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PROCEEDI NGS

JUDGE MOSS: Good norning, everyone. W are
convened in Docket Number UE-020417, styled Petition of
Paci fi Corp doi ng busi ness as Pacific Power and Light
Conpany for an Accounting Order Authorizing Deferral of
Excess Net Power Costs. Now we're convened today for
t he purposes of our evidentiary hearing, having
previously net on the 17th to exchange cross-examni nation
exhi bits and otherw se prepare ourselves for today's
activities.

Since M. Larsen is eagerly waiting his
presentation, |'mgoing to junp ahead of a couple of
prelimnary matters and swear himin and let himsit
down, and then | will go back to a few prelimnary

matters.

Wher eupon,
JEFFREY K. LARSEN
havi ng been first duly sworn, was called as a w tness

herein and was exanm ned and testified as foll ows:

JUDGE MOSS: Thank you, please be seated.
Now in the way of prelimnary matters, we had
some brief discussion off the record this norning

concerning the exhibits. W all have copies of the
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exhibit list. As to the direct exhibits, we didn't
really discuss these, but the tenor of the discussion
wWith respect to the cross exhibits was such that |I'm
anticipating we're not going to have objections to
Exhi bits 1C through 9, which are the direct exhibits for
this witness, or am| nistaken in my assunption?

Okay, there will be no objection to those,
M. Van Nostrand, so |I'mgoing to just cut things short
here and not force you to nove them | wll just accept
theminto the record as stipulated into the record for
M. Larsen.

MR. VAN NOSTRAND: Thank you, Your Honor

JUDGE MOSS: Now as to the cross-exam nation
exhibits for the Industrial Custonmers Northwest
Uilities will be the first party to cross-exani ne
M. Larsen, and those are proposed cross-exani nation
Exhi bit Numbers 10 through 27 and al so nunmber 63 that
had previously been identified in connection with
anot her witness but will instead be sponsored through
this witness. Wth the exception of Nunber 26 and with
the emendati on that Exhibit 17 has been supplenmented to
conplete it by the addition of a dissent that apparently
was published after the primary decision in this Wom ng
case, with that emendati on and the exception of Nunber

26, the parties have agreed that Exhibits 10 through 27
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and 63 nmay be adnmitted without objection, and that wll
be done.

Now I would like to just go ahead now and
let's find out what the dispute is on Exhibit 26, and
perhaps we can resolve that and nove along with the
exam nation of our witness. |It's M. Van Nostrand's
obj ection, | believe.

MR. VAN NOSTRAND: Your Honor, Ms. Davison
and | had some di scussion after our cross-exam nation
exhibits were distributed on Monday, and | pointed out
to her that this exhibit should properly be introduced
t hrough conpany witness Griffith, and | believe that
she's agreeable to that, but we will need to confirm
t hat .

JUDGE MOSS: Oh, well, if that's the only
di spute, 267

M5. DAVI SON:  Your Honor, two quick things.
One is that | wanted to also add Exhibit 44 to the I|ist,
and the concern | have, | am agreeable to ask ny
questions of M. Giffith with the caveat that since
M. Giffith is the last conpany witness, | would hate
to be in a position where |I'm asking questions about the
exhi bit and he doesn't have the requisite know edge to
answer the question, that it may require M. Larsen to

come back. But with that caveat, |'mokay with that.
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JUDGE MOSS: Well, we count on the informa
di scussi ons of counsel to clear these things up, but a
Wi tness is always subject to recall in that sort of
circumstance. So | imagine things will work out fine,
but if they should not, then we can certainly consider
recalling M. Larsen if necessary.

MS. DAVI SON:  Thank you.

JUDGE MOSS: All right, so we want to renove
26 to M. Giffith for the tinme being, so we will admt
1 through 9, 10 through 25, 27, and 63. And as to 44,
you can refer to it even if it wasn't an exhibit since
it's part of our public records, but | assunme, M. Van
Nostrand, there's no objection to 44?

MR. VAN NOSTRAND: No, Your Honor.

JUDGE MOSS: We' Il go ahead and adnmit 44 at
this time as well. That's a transcript of the
proceedi ngs, sone of the proceedings in Docket Number
UE- 991832 as nenory serves.

MR. CEDARBAUM  Your Honor, Exhibit 63 was
t he ot her one.

JUDGE MOSS: Yes, 63 was the other. ©Oh, |
see, okay. | need to nmke one nore change then for the
clarity of the record. | neglected to note that Exhibit
Nunmber 44 is, in fact, a duplicate of what was tendered

and marked for identification as Nunber 23. So since we
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are admtting 44 at this tinme, which is the conplete
transcript in reduced page format, we will not be

adm tting Exhibit 23. There will be no Exhibit 23. It
will be an unused number. So | think we've got all that
clear. I'mnot sure it saved tinme, but with that,

M. Van Nostrand, do you wi sh to put your w tness on?

MR. VAN NOSTRAND: Yes, Your Honor.

JUDGE MOSS: O are there other prelinminary
matters?

MR. VAN NOSTRAND: Not that |'m aware of,
Your Honor.

JUDGE MOSS: All right, go ahead.

MR. VAN NOSTRAND: The conpany calls Jeffrey
K. Larsen.

JUDGE MOSS: And he has been sworn.

MR. VAN NOSTRAND: And, Your Honor, the
adm ssion of Exhibits 1 through 9 | assume does not
obviate my establishing that the exhibits are true and
correct and the drill regarding --

JUDGE MOSS: | think that probably for a
conplete record it would be inportant that you verify
that he is indeed the author or responsible for these
exhi bits.

MR, VAN NOSTRAND: | wanted to clarify that,

t hank you, Your Honor.
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DI RECT EXAMI NATI ON

BY MR. VAN NOSTRAND:

Q M. Larsen, could you state your name and
spell it for the record, please.

A. Jeffrey K Larsen, J-E-F-F-R-E-Y, K
L-A-R-S-E-N.

Q And what is your position with the conpany?

A Currently the Vice President of Conpliance at
Paci fi Cor p.

Q And do you have before you what's been marked

as or has been adnitted as Exhibits 1C and 8? That
woul d be your direct and rebuttal testinmony in this
case.

A Yes, | have those.

Q Do you have any additions or corrections to
make to those exhibits at this tinme?

A No.

Q If | asked you the questions set forth
therein, would your answers be the sane today?

A Yes, they woul d.

Q Do you al so have before you what's been
mar ked and admitted Exhibits 2 through 7 and 9? Those
are the exhibits that acconpany your direct and rebutta

testi nony.
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A Yes.

Q Do you have any additions or corrections to
make to those exhibits?

A No, | don't.

Q And were they prepared under your direction
or supervision?

A Yes, they were.

Q And are they true and correct to the best of
your know edge?

A Yes.

MR. VAN NOSTRAND: Your Honor, M. Larsen is
avai |l abl e for cross-exam nation.

JUDGE MOSS: Al right.

" mgoing to make one nore comment, and that
is with respect to Exhibit 1C, M. Larsen's pre-filed
direct testimony. | want to note for the benefit of any
who were not present on the 17th that the conpany did
tender a revised version of this exhibit to correct a

pagi nation error in the original version. Now sone of

you wi Il have made margi nal notes and may ask questions
with reference to the original version. W'IlI|l keep the
record straight on that. | have both copies, and so you

need not be concerned except to the extent that you may
need to identify by stating the question or so forth so

that we have everyone on the sane page. Maybe it won't
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come up, but if it does, | will deal with it.

So our witness is ready for
cross-exam nation, and, Ms. Davison, | believe we wil
begin with you.

MS. DAVI SON:  Thank you.

CROSS-EXAMI NATI ON

BY MS. DAVI SON:

Q Good norning, M. Larsen
A. Good nor ni ng.
Q Coul d you explain for us what your

under st andi ng of the general circunstances under which a
utility can seek deferred accounting in Washi ngton?

A. Yes. Under circunstances where the conpany
in between rate cases is seeking to defer costs for
which it's incurred and for which it is seeking relief
in the formof a deferral until either the next case or
t hrough a nechani sm for recovery.

Q So is it your view that in Washington you can
defer any costs in between rate cases?

A Well, you can't defer wi thout Commi ssion
approval and wi thout going through the proper procedures
and hearings with the Commi ssion.

Q Assuni ng that caveat.

A Assunmi ng that you nmeke the proper application
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and that there's a full hearing and you recei ve approva
fromthe Conmm ssion, yes.

Q So it's not your understanding that deferred
accounting is limted to exceptional unforeseen costs in
bet ween rate cases?

A Well, | think that's what occurs in between
cases. |f you have sonething exceptional, if you have a
change in accounting policies, tax laws, things that are
unusual , those would be the basis for filing for a
def err al

Q Did the rate plan limt the conpany's ability
to seek deferred accounting?

A Referring to ny Exhibit JKL-1, which is
Exhi bit Nunber 2, page 7 of the stipulation, the top
reads:

This Section 9 does not preclude the
conmpany from submitting petitions for
accounting orders as appropriate for
treat ment of revenues, investnents, or
expenses during the rate plan period.

Q Is it your understanding that that |anguage
l[imts the circunstances in which the conpany can seek
deferred accounting during the termof the rate plan?

A | think it provides the conpany with an

opportunity that if there are unusual circunstances, it
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could certainly file for deferred accounting to dea
wi th those.

Q | understand that, but ny question is nore
specific. Is it your viewthat this |anguage in
Paragraph 9 was intended to linmt the circunstances
under which the conpany coul d seek deferred accounting?

A I'"'m not sure what you nmean by limt; can you
clarify your question?

Q Sure. As conpared to the circunstances that
woul d exist absent a rate plan. 1In other words, if you
go back to your first answer, which as | understand, if
| understand it, was that in Washington it's your view
that the conmpany could cone in and seek deferred
accounting for virtually any costs in between rate
cases. And ny question to you is that given that
answer, is it your view that Section 9 of the rate plan
was intended to in any way linmt the circunstances in
whi ch the conpany could cone in and seek deferred
accounting treatnent during the termof the rate plan?

