

Q And is that because Avista Utilities agreed
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to buy in U S. dollars and, over tine, in the
meantime, the value of the dollar apparently slid
conpared to Canadi an dol | ars?
A Yes, this was the nunber that ends in 6,000,
as you see is the sane for several nonths.
CHAl RMOVAN SHOWALTER:  It's under the total
JUDGE MACE: It's not confidenti al
MR. MEYER: You're right. You can use the
real nunbers.
THE W TNESS: The $176, 000 currency --
Q See, we were talking about different -- |'m
| ooking at the total. | was |ooking at the 616, 000

under total

A Oh, | see, | see

Q Under the total col um.

A Okay, in the total colum.

Q Ri ght .

A Okay. That total colum is -- the 616, 000

is sinply the sumof the years exposed here or the
years reflected in this chart, and the 176, 000 per
year, if you go back to 2000, 2001, 2002, it's the
sanme each year. |It's different for the partial years
in the ends.

It was a result of a study we did based on

what the currency exchange rates had been and what
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our exposure was. And so this -- while this is our
cl osest approxi mati on of actual benefits and costs
under the mechanismfor the four years, it does have
some estimates in it, and this is one where we've
estimated a cost of -- or what the exposure is for
the currency exchange rate.

Q But does this reflect -- if you look -- does
this reflect what Avista Utilities would have paid
had it been doing the job instead of Avista Energy?
It woul d have paid $616, 000 nore?

Yes.
Okay. Because of the --
Yes.

-- difference in currency?

> ©o » O >

Q Okay. Al right. Can you turn to Exhibit
53, which is your rebuttal testinobny, page seven, at
the very top, so it begins at the bottom of page six.

A. Okay.

Q And at the very end of page six, there's a
sentence, It is not appropriate to nornelize one side
of the analysis while not normalizing the other side
of the analysis. W believe, by normalizing both
sides of the analysis, the benefits would renain at

two million.
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Is that just the double counting issue or is
there sonething el se about normalizing? | just want
you to explain what you nmean there.

A It was the double counting issue in which
the anal ysis of capacity rel ease revenues that Avista
Energy incurred or acconplished for the four-year
period, M. Parvinen reduced that by nmeking an
adj ustnment for the anomaly period of Novenber and
Decenber of 2000. And the Utility had nade a simlar
estimate or we had provided an estimate of what the
Uility would have, potentially could have
acconpl i shed during that sanme period.

And the point in this $2 mllion adjustnent
is that M. Parvinen reduced the Avista -- in
conparing, he reduced the Avista Energy side of the
equation for that two-nonth anomaly, but did not
reduce the Uility side of the two-nmonth anonaly.
There was no other normalization in this in terms of
weat her normalization or anything like that.

Q Okay. And |I'mgoing to ask M. Parvinen
about that, too, but | understand your point.

A Sure.

CHAIl RWOMAN SHOWALTER: Those were all ny
guestions. Thank you.

THE W TNESS: Thank you.
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JUDGE MACE: Comm ssi oner Henst ad.

EXAMI NATI ON
BY COW SSI ONER HEMSTAD:

Q I want to pursue the currency issue. In
your table one on page three of Exhibit 53, your
rebuttal testinony, the difference there between you
and Staff of the $176,000 figure that has been
referenced as zero, well, the $176,000 reference is
-- reflects the historical events; isn't that right?

A The 176,000 is a result of a study that we
did and provided to Staff about a year ago, actually,
in this case. It was our analysis of the exposure,

the potential annual exposure.

Q Vell --
A It isn't -- | couldn't say that it is what
we actually experienced in any 12-nonth period. It

was over a period of tinme with some assunptions.

Q But attenpting to project that forward into
the future, why wouldn't it be zero, as M. Parvinen
has concluded in his testinony, in that it is
specul ative as to whether you would be benefited or
di sadvantaged in the novenment of currencies?

A It could be zero. It could be zero.

Q Well, it could be, but you don't know?
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1 A. We don't -- that's just it. W don't know.
2 Q But can you conclude that there woul d be

3 ei ther an advantage or a di sadvantage? How do you
4 make that kind of conclusion |ooking forward on

5 currency novenments?

6 A. It's looking -- | ooking forward by | ooking
7 back, basically. What we've seen in the past,

8 t hrough this study, we determined that it's our

9 estimte there could be that nuch exposure to

10 currency. It could be less, it could be nore.

11 Q But if you see that as an exposure that

12 you' re confident, reasonably confident would be

13 there, then you could hedge against it?

14 A Yes, you can
15 Q And bring it to zero?
16 A Well, yes, there's a cost to hedge agai nst

17 it, but you can mitigate that.

18 Q I"d asked M. Norwood about the graphs in
19 Exhibit 22. That's the 1997 natural gas integrated
20 resource plan, at pages C8 and C9.

21 A Okay.

22 Q And |'m curious what that would | ook -- what
23 t hose graphs would | ook |i ke brought forward to the
24 present. |s there anything in the record that

25 descri bes that?
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A Well, we have -- we went back and took a
| ook at what the capacity rel ease and off-system
sal es revenues were, and | could tell you that, for
2002, cal endar 2002, the capacity rel eases --
capacity rel ease revenue was $3.3 mllion, and the
of f-system sales were $1.6 million, for a total of
4.9. And in 2003 to date through Septenber, capacity
rel eases of $3.9 million and off-system sal es of
about $200,000, or .2 mllion, for a total of .41
mllion.

So we see capacity rel eases and of f-system

sal es go up and down over tinme, and it's a function

of the market, but as a -- just as a check agai nst
where we are, it's 4.9 mllion in 2002, and 4.1 so
far in 2003.

Q And for the mddl e years between the graphs
and those that you just referenced?
A There were -- | don't have those nunbers in
front of me. W can get those nunbers. There are --
MR. MEYER. May we interrupt, and we can get
those to the Wtness?
THE W TNESS: W had substantial swings in
the market, of course, because of the energy crisis
and constraints on the Northwest Pipeline System

1997 total, 5.7 mllion. That's 3.3 mllion capacity
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release, 2.4 mllion off-system 1998, 8.4 mllion
total. That's capacity release, 4.7 mllion, and
of f-systemsales 3.7 million. 1999, which was

partially managed by the Utility, partially by Avista
Energy, 5.6 million. Four nmllion of that was
capacity release, 1.6 mllion off-systemsales. For
2000, which was the -- has the biggest inpact, 13.2
mllion, 3.7 million of that was capacity rel ease,
9.5 off-systemsales. And 2001 is 6.2 mllion, of
which 3.7 million is capacity release and 2.5 mllion
of f-syst em sal es.

So the -- it's been in the five to six
mllion dollar range, with the exception of 2002,
actually four to five mllion. W had sone sw ngs up
in '98, when there were substantial constraints on
Nort hwest Pipelines System and there were, of
course, the inpacts of the energy crisis in 2000.

CHAl RMOMAN SHOWALTER: Is it possible to get
what ever exhi bit or whatever piece of paper you just
provi ded? O herwi se, we'd have to find it in the
transcript.

MR. MEYER: Sure.

JUDGE MACE: Let's mmke that Bench Request
Nurber 2.

COW SSI ONER HEMSTAD: Make that a bench
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request.

MR, MEYER. We'Ill just -- we'll get it out,
print it out in a legible form

COW SSI ONER HEMSTAD: O in graph form
however --

MR. MEYER  \Whatever.

COW SSI ONER HEMSTAD: Bench Request Nunber
2?

THE W TNESS: Because |'ve just got a
handwritten sheet. W did sonme study |ast night.

COW SSI ONER HEMSTAD: That's all | have

EXAMI NATI ON
BY CHAI RWOVAN SHOWALTER

Q Oh, then, can | just do a followup to
Commi ssi oner Henstad's question on the -- relating to
the currency? And that was on page three of Exhibit
53.

A. Okay.

Q Woul dn't the value of avoiding risk of
currency be nore than zero, but less than 176, 000?
In other words, isn't the figure that should go in
here is what it would cost to go and get a hedge for
bringing the risk to Avista Utilities down to zero?

A The only reason | hesitate -- yes, it is --
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that's correct. The only reason | hesitate is I'm
not sure -- |'d have to go back and | ook at our study
if that's the cost of the hedge or if that's the
exposure. | believe that's the exposure, so the
hedge woul d nost |ikely be |ess.

Q I have no idea what hedges cost in such
situations. |Is it 4,000, 50,0007

A | have -- that mght be a better question --
| hate to defer, but that m ght be a better question
for M. D Arienzo, but | amnot -- |'mnot sure what
a hedge woul d cost on that.

Q Al right. Thanks.

A I would hesitate to guess. It would be a

guess.

EXAMI NATI ON
BY COW SSI ONER HEMSTAD:

Q Wel |, pursuing the point, |I referenced a
hedge only in the sense that if you were confident
that you were going to |l ose or you were going to wn,
you know, we'd all be rich, and you woul d act
accordingly. And | suppose the cost of a hedge is a
translation of the risk?

A Yes.

Q But | take it, in these kinds of
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transactions, you're not hedging on the currency
i ssue?

A Well, if we felt strongly that it was going
to nmove one way or the other, we would take a | ook at
doi ng hedges. | nean, we would analyze it through a
strategic group simlar to what we do now for the
hedges of the physical supply.

What we were trying to represent here is
what the custoners are potentially exposed to in
currency risk if it was brought back to the Uility,
and yes, we may be able to mitigate that, some of
that currency risk with a hedge.

COW SSI ONER HEMSTAD:  Thank you.

JUDGE MACE: Comm ssi oner Gshi e.

EXAMI NATI ON
BY COW SSI ONER OSHI E:

Q M. Guber, I'"'mgoing to follow up on sone
guestions that M. Norwood deferred to you yesterday.
|'"msure you've had -- if you were here, and | know
you were, you've had sone tinme to think about them
but that's fine.

I"minterested in pursuing the makeup or the
nat ure and deci si on-maki ng authority of the Strategic

Oversi ght Group.
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1 A. Ckay.
2 Q Of which you are a nenber, as | understand
3 along with Pat Gorton, the risk nanager. | think

4 that's the title.

5 A Yes.

6 Q And is it Ms. Gorton; is that right?

7 A Yes.

8 Q And she works for Avista Utilities?

9 A Yes, she does.

10 Q And then the third nenber of the Oversight

11 Goup is M. D Arienzo, who's here?

12 A Yes.
13 Q Okay. And as | understood from M. Norwood
14 is that | guess there was sone |ack of clarity as to

15 the decision-nmaking within the group, and perhaps you
16 can clear that up as to how decisions are nmade within
17 the Strategic Oversight G oup?

18 A Certainly. Thank you. The Strategic

19 Oversight Group was put together to oversee the

20 hedgi ng program W | ook at a nunber of different

21 t hi ngs beyond that, but we neet periodically, as

22 necessary, to review a nunber of different things and
23 to make recommendations or to cone to a consensus

24 about how the hedges shoul d be executed or set

25 targets, essentially is what we do, set targets for
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1 t he hedges.

2 We | ook at -- we sit down and we -- M.

3 D Arienzo brings a considerabl e amount of expertise
4 to the tabl e about what's happening in the market,

5 what we think forward prices are going to be in the
6 mar ket, what our exposure is if we wait to do a

7 hedge.

8 But the structure that we have under the

9 exi sting nmechani sm and the guideline that we propose
10 in the proposed nechanismis to layer in a series of
11 hedges for roughly half of the |oad, half of our

12 average | oad over the course of the year, and that
13 happens in a series of w ndows, sone of which are

14 fairly structured. 1It's a very disciplined approach
15 to a hedging program Part of the hedges are

16 structured in a tine frame. In other words, we have
17 wi ndows in which we woul d exerci se hedges for next
18 winter. W have sone of the hedges -- about half of
19 them are discretionary. W can decide to hedge those
20 in February or March or Novenber, dependi ng on what
21 we think the market is going to do.

22 The Strategic Oversight G oup gets together
23 and di scusses where the nmarket is, what the weather
24 forecasts are, long-term short-term a nunber of

25 different things. Wat the hurricane season is going
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to do to the gas market, it has a big inpact, what
the world oil market is doing.

So we look at all of those things and set
for each period a target of this is where we want to
-- say if we're buying hedge, |ooks |like we've got
hedges to exercise for the Novenber-March tinme frane,
for exanple. W set a target for Avista Energy to
exerci se those hedges and a wi ndow within which to do
t hat .

Q What's your role within the Strategic
Oversi ght G oup?

A I guess you could say | chair the Strategic
Oversi ght G oup.

Q And the decisions, you said, are nade on a
consensus basis or, in other words, if you can't
agree, what happens?

A W -- they're made on a consensus basis. W
all bring different views and different experience
and exposure to the table in terns of satisfying the
Uilities' needs, what the market is, and while we
don't always agree that -- we don't always cone to
the table with the same thought, we end up working it
out tothis is the best thing to do now, given all of
t hose various paraneters, and we cone to a consensus

opi ni on.



0349

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Q What's Ms. Gorton's role on the SOG? That's
easier to say.

A Ms. Corton's role -- or Gorton's role on the
Strategic Oversight Goup is she represents the
Uilities" risk -- she's a manager of risk at the
Uility, and she represents the -- or reports back to
the Ri sk Managenent Conmittee at the Utility
Executive Commttee at the Utility and brings the
expertise of not only the -- well, all of her
expertise in risk managenent, and she used to be in
gas acquisitions, as well

I would add to that, if | mght, we report

-- when | say we, the results of the Ri sk Managenent
-- or I"msorry, the Strategic Oversight Goup are
presented and have been presented a nunber of tines
to our senior nmanagenent through their Risk
Management Conmittee, which is conprised of our
chai rman, general counsel, chief financial officer
president of the Utility. It's also presented to the
Senior O ficer Group through our -- what they cal
operations council

For exanple, recently it was a question of
if the market is continuing down, should we hedge
nore, and we went through that analysis and took that

back to the officers and nmade sonme recommendati ons
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about what we shoul d do.

Q Are the officers then the decision-nmakers or

A Utimtely, yes.

Q Has there ever been a decision or a
recomrendati on of the SOG that has been overturned,
if you will, by the officers of the corporation?

A No.

Q Is the Strategic Oversight Goup, is that
where the deal, if you will, between Uilities and
Energy is struck, negotiated?

A It isn't really a negotiated deal between
the Utility and Energy. |It's nore of a consensus
that this is the target for hedges that we want to
acconplish in this period. It isn't a negotiation of
what price are you going to give us.

Q Well, who decided, for exanple, that the
management fee shoul d be $900, 000? Does that come
out of the SOG?

A Actually, it canme out of the teamthat put
together this application. It wasn't an SOG
di scussion that specifically found $900, 000.

Q Do you know who within Utilities would have
agreed to the $900, 000 managenent fee and what person

within Avista Utilities would have said that's
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reasonable, let's do it, or let's recormend it to --
A | think the recommendation to change from

what was originally a volunetric fee of a nickel per

decathermto the $900, 000, which is roughly

conpar abl e, was presented to a nunber -- well, the

seni or managenent of the conpany, and they agreed

that it was a reasonabl e approach

Q Seni or management of Uilities?
Yes.
Q And | would assume that it would -- there's

-- a simlar path would be taken within Energy?

A I would assune so, yes.

Q As far as the operation of the SOG as |
understand it, a consensus deci sion would be made and
the recomendati ons then would be forthcomng to
upper managenent within the corporation for the gas
that is purchased, the resource purchased for Tier 1
i ncludi ng the storage conponent, and | guess -- so
that would nean -- let's -- and then for Tier 2, the
same would be true, as | understand it. A decision
woul d be made by the group and an inplenentation
woul d be -- would be carried out by Energy.

And for Tier 3, there would be a decision
made by the SOG to either purchase or sell gas,

depending on where the Uility is inits -- when it
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| ooks at its balance, if you will, for the day.

And | guess | have a question as to does --
and | think M. Norwood answered this, but | want to
make sure it's clear -- is that if the decision on
any day, let's say, is out of balance and short, so
the decision for the Utility, then, is to get in
bal ance, you either pull from storage or you go out
on the market. And would that be a decision made by
t he SOG?

Let me put it this way, M. Guber. How are
you involved in that decision on a daily basis?

A If | could clarify a couple of points there,
and | will certainly respond to that. | guess maybe
"Il start with a response to that, and that is, on a
daily basis, the decision to cover Tier 3 with
storage versus buying in the day market, | would be
directly involved with that decision every day. When
that decision is nmade to purchase the gas for the
following day, | would be on the phone with Avista
Energy and we would go through the analysis of is it
nore econoni cal based on today's price versus forward
price to pull storage or should we buy gas today.

Just a clarification in the Tiers 1, 2 and
3. Yes, the Strategic Oversight Group establishes

the targets for exercise of hedges in Tier 1. W,
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1 together with the -- with Avista Energy, | get

2 i nvol ved in the econonic decision of whether to

3 i nject storage outside of the synthetic schedul e on
4 an economni ¢ basin, which there may be sonme sharing

5 for Tier 1.

6 Tier 2 is purchased at our average |oad at

7 first of the nonth index. There's not a -- there's
8 not a big interaction between the Strategic Oversight
9 Group or nyself and Avista Energy on those physica
10 purchases for Tier 2, but Tier 3 is -- we interact on
11 Tier 3 or would interact on Tier 3.

12 Q Has there ever been an occasion in the -- |
13 guess in the decision-nmaking of the SOG wherein you
14 have not foll owed the recomrendati on of M.

15 D Arienzo?

16 A I think there have been tines when we may
17 have reached a conclusion that was different than M.
18 D Arienzo's initial read of the situation based on
19 what we thought utility |oads were going to do or
20 what we thought the market or the weather was going
21 to do, but I don't know that we've ever had a
22 di sagreenent about or had to overrule any particul ar
23 menber of the group in ternms of how we do things.
24 | nean, it's a -- we work well together and

25 we -- the idea behind the Strategic Oversight Goup
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is to look at all of these various conponents,
mar ket, et cetera, and provide the best decision
given the situation and the tine frame, and that is
t he best decision on behalf of customers.

COW SSI ONER OSHI E:  Thank you. | don't
have any ot her questions.

JUDGE MACE: M. Meyer.

MR. MEYER  Yes.

JUDGE MACE: Redirect.

MR, MEYER: Thank you.

REDI RECT EXAMI NATI ON
BY MR MEYER

Q Let's stay with the subject of the SOG  How
woul d you characterize these SOG neetings in terns of
the scope and extent of discussions?

A It can be fairly broad ranging, that the
scope generally is targeted at the hedgi ng program
We also get into a -- we get into discussions about,
you know, how we shoul d nmanage storage on a seasona
basis, if it should be outside of the synthetic
schedul e or targeted schedul e, how purchases are
made.

Q Woul d you characterize these di scussions as

i nvol ving a good deal of give and take?



0355

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A. There's a lot -- yes, there's a | ot of
i nteracti on between the --

Q As part of that interaction, can you think
of instances where initial positions or
recomendati ons or discussion points were nodified or

adjusted as a result of those discussions?

A Yes.
Q Does that happen al nbst never, sonetinmes?
A Sometinmes. | would -- | don't know if it

woul d be half the tine, but it would certainly be a
fair anpount of the tinme.

Q So in your view, do you think the SOG
process is worthwhil e?

A. Absol ut el y.

Q In terns of the reporting and di scussion
upstream if you will, fromthe SOG group to upper
managenment, how woul d you characterize the detail and
scope of those discussions that you, as a
representative of the SOG group, have with senior
managenment in terns of strategies and involving
hedges, for instance?

A Well, ny interaction with the -- with senior
managenent on the hedgi ng program for exanple, is to
take to seni or nmanagenent the Strategic Oversight

Group's recomendati ons and | ay out why we're -- why
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1 we' re recomrendi ng what we are in terns of hedges,
2 hedgi ng nore, hedging |less, exercising tinme franes.
3 Q Does that engender a fair amunt of

4 di scussion, then?

5 A Yes, it does.

6 Q Are you questioned?

7 A Yes.

8 Q And do you do that on several occasions?

9 A Yes.

10 MR, MEYER. Okay. |If you wouldn't mnd, if

11 you' d accept a handwitten version of your response

12 to Bench Request Number 2, would that be acceptabl e?
13 JUDGE MACE: | don't think there'd be a

14 problemwith that as long as we can read it.

15 MR, MEYER: | think you can, and we'd just

16 as soon get it in front of you, if that would be

17 hel pful .

18 JUDGE MACE: Why don't you show us what you
19 have.

20 MR MEYER: |'msorry?

21 JUDGE MACE: Show us what you have

22 MR. MEYER This is what | have in mind

23 JUDGE MACE: Okay. Pass it out and let us

24 take a closer look at it.

25 MR, MEYER: Sure. You need two for you.
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JUDGE MACE: Yes, please, and would you meke
sure M. Garcia gets a copy, as well?

CHAI RWOVAN SHOWALTER:  Whi ch bench request
is this?

JUDGE MACE: This is Bench Request Number 2,
and handwritten.

CHAI RWOVAN SHOWALTER:  That's okay.

JUDGE MACE: | don't think the reporter --
you can have one if you want one, but usually the
reporter doesn't --

MR. MEYER: Friends, relatives, Christmas

gifts.

JUDGE MACE: | don't want to speak for you,
but --

MR, MEYER: Hopefully you can read that, but
I think those are consistent -- well, let me ask the
Wi t ness.

Q Are those consistent with the nunbers that
you read earlier into the record?

A Yes, they are.

Q Very good.

A I may have left off 1996, because it was in
the | RP.

Q Okay. Well, hopefully that helps. And just

a followon to that, you tal ked about the nore recent
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1 years of '02, and at |east the first nine nonths of
2 '03, and what -- as you |look at the trending up or

3 down over tine, what broader narket factors have

4 influenced in the region the ability to rel ease

5 capacity or make off-system sal es? What expl ains

6 these variations through tinme?

7 A Li ke nost market issues, it's a supply and
8 demand issue. The availability of capacity on the
9 system has a large inpact on the dollars that are
10 recovered through capacity rel ease and of f-system
11 sales. \Wien there are constraints on the system

12 when there are high demands on the system because of
13 a large price differential between basins has

14 occurred in 2000, it has a big inpact on how nuch you
15 can recover on off-system sal es and capacity

16 rel eases, for that matter

17 When the pipelines build capacity, those
18 constraints are, at best, elimnated; at a m ninmum
19 they are relieved, generally, and so nore capacity is
20 avail able. A nunber of capacity expansi ons on

21 Nor t hwest Pi peline and Gas Transm ssion Nort hwest

22 have occurred over the last three years that were --
23 sone were designed for serving power plants. Those
24 power plants, sonme were built, some have been

25 suspended, sonme are not going to be built.
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1 So there is -- | won't say a glut, but there is

2 certainly an excess of capacity available in sone
3 corridors on the system and that has a downward
4 i rpact on what you can recover in transportation
5 t hrough of f-system sal es and capacity rel eases.

6 Q Have you, in the past, been personally

7 i nvol ved with the capacity rel ease program and

8 of f-system sal e program at Avista Utilities?

9 A Yes, | have.

10 Q In fact, you were principally charged with

11 that responsibility; isn't that correct?

12 A My primary function was capacity rel ease
13 manager, if you will, for '97, '98, '99.
14 Q Mnhmm  Now, as -- you just, in the prior

15 response, you tal ked about market dynam cs, narket

16 changes. |If you were to prognosticate, if you will,
17 if you were to | ook ahead for the next few years,

18 what |evels of capacity release and off-system

19 mar gi ns do you think are sustainable over the next

20 few years with effort expended?

21 A Wth -- sorry, with effort extended, | think
22 you are probably in the -- for this chart, for

23 Washi ngton only, in the 4 to $5 nillion range. A

24 nunber of things inpact that. One is what | just

25 tal ked about in terms of avail able capacity on
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Nort hwest Pi peli ne.

Ot hers are changes in requirenments of
i ndustry. Mst of the aluminumload is gone, for
exanmpl e, so we have | ower releases and off-system
sales to the alum numindustry, we have sone
generation contracts that are contracts for capacity
rel eases for thernmal generation that will be
restructured within the next year and nmay go down.
It's not -- | can't say we could guarantee that you
woul d be at the $6 nillion range. |It's probably in
the four to five.

Q Woul d Avi sta Energy, as your agent, have to
work to get to the 4 to $5 mllion level of releases
in off-system revenues?

A. Absol utely.

Q You were asked -- let nme just reverse field
here and go back in nmy notes from yesterday
afternoon. | believe it was during the discussion
with Public Counsel over the -- renenber the
di scussion around 69 cents rate or assumed rate that
Publi c Counsel used in its testinony?

A Yes.

Q And that had to do with rates for what? It
was a 69-cent per decathermrate for what?

A It was for recovery of transportation assets
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t hrough capacity rel ease and of f-system sal es.
Q Okay. And do you renenber the exchange, the
guestions and answers regardi ng the maxi num capped

rate for capacity rel eases?

A. Yes, the capacity rel eases are under FERC
regul ation and are capped at the maxi num -- naxi num
tariff rate, if you will, for each of the pipelines.

Nort hwest Pipeline is a little over 27 cents. The
capacity -- or the off-system sales are not under
such regulation. W had a |ot of discussion about
t hat .

I will say that we -- the off-system sal es,
while they're not capped by the FERC regul ati on, they
are certainly a market issue. That is, they are
controlled by the market. And just as a, for the
|l ack of a better term a reality check, if you will,
we | ooked at nunbers |ast night and recal cul ated the
three years endi ng August of '02. CQur conbined
recovery on a per decathermbasis for both capacity
rel eases and off-system sales was 22.7 cents. In
t hat nunber, approximately 13.4 cents is for capacity
rel eases.

Q And what was the ot her conponent for the
of f-system sal es?

A The off-system sales were 36.1 cents. And
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that included the 2000 time frame, where off-system
sales were nine and a half nmillion dollars on the
chart in Bench Request Two.

Q But you said the conbined rate was what,
twenty-two point --

A Twenty-two point seven cents over a
t hree-year period.

Q And in terns of comparing apples to apples,
how woul d you -- would you then conpare and contrast
that with the 69-cent rate used by Public Counse

W t ness El der?

A Well, it's -- obviously, it's about a third
of what was estimated in Wtness Elder's chart. It
would result in, rather than 10 million, sonething
closer to three and a half or four mllion

MR. MEYER  Excuse ne.

CHAl RWOVAN SHOWALTER: | was just -- what
were the three years that you covered?

THE WTNESS: The three years, it was three
years ended August of '02. It was from Septenber of
1999 through August of '02.

Q Let's assume that, in fact, that for the
nonent that Ms. Elder was correct and that the
conbined rate was three tines as high as actua

experience and that it was at 69 cents. \Wat
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i npacts, if any, would such a rate have on deci sions
to build nore pipeline capacity?

A If you had a sustai ned value of 69 cents in
the marketplace for a period of years, the pipelines
woul d be building capacity, lots of it, because the
mar ket woul d demand it.

Q And what inpact would that have on the price
spreads between basins, that additional capacity?

A The additional capacity would typically have
a danpening effect on the price spreads, flatten the
val ue between basins.

JUDGE MACE: M. Meyer, how nmuch nore do you
have in terms of redirect?

MR, MEYER:. Oh, nmaybe five mnutes. Just
conti nue on?

JUDGE MACE: Co ahead.

MR. MEYER  Ckay.

Q So woul d you expect a rate that high, even
if we were to assunme a 69-cent rate, to sustain
itself given the narket reaction to that?

A No, | woul d not.

MR. MEYER  Surprised nmyself. | don't have
any nore.
JUDGE MACE: We'Il take 15 minutes.

(Recess taken.)
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1 JUDGE MACE: Let's be back on the record.

2 M. Trotter, do you have any re-cross?

3 MR, TROTTER: | just have a coupl e questions

4 on Bench Request 2.

6 RECROSS- EXAMI NATI ON

7 BY MR TROTTER

8 Q If you could refer to that, M. Gruber. Am
9 I correct that this exhibit does not reflect any

10 revenue from basin optinization transactions?

11 A That's correct.

12 Q And under the existing nechanism for

13 of f-system sal es and capacity rel eases, there is

14 sharing only after five mllion in total capacity

15 rel ease and of f-system sal es has been realized; is

16 that right?

17 A That's correct.

18 Q That five mllion is not guaranteed, is it?
19 A That's correct.

20 Q And under the existing nechanism any

21 benefit from basin optim zation transactions go 100
22  percent to Avista Energy; is that correct?

23 A Yes, and that revenue is -- covers the cost
24 of the swing volumes in Tier 2.

25 Q And so Avista Energy has an econonic
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i ncentive under the existing nmechanismto do a basin
optim zation transaction before it would do a
capacity release or off-system sales transaction if
it had a choice of the three; is that correct?
Because it would share 100 percent of that benefit to
itself. There would be no sharing, and it would only
share with custoners if it was a capacity rel ease or
of f-systemsale -- it would have to share 100 percent
with a customer until five million was realized;
isn't that correct?

A The capacity release and off-system sal es
are based on avail able capacity, as is basin
optim zation. The basin optimzation that Avista
Energy does, and | can let M. D Arienzo explain
probably further, but is related to the avail able
capacity on a forward basis by buying and selling
supplies or buying the basis differential, if you
will, between basins forward.

Then they also look at what is available to
nove to the system fromthose basins. Any revenue
that comes from using capacity to sell to others
comes back through the off-system sal es function

Q Well, | don't know if | understood that
answer, but let ne just nove on. The existing

mechanismwas in effect in 2002, was it not?
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A. From April of 2002.

Q And Avista Energy realized over $4 mllion
in basin optimzation benefits in 2002, did it not?

A Yes. Did you say in basin optimzation or
capacity rel ease, off-system sale?

Q Basin optim zation.

A Oh.

Q You may want to | ook at Bench Request 1 in
the 2002 columm, the first two lines, and total those
figures. Wuld you agree with ne that the total
exceeds four mllion by just a slight anount?

A Hold on. Wy don't | catch Bench Request 1.

CHAIl RMOVAN SHOWALTER: Whil e we' re pausi ng,
M. Trotter, can you pl ease speak nore sl owy?

MR, TROTTER: | will. Sorry.

THE WTNESS: | have Bench Request 1.

JUDGE MACE: And can you repeat your
question, please?

Q The question was isn't it true that Avista
Energy realized actual basin optinization benefits in
2002 of slightly over $4 nillion?

A Yes.

MR, TROTTER: | have nothing further. Thank
you.

JUDGE MACE: M. Cromnell.
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MR, CROWELL: | have nothing, Your Honor.

JUDGE MACE: |'mgoing to adnmt Bench
Request Number 2 at this time. Thank you, M.

G uber. You're excused.

THE W TNESS: Thank you.

MR. MEYER 1'd next call to the stand M.
D Arienzo. Wiile he is situating hinself and before
| forget, can we, on the record, if we haven't done
so already, stipulate to the adm ssion -- | suppose
we al ready have, as part of the settlenent process --
the testinony and exhibits of M. Hirschkorn?

JUDGE MACE: All of the testinmony and
exhibits were stipulated into evidence during the
settl enent hearing.

MR, MEYER. So | guess the only thing here
today is just recognizing on the record that parties
have agreed that M. Hirschkorn need not appear.

JUDGE MACE: Right, and | understand the
Commi ssioners are on board with that, so that's our
understanding. That's how we're going to operate
t oday.

MR. MEYER  Very well. | just didn't want
to forget.

Wher eupon,

M CHAEL E. D ARI ENZO,
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1 havi ng been first duly sworn by Judge Mace, was
2 called as a witness herein and was exam ned and

3 testified as fol |l ows:

4 JUDGE MACE: Pl ease be seated.

5 THE WTNESS: G ve nme just two seconds.
6 MR. MEYER Sure. All set?

7 THE W TNESS: Thanks.

8

9 DI RECT EXAMI NATI ON

10 BY MR. MEYER

11 Q For the record, please state your nane.
12 A M chael E. D Arienzo.

13 Q And by whom are you enpl oyed?

14 A. Avi sta Energy.

15 Q And what is your position?

16 A I"'mthe vice president of trading and

17 mar ket i ng.
18 Q And have you prepared prefiled exhibits,
19 i ncludi ng testinony, that have been identified and

20 adm tted as Exhibits 101-T, 102-T, 103-C, 104 and

21 105?
22 A Yes.
23 MR MEYER: Wth that, | nmake the Wtness

24 avail abl e for cross.

25 JUDGE MACE: M. Trotter
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1 MR, TROTTER: Thank you, Your Honor
2
3 CROSS- EXAMI NATI ON

4 BY MR. TROTTER
5 Q M. D Arienzo, would you please refer to

6 your rebuttal testinony, Exhibit 102-T, page three?

7 A What was that again, please?

8 Q 102-T, page three

9 A Ckay.

10 Q Lines -- starting on line 13.

11 A ' m there.

12 Q And you indicate that, with respect to the

13 auditability of capacity release, both parties, and
14 believe you're referring to Public Counsel and Staff,
15 have indicated that there is not enough detail to

16 conplete their analysis of transportation revenues.

17 Do you see that?

18 A Yes, | do.

19 Q And you disagree with that; is that correct?
20 A That is correct.

21 Q And you point us to your Exhibit 104 in that

22 regard; correct?
23 A That's correct.
24 Q Woul d you turn to that exhibit, please?

25 We're on Exhibit 104, and |1'd refer you first to page
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three of that exhibit. AmIl correct that pages three
t hrough nine of this exhibit contain the data that
you state in your testinony pernits a conplete

anal ysis of transportation revenues?

A Yes, it does.

Q I want to start with page three, and try to
understand what this exhibit shows. And there's a
shaded box at the top of the exhibit, and in the
upper left-hand corner, it describes this page as use
of Washi ngton/Ildaho transportation on PGT delivery
poi nts and volunes. Do you see that?

A Yes, | do.

Q So this refers to the conpany's transactions
for the nonth of June 2003 on the PGT transn ssion
line?

A Yeah, to the best of nmy know edge, yes.

Q And then the shaded box in the |ower left of
the exhibit on this page three, we see that that box
reflects the total PGT delivered vol umes and val ues.
Do you see that?

A Yes, | do.

Q And also in that box, it refers to the AECO
hub, A-E-C-O correct?

A That is correct.

Q So staying with that | ower box, would it be
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true that the total value of the transactions at just
AECO for the nonth of June 2003 was the $910, 286
figure shown in the box?

A | believe so, but I would like to make one
comrent, and -- this is a report that is prepared by
Avista Utilities' accounting department, and it pulls
in data, and it's not a report that | generate and
I"mnot real familiar with as far as the actua
putting together of it.

Q But this is the report that you referred in
your testinony and you're relying on for purposes of
your testinony?

A That is correct.

Q Looki ng at the upper box, shaded box again,
just a little to the right of center, there's a
colum that's entitled total AECO Stan, for
Stanfield, delivered volumes, do you see that?

A | do.

Q And there are three sets of figures in that
colum near the bottom of that colum followed by a
total; correct?

A That is correct.

Q Do these entries indicate that the total of
the transactions that were done on each of those

three days of the nonth of June 2003?
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A. | believe what that shows is that gas was
delivered to the Lancaster tap on the 27th of
thirty-six-fifty, that gas was delivered to the
Lancaster tap, a different tap
twenty-five-ninety-one, of 23,350, and then that was
t he total

Q Okay. And then, on the 29th, simlar -- two
simlar transactions took place, and then on the
30th, just a single transaction took place; is that
right?

A Correct.

Q And those are totaled up in the total |ine
of that colum?

A | believe so.

COW SSI ONER HEMSTAD: M. Trotter, | think
it's the 28th, isn't it?
THE WTNESS: GCh, on -- yeah, the 96.

Q Thank you. | accept the correction. Now,
so in that total AECO Stanfield delivered vol unes
colum, the figures there are the sumof the
transactions that are detailed on the left side of

t he box; correct?

A Yes.
Q So there would be five transactions?
A Yes.
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Q Ckay. And were those all sales
transactions?

A Those woul d have been -- what this shows is
that gas flowed on those agreenments on those days,
and they woul d have been sal es.

Q Okay. And nowhere on this page do you show
the actual revenue Avista Energy received fromthe
buyer in any of those transactions; it just

cal cul ates the value of the capacity; is that

correct?
A That is correct.
Q Now, you report simlar data on pages four

t hrough nine of this exhibit; correct?

A That is correct.

Q And the actual cost of the gas being sold
of f-systemis not shown on those pages either, is it?

A. That is correct.

Q Turn to page five of the Exhibit 104. And
this shows an analysis simlar to page three, except
this applies to Avista Energy's transaction on the
Nort hwest Pipeline; correct? W can see that in the
description in the upper box?

A That is correct.

Q But the format is the sanme and the

information is the sane as with AECO on page three;
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correct?
A That is correct.
Q I'd like to now turn to Exhibit 118. And

this was the conpany's response to Staff Data Request
66. And this asked Avista to provide the vol unes
delivered to Avista Utilities' natural gas regul ator
operations in Washington by basin; is that right?

A. That is correct.

Q Turn to the second page of the exhibit. And
if we | ook down to the 2002 total line, this would
show -- this line shows the actual vol unmes delivered
to the UWility's Washington regul ated operations in
that year for those three basins; correct?

A That is correct.

Q Now, Rockies -- the Rockies basin is the
| ast colum, and you show a total of 5,903, 354
decatherms from the Rockies; correct?

A That is correct.

Q And woul d you accept that the Rockies,
conpared to the other two basins for that year
conprised 33.2 percent of the total? WII| you accept
t hat subject to check?

A. | accept that subject to check

Q And during the 2002 period, the basin

wei ghting that was assigned to the Rocki es under the
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mechanismin effect at the time was 18 percent;
correct?

A | believe so.

Q So this exhibit shows, in part, that 33
percent of Avista Uilities' total |oad was out of
t he Rocki es, even though the wei ghting was assi gned
only 18 percent; is that correct?

A. That is correct.

Q Now, with respect to the basin differential
in this instance, the basin differential would be the
-- woul d be based on the difference between 33.2
percent and 18 percent; correct?

A I"msorry, | was witing a note here. Wuld
you ask me that question again?

Q How woul d you cal cul ate the basin
differential benefit to Avista Energy based on that
33.2 percent use of the Rockies versus 18 percent
i mput ed wei ghti ng under the nmechani sn?

A. The way | would ook at that, if | was able
to bring in -- under basin optimzation, if Avista
Energy were able to bring in nore supply at a | ower
cost, depending on what the variable was on the
different basins, then I would capture that val ue.

Q And it would be captured at the difference

between the 18 percent and the 33.2 percent. That
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woul d be the value of the basin optim zation;
correct?

A That is correct.

Q And who captured that value? Did Avista
Uilities capture that value or did Avista Energy
capture that value?

A Under the current nechanismthat was in
pl ace during that period, that value would go to
Avi sta Energy as a offset to the risk that we take in
the Tier 2 for the low volatility.

Q And are you aware of any docunent that
supported the existing mechani smwhen it was filed
t hat descri bed the working of the basin optimnzation
benefit that way that you just stated?

A What | understand, when we took on the
current mechanism was that there would be certain
assets of the Utility that we would be responsible
for managi ng, and that, by taking that on, there were
certain risks that we would take. And for that, we
woul d have the use of the assets as |long as we kept
reliability and nmet the other criteria of the
benchmark, which | believe we did.

Q My question was whet her you were aware of
any docunent, and I'l|l be specific, filed with this

Commi ssion in the context of the current nechani sm



0377

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

t hat explai ned the optimnm zati on benefit aspect the
way you have just described it or simlar to the way
you' ve just described it?

A | don't believe that there was a docunent
that specifically stated basin optinm zation at that
tinme.

Q And basin optim zation benefits were not
highlighted in the tariff that you filed to start
this case; it only appeared in your direct case; is
that correct?

A | believe so, and | think the reason for it
was we probably didn't realize it was there, nor did
we realize the volatility was there

Q Wuld it be fair to say that -- well, let ne
start over. Well, you knew the volatility was there
since the year 2000, didn't you?

A In 2000, | learned about it, yes.

Q Now, sticking with this 33 percent versus 18
percent of the Rockies, would it be fair to say,
since Avista Energy is using all the capacity it has
fromthe Rockies to serve Avista Utilities' customer
| oads, the off-system sal es value of that capacity is
not bei ng captured?

A On that specific transportati on conponent

that 1'd be using for the Rockies, that is correct.
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Q When Avista Energy lost $8 nmillion fromthe
mechani smin the year 2000, did Avista Energy attenpt
to rescind the agreenent?

A No, we did not.

Q And did you hear -- | believe it was M.
Gruber -- indicate that anmendnents to the agreenent
to address that particular problemdid not occur

until April of 2002? Did you hear himdiscuss that?

A | heard the discussion.

Q And is your understandi ng consistent with
hi s?

A Vel |, the discussion | renenber was kind of

vague, and so | think that, with the $8 mllion |oss,
that Avista Energy did not approach the Uility to
change t he nechani sm because of that.

Q Okay. Have you ever had any utility other
than Avista Utilities -- let me rephrase it.

To your know edge, has Avista Energy been
approached by any utility, other than Avista
Uilities, to have Avista Energy do their gas
procurenent function?

A I'"d tell you Avista Energy has responded to
a couple of RFPs and they weren't -- one wasn't as
specific as the one with Avista Uilities, so

I ntermountain Gas, we responded to an RFP, and it
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1 didn't have all the sanme details. The other is we
2 currently are the agent for the City of Ellensburg,
3 and we responded to an RFP there.

4 Q And you were the successful bidder for

5 El | ensburg?

6 A Yes, we were.

7 CHAl RMOVAN SHOMALTER: May | just interject?
8 Is Ellensburg, is that a gas utility?

9 THE W TNESS: Yeah, it's gas and el ectric.

10 It's the City of Ellensburg, so it's --

11 CHAI RMOVAN SHOWALTER: For gas consunption
12 not gas that goes into an electricity?

13 THE WTNESS: No, it's for their core

14 custoners. Many LDC, | guess.

15 Q They do operate a gas distribution

16 operation, is that your understandi ng?

17 A That's correct. That's ny understandi ng.

18 Q Is Intermountain Gas a | ocal distribution

19 conpany?

20 A Yes, that's ny understandi ng.

21 Q Where do they do busi ness?

22 A In the state of I|daho exclusively.

23 Q And have you solicited any investor-owned

24 utility in this state, other than Avista, to do the

25 gas procurenent function for thenf?
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A. There have been no ot her RFPs by
i nvestor-owned utilities.
Q I wasn't asking whether you responded to an
RFP, but whether you solicited thenf
A. I"mjust thinking of custonmers and
historically who we've talked to and if they would
apply to that category. | do not believe so.
MR, TROTTER: That's all | have, M.
D Arienzo. Thank you.
JUDGE MACE: M. Cromnel|.

MR, CROWELL: Thank you, Your Honor

CROSS- EXAMI NATI ON
BY MR CROWELL:

Q Good norning, M. D Arienzo.

A Good norni ng.

Q My nane's Robert Cromaell. [I'mwth the
Public Counsel section of the Attorney Ceneral's
Ofice. 1 have a few questions for you this norning,
al though fewer than | had anticipated asking, due to
M. Trotter's efforts.

Woul d you please turn to Exhibit 102, which
is, | believe, your rebuttal testinony. And turn to
page five, if you would, please.

A I'"mthere, thank you.
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1 Q And there you make an assertion that Avista
2 Energy provides value to Avista Utilities because

3 Avista Energy offers Avista Uilities the opportunity
4 to-- I think, if | get the quote right here,

5 transact in the marketplace in a manner whi ch would

6 not occur within the Uility; is that correct?

7 A What line is that on, if you --

8 Q I"msorry. |If you ook down at lines 15 to
9 1772

10 A. Okay. Okay. |I've read it. Thank you.

11 Q Did I quote you correctly?

12 A That is correct.

13 Q Wul d you agree with ne that Avista Energy

14 shoul d only be rewarded for its ability to extract
15 value fromthe portfolio that it manages for Avista
16 Uilities which could not be extracted by Avista

17 Uilities itself if it were managing that portfolio?
18 A No, | do not.

19 Q Are you suggesting, sir, that there are

20 types of transactions that Avista Energy can do that
21 Avista Utility could not do?

22 A No, what |'m suggesting is that | should be
23 conpensated for doing a good job, and that sone of
24 the abilities that our conpany has may be different

25 than those of the Utility, but that | should be
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1 conpensated for the amount of risk and effort | put
2 in, as well as the value that | bring to the Uility
3 and the core custoners.

4 Q Are you then suggesting that Avista Energy
5 shoul d be conpensated for capturing market val ues

6 which Avista Utilities is capable of capturing?

7 A Some of it, if I'mdoing their work, yes.

8 Q And | ooki ng at the bottom of the page and

9 continuing on to page six, you discuss basin

10 percentage ratings, and you assert a reliability

11 i ssue there; correct?
12 A Yes, that's correct.
13 Q Is it your understanding that Avista

14 Uilities holds sufficient, firminterstate

15 transportation capacity to cover its expected peak

16 | oads?
17 A Its peak, yes.
18 Q And am | also correct in assum ng that

19 Avi sta Energy only transacts with counter-parties who
20 are well-screened when it engages in firmgas supply

21 transactions on behalf of Avista Utilities?

22 A That is correct.

23 Q I"'msorry, | couldn't hear you.

24 A. I'"msorry.

25 Q M ght need to pull the nicrophone closer
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I"'mtrying not to cough into it.

Feel free.

> o >

That is correct.

Q Okay. Would you agree with ne, then, that
having both firmtransportation with a firm gas
supply with -- delivered fromwell-screened
counter-parties should result in very high
reliability?

A | would agree with that statenent, but I
woul d point to what my testinony's discussing and why
| say that there is a concern with reliability of
service is any tinme you start to switch contracts,
you know, again, you've nmade a commitment to a
producer for this anmount of gas for a period of tine,
and then you switch and go to another supply basin.
That producer will renmenber that and, over tine, it
will be difficult to get that producer to sell to you
because, one, they want a longer termrelationship
they want to know that you're with them

The other thing is that when you do switch
when you | ook at nom nations, when you | ook at the
gas business, it's all people involved in it. What
I m suggesting there is, as you switch things, there
could be human errors that occur because you have to

mat ch up producer nom nations to pipeline capacity to
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downstream noni nati ons, and that's part of what ny
concern is when you switch, is people get used to
sonmething and if there's a change, there's a
possibility that an error will occur from past
experience. | know that happens.

Q So it is your opinion, then, that avoi dance
of error, maintaining nice relationships with your
producers, is of greater value than achieving the
econom ¢ benefit that m ght accrue from seeking
alternative supply contracts?

A No, that's not what |'m sayi ng, because if
you | ook at the total the way the benchmark nechani sm
is designed, what it allows for is the value that |
believe you're trying to get us to capture is also
picked up in a different area of the benchnark
mechanism So if | don't use the capacity to nove
the | owest cost gas to the utility, | capture that
val ue in the basin optimzation, so you essentially
do get it, you, being the Utility, gets it. So if it
-- if the current or the proposed nechani sm didn't
have that in there, then | could understand your
concern. But the way it's designed, you get that
benefit.

Q You aren't suggesting that a change in basin

wei ghtings woul d either change the standards that you
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apply in purchasing gas fromwell-screened
counter-parties or in transporting that gas, are you?

A If | understand the question you' re asking
me is, by switching the basin weightings, maybe 1"l
-- why don't you rephrase it. That would help ne
better.

Q I'd be happy to. |If the basin weightings
were to be changed, that would not change the
standards you apply in purchasing or transporting
gas, would it?

A No, it would not.

Q Okay. Thank you. And isn't it also true
that, unless Avista Energy changed its standards for
mai ntaining reliability, there should be no effect on
reliability froma change in basin weightings?

A | disagree. |'d go back to my previous
statement with respect to that errors can occur when
you switch, and | would also say that the val ue that
you're trying to catch is captured in other areas.

Q Is it your opinion, then, that the firmmess
of the supply you obtained woul d have to be adjusted
wi t h basin wei ghting changes?

A. No, |'m not saying that.

Q On page six, lines 13 through 22, you al so

di scuss the inpact of basin weightings on gas supply
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and transportation planning; correct?

A That's correct.

Q And if you have a fixed basin weighting,
isn't it true that Avista Energy is matching gas
supply and transportation to its predetern ned gas
supply pl an?

A That is correct.

Q And given that matching, isn't it true that
there's very little risk as to whether or not Avista
Energy is likely to neet that plan?

A There's the risk that | would -- that | take
on for the Uility at that point. |[It's counter-party
risk, and -- so as long as | do a good job in picking
t he producers and the conpani es that we purchase
from be it a marketer or whatever, then | can
control the risk, but that doesn't nmean that there's
no risk.

Q Woul d you quantify that risk at greater than
50 percent of failure to neet your predeterm ned gas
supply pl an?

A | guess | would look at it as it's a |l ow
probability, nmaybe a 10 percent risk.

Q So in one nonth out of 10, you're going to
fail to neet the gas supply plan that you're

attenpting to match supply and transportation to; is
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that what you're telling us today?

A No, what I'mtelling you is that,
historically, if | ook at the industry and conpanies
out there, that the majority of conpanies are
reliable, but maybe there's a -- what we've seen
historically is sone conpanies, for whatever reason
are unable to perform and so | was just trying to
give you a level there. | nmean, it's just gut feel
but it could be two percent or whatever. But | know
there's failure out there.

Q You were discussing with M. Trotter the
pur chasi ng of gas according to the fixed basin
weights. Isn't it true that Avista Energy is not
exposed to any risk if Avista Energy buys gas
according to the fixed basin weights, even if those
wei ghts do not, in fact, mninze the average cost of
gas?

A We have -- there's risk. There's risk
associated with if the gas that we purchased does not

show up, so there's that. There's a supply risk, and

Q M. D Arienzo, in the last nonth -- |'m
sorry, let nme nmake a predicate question. Have you
been working for the [ast nonth?

A Yes, | have.
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Q And during that period, have you had gas
suppl i es that were purchased by Avista Energy for
Avista Utilities not show up?

A Not in the last nonth, but | have had
purchases in the past from conpanies that are no
| onger in existence and had to go out and repl ace
those supplies at ny cost.

Q Wul d you agree with ne that Avista Energy
shoul d take on the risk of basin weights not
produci ng the | owest gas cost if Avista Energy's
going to earn rewards resulting from basin
optim zation?

A Coul d you ask nme the question again?

Q Sure. Wuld you agree with ne that it is
appropriate for Avista Energy to assune the risk of
the basin weights that the conpany applies in this
proposed nechani sm not producing the | owest gas cost
to Avista Uilities if, on the other hand, Avista
Energy is going to earn the rewards that result from
basin optim zation?

A That's a long question. | think that, as --
hopefully this will answer your question. | think
that Avista Energy should participate in the rewards
of the basin weightings, and as far as supply --

bringing supply to the Uility as part of the overal
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1 conpensati on of the mechani sm

2 Q You woul d agree with me, wouldn't you, that
3 if the Commission reverted the function you' re now
4 performng for Avista Utilities to M. Guber's

5 managenent within the Utility, that the Utility's

6 i ncentive would be to purchase gas fromthe | owest

7 cost basin and return -- or I'msorry, to retain 100
8 percent of the benefits that it accrues from doing

9 so?