A First of all, let me clarify. You said that
your understanding was that we could come in for any and
all costs, and | think it is unusual circumnstances,
things that are triggered in between rate cases that
woul d cause that. So it's not normal ongoi ng operating

costs or normal events that we would be conming in
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seeki ng accounting or an accounting order on deferra
for. So what we're dealing here with is if there's
unusual circunstances or events that would in the
conmpany's opinion require a special treatnent, we would
be filing under Section 9 for an accounting deferral

Q Does Section 9 in any way limt your ability
to file for deferred accounting?

A Well, Section 9 clearly lists the noratorium
on the general rate increase. It doesn't preclude the
conpany fromrequesting or proving changes for the
foll owi ng reasons, lists those out, itens A through F.
And then it also says that the conpany is not precluded
fromsubmtting petitions for accounting orders, so
thi nk the conpany can file for those, and we would cone
to hearing to discuss the nerits of that filing.

Q I'"'m not sure how to rephrase this,

M. Larsen. Could you just answer yes or no. |n your
opi nion, does Paragraph 9 in any way limt the conpany's
ability to seek deferred accounting during the term of
the rate plan?

A No, | don't believe it does under the right
ci rcumst ances.

Q Do you believe that your request in this case
is consistent with the rate plan, or is the conpany

asking the Comm ssion to anend the rate plan?
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A. I think our request is fully consistent with
the rate plan.

Q So it is your opinion that the Comn ssion
could grant the relief that you are asking for w thout
anendi ng the rate plan in any way?

A Yes, | believe that's correct.

Q And can you point to the provision in the
rate plan that allows the conpany to anortize or recover
dol l ars out of the deferred account during the pendency
of the rate plan?

A The rate plan precludes the conpany from
changi ng base rates, and we are not proposing that we
reopen and change our base rates and tariffs. \What we
have proposed is that we are doing a deferral nechani sm
and using our credits for Centralia and our nerger
credit to use that as the recovery nmechanismto recover
the costs in the deferral. So | don't believe that we
have violated the rate plan. W're living within the
spirit of it, and we're trying to stay true to the
conpany's comritnent for the rate plan period that we
would remain -- we would | eave the rates that were in
effect and that were established as part of the rate
plan in effect through 2005. Cearly if that is not the
appropriate nmechani smor the Comm ssion finds that a

rate case is appropriate and for the limted purpose of
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havi ng a general rate case and reviewing all of the
rates, then the conpany woul d be anenable to that and
would file a case this year.

Q M. Larsen, you indicated that you, if I'm
under st andi ng your answer, | believe you' re referring to
Par agraph 2 that discusses rate changes, which
specifically limts the circunstances in which the
conpany can change its base rates; is that correct?

A Yes.

Q And if | understand your answer correctly,
you' re saying that since you' re not seeking to change
base rates, your proposal is consistent with the rate
plan; is that correct?

A Yes.

Q And t hen you gave an exanple of using the
Centralia credit to apply against the deferred account
bal ance, and you believe that's consistent with the rate
pl an, correct?

A Yes.

Q Can you explain how that is then consistent
with Paragraph 4 of the rate plan that provides that the
credit shall be refunded to custoners?

A. I think it is wholly consistent with it. W
have refunded it to custonmers. Wat we're doing is

using that refund to offset additional costs that the
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conpany has incurred and which it has borne to a huge
extent, and so custoners have that benefit, but they're
usi ng that noney to also pay for the power costs and the
extraordi nary costs that we have incurred w thout having
to change their base rates.

Q But, M. Larsen, does Paragraph 4 provide any
| anguage what soever that gives the conpany flexibility
to not refund the Centralia credit to custoners?

A I would agree with that characterization, but
it also doesn't preclude using the credit as a nmechani sm
to of fset other costs that are incurred, particularly
t hrough a deferral

Q But | guess | don't understand that answer
gi ven that Paragraph 4 states very specifically that:

The conpany will return to custoners as

a separate credit the gain fromthe sale

of the conpany's share of the Centralia

plant. Such credit shall be paid during

the five year period until it has been

fully returned to customners.

I'"'m not sure how that gives the conpany the
flexibility to apply that credit agai nst power costs.

MR. VAN NOSTRAND: Your Honor, objection, is
there a question there, or are we testifying?

JUDGE MOSS: | think that's the narrative
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formof the question asking for M. Larsen's expl anation
of that. | think M. Larsen understands.

A First of all, the conpany isn't asking for
that flexibility. W have put that forward as an option
to the Comm ssion to use as a flexible nechanismfor
cost recovery for the conpany. The conbination of the
Centralia balance as well as the nmerger credit would
roughly equal the anpunt that we have asked for in a
deferral. If that nmechanismisn't appropriate, if
Centralia is not to be included and we do use the nerger
credit, the remaining balance would then need to be
recovered through sonme type of a surcharge, as nentioned
inm direct testinony. So what we have tried to do is
provi de fl exible nmechani sns, ways for the Comri ssion to
find solutions to help the conpany in its financia
situation.

BY MS. DAVI SON

Q M. Larsen, | will go back to one of ny
ori ginal questions of you. G ven the | anguage of
Paragraph 4, if the Commission were inclined to accept
the conpany's proposal with respect to the treatnent of
Centralia gain, wouldn't the Commission, in fact, have
to issue an order amending the rate plan in order for
the Commission to not fully refund the Centralia credit

to custoners?
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MR. VAN NOSTRAND: Obj ection, Your Honor, |
believe this calls for a |l egal conclusion. The docunent
speaks for itself, and the Comri ssion can interpret it
in the manner it chooses.

JUDGE MOSS:  Sust ai ned.

BY MS. DAVI SON
Q Let me try it a different way. This w tness
has given | ots of opinions about what he believes the
Commi ssion can do under the rate plan, and let's turn to
page 22 of your direct testinony, M. Larsen. |[If you
| ook at lines 14 and 15, you state:
Wt hout formally "reopening" the rate

pl an, the company proposes to obtain

limted relief that will enable it to
fulfill the essential terns of the rate
pl an.

Can you explain what you nean by wi thout
formally reopening the rate plan?

JUDGE MOSS: And just let me interject, and
I"'msorry to get between the question and the answer
here. You apparently are working off of the origina
version of this exhibit.

MS. DAVISON: |'m sorry.

JUDGE MOSS: And ny understandi ng was that

you were going to work off of the revised. |I'm
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indifferent, but it will require that we keep the record
strai ght, because what we have admtted is the revised,
so the testinony you're referring to is on page 23
beginning at line 2 of the revised version

Do you still have the question in m nd,
M. Larsen?

THE W TNESS: Yes, | do.

JUDGE MOSS: (Okay, you can go ahead and
answer it.

A. What | nmean by without formally reopening it,
reopening it for the purposes of a review of all of the
conpany's rates, having a general rate case, and
reest abl i shing base rates.

MS. DAVI SON:  Can you read that question,
t hat answer back, please.

(Record read as requested.)
BY MS. DAVI SON

Q So if | understand your answer, the
Conmi ssion may actually have to reopen the rate plan if,
in fact, the Conmi ssion decides to take away custoners'
Centralia credit; is that correct?

A No, | don't believe that's what | said.

Q Well, let me pose it as a question. |If the
Conmi ssi on accepts the conpany's proposal and takes away

the custoners' Centralia credit, given your |anguage on
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page 23, would the Comm ssion have to formally reopen
the rate pl an?

A No. As the way | consider it, the Comm ssion
is not taking away the nerger credit or the Centralia
credit fromcustoners. |It's fully recognized, the
bal ance is identifiable, and that's attributable to
custoners. \What we are identifying is the fact that the
conpany is asking for a deferral of costs which we would
want to seek recovery from custonmers. And using those
two bal ances, nobney owed to custoners by the conpany,
and if the accounting order is accepted and a recovery
mechani sm approved, using the balance of the Centralia
credit and the nerger credit, noney owed to the conpany
by custoners to offset each other, so | don't believe we
are taking the nmerger credit or the Centralia credit
away from custonmers or denying themthat. W're just
usi ng the noneys from each as an offsetting nechani sm

Q Isn't it correct that M. Giffith testifies
on page 3, lines 1 and 2, that the effect of taking away
the Centralia credit and the nmerger credit is to
i ncrease custonmers' rates by on average 4. 6%

A I would need to see a copy of that testinony
to verify it.

JUDGE MOSS: Why don't you give us an exhibit

nunber, ©Ms. Davi son.
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Giffith is 90, his pre-filed direct?

MS. DAVI SON: That's correct, Your Honor
Exhi bit 90.

JUDGE MOSS: All right, can the w tness be
provided with a copy of Exhibit 90, please.

We're | ooking at page 3 as | recall

MS. DAVI SON:  Yes, page 3, lines 1 through 2.

A Can you repeat the question or have it read
back so I can --
BY MS. DAVI SON

Q Sure. M question, M. Larsen, is, isn't it
correct that M. Giffith has testified that the inpact
or the effect of taking away the customers' nmerger
credits and Centralia credits will be to increase on
average custoners' rates by 4. 6%

A No, that's not what it says. Reading on line
1 of page 3:

The effect of renoving these two credits

will increase custoners' bills by an

average of 4.6%

It's not changing rates. It is the effect
that we have base rates established, and there is also
credits being passed through to custonmers. Wen you net
those credits with what the conpany is seeking in terns

of the deferral, it would net out, and what they see on
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their bill would increase.
Q Al right. 1'mnot sure the average custoner
sees it quite that way, but | will accept that.

Is the conmpany asking for interimrate
relief?

A. Yes, we are asking for relief in this case
originally filed for approximately $17 1/2 M1 Ilion of
relief.

Q Are you asking for interimrate relief as
that termis used in Section 11 of the rate plan

stipulation, 11. A to be precise, of Exhibit 2?

A Yes.
Q M. Larsen, referring to your direct
testi nony on page 7, lines 9 through 11, can you explain

your answer in |light of your answer in your direct
testi mony?
A I"m making sure |'ve got the right copy here.

That's the line that starts with, the conmpany woul d

prefer?

Q That's correct.

A Okay. And can you repeat the question that's
pendi ng?

Q Sure. In light of your answer on page 7 of

your direct testinony in which you state, the conpany

woul d prefer to fulfill its comitnment under the rate
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pl an and not seek relief through a general rate case if
limted relief can be obtained through the conpany's
proposal in this proceeding, howis that answer
consistent with your answer that you are seeking interim

rate relief?