10 A. I would agree with that statenent, because
11 part of the understanding | would have with that

12 statement is the Uility would then take the risk for
13 all the other conponents, so they should get the

14 val ue.

15 Q Under the proposed nechanism isn't it true
16 that Avista Energy can neet the Tier 2 requirenents
17 by buying fromthe | ow cost basin, rather than the

18 basin prescribed by the fixed basin weights?

19 A. I guess | don't understand your question

20 Q Al right.

21 A ['m--

22 Q "Il restate it. Describe for nme howit is

23 that Avista Energy neets Avista Uilities
24 requi renent for Tier 2 gas through the first of nonth

25 pur chases?
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A VWhat we do is we take a look at, in the Tier
2, what the requirements are from each of those
basins, and then we go out and we purchase that in
the marketplace to neet that.

Q And do you, in fact, purchase them accordi ng
to the basin weightings or do you purchase them
according to the | owest cost basin available to you
at the tine you make the purchases?

A We purchased it based on the basin
wei ghti ngs.

Q Strictly?

A MM hmm
Q I'"d ask you to turn now to page 10. And at
the -- looking at the last colloquy there, lines 17

through 22, is ny understanding correct that you're
proposi ng that the conpany woul d purchase the forward
gas and not nerely a financial hedge when a storage
wi t hdrawal occurs earlier than the synthetic schedul e
woul d ot herwi se predeterm ne?

A That is correct, for two reasons.
Reliability, and it locks in the price, the hedge
does, the price and reliability.

Q Thank you. |Is it true that Avista Energy
uses what's cal |l ed narked-to-nmarket accounting?

A Mark-to-market; that is correct.
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Q And this was described in Avista's response
to Staff Data Request 80, which | believe has been
admitted as Exhibit 111.

A Is that 111-C?

Q No, you know, mny 111 does not have a C on

it. It's Staff Data Request 80.
A I'"ve got it. Thank you.
JUDGE MACE: Yes, as | look at it, 1'mnot

sure why there is a C.

MR, CROWELL: Your Honor, if | may?

JUDGE MACE: Co ahead.

MR, CROWELL: M copy of the exhibit I|ist
that | believe we collectively produced prior to the
| ast prehearing conference in Septenber had 111-C on
the exhibit list, but as we discussed then, 111 was
not confidential, but Exhibits 110 and 112 were
confidential, and M. Meyer can correct me if |'ve
gotten that w ong.

MR, MEYER: | think that's right.

JUDGE MACE: So 111 is not confidential,
then. Thank you.

THE WTNESS: So that's what the C stands
for.

JUDGE MACE: Right. |It's as clever device.

Q G ven Avista Energy's practice of using
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mar ked-t o- mar ket accounting, it's not possible for
this Conmm ssion to subsequently conpare the actua
cost of gas that Avista Energy incurs on behal f of
Avista Utilities' custoners to the daily market
price, is it?

A. I think that the way the nechanismis
designed, that they are able to see what the actua
costs are of our purchases for the Utility. Wen you
start with the Tier 1 hedges and those supplies, |
think we've kind of wal ked through that, but there's
auditability, we have records that we can provide,
invoices. Sane with the Tier 2, the first of the
nonth. We will purchase those in the volunes and
t hose invoices will be provided.

When we go to the Tier 3, that's the gas
daily or our average. There's a spreadsheet that
shows our transaction, what our average price is, and
that's what -- so you'd have those invoices and be
able to -- | guess you could audit the invoices, but
we'd just provide a spreadsheet so you'd have that
information. So | think you could see what we
purchased for the Utility to nmeet their | oads.

JUDGE MACE: Well, M. Cromwell, | notice
that it's noon right now.

MR, CROWELL: GCh, | apol ogi ze.



0393

2

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

JUDGE MACE: How nuch cross do you have |eft
of the wi tness?

MR, CROWELL: Fifteen, 20 ninutes, perhaps.

JUDGE MACE: W'l take our lunch recess,
and we'll resunme at 1:30.

MR, CROWELL: Thank you, M. D Arienzo.

THE W TNESS: Thank you.

(Lunch recess taken.)

JUDGE MACE: | believe, M. Crommell, you
were cross-examning M. D Arienzo when we recessed
for lunch.

MR, CROWELL: Yes, thank you, Your Honor

Q M. D Arienzo, do you have your MED 5,
what's been admitted as Exhibit 105, available to
you?

A Yes, | do.

Q And in reviewing that, is it -- excuse ne.
Let me restate that. Did you performthe underlying

anal ysis represented by this exhibit?

A No, someone in ny conpany did for ne.
Q And who was that?

A Bl ai ne French

Q And is M. French in the roonf

A Yes, he is.

Q Is he the gentleman in the glasses and
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goatee raising his right hand at the nonment?

A Yes.

Q Thank you. And when did M. French produce
this analysis for you?

A ["mnot sure. | |look at the date at the
bottom August 18th, so somewhere -- | would assune
sonewhere around there.

Q Just so we're clear on the record, the
anal ysis was produced for the purpose of your
rebuttal testinmony. It was not produced for sone
ot her purpose and then inported?

A That's correct.

Q And this analysis compares Avista Energy's
performance to the gas daily index prices in the year
of 20027

A Yes, it does.

Q And your anal ysis concluded that Avista
Energy's transactions tracked the gas daily prices in
2002; correct?

A That is correct.

Q Prior to filing your rebuttal testinmony and
producing this exhibit to the Comr ssion, were you
aware of concerns that had been raised regarding a
mani pul ati on of the gas daily index prices during the

2002 tinme frame you anal yzed here?
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A | was aware of -- that there was di scussion
in the nedia about the possible manipul ation of
prices, be it in the power market or gas market.

Q Prior to filing your rebuttal testinony in
producing this exhibit to the Comm ssion, had you
revi ewed any of the Federal Energy Regul atory
Conmmi ssion Staff reports, which have been adnmitted as
Exhibits 113, 114, 115 and 1167?

A No, | had not.

Q So then it would al so be correct to assune
that you've nmade no adjustnments to this analysis or
to your rebuttal testinony to take into account any
i ntentional manipulation of the gas daily indices
that m ght have occurred in 20027

A That is correct.

Q Can you tell us who WlliamH Taylor is?

Bill -- WlliamH Taylor was at one tine a
-- | believe a VP for Avista Energy when we had a
Houston offi ce.

Q Woul d you accept, subject to check, that in
the 1998 tinme frame, M. Taylor was, in fact, the
Avi sta Energy vice president of trading?

A. Subj ect to check

Q Woul d you al so accept, subject to check

that on Septenber 30th of this year, the commodity
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futures tradi ng Comm ssion entered an order mneking
findings and i nposing renedi al sanctions as to
Respondent Tayl or in CFTC Docket Number 01-23?

MR. MEYER:  Your Honor, I'll object to this
line of questioning. | don't see the rel evancy of
what nmay have been agreed to for sone prior period by
a fornmer enployee of Avista Energy, how that rel ates
specifically to the issues before you today, so
object to this Iine of questioning.

JUDGE MACE: M. Cromnel|.

MR, CROWELL: | can lay a predicate
foundati onal question, if you like.

JUDGE MACE: Co ahead.

Q M. D Arienzo, are you aware of ongoi ng
i nvestigations by the CFTC, the SEC, or the FERC
regardi ng the gas indices markets?

A Yes, | am and |I'malso aware that, at this
point, it's my understanding that there have been no
formal findings published, as far as indexes and were
t hey mani pul ated, how nmuch they were nani pul ated. As
M. Crommel | brought up, he nentioned several of
these reports, and | did take a | ook at those and
read those reports and I found themvery interesting.
In fact, | found that they supported many of ny

conclusions as far as the need for indexes, the needs



0397

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

that the market operates efficiently, and that there
are -- that if the market does operate efficiently
and how it has deregul ated over the |last 18 years,
natural gas prices have come down. They've cone down
as nmuch as 40 percent because of allow ng the market
to operate, which custonmers have benefited wth.

So as | went through that, | saw that,
granted, you read in the nmedia and with the FERC and
things like that, that there have been findings, or
maybe not findings, but studies or investigations on
i mproper behavi or by different people in the
i ndustry. However, | know that there's been none of
that in ny conpany as far as the natural gas and what
we do, and | felt confortable with that.

The other thing is we're focused on the
busi ness of supplying gas to the region. And
unfortunately, we're not a very |arge conpany when it
gets right down to a national player. W're a
smal | er conpany. And dependi ng on what the FERC
deternmi nes, the CFTC and sone of those, we're going
to have to live with that.

And so |'maware of it and we track it, but
did it change what |1'm doing in ny business? No,
because | believe that we're honestly doing things

that -- it may change sonme of the reporting, which
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think will be better in the long run, but it doesn't
change why | should | ook at this and see, Oh, jeez,
were some of these prices manipulated? No. These
are our actual costs, so | feel very confortable with
t hat .

I"'msorry to go on, but it's kind of a hot
button for nme.

Q | understand that. | believe | heard you
say a nonent ago that you were never aware of that or
-- | may need to have the record read back, but you
said never in regards to your conpany. Wre you

speaki ng regardi ng Avista Energy at all or regarding

Avi sta Energy since you arrived in -- | believe it
was 1998?

A. You m ght want to read the record back, but
the never statenent -- and maybe I'll just clarify
that. 1It's ny personal opinion that, under ny

direction and what we do at the Avista Spokane office
that I would have control over, we never nanipul ated
prices.

Q When did you arrive and initiate your
enpl oynment with Avista Energy?

A. I was one of the first enpl oyees back when
the conpany was formed. | was one of the origina

siXx. So it was 1997, March, | think.
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Q Al right. And so when you said no one in
Avi sta Energy, you were tal king about Avista Energy

Spokane. You were excluding Avi sta Energy Houston?

A What | was saying is, of ny understanding,
of what I"'mprivy to and what | know, |'ve never seen
a case of manipulated -- what M. Taylor or whatever,

I can't conment on that, because |I'mnot privy to
that information.

Q Is there anyone in the room who woul d be
privy to that information?

A | don't believe so.

Q You'll -- | apologize in advance if |
m spronounce the name, but do you know who Robert
Kristufek is?

A. I know who he was, or is, but not very much.
Again, that's a Houston individual, out of that
of fice.

Q And M chael Griswol d?

A. He was a trader on the power side, and he
was | ocated in Spokane.

Q Okay. And you're aware, also, that the CFTC
has settled related charges against M. Giswold, who
you now admt was in the Spokane office regarding his
actions in the 2001-2002 tine franme?

A I|'"'mnot sure what M. Giswold settled on.
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1 Q Who' s Thonmas Johns?
2 A He was al so a Spokane VP at one tine.
3 Q So just so the record's clear, he was an

4 Avi sta Energy vice president in that time frane?

5 A That's correct.

6 Q Has Avista Energy closed its Houston office?
7 A Yes, we have.

8 Q When did you cl ose the Houston office?

9 A | don't renmenber. | nean, it's been a

10 coupl e of years. Maybe three years ago.

11 Q So 20007?
12 A Could be. | nean, they run together for ne.
13 Unfortunately, |I -- subject to check, I could find

14 out and get you that information.

15 MR. CROWEELL: If | could make a record

16 requi sition request just for that date when the

17 Houston office was cl osed?

18 JUDGE MACE: That would be Record

19 Requi si ti on Nunmber 1.

20 Q M. D Arienzo, was the closing of the Avista
21 Energy Houston office part of a |arger scaling back
22 effort, or was it an isol ated decision?

23 A. | believe it was part of a |arger scaling

24 back. Eventually -- and | think what happened is the

25 | eadership that we had in place at the tinme | ooked to
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1 Avi sta Energy as we were going to go national, and so
2 t hey opened up a Houston Office. W also had a

3 Boston office and | ooked at expandi ng the business,
4 trying to replicate what we were able to do in the

5 Paci fic Northwest, where we had been very successf ul
6 We purchased anot her conpany, Vitol, and sonme of

7 their | eadershi p managenent canme with that.

8 What we found was that it took a [ot of

9 capital, there were a lot of credit risks and things
10 like that, and really we could not -- we didn't have
11 the expertise, nor could we replicate what we were
12 doing in the Pacific Northwest, and so what it becane
13 was a decision to elimnate that conpany, or that

14 part of it and come back to the Pacific Northwest,
15 the WBCC, where, one, our expertise is, and we had
16 the ability to transact.

17 MR, CROWELL: Thank you. Nothing further
18 for M. D Arienzo. Thank you for your time, sir

19 THE W TNESS: You're wel cone.
20 CHAl R\NOVAN SHOWALTER: Can we take a

21 one-m nute pause?

22 JUDGE MACE: Sure.
23 CHAl RMOMAN SHOWALTER: Is it my turn?
24 JUDGE MACE: Yes, it is.

25 CHAl RWOVAN SHOWALTER:  Thanks.
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EXAMI NATI ON
BY CHAI RWOVAN SHOWALTER:

Q I want to get a sense of proportion, and
what I'mtrying to get a sense of is the relative
dol l ar value in some manner of the Tier 3 activities
versus the whol e ampbunt of revenue that you woul d
receive fromAvista Utilities.

In other words, if you assune, over the
course of a year, that you executed the 50 percent
Tier 1 and executed Tier 2, and that the $3 mllion
paynment is nmade one way and the 900, 000 t he ot her
then there's a variable amunt split 80/20, based on
di fferent functions, but over the course of a year
what is the approximte entire amount of revenue you
woul d be receiving fromAvista Uilities, and what is
a estimate of the ampunt that could go one way or the
ot her between the two entities?

A Maybe if | could -- the way | could answer
that is if you look at the way the benchnark
mechani smis structured, we get the $900, 000 paynent
for providing all these different services, and when
I look at the Tier 3, that conponent, to ne,
historically, I look at that as that's sonet hi ng
where, nore tinmes than not, |I'Il | ose noney on that.

And historically, that has been the case.
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1 When | | ook at the total conpensation, when
2 | put themall together, | think that the 900, 000

3 woul d nmake, that woul d obviously of fset sone of ny

4 ot her costs, so would I nake a pure 900, 000, no,

5 probably half of that, but I think I could nake

6 900, 000 up to, say, $1.3 nillion because of the

7 capacity release and the of f-system sal es.

8 And when | |ook at the total package of the
9 benchmark nechani sm and the 80/20 sharing on all of
10 these, | look at it as |I'll make somewhere around a
11 mllion dollars a year. Sone years, | may only nake
12 700, 000 or 600,000, depending on what type of

13 volatility we see in the Tier 3 and what we have to
14 do to cover those costs conpared to the first of the
15 nonth, to other tinmes where I'l|l nmake noney on the
16 capacity optimnzation, the capacity rel ease,

17 of f-system sales to offset that.

18 So to nme, the magnitude of this is it's
19 right around a million dollars, and it could be as
20 much as maybe a million-three if we do well on the

21 capacity and the off-system sal es, because we get a
22 percent age of that.

23 Q | realize now | probably asked for an answer
24 that's already in the evidence, which is the estinmate

25 of the benefit to Avista Energy and the benefit to
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Avista Uilities.

A Ri ght .

Q And so that was the one point -- the one
mllion?

A Yeah, it's about a mllion

Q To Avista Energy? And --

A And the 2.5 mllion to the Uility.

Q Ckay. Al right. Well, still, then, that's
a total of 3.5 mllion in sone kind of benefit
conpared to what for the whole volune of dollar val ue
of what is at issue here? All of the Tier 1, Tier 2,
plus $3 mllion?

A If you're looking at the cost of the 70 --
$58 nmillion and the $4.5 nmillion and the 13.6, so of
the total $76 mllion that's out there, we're |ooking
at --

Q Al right.

A Is that what you're trying to get to?

Q Yeah, | apol ogi ze, because | think this is
all inthe record. And | was just thinking of the
question, but | realize |I just had to go to a record
and | ook at it.

A. So when you | ook at the margin, | guess
that's another way to ook at it. Wen you |ook at

the margin for this, it's pretty small nmargin that we
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woul d nmake when you | ook at the total dollars that
are out there, the risk that's out there, the work
that's required. And that's why | think credit is a
really big issue. That's why | think counter-party,
you know, liquidity, things |like that are big issues,
because when you | ook at the margin, it only takes
one or two small little blips and |I'm working for
free, and that's not a good thing.

And | think what has happened is, over the
| ast several years, we've gotten better at that. The
mar ket's changed so there may be | ess opportunity.
I'"'m hopeful in the future that we've designed this
with the 80/20 that the Utility will save a | ot of
nmoney and ny 20 percent will be sonething that we
feel very good about. But again, do | see it $6
mllion for us, no. Because of the way it's designed

with the 80/20, we're only getting 20 percent of

every dollar after we've hit a certain target, |ike
on the $3 nmillion guarantee, so | think it's a good
busi ness.

Q There was sonewhere in the record that talks

about you having a different risk profile than Avista
Uilities. And how do you characterize your risk
profile conpared to Avista Uilities?

A When | | ook at Avista Energy and what we do,
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we are set up to trade around physical assets, and
that's sonething that we do. W have some of our own
transportation, we utilize sone of the Utilities
transportation, you know, which was captured in the
benchmark. OQur custoners, we use sone of their --
but we al so take specul ative positions, so at the end
of the day, | will have on ny books sonetines, if |
believe the price of natural gas is going to go down,
I may short the market, go short, and hope to capture
that and capture that revenue. So that's sonething
that | will specul ate.

The Utility, | don't believe, does that, nor
do I think it's prudent that they shoul d, because
trading, at the end of the day, is a zero sum gane,
and we have been successful the last 13 quarters, but
it just takes -- well, like in Novenmber of 2000
Decenber of 2000, you could | ose a substantial anount
of dollars. So I think we take a little different
approach

Q When you say you've been successful in the
| ast 13 quarters, what is your neasurenent of that?
A Profits compared to our costs. Avista
Energy has been -- when you conbine the electric and
the gas, we've been profitable all but naybe one year

out of the last five.
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So successful neans a profit above zero?
Yes.
CHAl RMOVAN SHOWALTER:  Thank you.

JUDGE MACE: Comm ssioner Henstad.

EXAMI NATI ON
BY COW SSI ONER HEMSTAD:

Q In your response to questions from M.
Trotter, as | understood the question and your
response, Avista Energy buys based on the basin
wei ghti ngs, even when you could obtain a |ower price
by breaking away fromthat. Is that nmy -- is ny
under st andi ng correct as to how you answered that?

A. Under the current -- the proposed nechani sm
we woul d. Under the current nechanism we will buy a
certain percentage according to the basin weightings,
but we may, once we get to the actual delivery, we
may sell some of that out and bring in, as M.
Trotter showed, bring gas in froma different
| ocation to serve the Utility.

Q And that's reflected in the questions and
answers about the 33.2 percent as against the 18
percent ?

A That's correct. And that was one way that,

as we started to manage this benchmark, you know,
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because when you | ook at our history of nanagi ng the
benchmark and how nuch noney we nmake, we basically
got ran over in Novenber, |ost a tremendous anount of
noney because of the intra-nmonth volatility that |
had no idea was there and | don't think anybody in
this room coul d have predicted that prices would do
that. And so we had this deal and then we tried to

| ook at, okay, are there other ways that we can
recoup sone dollars nore efficiently operating this
tool box, nore efficiently | ooking at, okay, are there
things that we can do that will bring value to Avista
Energy, and basin optim zati on was one of those.

Q I guess I'mstill not fully grasping how the
mechani cs work. VWhy woul dn't you be buying fromthat
basi n which has the | owest price?

A Oh, we do, we do. Maybe |I'm-- what we'l
do is -- you know, the other thing, there's a | ot of
di fferent conponents, and what we | ook at from Avista
Energy, the first thing is reliability. So I've got
to make sure to buy a certain anpunt of supply from
each of these basins to match the transportation, to
be able to serve the Uility, to have that
reliability, so I'lIl go out and do that. But then,
once | get there -- and by getting there, once | get

to the month and |'mstarting to deliver, if | can
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bring in Rockies gas and still have the same
reliability, then I'lIl go ahead and do that. So
rearrange the portfolio.

And that's sonmething that we put in here to
try to capture. You have the basin optimzation, you
have the forward, and then you actually have the
daily. And so that's what we've done. Maybe
shoul d grab an exhibit.

MR. MEYER: | don't know if they're going to
be able to see that. That is Exhibit 5, if you want
t he Conmmi ssioners to follow

THE W TNESS: Yeah. And really --

MR. MEYER: Just wait a mnute, please
until they have that in front of them

THE W TNESS: Ckay. What we've done is, you
know, we've devel oped this nmechani smover tine wth,
as the industry changed, we | earned about -- Staff
gave us sonme good input, we put sone input, but what
I was trying to get to is, under the basin
optim zation, we have the forward basin opt, and
that's you go out, take a | ook, you buy gas in those
di fferent basins and, because of that, they have a
certain value. And we'll go ahead and do that.

Once we get to the pronpt nonth, we're right

there at delivery, then we'll take a |ook, and if
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it's cheaper to bring in gas froma different
| ocation and we have the same reliability, we'll go
ahead and do that, and that's the daily basin
optim zation, which, again, is 80/20 sharing.

And so what we've been able to do
historically is be able to capture sone of that. But
what requires the daily opt and why Avista Energy can
do a better job of it, is all of a sudden you're
rearranging all your supply. So | bring liquidity, I
bring counter-parties to this so that we can go ahead
and transact that. And that's something Utility
doesn't have, nor do they have the size.

| have custonmers in Seattle, | have
customers in Portland, all over, | have
counter-parties that 1'mgoing to trade at different
hubs, so | can arrange the supply to get it there to
capture the nost value, which is a lot different than
what the Utility could do or would do. And I think
that's where, when we tal k about scale, Avista Energy
and the size of Avista Uility, they're about eight
percent of our physical and they're about three
percent of our total trading.

And you know, | try not to nake this nore
conplicated than it is, but you can either buy gas at

a hub, you can transport gas to a hub, and so, you
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know, even though we may not have had as nuch
transportation, if we buy gas in the right |ocation
it's as if you have transportation.

Q Well, all right. 1Is it fair to say, then
an el aboration on your response to M. Trotter's
guestion would be that your initial purchases are
based on wei ghting, but you make | ater adjustnents
based upon price?

A That's correct, price and reliability.

Q Yes.

A MM hmm

Q | believe you indicated that you have one
ot her local distribution conpany that you buy for
and that's Ell ensburg?

A That's correct.

Q Can you give ne a ballpark estimte of the
percentage of your total sales that they represent?

A They're a very small custonmer. They're |ess
t han one percent.

Q Sure. I'msure it's considerably |ess,
aren't they --

A Yes, yes.

Q -- if Avista is eight percent of the
physi cal ?

A The interesting thing about Ellensburg, they
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went through -- we've been serving themfor over
three years now, and they went through a sinlar
process that we've seen with the Uility, at Avista
Uilities, that is. Oliginally what they did is they
didn't have the expertise to be able to neet all the
mar kets, so what they did is they wanted just a fixed
price. They said, Fix our price for us and give us
what ever that number is, and then you can take all of
our assets and manage them and as long as | need
gas, this will be ny price of the gas for ny base.
They kind of gave us a |oad projection, like the
Uility, and then they said anything above that -- we
wor ked out an arrangenent that was a gas daily, and

t hey have storage and stuff. So we gave them a fixed
price they felt confortable with, their custoners,
they felt -- the university, things like that, and
then -- so we did that the first couple years.

And then this | ast year, what they did is
they said, Well, as we were going through this -- and
they went out through an RFP process, they went out
and they said, Well, nmaybe we're | eaving sone dollars
on the table. Maybe there's whatever. And what |
told themis, based on their assets, there wasn't a
| ot of value there on the transportation, there

wasn't a lot of value on their storage. It was a
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smal | piece, but, again, so what we did is we canme up
with an arrangenent real simlar to this in that we
have an 80/20 sharing mechani sm on these assets and
then we went out and we hedged gas for them and then
there were other gas daily and we buy back at the
daily.

So | think this is comon. What we're
seeing in the industry is just the way it's evolving
and people are getting a better understanding of it,
that they're saying, Well, yeah, there's sone val ue
here, but yet still incent someone like ne to want to
go ahead and do this business.

Q Do you see any problens for Ellensburg when
it comes to auditing your activities?

A. No, they felt very confortable with what we
do. Wwen | do a transaction, put a hedge in place,
buy them fi xed price gas or whatever, | send thema
confirmation and they, in turn, sign that
confirmati on on the day. But they've not asked for
you know, a matching trade on the other side, but
they feel very confortable. | think why they fee
confortable is it's at market. [It's kind of what
they're seeing out there, if they went with IQd or if
they went with BP or sonebody like that. W' re right

there, and so they're saying it passes the
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reasonabl eness test to them

And | think that's the good and the bad
about this benchmark is it's gotten -- in order to
have the transparency, there are a | ot of pieces and
there's a lot of information, but when it really gets
down to it, you look at the |oad, we buy a certain
anount to give themreliability, and we buy that at a
fixed price. W buy another certain anount that
gi ves us sone access to the markets so maybe we're
not going to hit the highs or the lows, but there's
some access, that's your first of the nonth. And
t hen, when you go above that, you're going to buy
that gas daily, rather than paying a prem um for
that, because the reality is you' re kind of
sel f-insuring yourself. There aren't that many tines
you're going to hit that really high peak, so why
woul d you pay that premumfor that.

And so you've got a | ot of conponents, but
the reality is you're trying to get the | east cost
pri ce of gas based on what you see in the narket, and
the markets change. But really, there's fixed price,
there's first of the nonth, but at the end of the
day, they all becone a fixed price. So what you're
trying to do is stack it so you get your |east cost

fixed price, have the reliability, and so that's
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really -- when | look at it, that's the way | | ook at
it, is are we better off as a ratepayer.