A. I'"'m not sure what distinction you're driving
at .

Q Al right, let nme try to be nore specific
about it. It's my understandi ng under Washi ngton | aw

that a conmpany can not cone in and seek interimrate
relief without filing a general rate case. Do you
di sagree with that statenent?

A I think that's probably a | egal conclusion
but generally interimrelief as | understand it is
provi ded when a general rate case is filed and there's a
need to, because of financial stress on the conpany, to
provide interimrates until the full case is heard.

Q Has the company filed a general rate case in
Washi ngton since the general rate case that resulted in
the rate plan in 20007

A No, it has not. And | guess | would add, if
the rate plan and the stipulation that was entered into
provides in Section 11 that interimrelief can be filed
for but it's precluded unless a general rate case is the

only nechanism | don't see howthe rate plan or the
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stipulation would allow any relief.

Q Well, let's -- in other words, it's not your
under st andi ng that Section 11. A contenplated the filing
of an interimrate case in conjunction with a genera
rate case?

A. What | believe it contenplates is that in
bet ween the period when the rate plan was established
and its conclusion at the end of Decenber 2005 that sone
type of interimrate relief could be granted a conpany
if it met the two part standard, one being the PNB
standard, and the other is that it's filed for simlar
type relief in other states. And so if interimrate
relief under that was given and it had to be in the
context of a general rate case but a general rate case
couldn't be filed, the conpany woul d receive -- say we
filed a general rate case today, we received interim
relief but the case wouldn't be in effect until the end
of the rate plan, you would have interimrates for that
period of tinme until they could actually hear the case.
I don't think it was contenplating such a situation. |
think it was a fairly sinple mechanismthat if there was
an enmergency or financial hardship or gross inequity
that interimrelief could be granted until the
concl usion of the rate plan when there would be a new

gener al rate case.



0137

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Q M. Larsen, what was your role in devel oping
the rate plan and the stipul ation?

A In the case | was the primary revenue
requi renment witness, testified in the proceeding in that
regard and didn't -- | wasn't the primary negotiator on
it, but I was involved in the discussions on the
conpany's side in the devel opnent of the position that
we woul d agree to.

Q Woul d you have specific information to refute
an interpretation of Section 11. A that reading the title
reopener in conjunction with howinterimrate relief is
traditionally dealt with in Washi ngton does require the
filing of a general rate case in order for you to neet
the requirenents of getting interimrate relief in
Washi ngton? |In other words, was there an intent of the
parties to sonehow or another change Washi ngton | aw on
this point?

A No, we're not trying to change Washi ngton
law. We're -- stepping back for a mnute and | ooki ng at
the conpany's intent here, we're trying to find an easy
mechanismto deal with the financial hardship and the
gross inequity that the conpany has suffered as a result
of the rate plan and putting forward a deferred
accounting nechanismto seek limted relief on an

interimbasis through the use of the nmerger credits, the
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Centralia credit, to offset the cost. |If the Comm ssion
finds that that isn't appropriate, then we have proposed
as an alternative that we reopen the rate plan, that we
would file a general rate case and establish new rates.
And whet her the Conm ssion deens that those go in as an
interimbasis fromthis hearing until the general rate
case is filed and the full costs are reviewed, the
conpany is just |looking for sone mechani sm and | evel of
relief.

Q Woul dn't you agree, M. Larsen, that what
your proposal is here is sort of a hybrid proposal, that
you're taking the | anguage that allows you to file for
deferred accounting and trying to cone up with sone type
of mechanismthat allows you to recover dollars, but yet
the conpany is not filing an interimrate case
associated with a general rate case as contenpl ated
under Section 11.A?

THE W TNESS: Can you read that question
back.
(Record read as requested.)

A To make sure that you're clear of the
conmpany's position, we have filed for deferral of costs
upwards of $17 1/2 MIlion and | ooking for a mechani sm
for relief fromthe Conm ssion for those costs, deferra

of costs, recovery of them through an interim nmechani sm
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using either the Centralia credit, the nerger credit, or
a surcharge to custoners. |In the event that that isn't
acceptable, then we would request that a general rate
case is allowed as a reopener
Q Thank you.
Continuing to refer to Exhibit 2, the rate
pl an stipulation, did the rate plan stipulation allow

Paci fi Corp to raise rates by 7%

A | believe you're referring to Paragraph 2?
Q Yes.
A The rate plan stipulation provided three

i ncreases over the five year provision of the plan, a 3%
in the first year, a 3% in the second year, and a 1%in
the third year. That's the 7% you're referring to,

addi ng t hose up.

Q Is that a yes?
A. Yes.
Q Has Pacifi Corp increased its rates in

accordance with the rate plan stipulation?

A Yes, | believe it has.

Q Has the conmpany now received the full rate
i ncrease benefits that it negotiated in the rate plan
stipul ati on?

A Yes, the conpany has been receiving those

increases. On the flip side, custonmers have received
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substantial benefits, not only fromthe rate plan
limting the conpany's prices, but also the substantia
benefits that have flowed to themas a result of the
conpany's prices held constant during a very volatile
period in the Western energy market, resulting in
upwards of $98 MIIlion of benefits flow ng through to
custoners for power costs that they haven't had to pay.

Q We'll get to the customer side of the
equation in a nmonent, M. Larsen, but I would like to
have a clear record on this, so I'mreferring to the
conpany at the noment. Has the conpany now received the
full rate increase benefits it negotiated in the rate
pl an stipulation? And if you could answer yes or no.

A Yes.

Q Under Section 2 of the rate plan, it
identifies rate increases for the years 2000, 2001
2002, but isn't it correct that there are no further
rate increases permtted after 2002 through the duration
of the rate plan, I'msorry, 20037

A No, | don't agree with that, because subject
to Section 11, there can be a reopener, so we're not
precluded w thout any provision of any additiona
changes.

Q Correct, but | ooking at Section 2, which sets

forth what | think of as the general agreenent, the
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essence of the rate plan stipulation, the rate plan

al l onwed the conpany to increase rates for three years,
and i n exchange for that, the conpany agreed not to

i ncrease base rates for the last two years; isn't that
correct?

A. Yes, the conpany agreed to the increases of
the 3-3-1, but when you say essence of the rate plan, |
say | believe the entire docunent addresses the essence
of the agreenent, which covered not only a five year
plan for stability in Washington, it provided for the
increases in the first three years, it provided a
mechanismto deal with issues in the event that the
conpany needed to file for deferrals, and it provided
specific provisions in the case of financial hardship
gross inequities, emergencies, to review that for
interimrelief. | think all those are very inportant to
the entire docunment, not just Section 2.

Q But woul dn't you agree that if you put aside
the exceptional circunstances that are defined in
Section 9 and Section 11 that the essence of the rate
plan was to allow the conpany three years of rate
i ncreases, and in exchange the custoners would see two
years of no general rate increases?

MR. VAN NOSTRAND: Your Honor, I'mgoing to

object. This question has been asked and answer ed.
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believe M. Larsen answered the question as it was put
to himbefore, which is what he understands the essence
of the rate plan to be.

JUDGE MOSS: | think the question has been
anended sone, |'mgoing to overrule the objection

THE W TNESS: Can you read the question back
O provide --

JUDGE MOSS: Let me just shorten this if |
can. The question, M. Larsen, is putting aside
Sections 9 and 11 and what they may provide in terns of
exceptional circunstances, is it your view that the
essence of the rate plan is captured in Provision 2, or
is that not your view?

A. Yeah, that's my understandi ng absent the
exceptional circunstances in 9 and 11
BY MS. DAVI SON

Q Wbul d you agree that an inportant purpose of
the rate plan was to provide custoners with rate
stability for a period of five years?

A Yes.

Q Has Paci fi Corp achi eved any significant
mer ger savi ngs associated with the Scottish Power
mer ger ?

A Yes, it has.

Q In your direct testinmony, which | believe is
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page 8, you state in Oregon Docket UM 995 that the
Oregon Public Utility Conmm ssion has allowed the conpany
to recover $130 MIlion in excess net power costs; is
that correct?

A Yes.

Q In UM 995, did the conpany propose a sharing
mechani sn?

A. Let's see, | don't recall initially if we
filed seeking a sharing mechanism | know ultimately
the decision out of the comm ssion was a shari ng.
Roughly we had | believe $259 MI1lion roughly of costs
that we requested, and we received about $130 MIlion as
a recovery.

Q M. Larsen, | would refer you to Exhibit 20
page 9, at the bottom of the page, the order in UMW 995
states that:

Paci fi Corp proposes that it receive an
opportunity to recover most of its
excess power costs |ess an appropriate
sharing percentage to provide an
incentive to control costs.
Do you see that?

A Page 9?

Q Page 9 of Exhibit 20, the bottom of the page.

A Paci fi Corp's proposal ?
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1 Q Yes.

2 A Yes, | see that.

3 Q Do you have any reason to disagree with that?
4 A No.

5 Q Isn't it correct that the sharing nmechani sm

6 that was ultimately adopted by the OPUC reduced the

7 anount that PacifiCorp could actually defer by

8 approxi mately 50%®

9 A | believe that's roughly the case.

10 Q Has Pacifi Corp proposed a sharing nechani sm
11 in this proceeding?

12 A No, it has not. The conpany feels that its
13 shar ehol ders have already borne a significant burdon
14 that there has been gross inequity in the sharing

15 mechani sm nanely that the conpany as identified by

16 M. Wdnmer has experienced in excess of $98 MIIlion of
17 costs already. And for the purpose of this hearing,
18 we're seeking a limted anount of around 17.

19 Q M. Larsen, isn't it correct that the

20 deferral period in this case covers a portion of 2002
21 begi nning in July through June of 2003?

22 A We requested deferrals fromJune 1, 2002,
23 t hrough May 31, 2003.

24 Q And for the period of tinme that is actually

25 at issue in this case, has the conpany proposed a
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shari ng nechani sn?

A No, it has not. The conpany has not proposed
a sharing of the 16, $17 MIlion.

Q So the concern that is identified in UM 995,
that is an incentive to control costs through a sharing
mechanism is not present in this case?