COW SSI ONER HEMSTAD:  Thank you. That's
all I have.

JUDGE MACE: Commi ssioner Oshie.

CHAI RMOVAN SHOWALTER: Bench Request Nunber
3, a copy of the contract with Ellensburg. | presune
it's a public record?

MR. MEYER: | assune that to be the case.

THE W TNESS: Yeah, | think we've provided
one in the data request.

JUDGE MACE: Any of the parties aware of
what data request that m ght be?

THE W TNESS: That was our original, and now
we have the new one, so | could get you the new one,
t oo.

MR. MEYER In any event, we'll provide it.
So that's nunmber 3, | guess?

JUDGE MACE: Yes, it is 3.

EXAMI NATI ON
BY COW SSI ONER OSHI E:
Q I just want to foll owup on the question
that was asked by Conmi ssioner Henstad, and | want to

make sure | understand the circunmstances in which the
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Avi sta Energy would | ook to the | east cost basin to
provide the resource to the Utility. And | guess,
from my understanding of the case that's presented by
the Utility is -- and maybe the discussion, the form
of the discussion that we've had, is that that
ci rcunstance woul d occur the majority -- |'m not
going to -- let's not isolate sonme or not consider
some isol ated occurrences, but the majority of the
time that would happen if the Utility were out of
bal ance and were requesting nmore of the resource.

And so at that point, it seenms as if the
Energy would either look to -- it would have a couple
of options, | suppose. It could follow the basin
wei ghtings and just provide a generic resource based
on that and price it that way, or it would | ook to,
at | east what | understood from what you said, is it
woul d | ook to the | east cost basin, it wouldn't be
bound by the basin weightings, but would look to the
| east cost basin and then provide that resource at
the price of that basin, and the Utility would then

receive that price fromEnergy. |Is that -- do | have

A. Yeah, | think what ends up, as far as |
think what's getting sonmewhat |ost is when you switch

to that | owest cost basin, all right, you' ve now used
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transport that you may have rel eased or you would
have to hold onto to be able to take advantage of
sonmething |i ke that, and so you could do that.

However, | think what we've designed with
the mechanism-- in fact, | know what we've desi gned
with the mechanismis you set up a certain percentage
of the | oad based on this | east cost basins, you're
going to capture that, and then, when the |oad
changes, we'll go out and there's a mechanismin
place, it's either gas daily or whatever, and that's
what you'll pay. You'll get the gas, but what ends
up happening is you have other conponents that you're
going to derive value fromthat will offset this gas
cost.

So there's two ways you can do it. One, you
could use these assets to get this here or you could
use those assets out in the market, get the val ue,
and then just keep doi ng what you were doi ng and
offset it. | hope that answers your question.

Q Well, | nean, it does in one respect, |
mean, in that it enlightens ne as to the different --
to the decision that has to be nade by Energy when it
provi des the resource. | guess it doesn't really, to
me, answer the question that was asked by M.

Trotter, | thought, and al so Comn ssi oner Henstad,
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that -- and perhaps you have to put it in sinpler
terms, but | understood you to say that when Energy
buys gas -- let's use the Rockies as an exanple, that
if their -- if the Rockies would be the [|east
expensi ve basin and the Utility was demandi ng gas for
to nmeet the daily | oad, then Energy woul d provide
that resource fromthat | east expensive basin and
provide -- and that cost would flow through to the
Uility?

A That - -

Q And if that's -- that's what | thought you

sai d?
A Yeah.
Q But then, what you've just -- nmaybe if |

could restate what | believe you said in your earlier
response to nmy question was that that nay not be
true, because if you balance out the other -- in al
ci rcunmst ances, because if the benefits fromthe other
conponents, if you could -- if the benefits fromthe
rel ease of capacity would then offset the cost from
what ever basin you would buy it from then that would
provi de the |l east cost to the Utility, which would be
passed through to it.

A Unfortunately, it's a little bit of both.

What you end up doing is you go ahead and buy the
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1 gas. And what we'll do is we'll take a | ook
2 dependi ng on -- because there are tines, it's not
3 like we've released all the capacity or that you have

4 none of the transportation. So if we have

5 transportation available or we're able to get

6 delivery froma different basin |ike the Rockies,

7 we'll go ahead and do that. That's the daily basin
8 opt that -- so we'll go ahead, like | said to

9 Conmi ssi oner Henstad, we will pull in nore supply
10 from there.

11 I was just saying, noreover, all -- so you
12 do it all. [It's not just one or the other, and you
13 do it in different levels of all that.

14 Q Wel |, when energy pulls in the supply from
15 anot her basin, does it pass through the cost of that
16 supply to the Utility -- or fromthe | east cost

17 basi n?

18 A In the proposed, that would go into the

19 cal cul ation, yeah. That's part of the 80/20, so you
20 woul d capture that.

21 Q How much of the -- of Energy's transm ssion
22 capacity is made up of what it receives fromthe

23 UWility?

24 A I know | have a data request here. Just a

25 second. | think it's about 20 percent when it gets
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right dowmn to it.
Q Now, is it --

MR, MEYER: DR 119, if that will help the

Wt ness.
JUDGE MACE: That's not Exhibit 119?
MR, MEYER. No, it's Data Request 119.
THE WTNESS: |'ve got it in here.
MR. MEYER: May | approach the Wtness?
JUDGE MACE: Yes.
THE W TNESS: Yeah, about 20 percent.

Q Is that the -- the 20 percent reflect all of

the transmi ssion capacity that the Uility has turned
over managenent of to Energy, or does that -- or is
that just the basin weightings that are prescribed by
t he SOG?

A VWhat that is is that's a nunber -- it's the
anount of capacity that would be available to Avista
Energy to utilize. That doesn't have a requirenment
back to the Uility. So if | took the Uility's
transportation, |ook at their resource, see what |
need to use to supply to them then |I look at their
excess, | get about 20 percent that | could use.

CHAIl RWOMAN SHOWALTER: Twenty percent of
theirs or 20 percent of yours?

THE W TNESS: Twenty percent of what -- ny
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firmtransm ssion that | have.

Q And that -- and the Uilities'" -- I'll cal
it demand -- is based upon the basin weightings?

A Their demand i s based upon their usage.

Q Yes, but -- and then, so the basin
wei ghtings have nothing to do with it. |Is that just

a pricing schenme?

A No, no.
Q In other words, if you weight the basins,
because it may have -- for exanple, | don't know how

to, you know, 100,000 decatherns of capacity, but the
basin weighting is 60 percent, so would that be
60, 000 decat herns of avail abl e?

A. No, the basin weightings conme about based on
the available transportation that the Utility holds
fromeach of those areas of supply. And that --
that's where the basin weightings come from when you
| ook at what it takes to supply the Utility.

Q Well, | guess | don't understand that,
because it seened to ne that the basin weighting --
for exanmple, if you own 25 percent, and |'mjust
trying to figure out howit's judged, 25 percent of
sonet hing fromthe Rockies, but the basin weighting
is 18 percent. So how does that -- | nean, what does

it owmn 25 percent of, the capacity on the pipeline
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fromthe Rockies, or 25 percent of its annual | oad,
it owns enough capacity on the Rockies pipeline to
nmeet that?

A VWhen you | ook at all of their transportation
contracts, 25 percent of the supply, which would
utilize those transportation contracts, comes from
the Rocky Mountains. That's what --

CHAl RWOMAN SHOWALTER: I n ot her words, at
any given tinme, if Avista's demand is 100 percent,
then 18 percent of it will be met fromthe Rockies
and X percent from anot her hub and X percent from
anot her hub, all adding up to 100 percent. The
wei ghtings is what percent of the |load will be net
froma certain hub?

THE W TNESS: Ri ght.

CHAI RWOVAN SHOWALTER: As a starting point,
and then you nmight step in at a |ater point and
rearrange that?

THE WTNESS: |If we could | ook at Exhibit 4,
this mght help explainit. This is the Uilities
| oad. Do we have the --

UNI DENTI FI ED SPEAKER: 1t's behi nd you.
I[t's on the wall.

THE W TNESS: That's not what | want.

MR. MEYER: Which one are you | ooking for?



0423

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

THE WTNESS: It has the basin
transportation. |It's the circle one with --

MR. MEYER: Don't have that, but what's the
exhi bit nunber?

MR, NORWOOD: It's in Gruber's testinony.

MR MEYER: Just a nonent, Your Honor

COW SSIONER OSHIE: | believe it's Exhibit
52, page four.

MR. MEYER  Thank you.

THE WTNESS: It's this one. Everybody
there? What this Exhibit 2 shows, in decatherns, are
the avail abl e transportation capacity that we have
avail able, Avista Utilities has to serve its
Washi ngton | oad. Those are transportation contracts.
So it has 18,000 a day it can pull from Sunmas, 55, 000
a day from AECO, and 23,000, approximately, fromthe
Rockies. That's the transportation that it needs --
that it uses.

Here's the | oad. What happens is, in order
to nmeet the |load on a day like in here, in Decenber
and January, we're pulling -- we're using all the
transportation fromeach of those |ocations to neet
that | oad. And so the basin weightings of 18, 57 and
25, that's what it would be.

Now, what happens is we cone into the
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sunmmer, |oads are off. Now what we can do is we can
bring in a higher percentage of the |oad from

Rocki es, because now the Rockies is down. So now you
see |like a 33 percent or whatever. So that's where
it gets alittle bit confusing, and | apol ogi ze for
not doing a very good job of that.

But dependi ng on where we are, the
percentages that we can pull fromthe basins wll
change to take advantage of the |ower cost. And so
we watch this and, as you go through, depending on
what the load is, we'll go ahead and do that to
capture that, and that's in the 80/20 that you get.

So at the beginning of the year, we | ook at
this, we buy the gas this way. Then, when we get
here, dependi ng on what the | oads are and the prices,
we' |l go ahead and do that, upgrade that, get that
value, and it's an 80/20 sharing, where in the past
Avi sta Energy got all of that benefit, but it also
took all of the risk, depending on what was going on
here. And at the end of the day, the intra-nonth
volatility was much nore expensive than the value you
captured here. | hope that hel ps.

Q It does. It helps to understand, | guess,
the, you know, the buying patterns of Energy in

nmeeting the UWilities' |oad.



0425

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A Yeah.
Q M. D Arienzo, what is -- | guess | asked
M. Gruber this question, and maybe I'll let you

explain for yourself what your role in the Strategic
Oversight Group is?

A. I'"'mone of the menbers of the Strategic
Oversight Group. What | do is ny role is I'mthere
to provide market information and what |'m seeing out
in the market as far as trading, prices, | bring
information as far as what we've gathered with
respect to -- we have two weat her services in the
Paci fic Northwest. Wather plays a huge part in the
energy dynamics, because if we don't have snowpack,
you're going to have gas-fired generation going. |
mean, that's just the reality of it. So we watch the
weat her .

And so ny job is to bring that information,
to bring a different opinion -- and by a different
opinion, that is an opinion that's formed in a
different location based on different, you know,
things that cone into ny office. And so when | go to
the Strategic Oversight G oup, we take a | ook at the
benchmark and what we need to do, be it hedges, and
we have a certain window. And so |I'll cone in with

the opinion that prices are inflated due to several
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1 types of factors, what we're seeing in the industry,
2 and I'Il come in and say, Well, | don't want to hedge
3 now. | think we should wait. | think prices are

4 going to cone down.

5 And so ny job is to conme in with an
6 i ndependent voice and show how | think we should be
7 -- when we shoul d hedge, when we shoul dn't hedge,

8 what risk we have and not.

9 Q And is M. Guber, do you consider himto be
10 the ultimate decision-maker of the SOG?

11 A | do.

12 Q And if the hedge were -- if a hedge were

13 pur chased based on the SOG s recommendation, is it

14 purchased by Energy or the Uility?

15 A. Energy does the trade. W go ahead and go
16 out there and do that. And it's interesting that,

17 you know, | was thinking about that when Bob was

18 describing the SOG and | used to work at the

19 Uility. | started with the UWility in the early

20 '80s. Cane up through answering tel ephones all the
21 way up through marketing, worked for a sub

22 Devel opnent Associates, sold us to BC Gas. So | kind
23 of have a flavor for both. And worked with Bob

24 wor ked with Pat Gorton for years.

25 So we get in these, and | respect them and
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understand their views, and at times |I forget some of
the chall enges that they have. So when we get in
t hese, they can be pretty -- we cone to a |ot of

consensus, but that's not without a |ot of struggle,

because, frankly, | may have a view, and ny viewis,
you know, prices are way too high, | do not want to
buy, and I will, you know, push them W don't want

to buy, we don't want to buy. And Bob's conversation
m ght be, 1'mgetting pressure from upper nmanagenent
that wants to nmake sure that we don't have a Novenber
again. So you sure we -- cone on, you know, it's
dropped for a week.

So this debate goes on and on and then we
pick -- conme up with a target dependi ng on that
debate, and then we'll go ahead and stick to that.
And frankly, there are tines | walk out of that room
t hi nki ng, you know, | didn't do a good enough job
selling himon this, because this is the target,
can't get it through to him but -- and then, as we
get there, start to see it, then we'll have another
di scussion. And |I'm sure he goes away and Pat Gorton
goes away thinking, you know, What does this guy
think he's doing. But that's how it works.

But | know, at the end of the day, he's the

guy that nmkes the decision and he's the guy that's
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got to -- when Gary Ely cones down and says we have
to goin for a 12 percent rate increase, he's going
to get heat and I'"mgoing to get heat, because Gary
Ely is also the CEO of our company. And we have risk
managenent neetings, and he's in that, and there's
not one that doesn't conme up where -- where are you
guys at on the hedges, how are you doing, how do you
think it's going to inpact the rates.

You know, so | know my credibility and his
credibility and David's is on the line. So | nean,
it's -- it's fun, but it's stressful. And because
|'"ve said tines, Let's wait, and it's gone -- they
were right. But then there have been tines where
I'"ve been right, and | make sure to point that out.

Q Sounds like a well-functioning group
Oh, yeah, it is.
COW SSIONER OSHI E:  All right. Well, thank

you, M. D Arienzo.

EXAMI NATI ON
BY CHAI RAMOMAN SHOWALTER
Q |'ve got a followup. |If you could go back
to Exhibit 52, page four, this is that pie chart or
the graphi c of your percentages.

A OCh, mm hmm
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Q I just want to namke sure that the record is
clear, as well as ny head. Now, ny understanding is
that these percentages reflect how you, in fact, buy
Tier 1 and | believe Tier 2; is that correct?

A. These percentages go into how we purchase
when we do purchase the Tier 1 and Tier 2. It would
be based on each year, when these are set, then we do
go in and buy that based on those percentages as
they're set.

Q But the percentages are not determn ned on
the day you buy; they're determned in advance?

A That is correct.

Q For both Tier 1 and Tier 27

A That's correct.

Q Al right. And then, every day, if you can
take advantage of differences anpng these three hubs
and rearrange your whole portfolio, including Avista
Utilities, you will do so and share the Avista
Utility portion 80/207?

A That is correct.

Q Okay. And that you do this regardl ess of
whet her you need nore on that day for Avista
Uilities? You will do it depending on the relative
difference in price of these hubs relative to what

you bought originally?
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A That's correct. Because what -- what this
does is this sets up, when we set up the origina
plan, at that time, the way these wei ghtings cone
about is at that tinme, that's the | owest cost
percentages to serve the | oad when we | ook forward.
So we say, Yeah, that's what we're going to do.

Then, when we actually get there, if we have the
ability to upgrade that with the proposed, |'m doing
everything | can to drive that, because what that
ends up doing is | get a dollar out of every five to
do that, so I'mincented to upgrade.

That's the way | look at this. You set a
pl an, there's your cost of gas, nowit's in place,
now you go out there and upgrade this. By upgrade
it, you go out there and get a way to reduce our
costs. Sell nore transportation to off-system sal es,
bring in -- if you don't have the off-system sales,
make sure to be bringing in nore supply this way, so
you're out there trying to upgrade this so that you
get the |east --

Q You're getting beyond ny question

A Okay.

Q You really are, so -- and you have confused
me agai n.

A Oh.
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Q Now, if we approve this plan, this
mechanism let's say it is next October 1st, and
you're going to be buying for the nonth of October,
do you follow this exact weighting on October 1st for
the nmonth of October 1st, or do you talk to your
col | eagues and vary from 18 percent, 15 percent, 25
percent on Cctober 1st for the nmonth of Cctober

because there's a different advantage?

A Yes, we will.
Q You will vary fromit?
A We'll vary fromit to bring in | ower cost

gas, as long as the reliability is not inpacted and
we have the transportation to do it, so we will do
t hat .

Q And |ikew se, then, for the Tier 1, when it
conmes to the day to buy a Tier 1 purchase?

A You al ready have -- the gas is already
purchased. The Tier 1 is already purchased.

Q So that is purchased according to these
percentages, Tier 1?

A M1 hnm

Q But - -

A. But what -- okay.

Q But Tier 2 is not necessarily going to be

according to these percentages, because you will take



0432

1

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

a |l ook on that on the day you buy; is that correct?

A What we'll do is we'll buy the Tier 1 and
the Tier 2 based on the percentages, but when we get
to that nonth, if | can sell -- say we have Sumas gas
and Rockies is cheaper, 1'lIl go out and sell Sumas
gas, and it mght be Tier 1, it mght be Tier 2, Il
sell that gas and then |I'll purchase Rockies supply,
and that's how |l get the lower cost. So | sell that
out and then | get a |lower cost and bring in the
Rocki es.

Q Al right. So now |I'mback to the first way
| thought it was. Tier 1 and Tier 2 are purchased
according to these percentages, period; right?

A MM hmm

Q And then the adjustnents you nake |later are
the basin optimzation adjustnents, not the initia
pur chases?

A That's correct. That would be your forward
basi n.

Q Al right. And then, likewise, the daily is
only that?

Ri ght .
And in essence, you' d make a judgnent?

MM hmm

o » O >

Okay.
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1 A. Sorry about that.
2 CHAI RWOVAN SHOMWALTER: | thought | had one

3 nore question, but | forgot it. Thanks.

4 JUDGE MACE: All right. Back to M. Meyer
5 MR. MEYER: Thank you.

6

7 REDI RECT EXAMI NATI ON

8 BY MR MEYER
9 Q Initially you were asked a question or two
10 about counter-party risk, | think in your exchange

11 with Public Counsel. Do you recall that?

12 A Yes, | do.

13 Q How real is counter-party risk?

14 A. Counter-party risk is very real. 1In fact,
15 that's sonmething we have that we nmanage -- we spend a
16 ot of tine managing that, and the real risk is if a

17 counter-party does go away, we are on the hook

18 Avi sta Energy has to go out and either get another
19 supply or, you know, use sone of its supply to nake
20 up for if a counter-party does not cone about. It's
21 very conpl ex.

22 I could show you -- if you cane to our

23 offices, | could show you -- we have a pink sheet.
24 And the pink sheets are all the credit, and it has

25 all our counter-parties, and there m ght be 90



0434

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

counter-parties on there, and it's to the point where
| may be able to purchase gas froma counter-party
only the first three nonths, because of our positions
and our risk. | may only buy -- they' re open for ne
to buy the first three nonths, or they may only be
open for ne to sell to, depending on what ny exposure
is tothem or | nay be able to sell to them six
nont hs and out.

So there's a |lot of thought and a | ot of
anal ysis that goes into counter-party risk, and it's
areal risk. |It's something that | think any
busi ness out there | ooks at and says there's a
per cent age of your business that could go away. |Is
it one percent, is it three percent, whatever, and it
will be a cost, so you better manage your
counter-party risk.

Q Under the mechanism is the consequence of
bei ng wong in your assessnment about counter-party
risk that you, at Avista Energy, eat it?

A Yes, that is the case. That's one of the
ri sks, that's one of the values that | think the

benchmark that we bring to the Utility is is I'm

stepping in there and saying, |['ll take that risk.
Allow ne to participate in this and I'll take that
risk.
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Q Al so, Public Counsel asked you about
mar k-t o- mar ket accounting. Does nark-to-market
accounting have any bearing on the issues here?

A No, it does not, because everything that
we've priced is based on the market, it's based on an
i ndex. Mark-to-market is only a way for us to val ue
what our actual positions are, our whol e business.

Q Moving on, Staff asked you, with reference
to, and I don't know that we need to turn to it
necessarily, but your Exhibit 104, and wal ked you
through a series of questions about the -- and in
doi ng so, seened to question the adequacy of the
reports in ternms of whether or not they provide
i nformati on on the actual value of the transactions.
Do you recall that exchange?

A Yes, | do.

Q Okay. And are these reports that are
provi ded periodically as part of the audit process to
Staff?

A Yes, they are. They've been provided to the
Staff and -- for the |ast several years.

Q And can you think of an instance where the
Staff has ever followed up and asked you a foll owon
guestion to get nmore gui dance or nore informtion

about what's behind those reports insofar as the
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val ue of the transactions is concerned?

A No, they have not.

Q In terns of nore generally, have you ever
deni ed a request for additional followup audit
mat eri al or docunentation from Staff?

A No, we have not. In fact, we've invited
themmultiple tines to come over to our shop, and
M ke and sone of his counter-parties -- or co-workers
have conme over, and we've been an open shop. W |et
themsit right on the floor, watch how we trade to
try to get a sense for it, because | think, you know,
we want this benchmark to continue, it's evolved, and
they need to -- maybe if they have a better
under st andi ng what we're trying to do, we can reach
an agreenent and consensus of what they need.

So we've invited them over, they've cone
over, show up at -- because we start trading at about
5:30, 6:00 in the norning. They conme in and we sit
down and try to walk through it, sane with Hank and
Mert and the other people who have been over. So --
but it's been a while.

Q Are you prepared to adjust your reporting
docunent ation, et cetera, in any way that satisfies
the information needs of Staff?

A Yes, and | think we've shown that.
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1 Q Wul d you get out two exhibits now? One is
2 Exhi bit 55-C, please. And this is attached to M.

3 Gruber's testinmony. It had been prelinmnarily nmarked

4 as RHG 5-C. Let ne know when you're there.

5 A 55-C?

6 Q Yes.

7 A Okay.

8 Q Al so, would you get out benchmark -- |I'm

9 sorry, Bench Request Nunber 17

10 A. |"ve got it right here. Ckay.

11 Q Okay. We'll take themin the order |

12 presented them First, let's turn to Exhibit 55-C
13 A Okay.

14 Q What does this exhibit purport to show?

15 What's the purpose of this exhibit?

16 A This exhibit is to show that if we had the
17 proposed nmechani smin place, the 80/20, what the

18 results woul d be between Avista Energy and Avista

19 Uilities and how each of those conponents, where we
20 woul d -- where the value would cone from

21 Q So in ternms of the actual nodeled result, is
22 that shown in the bottomright section that's the 987
23 mllion -- $987,000 --

24 JUDGE MACE: Is this confidential?

25 MR. MEYER: No, not that nunber.
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JUDGE MACE: Okay.

Q Is the $987,315 figure the net result of
essentially backcasting in order to arrive at an
annual average for Avista Energy were the proposed
mechani smin place?

A That is correct.

MR, TROTTER: Your Honor, I'mgoing to -- |
guess it may be too late to object, but this exact
guestion was asked and answered through M. Guber
and we're now asking this witness to sponsor a
Gruber exhibit. So I'mgoing to object in the
i nterest of econony.

JUDGE MACE: W already have had an answer.
| ask you to avoid duplicating, if possible.

Q Thank you. There was a question on cross
now on basin optim zation. Look at the sane Exhibit
55-C, please. 1Is there a line -- second line, first
and second lines on the top that deal wi th basin
opti m zation?

A Yes.

Q Okay. And do those figures, and | won't
read them at this point, because this is already in
the record, but that reflects, under the proposed
mechani sm the extent of benefits derived by Avista

Energy in perform ng those functions; correct?
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A Yes.

Q Al right. Now, would you turn to Bench
Request Number 1? You'd been asked -- you had been
asked by, | believe it was Staff, about basin
optim zation results achieved in -- | believe it was
the year 2002. Do you recall that exchange?

A Yes, | do.

Q And do you recall the figure that you used?
A No, | don't.

Q It was approxi mately $4 mllion?

A Okay, yes.

Q

Okay. Now, that was for that one el enent
for that one year; correct?

A That's correct.

Q But when you | ook at the results of all the
el enments conbi ned for Avista Energy, as we | ook back
intime, did Avista Energy nmake nopney since the
i nception of this nechanisnf

A No, we have not. And that was the one
thing, when we went through all this analysis and
spent tine, that it was a real eye opener when it
came right down to it, when you | ook at what we
started in '99 to where we ended up, and so -- but
no, we've |l ost noney. This has not been -- this has

not been a good trade for Avista Energy.
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Q Lastly, | believe in your exchange with the
Chair, you tal ked about prospectively going forward
what your anticipated or hoped for profits m ght be,

and | believe you mentioned sonewhere in the range of

one to 1.3 mllion under the proposed nechani sn?
A That's correct.
Q And also, | think you nmentioned in that

exchange that that also took into account the
guarantee with respect to transportation capacity

rel ease revenues; correct?

A That is correct.

Q And you nentioned $3 million?

A That is correct.

Q At what |evel of guarantee do you fee

confortable with respect to the capacity rel ease and
of f-system sal es?

A Bet ween three and maybe up to four mllion
But, again, a lot of things have changed out there
and | haven't, obviously, been the best predictor of
what ny risks are out there in the future, but based
on, you know, kind of our view of going forward, |
think I'd be willing to go to as nuch as four, but
that's with the understandi ng of going out to the
year 2007.