A No, it's not in this case, and | don't
believe that they're directly conparable.

Q Did PacifiCorp in Wonm ng propose a sharing
mechani snf

A Yes, it did.

Q Has Pacifi Corp recently laid off any
enpl oyees in response to your current financia
condi tion?

A. We haven't had any |ayoffs, but the conpany
as part of its transition plan has pursued aggressively
the reduction of costs overall. | believe since the
mer ger we have had roughly a reduction in force of about

748 enpl oyees.

Q Has Paci fi Corp suspended any new hiring?
A No, it has not. Actually, the conpany has
began a -- | think a strong canpaign to hire people

particularly in the trades, bringing new apprentices and
people out in the fields to serve our custoners and to

start devel opi ng new apprentices and journeynen,
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I i nenmen, because of an agi ng work force.

Q Has Paci fi Corp deferred purchases of new
equi pnent general | y?

A I"'mnot sure | can answer that. It's fairly
broad. Can you -- what specific equipnment, plant, power
pl ants, what?

Q Let's put it in this context. Have you seen
any conpany-w de menoranda saying as a matter of policy
we're going to defer purchases of equipment?

A. Well, the conpany is pursuing its transition
pl an, which had the review of our operating expenses as
well as a review of our capital prograns and capita
expense and trying to find ways to provide service at
the | east cost through the establishnment of the
transition plan.

Q Have you forgone any recent equi pnent
purchases in response to your current financia
condi tion?

A | don't believe that we have nade deci sions
purely as a result of the financial condition of the
conpany. The conpany has an obligation to serve, and so
it does have to nmake the investments necessary to serve
custoners. The issue is then the conpany's neeting its
obligation, and it's sharehol ders are funding that, and

we're | ooking for a balance and sonme relief to help in
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that situation.

Q So would you say that what the conpany is
proposing here in this case before the Commi ssion today
is, in fact, an equity type relief, a fairness? You
have used those words many tinmes this norning. 1Is that
the best way to characterize what you're asking for, is
that as a matter of equity or as a matter of fairness
t he conpany needs sone relief fromthe rate plan?

A VWhat | believe | have referred to is gross
hardship and gross inequity, which | believe are from
the PNB standards. Let ne refer to that. Yeah, as part
of the PNB standards:

Interimrate increase is an

extraordi nary renmedy and shoul d be
granted only where an actual energency
exi sts or where the relief is necessary
to prevent gross hardship or gross

i nequity.

I was referring to Bench Request Nunber 6

from our |ast case.

Q Has Pacifi Corp deferred any new construction
proj ects?

A. I"'mtrying to think. That's a fairly broad
category. I'mtrying to think across all of the

conpany's activities. | don't believe that we have
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deferred significant capital investnents that are
required for serving our customers.

Q But turning back to Section 11 of the rate
pl an, does it require PacifiCorp to seek simlar interim
rate relief fromits two |largest retail jurisdictions,
Oregon and Ut ah?

A Yeah, Paragraph 11. A states:

The conpany is requesting simlar rate
relief inits two |argest US retail
jurisdictions.

Currently that would be Utah and Oregon.

Q Is the conpany currently requesting simlar
rate relief in Oregon and Utah?

A. Yes, the conpany has requested simlar relief
to deal with the situations that the conpany has had to
deal with.

Q Can you be nore specific, please? Let's take
Oregon first, have you sought interimrate relief in
Oregon?

A The conpany has sought a nunber of nechanisns
to deal with the hardships that it's experienced because
of the last several years in the western markets and the
situation the conpany has faced. The conpany had a
nunber of various dockets. The conpany filed since --

goi ng back and starting with Oregon generally, we filed
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UE- 116, which was a general rate case. W requested
$160 M1 1ion.

Q What year did you file that?

A That was in October of 2000. W received $64
M1lion of an increase.
Q I"'msorry, M. Larsen, actually my question

to you was very specific, and | have read your testinony
where you have laid out all what you' re reading from
VWhat | would like to explore with you i s whether you
have filed an interimrate request in Oregon let's say

in the last six nonths, let's say in the |last year?

A Well, the conpany --

Q And can you pl ease answer yes or no, and then
expl ai n.

A. No, not in the last six nonths, the conpany

has not filed for interimrelief.

Q Has the company filed for interimrate relief
in Oregon in the last 12 nonths?

A. No, just probably 15 or 18 nonths.

Q And which filing are you referring to that
you sought interimrate relief in Oregon?

A Well, the conmpany sought relief through a
deferral of power costs and received authorization for
that. The conpany also filed for a PCA and an interim

i ncrease roughly at the sanme tinme, and it was denied
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because it was receiving recovery through its deferral
mechani sm of $22.8 MIlion a year under the Oregon
rul es.

Q Coul d you turn to your Exhibit 22, please.
Is this the filing in Oregon that you were just
referring to?

A It's one of them

Q Is Exhibit 22 a filing in which the conpany

clains it was seeking interimrate relief?

A. Yes, the conpany was seeking for $42.7
MIlion over a three nonth period through this filing.
Q Are you aware that this entire exhibit

represents the conpany's entire filing in this case in

Oregon?
A. Subj ect to check.
Q I"'msorry, actually there were a coupl e of

ot her m nor pieces of testinony that acconpanied that,
but it's roughly a filing of this magnitude. In other
words - -
MR. VAN NOSTRAND: Obj ection, Your Honor,
nm nor pieces --
MS. DAVISON: |'mgoing to rephrase it --
MR. VAN NOSTRAND: -- of testinmony is a --
JUDGE MOSS: Wait, one at a tine, we can't

record nore than one person speaking at a tinme, and |

do
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want you to allow each other to finish speaking.

So you had posed a question, M. Van Nostrand
was trying to state his objection. Let's hear his
objection, and then we'll hear your response.

MR. VAN NOSTRAND: My objection to vague
references to mnor pieces of testinony hardly provides
a basis for this witness to conment on the nagnitude of
the conpany's filing in that case.

JUDGE MOSS: Okay, | think you may rephrase
your question.

MS. DAVI SON:  Thank you.

BY MS. DAVI SON

Q M. Larsen, the case that you're referring to
in Oregon is set forth in Exhibit 22, and subject to
check there are two other mnor pieces of testinopny that
are not attached to it. Sitting here on the corner of
the tabl e minus one volume is the conmpany's filing for
general rate increase in Oregon that you made on
Tuesday. Do you consider your request for a PCA in
Oregon, which was denied, to be of the sane nmmgnitude as
the rate increase that you have just sought in Oregon on
Tuesday?

A. No, they're clearly different filings with --
addressing di fferent issues.

JUDGE MOSS: And for the clarity of the
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record, Ms. Davison was indicating a pile of papers
approximately 10 to 12 i nches high.
Do you have much nore, Ms. Davison, with this

wi tness? You had indicated about 60 m nutes and we're

t here now.

MS. DAVI SON. | probably have another 15
m nutes or so, but | will take less with other
Wi t nesses.

(Di scussion on the Bench.)

JUDGE MOSS: All right, let's go ahead and
take our norning recess, and we will be in recess for
ten mnutes. Please try to be back in your seats by ten
m nut es before the hour by the wall clock.

(Recess taken.)

JUDGE MOSS: Go ahead, Ms. Davi son.

BY Ms. DAVI SON:

Q M. Larsen, referring to Exhibit 22, did the
conpany make any showi ng or allege financial hardship
associated with its request for a PCA in Oregon?

A No.

Q I have a couple of very quick questions
referring back to the rate plan stipulation just to nmake
sure we have a clear record on those. |Is the conpany
seeking to reopen the rate plan pursuant to Section

11. B?
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A No.

Q Is the conpany's filing in this case seeking
any rate changes pursuant to Section 9. A through F?

A No, with the caveat that in Section A it does
di scuss regul ati ons, and one of the inpacts that we did
have that caused us to experience sone of the power
costs was the change of the FERC regul ati ons and the
establ i shnent of a price cap

Q Are you seeking to change rates pursuant to
9. A?

A It would inpact the anpunt of the deferral as
a result of that change in regulation, so | think 9. A
does have an inpact on the renmai nder of Section 9 in
ternms that the conpany has filed for a deferral

Q It's an inportant point, so | would like to
get a yes or a no answer fromyou. |s the conpany
seeking to change rates as provided for in Section 9.A
of the rate plan stipulation?

A. Yes, to the extent that it has inpacted power
costs for the FERC changes to the price cap in the
western energy markets. And |I'mnot -- clarifying that,
we're not changing rates, we're requesting relief
through the filing of the deferral and a recovery
mechani sm We're not changi ng base rates.

Q Well, let's -- if you look at Section 9, it
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states that:
The conpany is not precluded from
seeking a tariff or a change in rates
for the follow ng reasons.
Isn't that correct?

A Yes, that's correct.

Q So if you are seeking rate relief pursuant to
9. A wouldn't you have to do it through a tariff or a
rate change pursuant to the terms of 9.A?

A. No, | don't believe so. It provides that the
conpany is not precluded or the Conm ssion from
approving tariffs or rate changes, and if there is a
surcharge mechani sm or sonme other form of recovery that
would be in the formof a tariff, then | think it would
fall under that.

Q Okay, so just so the record is clear on this,
SO you are requesting some relief pursuant to Section
9. A, and you are requesting a tariff change pursuant to
9.Ain this case; is that correct?

A No.

Q Al right, what are you requesting pursuant
to Section 9.A?

A. I was just pointing out the fact that because
of a change in regulation, and |I'mnot sure how that is

to be interpreted, that there was a change in FERC price
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caps that inpact deferrals of power costs which the
conpany has based its deferral and its bal ance to be
recovered on. So to the extent that the conpany has
requested deferral and is seeking relief, enbodied in
that are the inpacts of the sumrer of 2002 forward
purchases that the conpany had entered into, which were
out of nmarket because of the changes associated with the
FERC price cap, which | think falls under regul ations.
So we're not explicitly requesting relief of a change in
regul ation, but it does have an inpact |'mjust trying

to point out on the conpany's deferral

Q So you're not requesting relief under Section
9. A then?
A. No, we're seeking recovery through the

deferral of costs and a recovery nechanism Absent
that, the conpany would Iike a reopener of the rate
case, of the rate plan, and file a general rate case.

Q Has the company presented evi dence regardi ng
its conmpany-wi de rate of return?

A No, | don't believe it has in terms of the
specific rate of return. It's all factored on a
Washi ngton only basis.

Q I'"msorry, was that a no? | didn't, ['m
sorry, | didn't --

A No.
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Q Thank you. Has the conpany presented
evi dence on a conpany-w de basis regardi ng your interest
cover age?

A No, it's inportant that we | ook at those
cal culations all on a Washi ngton specific basis so that
we're not | ooking at subsidization for Washi ngton by the
other jurisdictions that have already provided either
interimrelief or a relief through recovery of power
costs.

Q Have you presented evidence on a conpany-w de
basi s regardi ng your earnings coverage?

A No, we have not.

Q Have you presented evidence in this case on a
conpany-w de basis regardi ng your imredi ate or
short-term demands for new financing?

A Yes, on a Washington basis. W have not on a
total conpany basis.

Q On a conpany-w de basis, is PacifiCorp in
financial distress?

A No, not on a conpany-w de basis, but clearly
on a Washington basis it is.

Q Il would like you to turn to Exhibit 17, page
25, paragraph 127.

CHAI RWOVAN SHOWALTER:  |' m sorry, what

exhibit is that?
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MS. DAVI SON:  17.
THE W TNESS: Wi ch page?
MS. DAVI SON: Page 25, paragraph 127.

BY Ms. DAVI SON

Q Do you have that?
A Yes, | do.
Q About hal fway through or two thirds of the

way through that paragraph 127 on page 25 of Exhibit 17,
t he Wom ng conmi ssion essentially concludes that you're
not facing a disabling financial energency going
forward, but rather PacifiCorp characterizes recovery in
this case as a matter of fairness rather than crisis.
Isn't that, in fact, what you're arguing here as well?
A. Well, yes, if I could characterize it in the
| anguage that | have used previously pursuant to the PNB
standards, that we see it as a matter of gross inequity
or gross unfairness.
Q If you could turn to Exhibit 18, page 14,
pl ease.
JUDGE MOSS: |I'msorry, | lost your reference
there, Ms. Davison
MS. DAVI SON:  Exhibit 18, it is page 14. The
page nunbers are in the upper right-hand corner

JUDGE MOSS: Thank you.
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BY Ms. DAVI SON

Do you have that, M. Larsen?

Yes, | do.
Q There are two references that | wanted to
point to. It starts at the sentence that's three lines

up fromthe indented quote about Scottish Power issuing

a report of its financial results of operation. Do you

see that?
A The indented paragraph?
Q Three |ines before the indented paragraph

could you refer to that.
A Starting with what sentence?
Q (Readi ng.)
Scottish Power has issued a report of
its financial and operating results for

the six nonth period endi ng Septenber

2002.
A Yes.
Q Do you see that?
A Yes.
Q And then continue on down, and my question to

you is that Scottish Power has stated that Pacifi Corp is
on track to double its operating profit over the next
three years. Isn't it correct that PacifiCorp's

financial condition overall is significantly inproving?
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A. Yes, it is inmproving fromthe place that we
were at. You can easily double your profits when you're
at 3% or 4% And you double that, you're still way
under earni ng your allowed rate of return, but you are
recovering. The conpany experienced over $1 Billion of
power cost expenses, which put us in a very | ow earning
situation, and we are recovering fromthat.

Q Is it your understanding that the PNB
standard is there as a backstop to allow you to cone in
and i nprove your earnings to a level of your allowed
rate of return?

THE W TNESS: Can you read back the question
(Record read as requested.)

A No, | don't think the PNB standards are there
just to help the utility maintain its authorized rate of
return. It's there as a | think standards and gui dance
i dentifying that the Comm ssion has authority in proper
circunmstances to grant interimrelief, extraordinary
remedy that should be granted where there's either
emergency situations that exist or gross hardship or
gross inequity.

BY Ms. DAVI SON

Q What is your authorized rate of return in

Washi ngt on?

A The last filing that we nmade --
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Q No, I'm sorry, your authorized rate of
return.

A Oh, authorized rate of return was 13.25%

Q Is that what's approved in the rate plan?

A There was no identification of a rate of

return in the rate plan, so | guess anything that we're
measuri ng agai nst technically would be against the 13
1/ 4.

Q Wel |, that wouldn't be right, would it,
because the rate plan in effect reset your rates, and
wasn't there an explicit agreenent in the rate plan that
there wouldn't be an authorized rate of return set forth
in the rate plan?

A No, there was not a rate of return set forth
in that or agreed or approved by the Commi ssion, so
think the way that -- ny understandi ng of the Comn ssion
orders would be that the | ast authorized return in the
State of Washington is 13.25%

Q But, M. Larsen, when you filed your rate
case in 1999 that resulted in the 2000 rate plan, you
asked for 11%

A That's correct, and it wasn't approved at
that |evel.

Q Well, isn't it correct that there was no

authorized rate of return set forth in the rate plan
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because the conpany wanted to have the flexibility to
achieve the transition plan savings w thout having to be
subj ect to an RCE check during the five year rate plan?

A No, | wouldn't characterize it that, and
don't want the Comm ssion to get the inpression that
we're trying to get to 13.25% That clearly is not the
cost of capital in the current markets. In our recent
cases we have been filing in the range of 11 1/4% 11
1/ 2% seeking recovery for that. So while the rate plan
didn't specifically identify or have an agreenent anong
parties that was establishing a rate of return that was
the target, the conpany was agreeing to a plan that
woul d provide stability and an opportunity only to the
conpany to try to get back to a reasonable rate of
return given limted price increases and its achi evenent
of its transition plan.

Q From your perspective, why doesn't the rate
pl an set forth an ROE?

A. Well, in the last case, the conpany was the
only party that actually presented direct testinony, and
so there was only the conpany's position on the record.

Q And that's your testinony as to why the rate
pl an doesn't include an ROE?

A Well, there is no other evidence fromthe

other parties. | guess they could have through
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stipulation or part of the agreenent decided on an RCE
and brought that forth in the hearings with the

Conmmi ssion. But | don't agree the purpose of the
stipulation was to specifically identify an ROE that the
conpany woul d be nonitored against. There was no
provision in the stipulation for that.

Q That's correct, and ny question to you is,
isn't it correct that there was no specified ROE because
t he conpany had identified that it was going through
this significant transition plan, and the point was that
the conpany wanted to be able to capture the savings
fromthe transition plan without being held to an ROE
bench mark; isn't that correct?

MR. VAN NOSTRAND: Obj ection, Your Honor
this question was asked in pretty much the exact sane
format. | think M. Larsen has answered pretty nuch to
the best of his ability in ternms of what the purpose was
of not including an ROE in the stipulation.
JUDGE MOSS: |'mgoing to allow the question.
THE W TNESS: Can you read the question
(Record read as requested.)
A No.
BY MS. DAVI SON
Q And if | understand your testinony,

M. Larsen, it is your position that there is no ROE set
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forth in the rate plan because the conpany was the only
party that submitted testinmony in the rate case on ROE
is that correct, is that your testinony?

A That's part of the answer, that the conpany
was the only one that presented testinmony. It's also
the fact that we were working on a stipulation, and
there was no agreenent on establishing an ROE as part of
the stipul ation.

Q VWhy was there no agreement?

A. I don't know specifically. | wasn't at the
negotiating table in that, so | don't have intimte
know edge of the discussion around that.

Q Where is the conpany's current bond rating on
its first nortgage bonds?

A. We're generally an A with a negative outl ook
and that's on a total conpany basis. M exhibits show
for a Washington basis we would basically be BB or junk
bond st at us.

Q But that's not how you're rated, is it;
you're not rated on a state-by-state basis, are you?

A No, but neither are our rates set in average
across the conmpany. They're done on a state by state
basi s.

Q I would like to turn to Exhibit 44 for a

nmonment. Do you have that in front of you?
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A Yes.

Q Coul d you turn to page 867. Do you see on
the m ddl e of that page where Judge Mdss asked the
question of M. Elgin regarding triggering Section 11 of
the rate plan; do you see that second paragraph?

A Yes, | see that.

Q And do you see that Judge Moss says:

This provision is in there basically to

provi de for circunstance of electric

mar kets or credit nmarkets goi ng hayw re.

Creating a situation where the conpany

can no | onger function econonically or

in a financial sound way would be a

better way to say it, | suppose.

And then do you see that M. Elgin answers,
yes; do you see that?

A. Yes.

Q And isn't it correct that during this hearing
that none of the Pacifi Corp witnesses disagreed with
M. Elgin's characterization of the triggering of

Section 117

A | don't believe so, subject to check
Q Are the electric markets currently hayw re?
A I'"'mnot sure what the price is today, but

during the period that we're discussing here and | ooki ng
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at the relief that we're seeking, both electric markets
were haywire as well as the capital markets, with severe
dysfunction, downgrades, utilities going bankrupt, so
think both those situations were occurring. And as we
| ook at the Washi ngton specific results, we believe that
we neet those criteria.

Q So is it your testinony, M. Larsen, that if
you are not granted relief in this case that that wll
i mpair your access to the capital markets?

A. Not on a total conpany basis, because the
ot her jurisdictions because of their relief, both
interimas well as general rate cases that they have
provided, will help us to maintain that. But that is a
subsi di zation and not fair to themand not fair to the
conpany. \When you | ook on a Washi ngton specific basis,
it clearly does identify as shown in ny Exhibit JKL-4
that we do have a financial hardship. W have
significant capital investnents over the remining piece
of the rate plan totalling over $1.3 Billion.

Q Can you turn to Exhibit 26, please. This is
an exhibit that was prepared by M. Fal kenberg, and
M. Fal kenberg essentially assunmed for purposes of this
chart that we have a hypothetical industrial custoner
that is 50 negawatts at 90% | oad factor, and this

custoner has a plant |ocated, exact sanme plant |ocated
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in Oregon, Washington, Utah, and Woni ng. And

M . Fal kenberg has taken your tariff rates and
cal cul ated what the industrial custonmer would pay in the
various states. Have you had an opportunity to | ook at
this exhibit?