Q And why do you feel that way?
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1 A. Well, | just think that this year, you know,
2 you nmay be able to do that, but the future is hard to
3 predict. And if you | ook at some of the conponents
4 there, if there's nore capacity that cones on, it's
5 just getting harder and harder to capture val ue on
6 that capacity, and -- because what happens is the
7 mar ket is very responsive to when it sees value |ike
8 that. So either people will build and -- or figure
9 out other ways to get their gas.
10 And so ny concern is if the guarantee's too
11 hi gh, there's not a lot of incentive out there and
12 there may be sonme things that occur in the future
13 that are way beyond ny control. And I think if
14 you're at three or four, the guarantee, that's a | ot
15 of value. And then the way the mechanismis with the
16 80/20, | get a dollar after we hit that guarantee.
17 And so if, Iike M. Norwood said, if we did six
18 mllion of the three mllion guarantee, we're getting
19 about 10 percent. And so |I've had a |lot of thought
20 on that and -- but | wouldn't be prepared to go

21 anyt hi ng above four.

22 MR. MEYER  Ckay. Thank you. That's all |
23 have
24 JUDGE MACE: M. Trotter, how nmuch do you

25 have?
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1 MR, TROTTER: Three questi ons.

2 JUDGE MACE: Okay.

3 CHAI RMOVAN SHOWALTER: W' re counti ng.
4

5 RECROSS-EXAMI NATI ON

6 BY MR TROTTER

7 Q First of all, with regard to the City of

8 El |l ensburg, that city is not an affiliate of either
9 Avista Utilities or Avista Energy, is it?

10 A No, it is not.

11 Q You were asked questions by all three

12 Commi ssi oners regardi ng the predetermnm ned wei ghting
13 -- basin weightings, and then you can vary fromthat
14 to bring in |lower cost gas as tinme goes on. Do you
15 recal |l those?

16 A MM hmm

17 Q And you nentioned that in the proposed

18 mechani sm those benefits are shared 80 percent

19 custoners, 20 percent AE; correct?

20 A That's correct.

21 Q But under the current nechanism the one
22 that's in effect today, 100 percent of those benefits
23 go to AE; correct?

24 A That's correct.

25 Q And then, finally, | think, you nentioned
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that Avista Utilities' transportation capacity was
about -- contributed about 20 percent to AE's tota
capacity. Do you recall that?

A That's correct.

Q And that figure does not include storage or
LNG capacity, does it?

A That is needed for the Utility to neet their
peak day, so that wouldn't be in there. So | guess
the problem | would have is | can't use that
transportation, because on a peak day, it's needed

el sewhere to serve the | oad.

Q And you can't use it on a non-peak day?
A Some of it, | can't. The TF-2, sonme of
those, | can't, no.

Q Al of it, you can't?

A No, not all of it, but, again, | can't go
out there and do a deal to bring firmsupply up if,
at a nonent, the transportation needs to be used to
serve the Utility, | now have a custoner that | can't
get supply to. So | have a difficult time putting
that into ny resource stack

Q So it's your testinony that at no tinme has
AE used Avista Utilities' Jackson Prairie storage for
the LNG storage capacity for non-Utility purposes?

A We use the Jackson Prairie to serve the
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| oad, and LNG is a peaking resource that's there to
serve the | oad should supply not cone up. W have
used LNG

Q And then, lastly, you said that AE expects
to earn between a mllion and a mllion-three off the
mechani sn?

A That is correct.

Q And that's inclusive of the $900, 000 fl at

A That's correct.
Q So in addition to the flat fee, you're
expecting to make to 200 to $400, 000 additional ?
A That's correct.
Q Are you willing to have that capped in any
mechani sm approved by this Conm ssion to that |evel?
A No, |'m not.
MR, TROTTER: That's all | have. Thank you.
JUDGE MACE: M. Cromnel | .
MR, CROWELL: Nothing further, Your Honor.
Thank you.
JUDGE MACE: Thank you. You're excused.
THE W TNESS: Thank you.
JUDGE MACE: We'll take a 15-m nute recess.
(Recess taken.)

Wher eupon,
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1 CATHERI NE ELDER

2 havi ng been first duly sworn by Judge Mace, was
3 called as a witness herein and was exam ned and
4 testified as follows:

5 JUDGE MACE: Pl ease be seated. M.

6 Cromnel | .

7 MR, CROWELL: Thank you, Your Honor
8
9 DI RECT EXAMI NATI ON

10 BY MR. CROWELL:

11 Q Ms. El der, please state your nanme and

12 busi ness address for the record.

13 A Cat herine Elder, address is 20310 -- |I'm
14 sorry, 2710 Gateway Qaks Drive, Suite 300, in

15 Sacranmento, California.

16 Q And you filed testinony with acconpanying
17 exhibits in this case; is that correct?

18 A That's correct.

19 Q And those were previously admtted as

20 Exhibits 251-C, 252, 253-C 254-C, 255, 256, 257-C,
21 258-C, and 259. Do you have those in front of you?
22 A | do.

23 Q And are you al so aware that on Septenber
24 18th, at the prehearing conference, we nmade certain

25 errata corrections, and are those reflected in the
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1 copies of the testinony you have before you?

2 A They are.

3 Q Wth those errata corrections, are there any
4 ot her corrections you need to nake, or are those

5 exhibits true and correct, to the best of your

6 know edge?

7 A They are.

8 Q And were | to ask you the same questions

9 posed in that testinony today, would your answers be
10 the sane?

11 A Yes, they woul d be.

12 MR. CROWAELL: Your Honor, Ms. Elder is now

13 avai | abl e for questioning.

14 JUDGE MACE: M. Meyer.

15 MR, MEYER: Thank you.

16

17 CROSS- EXAMI NATI ON

18 BY MR. MEYER:

19 Q Good afternoon, Ms. Elder.
20 A Good afternoon.
21 Q In |l ooking at your testinony, | believe |

22 have this right, but you stated you worked at Pacific
23 Gas and Electric from 1985 to 19917
24 A That woul d be correct, yes.

25 Q While you were there, did you personally
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1 purchase or sell gas on a day-to-day basis?

2 A If what you nean by that is as a trader, no,

3 I was not a trader. | was in the gas purchase group

4 t hat devel oped policy, including PGE s gas purchase

5 policy, that opined on inplenenting that policy.

6 was part of the natural gas -- the nonthly spot gas

7 group that opined on and inplenented that policy,

8 t hose sorts of things.

9 Q But you did not -- you were not immediately
10 and directly involved in the day-to-day purchasing
11 function, were you?

12 A Not insofar as inplenmentation on a

13 day-to-day basis, no.

14 Q Ckay. Now, likew se, have you personally

15 and directly involved yourself with the rel ease of

16 pi peline capacity on a day-to-day or short-term

17 basi s?

18 A Not in a trading context, no.

19 Q Okay. Now, have you otherwi se directly been
20 engaged in arranging for the transportation of gas in
21 a segnented -- strike that.

22 Have you participated directly in segmented
23 capacity rel eases?

24 A Have | arranged for capacity segnmented

25 contracts or have | arranged to rel ease capacity on a
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segnented basis, no, | have not arranged to rel ease
capacity.
Q Okay. | believe you nmentioned in your

testimony that there are three basins from which gas
is procured under this benchmark mechanism Would
you agree?

A General ly, yes.

Q What are those three basins?

A We woul d generally refer to them as Rocki es,
or Rocky Mountain supply, the Al berta basin, part of
the Western Canadi an sedi nentary basin, and the third
ostensi bly would be British Col unbia Gas, which
soneti mes we separate out fromthe WCSB and soneti nes
don't.

JUDGE MACE: You're going to have to sl ow
down a little bit. What's WCSB?

THE W TNESS: Western Canadi an Sedi nentary
Basi n.

JUDGE MACE: Thank you.

Q Now, which -- of course, you're aware of the
pi pelines from which capacity is contracted for on
behal f of Avista, don't you?

A Yes.

Q And those two are?

A Those woul d be Nort hwest Pipeline and
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Pacific -- what | call Pacific Gas Transm ssion.
Q Sur e.
A Today | believe known by a revised nane,

gi ven the PGE bankruptcy and given the NEG
bankruptcy, it's now NEGT.

Q Okay. And of course, | assune you are
famliar with any bottl enecks on the pipelines in
terms of flows?

A Generally. | mght not know of a specific
bottl eneck existing on a specific day, but, for
exanple, if you want to tal k about constraints on the
Col unmbia Gorge, |I'mcertainly generally know edgeabl e
that those constraints exist and that Northwest
Pi peline has just inplenmented a pipeline expansion to
correct those kinds of restraints and reduce the
reliance on displacenent capacity and calling OFCs
for customers in the Corge.

JUDGE MACE: |'msorry, what's --

THE W TNESS: OFGs.

JUDGE MACE: And what are those?

THE W TNESS: Operational flow orders.
JUDGE MACE: Thank you.

Q Are you aware of the extent to which there
is excess pipeline capacity available in the

Nor t hwest ?
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A. In the general sense that there is excess
capacity, yes.

Q Do you have any sense of the magnitude of
t hat excess capacity?

A. Ironically enough, |I've calculated it within
the last week for a client report, but |I don't have
t he nunber in m nd.

Q So when you prepared your testinmony in this
proceedi ng, that was several weeks ago; correct?

A. It -- we filed the testinony in July, so
several nonths.

Q And at that time, did you have in mnd a
nunber or an order of magnitude with respect to
excess pipeline capacity?

A ["mnot sure | needed to do that, no.

Q Okay. Still on the subject of capacity
rel eases, you're suggesting, if | read your testinony
correctly, that Avista Energy should be able to
achi eve approximately $10 nmillion annually in
capacity rel ease revenues; correct?

A We put that calculation in the testinony,
yes.

Q Ckay. Now, you nmeke several assunptions in
getting to that nunber, don't you?

A Yes.
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MR, CROWELL: Excuse nme, Your Honor. Does
M. Meyer have a citation to the testinony that we
could all refer to?

MR. MEYER: Yes, if you need to, it's her
251-T, page 13, lines three through five. Don't know

that you need that for purposes of this, but you're

MR. CROWELL: Thank you.
MR. MEYER -- you're welconme to. Okay.

Q Okay. Anpbng the assunptions that you nade
in arriving at that figure was that the -- you used
the average Tier 1 and Tier 2 |oads per day, based on
t he conbi ned Washi ngton and | daho jurisdictions,
didn't you?

A. I'"msorry, what page and |ine?

Q Well, ny reference here is to your Exhibit
251-T, page 13, lines three through five.

A I"mnot seeing a reference to the Tier 1 and
Tier 2 there.

Q I"'msorry. M reference was to the 10
mllion at that -- did you, anmpong your assunptions,
did you use the average Tier 1 and Tier 2 |oads per
day for the conbi ned Washi ngt on and | daho
jurisdictions?

A | used the nunber, the | oad nunbers from M.
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Gruber's exhibit.

Q Did that include both Washi ngton and | daho,
or do you know?

A | do not know off -- at this nonent.

Q Ckay. Secondly, did you -- did you assune
that the difference between the average | oad for each
nonth and the total capacity for each of the
transportation contracts woul d be otherw se avail abl e
for rel ease?

A. Woul d you say that again for ne?

Q Sure. Did you assune that the difference
bet ween the average | oad for each nonth and the total
capacity for each of the transportation capacity
contracts, that that difference would be otherw se
avail abl e for rel ease?

A Yes, | think that is essentially correct,
and we made sone all owances for the difference
bet ween the average | oad and ostensi bly a peak | oad,
but as a ballpark figure, that was the basis.

Q Haven't you therefore assuned that --
assunmed the rel ease of capacity that is otherw se
necessary to cover |oad swi ngs over and above the
average | oad?

A Well, | think that with a caveat that | just

gave you that we nmade sone all owance around that to
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1 capture the peak | oad above that average, that ny

2 answer to you would be, no, | did not.

3 Q Okay. And where have you ot herwi se

4 addressed that or adjusted that assunption?

5 A. At line 17, on page 12, | nmentioned, using
6 the nonthly |oad profile shown at page three in

7 Exhibit RGH 2, | added an additional 10 percent

8 reserve margin.

9 Q So is it your testinmony that that reserve
10 mar gi n sonehow captures the difference between

11 average | oad and peak day | oad?

12 A In a general sense, that's what it's

13 i ntended to do.

14 Q Wuld it be prudent for a utility to retain

15 enough capacity to nmeet peak |oad conditions?

16 A It depends.
17 Q When would it not be?
18 A VWhen would it not be prudent to hold enough

19 capacity peak demand?

20 Q Yes.

21 A If you were in a market where you had a very
22 strong sense that there were alternative suppliers

23 that you could access via a call option, or if you

24 had storage near your |oad center, which was under

25 your sole control, it might very well be the case
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that you woul d choose to not hold capacity to neet
your -- interstate pipeline capacity to neet your
peak day denmand.

Q Do either of those two assumptions ring true
with respect to Avista Uilities, do you know?

A | don't know for certain.

MR, MEYER. That's all | have. Thank you.

EXAMI NATI ON
BY CHAI RWOVAN SHOWALTER
Q Just so that I'mclear, the witness' | ast
answer, or the -- just previous, the nore extended
answer was an answer to when would it be prudent not
to reserve peak -- it was a funny construction of the
guestion and answer. It sounded as if you were
sayi ng when would it not be prudent not to have peak.
Was your answer when -- did your answer address the
guestion when mght it be prudent not to reserve for
your peak?
A I think so. | think that's the question M.
Meyer asked ne.
MR. MEYER: Yes, it is, thank you.
THE WTNESS: And | think that's the
gquestion | managed to answer.

CHAI RWOVAN SHOMWALTER: | think you did, too.
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1 Thanks.

2 JUDGE MACE: Okay. | don't show any ot her
3 cross-exanination for Ms. Elder, so the

4 Commi ssioners, if they have questions, this is the

5 opportunity.

6 CHAl RMOVAN SHOWALTER: | have one question
7 Q And it's surrounding the issue of the 69
8 cents per mllion Btus versus -- | don't know what

9 the other figure is. Let's see.

10 MR. MEYER | think it was 27.

11 Q Twenty-seven cents. And |'m sure you've

12 read the rebuttal testinony of the conmpany and heard

13 sonme di scussion of it today with M. Guber. And

14 want to know whether you still think that -- first,
15 is 69 cents accurate? 1Is that your calculation?

16 A Si xty-nine cents was not ny calculation. M
17 cal cul ati on was shown at page 12, line 14 of ny

18 testi nony.

19 Q Let's turn to that. I'mnot turned to it
20 right now. So that's 251, page 127

21 A Correct.

22 JUDGE MACE: It's a confidential page; is
23 that right?

24 THE WTNESS: It is a confidential page,

25 yes.
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Q | take it -- okay. Page 12, line --
A Fourt een.
Q Fourteen. GCkay. Now, so you derived the

cents per MMBtu on line 14 fromthe figures in the
previous lines; is that correct?

A Correct.

Q And just so sonebody can clue nme in, you're
wor ki ng of f of DR-57. \What exhibit nunmber is that,
if someone knows?

JUDGE MACE: That would be Exhibit 11
Staff DR-57 should be Exhibit 11, M. Norwood's
exhi bit.
Q So maybe we -- all right. Well, know ng now
what the source of your calculation is, do you stand
by the confidential nunmber in your testinony at page
12 as a correct assunption for Avista Energy and/or
Uility to benefit fromthe basin supply
opti m zation?
A The 72 cents represents --
Q Well, it says that's confidential
MR. MEYER It's fine.
THE WTNESS: And | just said it, didn't 17?
MR. MEYER  That's fine.

Q Al right. W're not worried about that

nunber. So you're saying it's 72 cents, which of
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course is even higher than 69 cents?

A It is. Wat that nunber represents is that
average effective cost of the pipeline transportation
t hat Avista hol ds.

Q Cost ?

A. Cost. Average effective cost. So in other
words, it takes the pipeline demand charges and
divides it by the total amount of capacity that
Avi sta hol ds.

Q Al right. Well, I'mvaguely follow ng you,
but now, if you're going to derive a potentia
benefit of basin optinization, why -- did you, and if

so, why would you use this cost?

A What woul d be better to use would be to use
the actual cost that -- of Avista's transportation
capacity. So in other words, | calculated the

average effective cost at basically their |oad
factor. So in other words, if you took the capacity
that they hold and you | ook at how their actua
t hroughput conpared to that, it's pretty expensive
relative to the actual cost, actual tariffed cost of
the transportation.

If | substitute a number that's -- that is
closer to the actual tariffed cost, indeed you would

see the nunber that's in exhibit -- I'"mgoing to
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space on the exhibit nunber -- 254, where we

cal cul ated the 13 kind of nunber.

Q Well, the reason |'m confused about all of
this is that I -- in the earlier discussion, | didn't
think we were tal king about cost. | thought we were

tal ki ng about constraints in a tariff on what could
be char ged.

A You're correct. You're not confused. The
tariff constrains the price that can be charged in

the open nmarket to cost.

Q To cost or to a number?
A To a number that's cost.
Q Well, in any event, when one is trying to

cal cul ate potential benefits from basin optim zation,
doesn't one need to bear in mnd constraints, if any,
i ncludi ng regul atory constraints, on what | would
have said one can charge?

A I will agree with you.

Q Al right. And if that's the case, do you
agree with M. Gruber that, for sales that are not
off-system | think is the term that constraint is
27 cents?

A. I'"d have to | ook up at the tariff, but |
wi |l accept, subject to check, that the tariffed

rate's 28, 27 cents.
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Q Al right. And then there are sone
of f-system sal es that are not subject to that
constraint?

A That's correct.

Q And do you agree that you would want to
cal cul ate sonme kind of projection about off-system
sales and, | forgot the term on-system sales.

JUDGE MACE: Capacity rel ease

Q Capacity rel ease, thank you. In order to
project the kinds of benefits you m ght nake from
basin optim zation?

A Yes, | think | agree.

Q All right. Now, did you nake a projection
of basin optimn zation benefits?

A No, | did not.

Q Well, then, what is Exhibit 254-C? Let's
see.

A 254-C was a cal cul ation of potentia
capacity rel ease revenues.

Q That you made?

A That's correct.

Q Well, is this the kind of calculation one --
strike that question.

In your mind, what's the purpose of this

exhi bit and your cal cul ati ons here? What does it
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1 denonstrat e?

2 A The purpose was to try to explore whether or
3 not $3 million was roughly in the ballpark of what
4 Avi sta shoul d expect to obtain in ternms of capacity
5 rel ease revenues in the market.

6 Q And what does it show -- bear in mnd this
7 is confidential, so |'mnot sure -- you could point
8 to me what figure instead of three nmillion is the

9 appropriate one, if this calculation shows that?

10 A Wel |, the cal culation shows a nunber that

11 begins with one-three.

12 Q In the bottomright-hand corner?

13 A Correct, in the bottom right-hand corner
14 t here.

15 Q Al right. But doesn't that nunber assune

16 or use a 69-cent figure instead of a combination 27
17 cents, no limt, weighted by capacity rel ease and

18 of f-system suppl y?

19 A It uses the 72 kind of nunber.

20 Q Al right. Now, if the 72 kind of nunber is
21 not accurately reflective of potential benefits, why
22 are you using it here, or at |east why are you

23 purporting to have this docunent denonstrate that the
24 potential value's really nuch greater, much greater

25 than three mllion?
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A. We focused, in preparing the testinony on
the average effective cost of the transportation and
not the tariffed rate.

Q Okay. So is another way to put all this is
that focusing on the effective rate is not a very
good indicator or basis upon which to project
potential benefits fromoptim zation?

A I think I'"lIl agree with that.

CHAI RAOMAN SHOWALTER: Okay. Thank you. |
think that's all | have for now. Thanks. | m ght
have had anot her one, but --

COW SSI ONER HEMSTAD: | don't have any
guesti ons.

COW SSI ONER OSHI E:  No questi ons.

CHAl RMOMAN SHOWALTER:  You know what, | do
have one nobre question.

Q | believe it's -- there's discussion in your
testimony, as well as M. Parvinen's, about the
i mportance of being able to trace actual costs or to
make sure that cost advantages are, in fact, passed
on to Avista Uilities. And I'msorry, | can't point
at this nmonment to your testinony, but my npst genera
question is when one is dealing with a contract or a
hedge or an incentive, is it, by definition, one is

nmovi ng off of the |lower of market or cost and noving
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onto sonething different, which is an incentive
mechani sm or hedge, which poses sone kind of screen
from seeing actual cost, and isn't that really the
purpose -- not the purpose of it, but a necessary
ef fect of hedges and benchmarks and incentives?
Maybe not benchmarks, but hedges and incentives.

And the policy issue is is the benchmark and
incentive ultimately going to be nmore effective than
something that is nore trackable, neaning | owest of
mar ket or cost?

A | agree with what you said about the hedge

and incentive and separating out benchmark in that |

think that you're -- it's true that you can think of
a hedge as a restatenent of cost. In other words, it
takes -- you know that you're going to face a cost on

a variable basis at first of nonth index, let's say,
so the cost will change every nmonth. Whatever that
cost is will be whatever the market sets it at and
you' |l face that every nonth.

What you do in one type of hedge would be to
swap that variable cost for a certain cost, and it's
not probably correct to say that one wasn't your cost
or the other was your cost; sinply that you
transforned the cost fromone type of way to incur it

to a different type of way to incur it.
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Q Right. So for exanple, if Avista Utilities
takes this function in-house, it mght well execute a
fixed price contract or a hedge or a financial hedge,
right, in which case that would be its cost, but we
woul d not know what the person on the other side of

the contract or financial hedge did to deliver?

A | think that's also correct, yes.
Q So now we're tal king about, aren't we, just
a simlar contract, or you can call it a hedge,

between Avista Utilities and Avista Energy, am|
right so far?

A Yeah, that sounds -- seens |ike a reasonable
way to think of it, in sonme respects.

Q So the elenent that's interjected here is
the fact that the party on the other side is an
affiliate?

A. Tr ue.

Q And -- or may be an affiliate, depending on
how you read a statute. So | get to the issue not
that -- it's a given that a hedge or an incentive
mechani smis probably not going to be able to track
actual costs or at |east a guarantee of the | ower
mar ket or cost; otherwi se we wouldn't have a hedge?

A That's true.

Q So don't we need to deci de whet her a hedge
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or a incentive mechanismis appropriate if it's
undertaken with an affiliate?

A Yes, | think you do need to decide that.

Q Al'l right.

A And | think what both M. Parvinen and
were getting at in that part of our testinony that
went to those questions was what you'd like, | think,
or what ratepayers would like, if we could talk to
themall as a group, would be to know that the price
that they pay in their rates for natural gas sonehow
reflects the cost of the gas, that they're paying a
reasonabl e price for that gas.

Q Well, you have a statenment here that you
think that a guarantee ought to be 10 million. ['m
assum ng that that's an I daho and Washi ngton figure.
| don't knowif it is or isn't, but do you think that
that is a reasonable -- actually a reasonabl e anount
for Avista Utilities to pay Avista Energy? No,
excuse ne, the reverse, that the deal should be
struck differently and Avi sta Energy shoul d guarantee
Avista Utilities $10 mllion, whether or not that's
Washi ngton or Washi ngton/ | daho?

A Well, 10 in this context would seema little
excessive. That was in the context of trying to | ook

at capacity rel ease revenues. Wether -- if you're
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aski ng the question should -- what should Avista
Energy pay to Avista Utilities in exchange for the
privilege of -- privilege, in quotes, of managing its
procurenent activity or undertaking all these tasks
on behalf of the Utility, | don't think that there's
actually anything in nmy testinony that would give you
a total ballpark figure for doing the job, if you
will.

Q Okay. And | apol ogi ze for m sreading that

earlier figure. Thank you.

EXAMI NATI ON
BY COW SSI ONER HEMSTAD:

Q I would like to pursue one point. And in a
certain sense, this is the ultimte question, it
seens to nme. In what you address in your testinony,
and that is are the -- are Avista's utilities
custoners getting a good deal here or not, and you
say they are not, and then there are references to
your Exhibit 256. And I'm-- | would appreciate it
if you could wal k me through that exhibit so that |
understand what it's saying.

A. Sure. 256 tries to do a very high-Ieve
view, big picture view of let's take Avista's cost of

gas and conpare it to what it would |l ook |ike if they
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had just bought gas at the basin weighting
percentages fromthe three basins. So if they bought
gas fromthe Rockies, gas out of Alberta, gas out of
British Colunmbia, at the basin weighting percentages
that are in one of M. Guber's exhibits, which I
will never identify for you correctly, --

Q But they're the percentages we've been using
here consistently?

A Exactly, exactly. And we just cal cul ated
with first of nonth index prices fromthose basins
times those basin weighting percentages what the cost
of gas woul d have been. And we sinply then conpared
that to Avista's actual cost of gas. Avista' s actua
cost of gas came to us froman answer to a data
request. It's in the colum that's | abeled Avista
commodity PC-9 answer. And so if you read all the
way down the page from over the period Septenber 1999
to April 2003, that was all the data that we had
available to us, Avista's average cost of gas would
have turned out to be $3.97 cents, whereas if we had
taken the first of nmonth index prices tinmes the
percent ages, we would conme up with a cost of gas that
was 75 cents per MvVBtu higher. And |I'msorry.
just said higher. | should have said |ower. It

woul d have been 75 cents | ower.
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1 So it would appear, just on a very

2 straightforward, first of nonth index basis, that the
3 total average cost of gas to consunmers was 75 cents

4 hi gher than had Avista just bought at the basin

5 wei ghti ng percentages. Now, granted, they've got

6 some hedging activity involved. They didn't buy al

7 of their gas at these percentages. But this exhibit
8 just sinply tried to take a big picture view and say,
9 Well, what if. What can we take their result and

10 conpare it to and try to nake sone sense of it.

11

12 EXAMI NATI ON

13 BY CHAI RWOVAN SHOWALTER:

14 Q But isn't that the classic hindsight? |

15 mean, there woul d al ways be sonething you could

16 derive that would do better than what actually

17 happened. | nean, we are presented with this

18 frequently. A conpany starts out on sone kind of

19 plan and there really is quite a range of what m ght
20 be reasonable, and then it plays out, and virtually
21 al ways there is sone other arrangenent that sone
22 ot her conpany actually did that turned out better, so
23 sone gas conpani es buy a whole |lot in advance, others
24 go nonth-to-nmonth. History plays that out in

25 different ways. So we don't know whether Avista
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Uilities would have done exactly this or would have
t hey done sonething very simlar to what Avista
Uilities did and maybe even | ost nore or maybe | ess.

A Sure. No, and this was not intended to be
hi ndsi ght anal ysis, a hindsight analysis that says,
Oh, you shoul d have bought all of the gas at that
first of nmonth index, not at all. The point was nore
totry to give you, Conm ssioners, an exanple of --
you know, at the end of the day, you' ve got to fee
confortabl e that what you asked ratepayers to pay was
reasonabl e. Does the benchmark result in sonething
that you can | ook ratepayers straight in the face
about .

And so if you asked the question, Well, what

-- if they had done first of nmobnth index strategy,
what woul d that have | ooked |ike, and how does what
they actually achieved conpare to that. So | want to

gi ve you sone sense of a comnparison

EXAMI NATI ON
BY COMM SSI ONER HEMSTAD:
Q Well, | suppose the inference we are to draw
fromthis is if the conpany sinply nechanistically
bought based upon the first of nonth index prices in

those percentages, it would turn out better --
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1 substantially or neasurably better off, and you woul d

2 draw fromthat that sort of the expertise of Avista

3 Energy wasn't worth it?

4 A Well, this formulation of just sinply taking

5 the basin wei ghting percentages and buying at first

6 of nmonth index really wouldn't necessarily use any --

7 any special know edge or activity by Avista Energy.

8 Avista Utilities could inplenment this.

9 Now, the other thing that |I didn't tell you
10 or didn't say in calculating this nunber for you was
11 tell you whether 75 cents per MVBtu was -- you could
12 think of that differential as a prem um paid for
13 price stability. And | did not comrent to you as to
14 whet her | thought that was too high a prem umto pay
15 for price stability, but that's one way of |ooking at
16 this difference, and that's one way that you can | ook
17 at the results that either Avista Energy or Avista
18 Uilities would get for you.

19 Q Well, 1'Il ask the question. \What is your

20 view as to whether price stability is worth that

21 price?
22 A Seventy-five cents seenms |like a lot. On --
23 | probably will think of it this way. On an average

24 cost of gas that cane out to be roughly $4 per MVBtu,

25 75 cents is close to 25 percent of that.
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Now, to be fair, if you think about the fact
that this covers the period during the price spike,
you can see, if you | ook at Novermber '00 and Decenber
'00, prices being in the 13 and $14 per MVBtu range
for those two nonths on a first of nonth index basis
at Sumas. Those are extraordinary prices. You have
a lot of prices in the six and $8 range, as well. In
that context, 75 cents may not be so bad, but it's a
ot -- fromny personal perspective it's a lot to
swal | ow

COW SSI ONER HEMSTAD: Okay. Thank you,
that's all | have

JUDGE MACE: All right. M. Crommell
redirect?

MR, CROWELL: Thank you, Your Honor

REDI RECT EXAMI NATI ON
BY MR CROWAELL:

Q Ms. El der, Conmi ssioner Henstad asked you
sort of his bottomline question of whether you
t hought it was a good deal or not, | think was his
| anguage. What is your primary reconmendation to the
Commi ssion in this proceedi ng?

A We recommended that the mechani sm not be

adopt ed.
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Q M. Meyer asked you a nunber of questions
regardi ng your experience back at PGE in California.
Do you recall those?

A General ly.

Q And regarding the purchase and sal e of gas,
pi peline capacity, segnented capacity release, is it
correct that you directed the activities of
i ndi vi dual s who did performthose functions?

A No, | probably wouldn't say that, either,
although it is true that nore recently one of ny
assignnments involved the California Departnent of
Water Resources as a result of certain actions
undertaken by the state of California during -- after
the power crisis, helping those folks get their gas
pur chase operation up and running. But ny
i nvol vemrent in those activities at PG&E were mnuch
nore in the nature of being a nenber of the spot gas
wor ki ng group and anal yst who hel ped coordinate
regul atory issues with the day-to-day operationa
i ssues.

When we got into things in 1989 and ' 90 and
91 in terms of doing capacity rel ease on PGT, |
actual Iy devel oped the program under which Pacific
Gas and Electric released its capacity on PGI and got

FERC to approve it prior to Order 636 being issued.
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So I've had a lot of involvenent in those kinds of
operational things, but did not actually do trading,
as it were.

Q You al so used the term OFO. Whuld you j ust
pl ease define that phrase?

A. Operational floworder. And | like to think
of it as parties are playing nusical chairs and the
nmusi ¢ stops, and an OFO is a pipeline saying, |'m
going to stop the nusic and you better get in line
now or sit on your chair now. And by sit on your
chair, what they mean is that you need to bring your
usage i nto exact bal ance, and sonetines there's a
tol erance band around that, but in essence, into
exact bal ance with how nuch gas you're putting into
t he pi peline.

Q And what is the purpose of a pipeline
manager i ssuing an OFO?

A A pi peline manager could have to issue an
OFO when parties are taking nore gas out of the
pipeline -- collectively, parties are taking nore gas
out of the pipeline than they're putting in.

Q And you al so had sone discussion with the
Commi ssioners regarding auditability of a benchmark
mechanism |Is it true that you -- Avista could

propose a benchmark that woul d be nore auditabl e than
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1 t he benchmark nechani smthat is proposed here?

2 A | certainly thought so, yes.

3 MR, CROWELL: | have nothing further, Your
4 Honor .

5 JUDGE MACE: Anything else, M. Meyer?

6 MR, MEYER: Just a few foll owons, please.
7

8 RECROSS- EXAMI NATI ON

9 BY MR. MEYER
10 Q Just to be clear about this, are you
11 recommending that a utility or, in fact, this

12 utility, buy all of its gas at first of nonth

13 i ndexes?
14 A. No, I'm not recomrendi ng that.
15 Q Because if one were to do that, if the

16 Uility were to do that, would that subject the

17 Uility and its custoners to fairly substantial price
18 volatility?

19 A. | agree that it would subject themto

20 volatility, and part of the Uility's job should be
21 to manage that volatility.

22 Q And isn't it true that, over tine, with

23 hedgi ng, there will be occasi ons when the hedgi ng

24 activity will provide |ower costs than a first of

25 nont h pur chasi ng?



0474

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A. We hope so

MR. MEYER: That's all. Thank you.

JUDGE MACE: All right. Thank you. You're
excused.
Wher eupon,

M CHAEL P. PARVI NEN

havi ng been fist duly sworn by Judge Mace, was call ed
as a witness herein and was exam ned and testified as
foll ows:

JUDGE MACE: All right. Please be seated.

DI RECT EXAMI NATI ON
BY MR TROTTER

Q M. Parvinen, would you pl ease state your
name and your position?

A M chael P. Parvinen, |I'ma regulatory
anal yst .

Q And who is your enployer?

A. Washington Utilities and Transportation
Commi ssi on.

Q And in the course of your enploynent with
the Commi ssion, did you prepare testinony and
exhibits in this case?

A Yes.

Q And am | correct that the follow ng exhibits
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1 were prepared by you or are documents prepared by

2 others that you're relying on: Exhibit 201-T is your
3 direct testinmony, and then you're al so sponsoring

4 Exhi bits 202 t hrough 208, 209-C, and 210 through 212;
5 is that right?

6 A Yes.

7 MR. TROTTER: Your Honor, because those

8 exhi bits have been adnmitted, M. Parvinen is

9 avai l abl e for cross.

10 JUDGE MACE: M. Meyer.

11 MR, MEYER: Thank you.

12

13 CROSS- EXAMI NATI ON

14 BY MR. MEYER

15 Q Good afternoon.
16 A Good afternoon
17 Q Let's turn first to the subject of basin

18 wei ghtings. Doesn't Staff suggest in its testinony
19 that there should be nmore flexibility in setting the
20 supply basin percentage wei ghtings, essentially doing
21 so nmore frequently than once a year, as is now the

22 practice?

23 A. Yes, that's right. 1In ny testinony I

24  propose twice a year

25 Q Isn'"t it true that once the basin weighting
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percentages are established for the upcom ng year
that this serves to provide a guide for the anount of
excess pipeline capacity that is available from each
suppl y basin?

A Yes, it does.

Q Doesn't this allow the conpany to plan for
| onger term pipeline releases and of f-system sal es?

A. Yes.

Q Doesn't pipeline transportation flexibility
al so need to be reserved for the use of Jackson
Prairie storage transactions in order to provide
service under a variety of |oad conditions?

A Yes.

Q If Avista were to inplenment changes in basin
wei ghtings, as recomended by Staff, that is to say
do it say twice a year, wouldn't the |longer term
non-recal | abl e capacity rel eases need to be nodified
to allow for greater flexibility, given the change in
basi n wei ghti ngs?

A No, | don't believe they would. We would
only be -- what | was referring to in changing the
wei ghtings woul d be the difference between, for
exanpl e, the Rockies, it has a variable of somewhere
between 18 and 25 percent. Those constraints already

take into consideration those |onger term capacity
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1 rel eases.

2 If the conpany were to do other long-term

3 capacity rel eases that would affect those paraneters,
4 as |'ve stated also in ny testinony, that those could
5 be built into those basin wei ghtings when they were
6 changed.

7 Q Is it your position that near and let's say
8 m d-range to | onger term capacity rel eases woul d not
9 be disturbed if one were to change the basin

10 wei ghtings in the mddle of the year?

11 A I think | mssed your question. Wre you
12 saying that is it ny testinony that those woul d not
13 change, or am | recomrendi ng?

14 Q That if one were to adopt your

15 recommendati on to change basin weightings twice a

16 year, wouldn't a conpany have to essentially recall
17 if you will, sone of its longer term capacity

18 rel eases to match up with the revised basin

19 wei ghti ngs?

20 A No, those would already be in place and they
21 woul d be reflected in what the proposed wei ghtings
22 goi ng forward woul d be.

23 Q So you see no connection between revising
24 basin wei ghtings and the extent to which the conpany

25 can enter into |longer termcapacity rel eases?
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A. I think they go hand in hand and can be
refl ected upon each ot her.

Q Are | onger term capacity rel eases generally
worth nore than short term or near term capacity
rel eases, or do you know?

A. I guess, in general, | would say that
| onger termrel eases woul d have nore val ue.

Q In terns of the quantification of custoner
benefits as a result of this mechanism you
understand that the conpany has nade the case for
annual benefits that approxinate 2.6 mllion a year?

A Yes.

Q Okay. Now, Staff, on the other hand, argues
that custoners would, in fact, benefit in the anmpunt
of a mllion-six were the procurenent functions
returned to the Uility. Do | have that right?

A. That's correct.

Q And can we agree that far and away the two
| argest differences between Staff and the conpany in
that regard have to do with essentially two areas?
One is load volatility and the second has to do with
transportati on benefits?

A Yes.

Q Okay. Wth regard to | oad vol une

volatility, is it your judgnent, M. Parvinen, that
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the cost to serve daily load volatility is zero?

A Yes, that's what | projected in my anal ysis.

Q Okay. Is that judgment -- is that judgnment
supported by any specific cal cul ati ons?

A Yes.

Q Okay. |I'msorry, are you finished?

MR, TROTTER. He was about to conplete his
answer .

THE WTNESS: | was going to expand on where
those are denonstrated. One of the things | said in
nmy testinony was that, on any given day, the conpany
has the ability to inject or withdraw from storage to
neet those daily needs. And also in my testinony, |
said that there were tinmes when that would not be
possible and -- but on those tinmes when it woul d not
be possible, that there were offsetting factors.

Q Okay. Now, in fact, don't you assunme, in
your words, that these, quote, unquote, positive
situations can offset the times when physica
constraints create actual costs beyond the first of
nont h i ndex?

A Yes.

Q Ckay. Do you have before you a copy of what
has been adm tted as Exhibit 56, and that is your

response to Avista's Data Request Nunber 17
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A Yes, | have that.

Q Okay. Turning to page one of two of that,
your first paragraph, first two paragraphs read, M.
Parvi nen's testinony -- and this is your response --
addresses that part of Avista's analysis that assunes
all volatility is purchased and sold at the gas daily
i ndex creating a net cost as conpared to the FOM
i ndex. M. Parvinen challenges Avista's assunption
because, in his judgnment, there are situations in
which a net benefit occurs that can offset those
situations when a net cost occurs. To formhis
judgment, M. Parvinen nmade no specific cal culation
to measure the positive situations described in his
testinony. It would be very difficult to perform
such a cal cul ati on, because there are nmamny vari abl es
that could affect the decision-nmaking process.

And then, granted, you go on to offer a
further explanation. Have | at |east read that nuch
of it correctly?

A Yes.

Q Okay. Sinply put, haven't you, through the
exerci se of your judgment, w thout the benefit of a
specific calculation, sinply zeroed out or assuned
away the cost to cover Tier 3 load volatility?

A Well, | made -- | did nmake the assunption
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1 that those offsetting benefits would offset the cost.
2 Upon receiving the conpany's rebuttal testinony, |

3 did -- well, the conmpany's rebuttal testinony

4 provi ded what those offsetting benefit nunbers could
5 be, and Iikewi se, | also | ooked at one of the

6 particular nonths. |In ny testinony, | gave an

7 exanpl e of October as a nonth when storage was ful

8 going into October, so that if |oads were | ess than
9 average, there would be excess vol unmes and you woul d
10 not be able to put those into storage, so you nay be
11 forced to sell those into the market. That may

12 produce a cost.

13 So | happened to | ook at Cctober of 2002,

14 and i ndeed that was a nonth that started off with

15 | oads being |l ess than average, so the conpany woul d
16 have, under this nechanism sell into the narket, and
17 | followed Cctober through to see what woul d happen

18 It ended up producing a cost of about $8, 500.

19 Q So you picked a nonth to do that analysis
20 with?

21 A Yes, in ny testinony, | described a shoul der
22 -- shoul der nonth as bei ng exanpl es, Cctober on one

23 end and | believe April on the other end, when
24 storage woul d be enpty, so you would not be able to

25 pull storage since it would already be enpty.
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Q Now, you refer to the rebuttal testinony of
the conpany presented by M. D Arienzo, that provided
an analysis in the formof four possible scenarios

for the period Septenber 1999 through February 2003;

correct?
A Yes.
Q Does that analysis -- do those cal cul ations

purport to denobnstrate that the positive occurrences

do not, in fact, offset the negative occurrences as

you assuned in the process of applying your judgnent?
A No, 1'd actually say just the opposite.

When | | ooked at those four analyses -- let ne pul

open M. D Arienzo's testinony and get to that page.

JUDGE MACE: Do you have that page in front
of you, M. Meyer?

MR. MEYER  Yeabh.

JUDGE MACE: What page is that?

MR MEYER It's his Exhibit 102-T, page
nine, lines 21 through 23, or thereabouts. Certainly
I think it's page nine, in any event.

MR, TROTTER: Go ahead and conpl ete your
answer, M. Parvinen.

THE W TNESS: As | described in ny
testi nony, scenario one would be a cost that would be

avoi ded by sticking the gas into storage, rather than
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selling it at a price less than the first of the
nonth. Li kewi se, scenario four would be a cost that
woul d be avoi ded because you could pull the gas from
storage and avoid buying the gas at a price increase.
Scenarios two and three woul d be exanpl es of
those offsetting factors that | described, which, in
this case, would be a positive value of about $2
mllion. This is over that roughly three and a
hal f-year peri od.

Q Do you understand that the negative nunbers
in the table reflect a benefit to the Uility as a
result of Avista Energy providing this service?

A | guess | was thinking in terns of the
Uility, if it had the mechanism The Tier 3 costs
woul d be a cost that the Utility would be picking up
and ny testimony is it would be avoiding it, so
guess these nunbers woul d be just the opposite.

Q Well, isn't that colum clearly entitled
(benefit), and the nunbers reflected bel ow that
colum, page nine, line 19, to the extent they're in
parent heses, reflect benefits, not costs?

A Well, this chart is to show the benefits
provi ded by Avista Energy to Avista Uilities, so if
the nechanismwere to revert back to the Uility,

these woul d be just the opposite. The $8 million
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1 woul d be a cost to the Uility, so that those

2 negati ve nunbers would be cost to the Utility if it
3 were providing them providing them

4 Q O conversely, to the extent that Avista
5 Energy is providing these services, there's a

6 benefit; correct?

7 A Well, that's what these nunbers represent,
8 yeah.
9 Q Okay, thank you. Turning to the second area

10 in which -- about which there is apparently ngjor
11 di sagreenent or it's a disagreenent about a nmj or
12 el enent, the cost benefit analysis, that has to do

13 with the estimted | evel of transportation benefits?

14 A Yes.

15 Q Haven't you reduced the estimted | oss of
16 transm ssion benefits fromtwo nmillion to zero?

17 A Yes.

18 Q Don't you essentially argue that the actua
19 | evel s of capacity rel eases and off-system sal es

20 revenues are not representative?

21 A They're representative of what the Utility

22 woul d be able to achi eve going forward, yes, | think
23 Q I'"msorry?

24 A Why don't you repeat that question, because

25 I thought | had the answer and then | confused
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1 mysel f.
2 CHAI RMOVAN SHOWALTER: And before you repeat
3 it, I know what chart you're tal king about, but can

4 you get ne on the page?

5 MR, MEYER: Sure. Actually, probably the
6 best thing is there's a side-by-side chart in M.
7 Gruber's rebuttal. | think it's page three of his

8 rebutt al

9 CHAIl RMOMAN SHOMALTER:  That's Exhibit --
10 JUDGE MACE: Fifty-three.

11 MR, MEYER: Fifty-three.

12 CHAl RWOVAN SHOWALTER:  Yes.

13 MR. MEYER: Just nmke sure everybody's --
14 Q And again, just so we're clear about this,

15 on that Exhibit 53, we had previously tal ked about
16 | oad volatility. Now we're tal king about the line
17 entitled estimated | oss of transportation benefits.
18 As you can see fromthe side-by-side, there's a

19 di screpancy of $2 mllion. Are you essentially

20 arguing that -- and I'll repeat the question, so we
21 make sure you have it in mnd. Are you essentially
22 arguing that the actual |evels of capacity rel eases
23 and of f-system sal es revenues are not representative
24 because they cover a two-nonth period during the

25 so-called energy crisis in which you contend Avista
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Energy was able to capture approximately 10 mllion
of net benefits?

A Yes.

Q And do you go on to characterize this as a
-- as an anomaly that you believe should be excl uded
fromthe evaluation of what the UWility could achieve
as conpared with what Avista Energy could achieve?

A. Yes.

Q Now, you reduce the benefits in your
anal ysis that Avista Energy actually achieved during
this anomaly period, didn't you?

A That's correct.

Q Did you al so reduce the | evel of benefits
that the Utility itself would have achi eved during
the sane so-called anomaly period?

A | did not. The reason for that was when
| ooked at the revenue in those two nonths for Avista
Energy, it was clearly, like | testified to, an
anomaly period, where those two nunbers were five and
a half million and six mllion. During the rest of
the period, the highest other nonth was approxi mately
900, 000. So | nean, those were clearly, far and
away, an anomaly. When | | ooked at the revenues that
it was estimated that the Utility would be able to

provi de, that sanme anomaly did not seemto exist, so
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I did not normalize those for purposes of the
cal cul ati on.

| did take a conservative approach in that
my Exhibit 209-C, in the mddle group on line 21
that actually showed a negative nunber.

MR, TROTTER: Can we just pause so we can
get to it?

THE W TNESS: Sure.

MR. TROTTER: Which line again? And
conti nue, please?

THE WTNESS: Line 21 actually showed a
negative nunber. | did not carry that negative
nunber over to that calculation in the chart. | left
it at zero, not at negative. So | was being
conservative to allow for that possibility, and
mentioned that in ny testinony.

Q Well, to be -- to be fair about it, wouldn't
it be nmore appropriate, if you' re going to nornmalize
one side of the equation, so to speak, to nornalize
the other? And if you're going to pull out 10
mllion on one side as anomal ous, why woul dn't you
pull it out on the other side, if the Uility had
been operating this nmechani sn?

A | 1 ooked at those nmonths, and it did not

appear that the anomaly existed. | have, since then,
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gone through and said, Ckay, well, fine. If we
normal i ze that period, what does this nunber conme out
to. And the negative nunber on line 21 does becone
slightly positive. It was -- would becone 230, 000,
which I would put on line six on that nunber, so if
you were to nornalize both sides, | cane up with a
nunber that was 230,000 instead of at zero.

MR. TROTTER: Your Honor, just for
clarification, line six was on what exhibit that you
woul d nove that figure to?

THE WTNESS: It would be ny Exhibit 208 or

JUDGE MACE: That woul d be what woul d appear

THE W TNESS: Yeabh.

JUDGE MACE: -- for estimated | oss of
transportation benefits in your table?

CHAI RWOVAN SHOWALTER: I n Exhibit 53, page
three.

MR. TROTTER Right.

JUDGE MACE: Right.

MR. TROTTER: And his side of that is 208.
So either place. Thanks.

CHAl RA\OMVAN SHOWALTER:  On |ine 19.

JUDGE MACE: Yes.
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MR, TROTTER: Yes, just for clarification
it would be on |ine 19 in Exhibit 53-T, page three,
but it's on line six of your Exhibit 208; is that
right?

THE W TNESS: Yes.

MR, TROTTER: Thank you for allowing nme to
clarify.

Q Anmong the alternatives you reconmend, is the
need for a conpetitive bid essentially putting this
mechani smout to bid for other third parties; is that
correct?

A Well, it was leaving the option up to the
conpany to either discontinue the nmechani smor put it
out for bid.

Q Woul d you agree that Avista Energy has
i nvested considerable time and effort over the past
several years to fully understand the nuances
involved in serving the utility under this mechanisnf

A Yes.

Q And in the process, hasn't it devel oped an
i mportant base of know edge specific to this Utility?

A Yes.

Q Wul dn't it take at | east as nmuch tine for a
third party new to the scene otherwi se unfanmliar

with Avista's |l oad requirenents to get up to speed?
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A. Well, I would guess -- | would say that the
RFP, the request for proposal, would put out
paraneters to fairly display to potential bidders
what woul d be expected and what those paraneters may
be. It would be up to those replying to be able to
neet any specific -- be able to neet specific needs.
I'"'m sure they would have a | earning curve

Q And do you expect that |earning curve to be
any shorter than Avista Energy's |earning curve?

A | have no idea

Q Now, to the extent that it takes -- or that
there is a learning curve and we do bid this out,
someone new arrives on the scene. For some period of
time, are Avista's custoners exposed to increased
risk and price exposure?

MR, TROTTER: |'Il object to the question
The witness testified that he had no idea the extent
or even if there would be a | earning curve, so the
assunption assunmes a fact not in evidence. |'l|
object to it.

MR, MEYER. |'msorry. Maybe |I didn't hear
the |l ast response. | thought he acknow edged there
woul d be a learning curve with a new person arriving
on the scene.

Q Woul d t here be?
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A. There would be a | earning curve for -- if
we're assuning that it was a different party that
actually won the request, then | woul d expect there
to be sone sort of a learning curve. Whether that
transfers into risks for customers is a whole
di fferent question.

Q To the extent that there is, and | won't
bel abor this, but to the extent that there is such a
| earning curve, doesn't that -- assune that to be the
case. Doesn't that subject the custoners to
i ncreased risk and price exposure in the neantinme?

A I would actually think not.

Q So sone -- |'mhaving trouble, | guess,
under st andi ng that response. To the extent that a
new entity, a new party arrives on the scene that is
not as conversant with the mechanismand with the
needs of this Uility as Avista Energy is, are you
saying that there would be no difference in how rmuch

exposure to risk there would be to Avista Uilities

custoners. |s that your testinony?
A My testinmony is that, under ny alternative,
that the company would put the -- not the benchmark

mechani sm but the gas procurenment function out to --
for conpetitive bid.

Q But that wasn't ny question. Does the
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i ntroduction of a fresh face, given the | earning
curve and assum ng a |earning curve, does that
subject Utility custonmers to greater risk in the
meant i me?

A. Not if they're followi ng the gas procurenent
function fornul as.

Q So you think there is -- you think there is
no val ue in experience in operating a nechani smthat
Avi sta Energy brings to the table by virtue of |iving
with the mechani sm and understanding the Uilities
| oad requirenents over the past several years?

A I would say that if this current proposed
gas procurenent function were put out for bid and
Avi sta Energy responded to that, that they would have
a much clearer idea of what they were getting into,
as opposed to a third party. Wether the price
charged to custoners would be any different, I'm
assum ng that the price charged to custonmers in the
service woul d be sonmething that would be eval uated by
the conpany during that RFP process.

Q I"m not sure you've answered ny question
but 1'm going to nove on. Has Avista Energy
generally shown a cooperative attitude by its
wi | lingness to open its books and records to audit by

this Staff?
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A Yes.

Q In fact, do you know of any instances where
it denied a request for information from you?

A No.

Q Do you know whet her other third parties who
are not affiliated with a conpany woul d show t he sane
cooperative and forthright attitude producing
docunent s?

A I don't know.

Q But you do know about Avista Energy, don't
you?

A Yes.