A. I have looked at it, but the rate conparison
for specific custoners or custoner classes is not ny
area of specialty. | do understand that M. Giffith
has reviewed this thoroughly and has found significant
errors init.

Q Well, let's ook at it froma genera
standpoint that if you anal yze the industrial rate for
t he WAshi ngton custoner versus the Oregon custoner, that
it's 91% of Oregon with Oregon being the highest rate,
do you dispute that conclusion that the ranking of
Oregon being the highest industrial rate on your system
Washi ngt on bei ng the second hi ghest?

MR. VAN NOSTRAND:  Your Honor, I'mgoing to
object to continuing to subject this witness to
guestions about this exhibit. He has clearly indicated
that M. Giffith is the one to whom questions shoul d be
directed. He has indicated that M. Giffith has
di scovered errors in this exhibit, and | believe it's
i nappropriate to have this witness be expected to answer

questions in |ight of what he has already said with
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respect to this exhibit.

JUDGE MOSS: Well, there are sone problens in
that area, Ms. Davison, but | think the wi tness can
answer the question as it was franed, which is sinply
whet her the witness disputes that Oregon is the highest
and Washington is the second highest for industria
customers in ternms of its rates. You don't need to
refer to this exhibit to answer that, if you can

THE W TNESS: Can you read the question as
posed, if | should answer yes or no.

JUDGE MOSS: Let nme see if | can just cut
through that. | think the question sinply is whether
Washi ngton is the second highest industrial rates
relative to Oregon, which is the highest.

Is that essentially your question at this

juncture?
MS. DAVISON. On a tariff basis, yes.
JUDCGE MOSS: On a tariff basis.
A No, | believe it is the |owest, and

M. Giffith would have evidence to show that.
BY MS. DAVI SON
Q Al right, well, | guess we'll save that for
M. Giffith.
Nevert hel ess, you have stated repeatedly that

you have received rate relief fromother jurisdictions
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and that in essence it's not fair if you don't get
relief in Washington. |Is that the essence of what you
have been tal ki ng about this norning? And you have
referred to a rate subsidy if, in fact, you don't get

rate relief?

A. Can you rephrase the question.

Q Sure, let me try to make it a little cleaner
A. Yeah.

Q As | have understood your testinony this

nor ni ng, you have stated repeatedly that you have
received rate relief in your other jurisdictions,
correct?

A Yes, we have received sinmlar relief for the
situation the conmpany has experienced over the | ast
couple of years related to dysfunctional markets and
excessi ve power costs.

Q And it's your testinony that there would be
an unfair rate subsidy if you don't receive relief in
Washi ngton; is that correct?

A Yes, and if | could characterize it in ny own
words, Washington's situation as a result of the |ast
coupl e of years has created a dire hardship, if | could
use those words, on our shareholders if you were to | ook
at just the results in the state of Washington. The

results that we put forth in our Conmi ssion basis
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report, our sem -annual results showed that for March
2002 we were at 6.9% ROE. That is fully nornmlized,
reflected ongoing situation with extraordinary events
renoved. |If were to look at it in the manner that the
Staff examines it with, type one adjustnents, just
Conmi ssi on ordered adjustnents and no annualization, no
pro form adjustnents, that would actually be 1.3%
return on equity for March 2002. When you renove the
power costs and say those are gone, those aren't
ongoing, it looks |like our returns are reasonable. But
sharehol ders carried all of that, $98 MIIlion.

So | think there has been a situation where
the results in Washington are being subsidized by the
other states in the formthat they have provided relief,
t hey have provided cash flow so that the conpany could
continue its operations, it could naintain an A credit
rating. |f Washington were identified as a separate
conpany, a stand-alone utility, in the situation that
it'"s innowit couldn't get the financing at reasonabl e
terms, it may not even be able to get the cash to invest

inthe facilities, and it would be in serious financia

difficulty.
Q G ven this alleged financial distress that
you have in Washington, | am perplexed, M. Larsen, why

the conpany didn't conme in a year ago and nmake a
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straightforward interimrate case filing followed by a
general rate case and follow the requirements of the
stipulation, the rate plan stipulation, as opposed to
comng in a year or two years later after this crisis
and filing a deferred accounting application?

A. The conpany was working with parties to try
and identify and find a solution to this. W ended up
with a deferral mechani sm seeking recovery. The conpany
has tried to honor the rate plan. W want to keep
prices stable in Washington. That's clearly a benefit
to our custoners. |In the extent that over the renmaining
years of the rate plan we're held bel ow our allowed rate
of return, that's a benefit flow ng through to
custoners. That benefit would di sappear to the extent
we file a general rate case and reopen rates and
establish newtariffs. So the conpany is trying to do
the right thing, trying to honor the rate plan and yet
seek some formof limted relief so that it is fair to
bot h sharehol ders and to rate payers.

Q But isn't it true that the parties to this
rate plan stipulation have generally told you that they
woul d prefer that you follow the terms of the rate plan
stipulation and that you conme in and make an actual ful
interimrate case followed by a general rate case filing

so that all costs can be | ooked at, not just a tiny
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sliver of costs that you have done here with this
deferred accounting application?

A Well, I"'mnot sure | can speak for what
parties are currently thinking. | think we have clearly
put forth the conpany's position that our first
preference is the limted relief that we have requested,
and if that's not accepted by the Conmm ssion, that they
approve the reopener of the general rate case and we
nmove forward with a full review and reestablishnment of
rates this year.

Q Isn'"t it true that you did not cone in and
file for an interimrate case as set forth in the rate
pl an stipul ati on because you can't mneet those
requi renments on a conpany-w de basis?

A. | don't believe it asked for the conpany to
make a showi ng on a conpany-w de basis. The conpany has
made the appropriate showi ng under those standards for
its operations in the state of Washi ngton.

Q The costs that are set forth in your deferred
accounting application are what you have terned excess

net power costs; is that correct?

A Where are you referring?
Q I"'mreferring to generally what's at issue in
this case.

A Yes, generally.
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Q And you referred earlier to your 2002 sumrer
contracts which are included -- which you would like to
include in this deferred account; isn't that correct?

A Yes.

Q Did you enter into those contracts to serve
Washi ngton | oad?

A Well, generally we entered into those to
serve all of our retail custonmers, and | would have to
probably defer the specifics of those contracts to
M. Wdmner.

Q Isn'"t it true that since this rate plan
stipul ation has been entered into that [oad in
Washi ngton is declining? And | would refer you to
Exhi bit 9.

A Exhi bit 9?

JUDGE MOSS: That was previously your Exhibit
JKL-7.

A Ri ght, okay. Since the filing of the
deferral or the rate plan?

Q Well, since the inception of the rate plan
which relied on 1998 data. That was the data that you
used for the rate case. Since 1998, are Washi ngton
| oads decl i ni ng?

A In 1998, and |'mactually -- ny Exhibit 9 was

updat ed through 2002 with the response to Data Request
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Nurmber 70, so if you look from'98 to 2001, '98 was 4.4
mllion megawatt hours, and in 2001 it was 4.4 mllion.
If you look at 2002, it dropped to 4.384. So during the
period, it did growin the mddle years and then return
back to its "98 |l evel on a negawatt hour basis.

Q Well, isn't the load |lower now than it was in
19987

A It's about 75,000 nmegawatts |lower in 2002
than in 1998.

MS. DAVI SON.  Thank you.

I don't have any further questions, Your
Honor, thank you.

JUDGE MOSS: Thank you.

M. Crommell, | think you had indicated about
20 mnutes or so with this w tness.

MR, CROWELL: | think we can tighten that up
alittle bit, Your Honor.

JUDGE MOSS: Well, | notice it's 20 m nutes
before the noon hour, which is normally when we break
for lunch.

MR, CROWELL: | will endeavor to conplete ny
guesti oni ng by noon.

JUDGE MOSS: Thank you.
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CROSS- EXAMI NATI ON
BY MR. CROWELL:

Q Good norning, M. Larsen. M nane is Robert
Cromael I . 1'man Assistant Attorney General with the
Publ i c Counsel section of the Attorney General's office.
Can you hear ne okay?

A Yes, good norning.

Q Good norning. | believe you have stated
previously that you have reviewed the rate plan
stipulation and the order adopting it by this
Commi ssion; is that correct?

A Yes.

JUDGE MOSS: M. Crommel |, could you noderate
your pace of speech just a little bit. Thank you.

MR, CROWELL: Sure, | apol ogize.
BY MR. CROWELL:

Q Isn'"t it true that neither that stipulation
nor the order adopting it approved a specific |evel of
approved power costs?

A That's correct.

Q Isn't it also true that neither the
stipulation nor the order adopting it approved a
speci fic methodol ogy for determining a | evel of approved
power costs?

A That's al so correct.
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1 Q Isn't it also true that neither the

2 stipulation nor the order adopting it approved of the
3 Modi fied PI TA Accord power cost nethodol ogy?

4 A That's correct, there was no finding on a
5 specific allocation nethod.

6 Q Isn'"t it true that on February 5th of 2003
7 Scottish Power, your parent conpany, issued its 2002
8 third quarter and year-to-date results?

9 A Subj ect to check on that date.

10 Q Okay. Would you accept subject to check
11 that, in fact, on February 5th Scottish Power issued its

12 2002 third quarter and year-to-date results?

13 A The first tine did you say February 3rd?

14 Q |'"msorry, February 5th.

15 A. Okay. Yes, subject to check

16 Q Okay. Would you accept subject to check that

17 Scottish Power reported that PacifiCorp's 2002

18 year-to-date profits had continued to inprove?

19 A. Yes, that's generally correct, without

20 quoting the specific |anguage in the rel ease.

21 Q And woul d you al so accept subject to check
22 that Scottish Power also stated that PacifiCorp's

23 underlying profit continued to inprove and renmain on

24 track to achieve its profit targets for the year, the

25 year being 20027
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A. Yes, and translating that into regul atory
speak, for that period it would nmean roughly on a
normal i zed basis that the conpany woul d be earni ng about
6.3%o0n its return on equity conmpany w de.

CHAI RWOMAN SHOMALTER: M. Larsen, can you
speak up a little nore or speak closer to the
nm crophone.