Q Anot her alternative suggested was the
assi gnment of all transportation capacity to Avista
Ener gy.

A Yes.

Q Are you recomending that the Utility, as an
option or as an alternative, should assign all of its
transportation rights to Avista Energy and then
sinmply have the Utility pay only for the
transportation it needs?

A That was what one of ny alternatives
proposed, yes.

Q Okay. Would you agree that Avista's annua

| oad factor is in the vicinity of 35 to 40 percent?
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2 nunbers to cal cul ate that soneplace, but that --

3 Q Sound about right?
4 A For purposes of this discussion, sure,
5 guess | would accept that. | don't know for sure if

6 that's the nunber, but | guess, for purposes of this

7 questioning, it's fine.

8 Q Very well. Assunming that to be the case
9 A Ckay.
10 Q Under such a scenario, given a 35 to 40

11 percent | oad factor custoner, would Avista Energy be
12 required to essentially accept the risk of holding

13 and paying for the capacity until the Utility decides
14 that it needs to call on it for peak day purposes?

15 A. | don't think it would operate that nuch

16 differently than it would under the current

17 mechani sm ot her than Avista Energy would then have a
18 greater incentive to maxim ze its capacity rel eases
19 and of f-system sal es.

20 Q Yeah, but wouldn't Avista Energy, under the
21 scenario | described, be essentially providing

22 standby on-call service to neet peak day

23 deliverability at virtually no cost to the | ow | oad
24 factor utility?

25 A That would be a tradeoff that it would have
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for the ability to be able to manage those capacities
and col l ect the revenues for those.

Q Do you have any idea of what the expense
woul d be to Avista Energy of holding capacity in
reserve and w thout conpensation until such tine as a
35 to 40 percent load factor utility mght call on
it?

A Vell, 1've | ooked at the nunbers based on
what currently happens, and that shows up in ny
Exhi bit 11.

JUDGE MACE: That would be Exhibit 211

THE W TNESS: 211, yes.

MR. TROTTER: Just wait a noment. | think
we're ready, M. Parvinen.

THE WTNESS: All right. This exhibit shows
the inmpact to custoners based on ny second and third
alternatives, as conmpared to what the custoners woul d
pay under the conpany's proposal. And this would be
for Northwest Pipeline demand cost.

Q So what woul d be the cost to Avista Energy

of sinply holding that capacity in reserve?

A Approximately seven and a half mllion
dol | ars.
Q | see. This first -- or this nmechani sm was

first adopted in its original formin 1999; correct?
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A Yes.

Q Woul d you agree that, through tinme, this
mechani sm has been adjusted and nodified to take into
account changed market conditions, as well as
suggestions from Staff and ot hers?

A Yes.

Q Has it al so been accepted, in one formor
anot her, by three separate regulatory jurisdictions,
| daho, Oregon and Washi ngton?

A Yes.

Q By the way, have you tal ked to your
counterparts in the past several years and the other
Staffs of Oregon and |daho about how they feel about
t hi s nmechani snf

A | have tal ked to Idaho. | have not talked
to Oregon. |'ve |looked at the nechanism-- and
actually, Oregon's, because of the way Oregon's
capacity and supplies were treated prior to the
mechani sm Oregon being a distinct kind of a subset,
treated separately, it was less of a factor, but |
have tal ked to Idaho.

Q Okay. As far as you know, of record, are
the ot her comm ssions, do they remain supportive of
t hi s mechani snf

A The I daho Staff nenber that |'ve talked to
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actual ly seened pretty indifferent in that they
didn't see great harmor, you know, harm or benefits
going forward. What | had talked to them
specifically about the last tinme was how t hey woul d
react if this Commission were to term nate the
mechani sm what woul d happen to the |Idaho nechani sm
Q Do you recall the discussion around Bench

Request Nunber 1, which was a tabul ation of benefits

derived?
A Yes.
Q Do you have that in front of you, in fact?
A Yes.

Q Actually, you may not need this for purposes
of the question. |I'"mjust going to put it bluntly
and as directly as | possibly can. Can you say that
the custoners of Avista have derived no benefits from
thi s mechani sm over the past three years and that
they woul d have been better off without it?

A. I would say that we would not be able to
determne that. | mean -- this is the crux of what's
been the ongoing problem is identifying what it
actually costs Avista Energy to serve Avista
Uilities. Wthout knowi ng exactly what it costs
Avista Energy to serve the Uility, we don't know

whet her custoners have gotten a good deal or not.
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Q Do you know -- let ne just, so I'mclear on
that, do you know whet her custoners woul d have been
better off without this mechanisn? And if you don't
know, that's fine.

A I don't know.

MR, MEYER. We're finished, and thank you.

JUDGE MACE: Conmi ssioners.

EXAMI NATI ON
BY CHAI RWOVAN SHOWALTER:

Q Yes, | have sone questions, and |'m just
going to go straight through nmy book with stickies
mar ked Parvinen, and it may be that sone of these
questions have been answered already, but -- so let's
begin with Bench Request Nunber 2.

A Al right.

Q There was testinony earlier today that in
the future there may be npbre excess capacity in sone
corridors because of either new construction or
changes in industry demand. Do you -- and that the
result of that would be to reduce the advantages,
guess, of basin optimzation. Do you agree with that
proposition, just in a general directional sense?

A If, looking at that incident alone, | would

say yes. | guess to preface that, | would al so say
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1 that there would be other incidents that woul d change
2 values. | think one of the main drivers is, as an

3 exanple, is the Kern River expansion. Wen that cane
4 online, it had a tendency to free up the Rocki es gas
5 and bring that basin nore in lines with Sumas and

6 AECO. Whenever there is an -- sonme sort of incident
7 t hat changes gas cost, it has a tendency to create a
8 basin differenti al

9 Q So are you saying that increased pipeline

10 capacity doesn't necessarily reduce these

11 differentials; it just shifts then?

12 A No, | guess, by itself, an increase in

13 transportati on reduces the value of excess capacity

14 in the near term
15 Q Al right. 1s there any dynam c that
16 of fsets that phenonenon? | thought -- it sounds to

17 me as if your later answer is yes, new construction
18 wi |l have a tendency to reduce the value of basin
19 optim zation; is that correct?

20 A Yes.

21 Q And but earlier, | thought nmaybe you said
22 there's sone other factors at play that mght take
23 things the other way. |Is that correct or not?

24 A Well, | guess my earlier conment went --

25 what | was trying to say was there could be other
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events that would change, at |east on a tenporary
basi s, what the basin differentials would be.

Q Al right. But on a long term basis, nore
capacity neans reduced benefits from basin
optim zation?

A. In general, until the growth grew into that
capacity or sonething else actually uses up that
capacity.

Q Okay. So a growth in the econony, for
exanpl e, m ght increase demand and --

A Yeah, | was just thinking growth and denand
ar ea.

Q Al right. Well, now -- 1'm I ooking now at
Exhi bit 53, page three. This is the conparison
chart.

A Al right.

Q It's gotten sonme attention. Well, first,
with respect to line 16 that's currency, do you agree
that if Avista Uilities really wanted to nmake sure
that it would face a zero from changes in currency,
it would have to buy a hedge, financial hedge?

A | guess if it wanted to insure it to be
zero, it would buy a hedge. | don't see why it would
want to, given that |'d expect over tine to range

around zero.



0501

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Q Al right. But |I guess in ny mnd, | would
put some kind of value in there if you really wanted
to make sure it was zero. That is, would you
guarantee -- here's another way to put it. If I'm
Avista Utilities, would you guarantee nme a zero
effect for zero price?

A I would say, over tine, it's going to be
zero. It's going to have ups and it's going to have
downs.

Q Well, between now and 2007, would you
guarantee that to ne for no price? Wuldn't there be
some price? | don't know big or small, but it's
somnet hi ng.

A. It could be negative. In fact, when we
| ooked at the nunbers over the tinme period, there's
been a | ot of discussions around the confidentia
exhibit that | ooks simlar to the Bench Request 1
During that tinme period, from Septenber to February,
that currency nunber is actually negative.

Q Oh, | know, | ooking backwards, of course it
could be. But if you're looking forward, if you want
to have no risk up or down, don't you go to a
financial currency hedge seller and buy a hedge and
it would cost sonething? Mybe it would cost very

little. I'mtalking really about risk, | think.
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A. Right, or it's built into the conpany's
overall risk, risk portfolio that's enbedded in the

rate of return.

Q Does avoi dance of risk have a val ue?
A. That's a tough question. | guess yes, it
woul d have a value. It would have -- that val ue

woul d have to be wei ghed agai nst the cost.
Q Yes, yes, surely. And if the price of
avoi ding the risk seemed hi gher than your own

personal assessnent of cost, you wouldn't go and buy

t he hedge?
A Ri ght .
Q On line 17, | amuncl ear here whether you

are nmeking an assunption that Avista Uilities could
do as good or better a job as Avista Energy in
controlling volatility?

A What |'m saying is -- actually, what this
nunber is denmonstrating is that, by using storage on
a daily basis to manage your peak, you can avoid the
cost that the conpany put in there. Their nunber was
strictly a calculation of every single day during the
peri od when you're either above or bel ow your average
| oad, either buying or selling in the market, but yet
they've testified that they can use storage on a

daily basis. So if, in fact, you do use storage, you
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can control and elimnate those costs. There's sonme
other factors that go into that nunber, but that's
the main --

Q Okay. But if you -- let's say you don't
have the storage ability, and again, you know you're
facing some volatility day-to-day. |1'Il use the
hedge exanple. Again, do you agree that you could go
out and buy a hedge to insulate the conpany from any
volatility for a price?

A. For a price, yes.

Q Al right. And then, so -- and if the
conpany did that, it would then gain the opportunity
on the other side of the equation to use its basin
optim zation to buy and sell gas or capacity; right?

A. I"'mactually -- I'"mnot sure how nuch that
woul d inpact if they hedge that small percentage,
because that's based around an average of zero. Over
the year, you're going to -- the idea is that you're
going to average zero; it's just the volatility
t hroughout that day. Sonetinmes you have to buy,
sonmetinmes you have to sell, so in order to hedge
that, | think M. Guber testified to this, that
they'd be buying a put and call type mechani smthat
woul d allow you to either buy gas on those days you

needed it or not take it on the days when you didn't
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need it. So I'mnot sure how that would play into
the basin differentials.

Q I think what I"'mtrying to get at is, to say
there's no cost, that might be true if you use sone
of your storage supply to bal ance | oad?

A Yes.

Q But that doesn't nmean there's not an
opportunity cost there. One way or another, you
ei ther have -- you forgo your opportunity to use that
supply for sone other purpose on the nmarket or you
preserve that opportunity and buy a hedge of sone
other kind. | think what I'mtrying to get at is
there's not a zero cost to bal ancing | oad?

A. Ri ght .

Q There's a cost of balancing a | oad and
either you buy it, either through -- directly with a
hedge or with -- through Avista Energy, or you use
your own facilities for your own purposes, in which
case you don't have them avail able for sone ot her
pur pose?

A Well, and that's what | -- | guess, when it
cones down to it, that's what |'m saying storage is.
Storage is that hedge. Storage, you know, the
conpany is a one-third owner in Jackson Prairie

storage facility, so they're paying for that facility
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1 to be able to use. Its primary benefit cones from

2 the summer-winter differentials. If, like it's

3 turning out this year, that that's a negative nunber,
4 wel |, where's the great value in storage? It can

5 al so be used to nmanage your daily loads, and that's a
6 true val ue, because it's a hedge agai nst incurring

7 t hese hi gher costs.

8 Q Yes, but then what -- aren't we conparing

9 here whether Avista Utilities should be doing that

10 directly or should they be permtted to contract with
11 Avista Energy to do the same thing for certain prices
12 goi ng back and forth, and we're really just talking
13 about whether the conditions, such as the three

14 mllion guarantee and the 900,000 and the 80/20

15 splits are the appropriate price to pay, along with
16 auditability, | think.

17 It's probably getting late in the day, and

18 that's why these questions aren't coming out very

19 well. It is getting late in the day. 1'll nopve on.
20 On line 18 and 19, | don't understand the
21 conparison very well. | understood the adjustnent,

22 the 230,000, but if Avista Energy goes forward with
23 this instead of Avista Utilities, would you expect
24 themto realize a simlar figure of 230,000, instead

25 of this two mllion?
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A. By using 230,000, that would be saying that
Avi sta Energy would be able to provide $230,000 in
benefits nore than the Uility would be expected to
achi eve.

Q Ch, okay. All right. So does that 230, 000,
is that your assessnent of the val ue of Avista Energy
doing the job instead of Avista Utilities?

A Yes, | guess that would be one way to put

Q So I"'mtrying to translate this through in
terms of what that means for your judgnment about the
val ue of the contract?

A Well, | guess what that would show is
i nstead of having a -- ny anal ysis showed that |
believe the Uility would be able to performthis
function at |east as well as the outcone of the
mechani sm by a nmillion-six. That nunber woul d then
be reduced by 230, 000.

Q Al right. Part of the problemis when you
have the negatives and the positives, it's hard to
remenber what you're tracking at what tine.

And well, 1'm Il ooking at page ei ght now of
Exhi bit 53, and there's already been discussion of
this, where Avista here feels that you are -- you've

doubl e counted benefits. And |I'm just wondering what
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your response to this charge is?

A Al right. | don't believe | have double
counted the benefits. Mostly that's due to draw ng
t he assunption that it's zero. Now, if | were to use
the $2 mllion as shown in scenari os one and two,
then I would be double counting. The peaking benefit
that the conpany shows is for those -- over this this
three and a hal f-year period, there was 41 days that,
for peaking needs, you could pull from storage and
then replace those volunmes in the future at a price
that was cheaper than that daily anmobunt. So that
woul d be included in either scenario two or three,
but in ny analysis, it was not double counted.

Q Al right. Well, now I'mIlooking at Exhibit
102, page two, lines seven to nine, and this is about
you and Ms. Elder. It says, Wat they both do not
seemto appreciate is that the market sets the val ue
of the capacity based on what is traded at the
recei pt and delivery points of transportation
corridors. As long as there is a positive
differential between the two points, then the
transport has val ue.

There's another sentence, but then |line 12,
The market is extrenely efficient and will not pay

above that level, which is contrary to what M.
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Parvi nen and Ms. El der proposed. [|'m wondering what
your response to that is?

A | don't think it's contrary to what -- or at
| east --

Q Just what you proposed now?

A. Right. Essentially, that's what off-system
sales do. And the way they're cal cul ated throughout
this formula is it's taking the difference in the
val ues between the basin differentials. Sometines
that's worth nore than the full tariffed rate that
you could get froma capacity rel ease and soneti nes
it isn"t, but | don't disagree with this description
of what -- how the market cal cul ates that val ue

Q Wel |, do you agree with the statenent on
line four, three and four, that they assert that M.
Parvi nen proposed that Avista Energy has little, if
any, risk with respect to recovery of transportation
costs?

Do you agree with that statenent that they
have little, if any, risk with respect to recovery of
transportati on costs?

A Yes. I'massuming this is in regards there
to the guaranteed | evel of capacity rel ease,
of f-system sal es, because in nmy testinony |'ve

testified that they have virtually no risk of
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achi eving that |evel.

Q And what |evel are you tal king about?

A The three million

Q Then next, on page seven of Exhibit 102, and
I'"mlooking at lines nine to 12 or so. So M.

D Arienzo says that the value that you want to
capture by changi ng basi n wei ghting percentages is

al ready being captured through other elements of the
benchmark, and it goes on to dempnstrate. And do you
agree that it's already being captured or not enough
of it's being captured or it's not being captured?

A I would agree that sone of it is being
captured. |If the basin weightings aren't changed and
those go towards pricing of Tier 1 and Tier 2, if
they're not changed, that creates nore potential for
basin optin zation, of which Avista Energy woul d get
20 percent. Eighty percent of it would go back to
t he custoners.

If, for exanple, it was changed nore often
there woul d be | ess opportunities for basin
optim zation, that would nean that nore val ue then
woul d be directly transferred back to customers nore
often, rather than just once a year, twi ce a year

Q Al right. And then you had a di scussion

about what the effect would be on | ong-term supply,
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and | wasn't certain what your answer was -- supply
contracts. | thought I m ght have understood you to
say whatever contracts were in place would be a

constraint on the ability to rebase these

percentages. |s that what you neant?
A. Yeah, we were discussing capacity rel ease
contracts, and the conpany has the option -- when it

has excess capacity, it has a nunber of options that
it can do with that capacity. It can release it
outright for short-termor long-termcontracts. |If
it releases for a long-termcontract, then, when it
cones tinme to set that basin weighting, that capacity
is not available then to use for the Uility, so that
woul d affect those wei ghtings.

What | was saying was that that's exactly
right. It would affect those weightings. It may not
be available and it can be adjusted accordingly.

Q So you woul d not be intending to prohibit
the execution of these longer termcontracts, but
that, if that's the case, it would then Iimt the
anount of rebasing that could occur, wouldn't it?

A Right. Right now, Sumas and the Rockies can
vary between 18 and 25 percent. Sonme of that is
constraint by existing capacity rel ease contracts.

If they signed nore contracts, then that may only be
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able to go up to, you know, 20, 22 percent, you know,
some range below 25. On the other side, if sone of
those current rel eases were to go away, there would
be the ability to go beyond 25 percent. But you can
adj ust those weightings accordingly to take into
account the long-termcapacity rel ease contracts.

Q So you' re suggesting that wherever Avista
Energy or Avista Utility, | guess, arrives on Cctober
1st, they reassess their situation given whatever
busi ness judgnents they've made in the past to
execute sonme |longer termcontracts that use up sone
of the capacity; is that right?

A Yes, and actually ny testinony went beyond
that, even to the point where if it were changing --
that it didn't -- that the conpany should be
adjusting or making its decisions based nore on
price, as opposed to the basin weightings. You know,
if it had an opportunity to do a |long-term capacity
rel ease -- maybe that's a bad exanpl e.

For exanple -- okay, if it had the
opportunity to enter into a hedge at one of the
particul ar basins because it seened right, but it
woul d drive -- if 18 percent were the current
percentage in place and it would drive that range

above 18 percent, the conpany shoul d not be precluded
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fromentering into that hedge. | think they should
enter into that hedge, and the weightings
automatically adjust for that.

Q I"'mtrying to get a sense of what the
difference really is. |If the percentages are set
only once a year, and let's say we're under the
scenari o now where Avista Energy is doing these
functions, then Avista Energy still really actually
has this ability to do basin optimzation at an 80/ 20
split. So whatever benefit there is to be had wll
go at that amount. |Is what you're saying is but
Avista Energy -- or Avista Utility would get 100
percent on, say, October 1st if things were rebased
at that nmoment?

A. Let me say it this way, see if this clears
it up. There's actually -- | don't see that big of a
di fference. What | amsaying is that, by adjusting
it twice a year, by the use of the basin
optim zation, Avista Energy gets 20 percent of the
benefits, Avista Utilities gets 80 percent. \Wen the
basin wei ghtings are changed, it's like starting
over, okay. W've got to create nore basin
differentials to be able to go beyond the new
wei ghtings. |[It's during those six nmonths -- Avista

Energy has no control over what the basin val ues are.
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1 They just utilize those when they' re doing their

2 basin optimzation. So allowing themto earn 20

3 percent during that six-nmonth period on sonething

4 that they have no control is basically what | was

5 i denti fying.

6 Q But they also | ose 20 percent if things

7 don't work out, if the differentials work against

8 them right?

9 A Well, there wouldn't be a -- there shouldn't
10 be a | oss situation under normal operations; they

11 just wouldn't enter into the transactions.

12 Q | see, okay. Well, then could you turn to
13 page nine of this same exhibit, 102? And there's a
14 chart and it dempnstrates that -- or it's here
15 purporting to denonstrate that the cost of scenarios
16 one and two drastically outweigh the benefits of
17 scenarios two and three. And |I'm wondering if you
18 agree with that chart, either in its genera

19 direction or the magnitude of the difference?

20 A Well, there was a little bit of confusion on
21 how we interpreted the chart, but the total nunber,
22 where it shows a negative $7.9 mllion --

23 Q  Mmnhmm

24 A -- where that shows up is in Exhibit 55-C,
25 over in the total colum, the third nunber down.
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Q Yes.

A So by showing that -- the negative nunber,
that's an additional cost.

Q Cost to whont

A. It would be a cost to the Uility if the
Uility were doing this function, and that's what
this Exhibit 55-C was denpnstrating as what it would
cost the Utility if it were to bring the function
back in to the Utility.

Q Yes. Well, | thought this was a backcast of
the proposed nechani sn?

A It is. It is.

Q And so it does show -- so if we had used
this nmechanismin the past, then you' re saying somne
of these nunbers show up as a cost to the Uility?

A It would show up as a net cost, yes.

Q Okay. But | guess my -- | was just trying
to get a judgment from you whether you agree with
this table?

A If you're looking at it fromthe Uilities

standpoint, if the Uility were to pick up this

benchmark and buy and sell its Tier 3 supplies as
proposed -- as denonstrated here in the daily market,
the 7.9 mllion would be an additional cost. It's

shown as a benefit because currently Avista Energy
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1 woul d be doing that, so it would be a benefit to the

2 Utility.
3 Q Okay.
4 A So if the Utility were doing it, the

5 negati ve nunbers would be a cost, the positive

6 nunbers woul d be a benefit, and that's where | said
7 that the benefit nunbers the Utility would go ahead
8 and do and it would be able to avoid those negative
9 nunber s, which would be costs, by using storage.

10 Q Al right. But that -- now, again, does

11 that assume that Avista Uility is equally capable of
12 perform ng these transactions as Avista Energy?

13 hope | said that right. Does that assune that -- are
14 you assuming that Avista Utility could do as good a
15 job as Avista Energy in basin optimzation and ot her
16 aspects of managi ng the | oad?

17 A Overall, 1've denonstrated, by showi ng the
18 1.6 million in that chart, that the Utility, |

19 bel i eve, would be able to do the mechani sm and save
20 customers the 1.6 nillion

21 Q Well, but isn't that a circular answer? In
22 order to get to the 1.6 nmillion, are you assum ng

23 that -- are you assunming that Avista Utilities can
24 execute the sane kinds of basin optimnzation as

25 Avi sta Energy, because Avista Energy has testified
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that they have greater flexibility, they can offset
surpl uses and decreases in a way that Avista
Utilities can't because of their size and their risk?

A | am saying that the Utility will be able to
operate -- would intend to operate the sane way that
Avista Energy is currently using this nechanism So
they woul d take this gas procurenment function, bring
it back into the Utility, and operate essentially the
same way as Avista Utilities. And one of the nunbers
that they propose in here is to be able to hire the
personnel to be able to operate in such a manner.

Q Al right. So does that nean that you see
no value to Avista Energy's size and risk profile?

A. I"mactually -- what | would say is it's not
denonstrated here. As an exanple, | guess we would
expect that, for Tier 1 and Tier 2 contracts, those
are contracts that either Avista Energy or Avista
Utilities could go out and enter into and achieve the
same results. That's one of the reasons there's no
sharing on those costs. Tier 3 is sinply a function
of applying the calculation in this case of using
t hose vol umes around the average and applying a daily
rate to those. Capacity release and off-system
sales, | don't see that Avista Energy is deriving a

greater value than what the Uility was able to do
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before or what they' ve denonstrated through their
cal cul ations here what the Uility would be able to
do going forward. That's why | proposed the zero
nunber .

Q Ckay. So | guess you are assum ng, then, no
val ue by Avista Energy doing these operations, as
opposed to Avista Utilities; is that correct?

A Ri ght .

Q Well, turning to your testinony, which is
Exhi bit 201, page three, lines 11 through 13, this is
the issue of this being done through an affiliate,
and you're saying, therefore, it should be eval uated
using the | ower of cost or market standard.

I guess | want to ask you the same question
| asked Ms. Elder. 1Isn't it the nature of a hedge or
an incentive nmechani smthat you woul dn't use | ower of
cost in the market?

A Well, here we have an affiliate providing a
service contract for its affiliate. W have Avista
Energy, a non-arnm s length transaction, essentially,
with Avista Uilities. That needs to be eval uated
under a | ower cost or market standard to show that
custoners are paying for -- are paying for the
appropriate value. In other words, not subsidizing

that nonregul ated entity.



0518

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Q Ckay. So does that nean, in your view, that
if the ternms of this were changed and Avi sta Energy
were going to guarantee $6 mllion, say, instead of
the three, that you would say that we shouldn't do
it, because we can't verify this issue of actua
cost?

A Right, and that's why it is not one of --
that's why it's not my main alternative. |It's the
second alternative that said, Okay, if you can't
i dentify what the market value is, because you're not
doi ng an RFP, and you can't identify what Avista
Energy's actual costs to provide the service are, ny
anal ysis shows what it would cost -- essentially what
it would cost Avista Uilities to provide the service
itself. So you would need to then, in that case,
provi de enough benefits from Avista Energy to the
Uility to at |east be able to provide what the
Uility is doing at the cost that the Utility
provi ded.

You're | ooking at | ower market cost or
market, | think cost has two sides to it. The cost
of Avista Energy providing the service versus the
cost of the Utility doing the service itself.

Q So if this same type of arrangenent were

undertaken with a third party, would you not have the
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sanme qual ns because there's not an affiliate
i nvol ved?

A Right, it would be different in that,
because of the RFP process, the conpany woul d
ultimtely make the decision on whether those costs
they're that are being charged fromthe nonaffiliated
entity were reasonable to enter into for its
customers. That decision is not as clear when it's
doing it with its affiliate because of the
affiliate's actual cost to provide that service. A
good exanple of this is the hedge -- or the Tier 1
and Tier 2 cost. A third party nonregul ated entity
may still enter into those transactions and pass
those costs off to the Uility. It could then
because those contracts becone part of its own
overall portfolio, manage those in any way it seens
appropriate. And Avista Energy has the -- or Avista
Utilities would have that decision up front on
whet her or not to enter into that contract.

In this case, because it is an affiliate and
Avi sta Energy enters into those contracts, it
i ncorporates theminto its total portfolio, nanages
it daily, whether they -- you know, they get
mani pul ated daily, whether they're being bought,

sol d, traded, transported, non-transported, over
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Avi sta Energy's or Avista Uility's transportati on,
where the actual costs -- the ending cost never gets
det erm ned, those revenues are not identified, the
cost of trans --

Q I'"mnot sure | understand that, because,
fromAvista Utilities' point of view, it's going to
be up front either way, either a third -- either a
third party takes on the job or Avista Energy takes
on the job, and in either case, Avista Uilities has
to deci de, based on projections, whether it's a good
deal or not; right?

A But as -- because this is an affiliated
transaction, what is the ultimte cost that Avista
Energy serves the Uility? That is a clear
distinction. |[If Avista Energy can take those
contracts and mani pul ate those in such a way that it
makes a profit, shouldn't Avista Utilities' custoners
benefit fromthose? They're providing -- they're
provi ding that cost that otherw se wouldn't be there.

Q Well, | guess | was trying to conpare the
situation where Avista Energy is providing the
service and it has decided in advance, as we are
bei ng asked to approve in this hearing, that this is
the arrangenent.

Alternatively, a different conpany could be
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performng -- a third party could be perform ng the
same function, and let's say it is through an RFP

But in either event, Avista Utility or the regul ator
has to decide in advance whether it |ooks |Iike a good
enough deal, whether it's an RFP, which has a certain
protection built into it, or Avista Energy. And in
nei ther case are you going to know -- how could you
know -- what the actual costs are going to be, and in
nei ther case, under this kind of mechanism would
actual costs ever be determ native?

A Well, | guess the affiliated interest rules
provi de safeguards so that Uility custoners aren't
subsi di zing a nonregul ated affiliate. And that's
what the | ower cost or market analysis is intended to
do, is to assure that that doesn't happen

Q And surely it would, but does that really
answer the question in front of us, because it seens
like a given that we will not be able to ensure the
| ower cost or market with this nechanism Aren't we
just trying to decide if this nechanismthat is not
the | ower of cost or market is nevertheless in the
best interests of the ratepayers because of the
i ncentives and paynments and that sort of thing?

A | guess that's what nmy alternatives were

based on, if the Comm ssion were to determ ne that



0522

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

the | ower of cost or markets either shouldn't apply
or can't be determined, then to assure that proper
benefits are applied to custonmers, that's where the
alternatives cane into play.

Q Ckay. There was a question, and | really
don't remenber whether it was M. Trotter or M.
Cromnel |, but it asked what if it were nore suitable
to buy 60 percent, not 50 percent of Tier 1
purchases. Doesn't this proposal lock in a
particular ratio, i.e., 50 percent Tier 1, 50 percent
Tier 272

And | was wonderi ng what your feeling about
that is? |Is 50/50 as good as one can ever really get
i n advance? Good -- well, I'll leave it at that.

A. Thi s benchmark nechanism it was designed --
it's a purchasing strategy that includes 50 percent
hedged and 50 percent first of the nonth. Those are
| evel s that the conpany, Avista Uilities, in
consultation with Avista Energy, has decided is the
appropriate level, at this point intime, to go
forward with to provide some rate stability towards
custoners by doi ng hedges, to provide assurances
that, at |east during extrenme peaking periods, price
spi kes, that custoners are sheltered fromthose

somewhat .
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Q Are you confortable with that approach, the
50/ 50 part?

A | nmean, at this point in tinme, | think that
strategy doesn't seemto be -- it doesn't seemto be
an adverse strategy. You know, if you |ook at al
the other LDCs, they all have a different strategy,
and that's a managenent decision. Those nanagenent
decisions in this case are getting |ocked in by
tariff.

Q Al right. Then, on page 18 of your
testinmony, on lines 15 through 21, you quote a
Commi ssi on order from 1992, and do you know what the

mechani smwas in that case, what kind of arrangenent?

A. It was in the context of a general rate
case?
Q I don't know. This is --

A No, okay. If that's --

Q Well, you' re making the point here -- well
that in earlier cases, we have said, and |I'm quoting
fromthis sentence, The ratepayers should not be
required to support a conpany's purchases from an
affiliate at a price greater than the conmpany woul d
pay for conparable supply in the open market. What |
wondered was, was this a pass-through of cost, was

there an incentive nmechanism did there -- were there
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any guarantees? In other words, did the structure
that the Conmi ssion was | ooking at at that tine
resenbl e or not the mechanismin front of us?

A No, there was no nechanismli ke we have in
front of us. This was in the context of a general
rate case reviewing the affiliate, Washi ngton Energy
Expl orati on, which was -- was a gas provider.

Q Okay. Then, on the next page, 19, this is
-- you know, lines one through 11, this is a place
where we applied the | ower cost or market standard,
and again, was there any kind of incentive nechanism
or guaranteed paynents in the -- in the WDCO case?

A No, in both of these exanples, in the first
one, the Washi ngton Exploration had a contract to
provi de gas to Washington Natural Gas at a certain
price. The issue was was that price at narket, and
it was determined in that case that it was not at
mar ket, so that price was adjusted down to market.

In the next exanple involving WDCO, the
practice was to -- WDCO provided coal to Centralia,
and W DCO was a subsidiary of Washi ngton Water Power.
At that tinme, the coal prices were adjusted to
W DCO s actual cost, including a fair return.

MR, TROTTER  Your Honor, I'msorry to

interrupt, but M. Parvinen's been on the stand now
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for 95 mnutes, and | was wondering if it would be
appropriate to take a break?

CHAI RWOVAN SHOWALTER:  Actually, | think I'm
down to ny | ast question or two, Sso --

MR. TROTTER: That's fine. Just a
suggesti on.

CHAI RWOVAN SHOWALTER: Are you all right?

THE WTNESS: |'m fine.
Q I think that is all my questions. Thank
you. No, I'msorry. |I'msorry. You said you had

spoken to the Idaho Staff. Did you detect any
concerns if we have a different mechani smthan they
do, such as Avista Uilities doing this -- not a

di fferent nechanism actually, if we nove this
function back into Avista Utilities?

A Well, the discussion that | had with a Staff
menber over there, | think -- and | can't renenber
his name offhand, but | think it was the Staff menber
that was involved with | ooking at the nechani sm at
least the last tine it was approved, and | had
mentioned -- told himwhat our recomendati on was in
regards to this, and getting his feedback on how t hey
may view that -- if our Commission did away with the
mechani sm how t hey would view that in |daho.

His comment was that if the Conmm ssion here
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were to determne that there were nore benefits that
woul d go to custoners by having Avista Uilities take
on the gas procurenent function, and then the Avista
Utilities was able to denonstrate that situation to
their Conm ssion, that they would probably recommend
that it -- recommend early termnation, or early
cancellation. I'mtrying to think of the word. But
that would only be if the Utility were to file with
t hat Commi ssi on and denonstrate that there would be
nore benefits.

Q Just, it would seemthat there is an
ef ficiency or economy of either Avista Energy doing
this for both Washington and Idaho or the Utility
doing it, but if the function is split, wouldn't we
be splitting compn costs and experti se and,
t herefore, maybe causing both states nore than would
be the case if it was all one place or all the other?

A Wel |, Washington would certainly pick up al
the cost of providing the gas procurenent function,
and that's built into the analysis. As far as
ef ficiencies go, I'mnot sure exactly how Avista
Energy or the Uility would bring the capacity back
to the Uility --

Q well --

A -- without doing it in I|daho.
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Q I mean, | just nean that the decision on any
given day, | would inmgine either Avista Utility or
Avi sta Energy would be very simlar for Washington
and I daho, if not identical, if it's being made in
one place or the other, but if those very sane
deci sions are being made in two places, | would think
you' d have essentially double costs, double costs of
t he adm ni stration, anyway?

A Well, 1 know that Washi ngton woul d be
picking up all the cost to be able to --

Q Ri ght .

A -- do the gas procurement function on its
own. You know, they've stated that they woul d be
able to do that and in their testinony said that they
woul d intend to keep Idaho and Oregon under the
mechanism And like |I've said, | don't know exactly
how t hat would work in practicality.

CHAl RMOVAN SHOWALTER: Al right. Well,
thank you very nmuch. | guess we need a little break
Why don't we go off the record.

(Recess taken.)

JUDGE MACE: Let's be back on the record.

Let nme indicate we've had an off-the-record
di scussi on about briefing, and the parties will be

filing initial briefs on Decenber 22nd and reply
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briefs on January 9th, 2004. And the parties have
agreed, at this point, at least, that the reply
briefs will be |linmited to 20 pages in length, with
the option to request the opportunity to provide
additional reply if it looks |like the situation
nmerits it.

Let me turn now to the other Comm ssioners,

if they have questions of M. Parvinen

EXAMI NATI ON
BY COWM SSI ONER HEMSTAD:
Q | have a few, and I'Il try to nmeke this
terse, if | can. You were asked in the discussions
about Exhibit 211, about the cost of holding capacity

in reserve, as | understood the question, and your

answer was approximtely seven and a half mllion
dollars. 1Is that a fair statenment of that exchange?
A VWhat -- | guess what | was saying was that

the total cost of the transportation for TF1l denand
cost is $9.7 mllion. That's shown on |line 13.

Q Yes.

A It's also shown on |ine one, but that's the
total cost of TFl. Under alternative three, what the
custoners would actually pay for in demand costs

would be 2.1 million. That's on line eight.
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Q | see.

A So that difference would be demand costs
that Avista Energy would be obligated to pick up
Those costs would then be reduced by the total anount
of capacity rel ease, off-systemsales that it would

be able to achieve. And this is under alternative

three.

Q Okay. So that's how the nunber seven and a
half mllion was derived?

A Yes.

Q Al right. Thank you. And in the question
and answer on cross, | think this was answered, but
your alternative of going out to the RFP would
provi de the opportunity for Avista Energy to be a
bi dder, also, or to be a bidder for that RFP?

A Yes.

Q Al right. And so other bidders who woul d
come in at least would give -- to use the word
benchmar k agai nst to neasure, | suppose, the greater
experience, taking into account price, that Avista
Energy woul d provide?

A Ri ght .

Q The i ssue has been raised, were that to be
done, that there would be nmeasurable difficulties in

auditing. Do you see that as a problemif it were --
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were the bid to be awarded to a third party?

A Right. | would suspect that auditing of a
third party's costs would be a problem \Wat we
woul d get out of an RFP is theoretically the cheapest
provider or at |least the | east cost provider of the
service of this type of gas procurenent function,
whet her that be Avista Utilities -- and | guess |
woul d see that as the -- as the target to beat. This
is what Avista Energy will do it for. 1Is there
anot her alternative that could provide the service at
a cost less than that.

That woul d then be a market cost. W would
have -- we would not have the ability to go out and
audit the nunmbers behind the ultimte charge from
that custoner. It would -- | guess it would sinply
be an invoice to Avista Uilities, and that would be
their cost of gas.

Q Wuld it be appropriate or desirable to
require in any such RFP that an opportunity for audit
by Staff would have to be made avail abl e?

A I guess it would depend on how it was
designed. It mght preclude parties fromentering
into the bid if the ultimate outcone were subject to
change via an audit fromthe Staff. | guess what the

RFP woul d do woul d then provide what the actua
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mar ket value is of this service regardless of the
cost behind it.

Q Okay. | want to take just a nonment and
review the history of Avista Energy. Now, you've
been with the Conmm ssion for approximately 15 years?

A Yes.

Q And you' ve spent all or substantially all of
that time on the gas side?

A Pretty nuch.

Q Okay. So | take it you know the history of

the evol ution of Avista Energy?

A Sonmewhat, at |east in general
Q Okay. Well, let nme describe it and see if
you agree with this, that say 10 years ago the -- on

a much reduced basis, the activities of buying and
selling in the market was part of the activities of
the Utility itself, wasn't it?

In other words, on a nuch reduced basis, the
ki nds of functions that Avista Energy is now doi ng
were being done by the Utility itself. They were
buying and selling in addition to their buying and
selling for their own needs?

A Yes.
Q And then, as that business grew, then the

conpany made the decision, and | think -- | can't
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recall if we approved it or not, that function was
put outside or put into an affiliate, so -- to
separate out those market transaction functions from
the buying and selling for the Utility itself. Is

t hat your understandi ng of history?

A Well, | think Avista Utilities -- | nmean, it
was nore focused on the gas side, it was nore focused
on providing the needs of its own service. As the
mar ket started to develop, it mght even go -- it
goes back beyond Avista Energy, when it devel oped a
conpany cal |l ed Devel op Associ ates -- Devel opnent
Associ ates, which is somewhat sinmilar, that it was a
gas marketer, but it did not provide any services to
the Utility, but it did go out and do a | ot of the
mar ket i ng functions.

Q You state it better than |. | nmean, so when
there was that separation, then the affiliate was
doi ng buying and selling in the market, but not for
the conpany. The conpany was doi ng that in-house?
Yes.

For itself?

Yes.

o > O >

Ckay. So that was the second phase. Now
that the market's continued to devel op, now | suppose

we're in the third phase, and the conpany has deci ded
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to contract out to its affiliate the in-house
functions that it had been carrying on itself?

A Yes. | guess ny own personal perspective is
that it seens |ike the conpany has, as it started to
devel op the expertise inside, that in order to -- in
order to take on greater risks and capture greater
rewards, it created these other entities, including
Avi sta Energy, to expand on those abilities.

Q Now, let's assune, for whatever corporate
deci sions, Avista Corporation decides to sell Avista
Energy and to get out of the business. And were that
to occur, do you have any opinion as to whether
Avista Utilities would then continue to want to
contract with now the sold Avista Energy? Say it's
sold to, | don't know, Price WAterhouse.

A I can't recall if there's anything specific
in the contract that would cover that, and | --

Q Well, I'"mnot really asking that question
I'"'masking as to whether the Utility would see it's
inits interests to contract out?

A I would say, based on its rebuttal testinony
and its reaction to actually putting this mechani sm
out for bid, I don't think that they would care for
that type of arrangenent.

Q Does any other gas utility that the WJTC
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1 regul ates, the other three, do any of them contract

2 out this function?

3 A No.

4 Q Do you have any opinion as to how conmon

5 contracting out in sonme formthe gas purchase

6 mechani sms occurs in the industry for, say, nmd-size
7 to larger utilities?

8 A | know it does occur, but | don't know how
9 wi despread it is, how often, how nmany.

10 Q Are there any others in the Pacific

11 Nor t hwest ?

12 A IGd, in Idaho, contracts out.
13 Q And how | arge a company is that?
14 A. | -- 1 don't really know. | think it's the

15 bi ggest gas conpany in Idaho, but I'mnot exactly

16 sure the size.

17 Q Do you know to whom they contract?

18 A | believe it's with an affiliate,

19 I nternountain Gas, which was --

20 Q So they contract with their -- an affiliate

21 of the conpany itself?

22 A Yes.

23 COW SSI ONER HEMSTAD: That's all the
24 guestions | have.

25 COW SSIONER OSHI E: | don't have any
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gquesti ons.
JUDGE MACE: M. Trotter

MR, TROTTER: Thank you, Your Honor

REDI RECT EXAMI NATI ON

BY MR. TROTTER

Q M. Parvinen, would you turn to your Exhibit
209-C? And am | correct that this is an exhibit that
supports your Exhibit 2087

A Yes.

Q And then the table on 208 is also used in
M. Gruber's rebuttal testinony, page three?

A Yes.

Q Ckay. You tal ked about one of the
conservative assunptions you used in the conpany's

favor on line 21. Do you recall that?

A. Yes.
Q I"d like you to focus on -- | believe it's
lines -- line 13, and you show a confidential nunber

ending in 8747

A Yes.

Q Does that reflect a conservative assunption
in favor of the company on your part?

A Yes, | believe it does. This represents

revenues that the Utility would not have entered into
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1 based on how it was organized in the past. | believe
2 that, on a going forward basis, because the market

3 has changed and the fact that it would cost nore

4 dollars to bring people in to do this type of a

5 function, that there would be sone |evel of dollars
6 in this category, but to be conservative, | left it
7 at the conpany's |evel.

8 Q Do you recall exanination yesterday

9 regardi ng the 1997 | RP?

10 A Yes.

11 Q And | believe M. Gruber agreed that the
12 conpany itself was | ooking at additional ways to

13 better manage its resources. Do you recall that

14 testi nony?

15 A Yes.

16 Q And do you agree that the conpany woul d be
17 if it had this function between 1999 and present, be
18 managing its resources in a nore efficient manner?
19 A. Yes, and they testified to that yesterday.
20 Q Turn to 62-C. Just by way of background,
21 you were asked a question whet her Avista Energy ever
22 deni ed you any information. And in this data
23 request, did you ask the conpany to produce the fair
24 mar ket val ue of Avista Energy's use of Avista Corp

25 the Utility's gas storage capability under the
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1 mechani sn?

2 A Yes.

3 Q Is it fair to say that the conpany did not
4 provide that figure?

5 A. Just give me a mnute to read it

6 Q I'"mjust focusing on line three of the

7 second paragraph of the response.

8 A That's correct.

9 Q Are you aware of any cal cul ation by the

10 conpany, and | nmean Avista Utilities or Avista

11 Energy, of the value to Avista Energy of using Avista
12 Corp, the Utilities', total gas portfolio in Avista
13 Energy's own gas portfolio?

14 A No.

15 Q Did Avista Energy get its contract with

16 Avista Utilities for this gas procurenment function
17 t hrough conpetitive bidding?

18 A No.

19 Q Did it get the contract by an armls length
20 negoti ati on?
21 A No.
22 Q If there were conpetitive bidding, would
23 that tend to require bidders to value the benefits
24 they get fromthe day-to-day and year-to-year and

25 nmont h-to-nonth use of Avista Uilities' gas portfolio
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and other -- and rel ated assets?

A Yes.

Q You nentioned di scussions with the | daho
Staff. To your know edge, has the Idaho Staff -- did

the lIdaho Staff spot the issues that you have raised
in this proceeding?

A No, I'mnot aware of it. | know they seened
surprised to find out the magni tude of the basin
differential benefits that were going to Avista
Ener gy.

Q Does the conpany report those basin
optim zation benefits in its quarterly reports with

this Conm ssion?

A No.
Q You stated that there was little risk to
Avista Energy with respect to the three -- reaching

the $3 mllion for off-system sales and capacity
rel ease revenues under that guaranteed section of the
proposed nechanism Can you explain why there's
little risk?

A Yes, a couple of reasons. First, based on
t he conpany's own cal cul ati on of what they projected
that the Utility would be able to achieve, would have
been able to achieve over this last tine period,

whi ch seems pretty consistent if you | ook at Bench
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Request Nunber 1, those nunbers seemto be pretty
consistent. And so |ooking historically to go
forward, the Uility, under the conpany's anal ysis,
woul d be able to produce about 6.3 million a year in
capacity rel ease off-system sal es.

Al so, by looking at Exhibit 257-C, the |ast
line in that first paragraph of the response shows
that the bul k of releases precede the benchnmark
mechani sm indicating that at least a majority of the
capacity rel eases that are obtained were a result of
deal s that were entered into prior to the mechani sm

Bench Request Number 2 shows that that
nunber has been fairly consistent, around three
mllion, just above three mllion

Q And let's turn to Bench Request Nunmber 2 for
a nonent. And this exhibit does not reflect basin

optim zation benefits, does it?

A No.

Q And could you focus on the entries for 2002?
There's 1.6 mllion for off-systemsales. Do you see
t hat ?

A Yes.

Q Are you fam liar with what Avista Energy was

doing in the basin optinzation aspect of the

mechani smduring that time frane? M question is
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1 whet her you're aware of what they were doi ng?

2 A At the time?

3 Q Yes.

4 A No.

5 Q But with respect to basin optimzation in

6 2002, any benefits in that category went 100 percent
7 to AE, correct?

8 A Yes.

9 Q Can you explain the interplay between the
10 of f-system sal es figure here and the basin

11 optim zation benefits in that period?

12 A Yes. Primarily, Avista Energy has the

13 choice of either entering into an off-system sale or
14 doi ng the basin optim zations. |It's taking -- using
15 the capacity and getting the value of that through an
16 of f-system sal e or using that capacity to serve the
17 utility fromthe cheapest basin, which is what basin
18 optim zation is.

19 So during 2002, if the conpany were using,
20 and it appears to be the case in 2002, using the

21 Rocki es capacity to serve the Utility, it was

22 foregoi ng of f-system sal es opportunities that then
23 woul d have fl owed back to custonmers 50/50, once it
24 got beyond the -- actually, | believe it was unti

25 April of 2002, it was -- there was a $3 million
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1 guarantee for capacity rel ease, off-system sales, and
2 then they were shared 90/10, 90 percent to the

3 custoners in April 2002. That changed to the first

4 five mllion to custonmers; beyond that, 50/50 to

5 Avi sta Energy and to customers.

6 Q And is it your recollection that there were
7 approximately $4 mllion in optimzation benefits in
8 2002?

9 A Yes.

10 Q And if those transactions had been

11 of f-system sal es instead, would the 1.6 figure for
12 of f-system sal es for 2002 in Bench Request Nunber 2
13 be greater?

14 A Yes.

15 MR, TROTTER: Those are all ny questions.

16 Thank you.

17 JUDGE MACE: M. Meyer.

18 MR. MEYER | just have a brief follow up
19

20 RECROSS- EXAMI NATI ON

21 BY MR MEYER

22 Q M. Parvi nen, Chairwonman Showal ter asked you
23 sone questions concerning the normalization of the

24 so-cal |l ed anonaly caused by this two-nonth period

25 during the energy crisis. Do you recall that
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1 exchange?

2 A Yes.
3 Q Okay. Did the company furnish you with
4 information in response to Staff Data Request Nunber

5 120, as it relates to this normalization issue?

6 A. | renmenber asking the conpany in a data
7 request -- and | don't recall the nunber, |'m
8 assum ng that the nunber you referenced is it -- to

9 do a calculation in the sane nethod that | had cone
10 up with the 230,000. | know the response was not
11 done how | had asked the conpany to performthat

12 anal ysi s.

13 MR. MEYER: May | approach the Wtness?

14 JUDGE MACE: Yes, you may.

15 MR. MEYER The record should reflect that
16 I'"'m handing to the Wtness a response of the conpany

17 to Staff's Data Request Number 120.

18 JUDGE MACE: |'d like to mark this for

19 purposes of identifying it, and it will be Avista

20 Cross 214.

21 Q Do you recogni ze what has been nmarked as 214
22 as Avista's response to your data request?

23 A Yes.

24 Q And does that response address the issue of

25 normal i zing for the so-called anonmaly period during
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the energy crisis?
A Yes.
MR. MEYER 1'd ask that what has been
marked for identification as Exhibit 214 be
i ntroduced into the record, please.

JUDGE MACE: Any objection to the adm ssion

of 214? 1'l]l admt it.

MR. MEYER Wth that, | have no further
guesti ons.

MR, TROTTER: | nmmy have one.

JUDGE MACE: |'msorry?

MR, TROTTER: | may have one foll ow up.

JUDGE MACE: M. Trotter

REDI RECT EXAMI NATI ON
BY MR TROTTER

Q M. Parvi nen, can you conpare and contrast
your analysis with the Exhibit 214 anal ysis
regardi ng the normalization?

A Yeah. Not exactly. The reason for that, |
remenber when | got this response is that it didn't
seemto be responsive to what | was doing or what |
asked the conpany to perform so | didn't get into
trying to determ ne whether or not these nunbers

actual ly nade sense or not, so | nmean, | haven't
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eval uated it.

Q You' re not defending the analysis of Exhibit
214, are you?

A No.

MR, TROTTER: | guess that's all | can ask,
Your Honor. Thank you.

CHAI RMOVAN SHOWALTER: | have a question of
al nost -- of anybody. That is, | think Comm ssioner
Henst ad' s question of what happens if Avista Energy
is sold is a good one. And so the question is is
there anything in the record that points us -- that
gives us an answer to that question? And if not,
guess | would like a bench request to provide the
answer to that question.

MR. MEYER | don't think there's -- that
has been addressed directly in the record, so we'd
respond in a bench request.

JUDGE MACE: And the --

MR, TROTTER:. And | would just point out,
Madam Chai rwoman, and |'m sure you caught it, but
Exhi bit 204 is the agency agreement between the two,
but | don't know if it addresses it or not. But
that's where | would |l ook as a starting point to see
if there's any provision in there regarding

successors and so on, but --
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1 CHAl RWOMVAN SHOWALTER: Ckay. So basically,
2 it's either there or not there.

3 MR, TROTTER: That's right.

4 CHAI RWOVAN SHOWALTER: | think that's right.
5 I don't need a bench request. Thank you for pointing

6 that out.

7 JUDGE MACE: |s there anything else that we
8 need to address at this point with regard to M.

9 Par vi nen?

10 MR. TROTTER: No, Your Honor.

11 JUDGE MACE: All right. Thank you, M.

12 Parvinen. You're excused.

13 Is there anything el se that we need to deal
14 with on the record at this point about this

15 proceedi ng? W have a briefing schedule. [If not,

16 then the record is closed. Thank you.

17 MR, TROTTER: Thank you, Your Honor.

18 MR. MEYER: Thank you.

19 CHAI RMOVAN SHOWALTER:  Happy Thanksgi vi ng.
20 JUDGE MACE: Yes, and Happy Thanksgi vi ng.
21 (Proceedi ngs adjourned at 6:23 p.m)
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