THE WTNESS: |'mnot sure if it's working.
The button's down, but | --

JUDGE MOSS: No, it should be up

CHAI RMOVAN SHOWALTER: It shoul d be up.

THE W TNESS: Can you hear ne now? Ch, okay,
got it reversed.
BY MR CROWELL:

Q M. Larsen, would you al so accept subject to
check that Scottish Power similarly indicated that the
transition plan cunul ative benefits for Pacifi Corp were
on track with a total of $192 MIIlion achieved by
Decenber of 2002 and a further $28 M1 lion achieved from
ot her efficiencies and savings?

A I think we actually have a cross exhibit.

JUDGE MOSS: It's Exhibit Number 14.

A. Is there actually a specific |anguage that

you' re reading fronf

Q I was actually looking at the press rel ease
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1 t hat your conpany issued rather than the actual third

2 quarter results, which | assune are sonewhat nore

3 vol umi nous than that 20 to 40 page summary that's in the

4 press rel ease.

5 A. Referring to I CNU Cross Exhibit Nunber 14, it
6 says that -- the second paragraph on page 3.

7 CHAl RMOVAN SHOWALTER:  What exhibit is this?
8 JUDGE MOSS: 14,

9 A Exhi bit 14, page 3:

10 Anot her key driver to doubling

11 Paci fi Corp's profitability is the

12 transition plan.

13 CHAI RMOVAN SHOWALTER: Can we hold up a

14 m nute. Are there page nunbers on Exhibit 14?

15 MR. CROWELL: | don't have those exhibits.
16 MR. VAN NOSTRAND: Upper right-hand corner
17 THE W TNESS: Upper right-hand corner, page
18 3.

19 A. Second paragraph identifies the transition

20 plan remains on track. Cunulative benefits total $164

21 MIllion, nore than half way toward our goal of $300
22 MIlion. | believe this is the half yearly report as of
23 Septenber. |If you're reading off of the third quarter

24 press release, it would be slightly higher than that

25 with an additional quarter of savings.
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MR, CROWELL: | am in fact, doing that.

Your Honor, would you like ne to approach the
Wit ness and show himwhat |I'mreferring to?

JUDGE MOSS: Well, is this an exhibit that
you' re readi ng fronf

MR. CROWELL: To be honest, Your Honor
these were predicate questions. | was trying to avoid
having to provide the third quarter results as an
exhi bit.

JUDGE MOSS: All right, well, see if you can
get through your foundation fairly quickly here. If
we' ve got a docunment that we want to be in the record,
then let's nmake it an exhibit and refer to it and not
have to -- because having the witness verify these
statements subject to check is sort of a |aborious
process. W' ve got an exhibit in the record that
captures these points.

MR. CROWELL: Unfortunately, it does not,
Your Honor. My understanding fromwhat M. Larsen just
said is that that is the second quarter report.

Oh, okay, thank you.

M. Sanger has kindly shown ne that what |
was referring tois, in fact, also Exhibit 27.

JUDGE MOSS: All right, so then let's just

refer to Exhibit 27, and you can ask your questions
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1 based on that instead of having the witness verify al
2 of this stuff subject to check.

3 MR. CROWAELL: Sure.

4 BY MR CROWAELL:

5 Q If you would | ook at page 4, the bottom

6 par agraph, M. Larsen.

7 A Yes.
8 Q Do you see that paragraph?
9 A Yes, the transition plan cunul ati ve benefits

10 are on track with a total of $192 MIlion achi eved by
11 Decenber '02. That includes -- that's for all of

12 Paci fi Corp, so it's transition savings, nerger benefits
13 achi eved, also savings related to non-regul ated

14 Paci fi Corp activity.

15 Q And a further $28 MIIion?
16 A Yes.
17 Q And you have testified this nmorning with

18 regard to the conmpany's transition plan, correct?

19 A. In what regard? | have tal ked about the
20 transition plan being inplenmented and achi evi ng

21 benefits.

22 Q And this is the same transition plan that
23 your parent conmpany is referring to in this docunent,
24 correct?

25 A Yes.
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Q And this is also the same, if we | ook at the
stipul ation, page 2, Section 1.B, second paragraph, is
this the sanme period of significant transition referred
t herei n?

A. Yes, it's a, well, yes, it's referring to a
period of transition. It wasn't referring specifically
to the inplenentation of just the transition plan. The
conmpany was in a period of transition with the change in
managenment, the change in ownership, and part of that
overall transition was the establishment of the
transition plan.

Q Thank you. And if we go back to Exhibit 44,
which | believe has been adnmitted, Your Honor?

JUDGE MOSS: Yes, it has.

Q Do you have that, M. Larsen?
A Yes, | do.
Q Coul d you go to page 897. Ms. Kelly was the

conmpany's witness at the settlenent presentation
heari ng, was she not?

A Yes, she was.

Q And she was authorized to speak on behal f of
the conpany in that capacity, was she not?

A Yes.

Q Wuld you read Ms. Kelly's statenents. |

believe it's one sentence there, lines 18 through 24.
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1 A. Yes, starting line 18:

2 It's also a time when the transition

3 plan will have been fully inplenented,
4 and so the result of that will be

5 reflected in test year operations, and
6 that will help to nake sure that costs
7 and benefits match and we are not

8 argui ng over known and mneasurabl e

9 changes. In fact, the transition plan
10 will be inplenented at that tine.

11 | assune this is tal king about the end of the

12 rate plan period.
13 Q I would nake that assumption as well, but

14 don't think the sentence itself is specific onit.

15 A Yeah, it stands al one.

16 Q But | think so

17 A Yeah.

18 Q Wuld it be fair to say then, M. Larsen

19 that fromthe conpany's perspective, the transition plan
20 savi ngs anticipated to be achieved during the rate plan
21 period were a perhaps significant but certainly a

22 notivating factor in the conmpany's decision to enter

23 into the stipulation?

24 A Yes, | think it was a conponent of the

25 conpany's negotiation of that settlenment, that we were
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gi ving up higher increases that we woul d have got from
our perspective through going through the rate plan or
the rate case, but setting base rates with the 3-3-1
percent increases and the conpany inplementing its
transition plan, we thought we could get to a reasonable
| evel of earnings over the five year period. Clearly
that plan has been thwarted as a result of the power
mar ket experience as well as unforeseen events since
Septenmber, 9-11, with clear cost run ups in areas that
we didn't anticipate such as pension, insurance,
security.

MR, CROWAELL: Your Honor, maybe a predicate
question, |I'mnot sure whether there is anyone in the
room who has not signed the confidentiality agreenent.

I think everyone probably has.

JUDGE MOSS: Do you wish to inquire about
some of the confidential exhibits in detail?

MR, CROWELL: No, | just wanted to refer
back to the transition plan, which my recollectionis
fromthe '99 case that the conpany designated it as
confidential, and | just wanted to make sure there
wasn't anybody on the bridge or in the room that any
reference | meke to that document or its contents we're
not breaking that.

JUDGE MOSS: Well, the confidentiality that
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woul d be pertinent there would be the confidentiality
agreenents and so forth in the prior case, not this
case, so I'mnot quite sure howto direct you here if
you' re bound by confidentiality agreenments with respect
to sonething in the prior case.

MR, CROWELL: Well, it was ny understandi ng
that the Conmi ssion had entered an order consolidating
review. |'mthinking back to last sumrer. | can't
renmenber what the procedural inpact of --

JUDGE MOSS: No, this case was consolidated
wi th Docket Nunmber UE-991832 for the limted purpose of
considering a notion, and the notion was denied. As a
practical matter, any consolidation with the prior case
ended at that point in tine.

MR, CROWELL: | think we're probably all the
sanme parties.

JUDGE MOSS: Well, I'mjust going to ask you
to frame your questions in such a way as to not get into
anyt hing confidential rather than place yourself at risk
for violating prior comm tnments under the
confidentiality agreement in another docket.

BY MR. CROMVELL.:
Q M. Larsen, has the conpany since the '99
case released the transition plan as a public docunent?

A Yes, there was a release and a filing.
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JUDGE MOSS: There you go.
Q So I"'msafe. Is it fair to say that that --
JUDGE MOSS: Put those handcuffs away.
MR. CROWELL: Abundance of caution, Your
Honor .
BY MR. CROWELL:

Q Is it fair to say that the transition plan
and | will confess to relying on a few years of
recol lection, but that it had | think three |evels of
anticipated results; there was a sort of a if you want
for better terma poor, nedium and best case?

A Yeah, there was a base, | think it was called
base, optimistic, and highly optimstic was ny
recol | ection.

Q Okay. And where would the $192 MIIion
achieved last year fit into that profile, if you can
say?

A | believe what they' re neasuring off of is
the highly optimstic case.

Q Well, then, M. Larsen, can you tell nme, does
the conpany's case before the Conmm ssion today reflect
transition plan savings achieved to date?

A Yes, | believe it does.

Q And can you identify where it does so?

A That would be reflected in M. MDougal's
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forecasts over the remaining rate plan, the results. To
the extent that any cost savings have been achieved in
our expectation of future costs, that would be reflected
there.

Q Anywhere el se?

A. To the extent that ny exhibits are a summry
of M. MDougal's exhibits, it would be reflected there.

MR. CROWEELL: Al right, thank you.

Not hi ng further, Your Honor.

THE W TNESS: Thank you.

MR. CROWELL: | think |I saved ten mnutes
there.

JUDGE MOSS: Very good, M. Crommel |, you get
a gold star.

M . Cedarbaum you had estimated about an
hour, and |I'mwondering if we should take our noon break
before you start, because you'll just barely have tine
to get started.

MR. CEDARBAUM | don't have an hour, it's
probably at nost half of that, and I'mindifferent as to
whether | start now or after |unch.

JUDGE MOSS: Let nme consult with the Bench.

(Di scussion on the Bench.)

JUDGE MOSS:  All right, well, we will need to

t ake our recess now, and so what we'll do is break now
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until 1:30, so we'll see you all back here after the
| uncheon recess.
We're off the record.

(Luncheon recess taken at 11:55 a.m)

AFTERNOON SESSI ON

(1:35 p.m)

JUDGE MOSS: A housekeeping matter, during
the luncheon recess M. Cedarbaum handed up two
addi tional cross, potential cross-exam nation exhibits,
and those have been provided to the Bench, and | have
mar ked those for identification. Nunber 86 is the
conpany response to Staff Data Request Nunber 91, and
Nunber 87 for identification is the conpany response to
Staff Data Request Nunmber 92, and those will be used in
conjunction with M. Wdner, who is, | believe, our
third witness.

So unless there's anything else, | think we
can proceed with the cross-exam nation, and,
M. Cedarbaum we are to you. M. Larsen, | will remnind
you that you remain under oath.

THE W TNESS: Yes.

MR, CEDARBAUM  Thank you, Your Honor. Just

a couple of procedural matters with respect to cross
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exhibits of M. Larsen. | would notice that what's been
mar ked as Exhibit 43 is the sane as what's al ready been
admitted as Exhibit 12, so if you would like to renove
43, that would be fine with Staff.

JUDGE MOSS: All right, well renmove 43 from
our list and note that it is a duplicate of Nunmber 12.

MR, CEDARBAUM  The ot her procedural matter
was that during the lunch break | had a chance to talk
with M. Van Nostrand about the admi ssion of the other
Staff cross exhibits, although | will also note that
Exhi bit 44 already has been admtted.

JUDGE MOSS: Correct.

MR. CROWELL: | believe we have an agreement
that all of the Staff remaining cross exhibits would be
adm tted by stipulation rather than arguing about
whet her M. Larsen or sonebody el se woul d be the
appropriate witness. That's with the understandi ng that
t he conpany intends on cross exam ning Staff w tnesses
on their responses to conpany data requests that are
i sted between Exhibits 30 or at |east some of those
exhi bits between 34 and 42 and that we would then have
the right to do redirect on those exhibits as we deem
necessary.

JUDGE MOSS: That seens reasonable to ne.

M. Van Nostrand, that's the agreenent?



0188

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

MR. VAN NOSTRAND: That's the agreenment, Your
Honor .

JUDGE MOSS: That will save tine. |
appreci ate counsel's effort during the |uncheon recess
to accommpdate the proceeding in that fashion, so we
will admit nunbers 28C t hrough 42 by stipul ation.
Nunber 43 will not be offered as it is a duplicate of
Nunmber 12. 44 has already been adnmitted, and then we
will pick up and adnmit Nunber 45 by stipul ation.

And with that, then | believe we can proceed
with the cross-exan nation.

MR. CEDARBAUM  Thank you.

CROSS- EXAMI NATI ON

BY MR. CEDARBAUM

Q Hell o, M. Larsen.
A Good afternoon.
Q I had just to begin a couple of clarifying

guestions on some of your testinmony fromthis norning,
and you had indicated in response to a question from
Ms. Davi son that you were involved on the conpany side,
| believe you said, with the negotiations that led to
the stipulation and rate plan fromthe |ast case. Do
you recall that?

A Yes.
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Q By that, | take it you neant you were --
those were internal conpany side di scussions as opposed
to face-to-face discussions with the other parties in
negoti ati ons?

A Yes, that's correct.

Q You were al so asked sonme questions or you
di scussed with Ms. Davison the conpany's response to
Staff Data Request Number 70, which added 2002 data to
your Exhibit JKL-7, which is Exhibit 8, do you recal
t hat ?

JUDGE MOSS: Actually it's Exhibit 9.

A Exhibit 9, that's correct.

Q And you indicated that between 1998 and 2002
the conpany's firmretail |oad in WAashi ngton went down;
do you recall that? | believe you indicated a nunber of

about 75,000 negawatt hours.

A Yes, | believe that's correct.

Q Woul d you agree subject to check that in U ah
for the sane tine frame the conpany's firmretail |oad
in megawatt hours increased by about 3 mllion?

A Yes.

Q I would like you to turn to Exhibit 1, which

is your direct testinony, on page 3. Do you have that?
A Yes.

Q On line 6 you refer to what | think is a
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nonconfidential nunmber of $486 MI1lion of annual net
power costs; do you see that?

A Yes.

Q And then on lines 7 and 8 you refer to sone
confidential numbers, which would be an ampunt of annua
net power costs for fiscal year 2004 and then anot her

anount for fiscal year 2006; do you see that?

A. Yes.
Q And so what we're tal king about are increases
in annual net power costs fromthe $486 MIlion to the

ampbunt shown for 2004 and the anmpunt shown for 2006?

A Yes.

Q And those are total systemincreases; is that
right?

A. Yeah, total conpany net power costs.

Q Is it correct, and | believe you answered

some of these questions this nmorning, but you haven't
produced any evidence to the Commi ssion in this case
that these increases in system annual net power costs
have placed the total conpany in a need for energency

rate relief; is that right?

A On a total company basis, that would be
correct.
Q If the conpany -- if there was a Pacifi Corp

Washi ngton stand al one conpany, would that conpany incur
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t hose increased annual net power supply costs?

A Yes, their portion of that. If we were to
segregate the conpany, they would have to incur power
costs, and they're going up.

Q Do you base that on any particul ar analysis
of that, or is that based on an application of an
al I ocati on net hodol ogy?

A I would draw ny conclusion fromthe work that
M. MDougal did that nmy exhibits are based on for the
five year forecast. Included in that would be
escal ating net power costs for the Washington only
jurisdiction.

Q And is that the result of applying an
al | ocati on net hodol ogy to break down total system cost
to Washi ngton cost?

A Yes, it does.

Q And that's the Mdified Accord nethodol ogy
that's been testified to by or subject to various
parties' testinony?

A Yes.

Q If you can refer to Exhibit 45, and can you
confirm or accept subject to your check that the exhibit
basically contains page 40 of PacifiCorp's 10-K report
for the fiscal year ended March 31st, 20027

A Yes.
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Q Looki ng at the page 40, the page with the
nunmber 40 at the bottom it indicates in the first
par agr aph under the subheadi ng avail able credit
facilities about hal fway down, the conpany assi gned new
$800 MIlion credit agreenents that becone effective
June 4th, 2002; do you see that?

A Yes.

Q And that it appears that about $175 MIlion
of that has been utilized, |eaving about $675 MI1lion
remai ning; is that right?

A Yes, that's correct, on a total conpany
basi s.

Q Wth respect to the $175 MIlion that's been

utilized, that was borrowed at a cost of 2.2% is that

right?
A Yes.
Q Do you believe that with respect to the $675

MIllion that's outstanding that in today's interest rate
environnent that the cost rate would be materially
different fromthat?

A I"'mnot sure that | could specul ate on that
gi ven current circunstances, the war, what that will do
to short-termborrowing rates, so I"mnot sure | can
answer that question.

Q So you don't know whether the rate on the
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remaining line of credit would be different than 2. 2%

A | don't know if that would be materially
different or not.

Q I would like to just ask you a few questions
ki nd of about PacifiCorp history. Are you generally
famliar with the conpany's history fromthe acquisition
in 1989, the nerger so called of Pacific Power and Light
and Utah Power and Light, and |I'm not talking about, you
know, line and phrase, but just generally famliar up
through the structural realignment proposal that was
made across the conpanies through its territories and

then the nmultistate process that's currently underway?

A Yes, I'mgenerally famliar with that tine
peri od.
Q Is it correct that at the tine of the

acquisition in 1989 that generally speaking the
conmpany's WAshi ngt on operations were a wi nter peak | oad
and the conpany's Utah operations were a sumrer peak

| oad?

A Yes, | believe that's generally correct. The
way | understand it was that on a divisional basis that
Pacific Northwest states were w nter peaking, and Ut ah
Power and Light, the former Utah Power and Light, Ut ah,
| daho, and Won ng, was a summer peak. |'mnot sure of

specifically the states' contributions to that.
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1 Q That's fair, but generally speaking?
2 A Yeah.
3 Q That's the case? And would that have been

4 the case at the tinme of the structural realignnment

5 proposal and today as far as you know?

6 A. | can't say for sure. | believe there was

7 some nove on the Utah side, that there was some w nter
8 peaki ng there, but | can't recall exactly that it was

9 contributing to the wi nter peak.

10 Q But generally speaking, is it still fair to
11 say that the conpany's Pacific division operations are a
12 wi nter peak | oad and the conpany's Utah division

13 operations are a sumer peak | oad?

14 A. Let's see, | guess | would accept that

15 subj ect to check

16 Q Let me just ask you if you could accept this
17 subj ect to check. The conpany -- the structura

18 real i gnment proposal that | have been discussing was a
19 conpany -- a proposal by PacifiCorp to restructure

20 itself into six different electric conpanies, a

21 generation conpany, and a service conpany; is that

22 right?
23 A Yes.
24 Q And in this state, would you accept subject

25 to check that the conpany filed that, an application to
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1 seek to get Conm ssion approval of that restructuring in

2 Docket UE-001878?

3 A Yes, subject to check
4 Q Woul d you accept subject to your check that
5 in the direct testinony of Roger Weaver filed in My

6 2001, in that filing with the Conm ssion he stated that:

7 Retail loads in the Western part of the

8 conmpany's system are highest in the

9 winter, and retail loads in the eastern

10 part of the conpany's system are highest

11 in the sumrer, creating an opportunity

12 for cost sharing benefits fromthe

13 conmpany's primarily based |oad units.

14 Wul d you accept that subject to check?

15 And just to make it easier on you, that was

16 on page 2 of his testinony beginning at |ine 22 through
17 the foll owing page on |line 4.

18 Is it also correct that the structura

19 real i gnnent proposal, at |east one of the notivating

20 factors for that was the what was the allocation

21 gridlock | guess, cost allocation gridlock, anpngst the
22 various states in which Puget, Puget excuse ne,

23 Paci fi Corp operates?

24 A That was one of the factors. The other

25 contributing factor was uncertainty around the conpany's
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ability to invest into resources to neet its obligations
to all the states and nmking sure that on a going
forward basis that it would have a chance for a
reasonabl e opportunity for cost recovery if it did make
those investnents. So it was dealing with historica
allocations as well as trying to ensure that the states
were supportive of the conpany investing in the future.

Q But the allocation nethodol ogy gridlock was
-- arose because the various states in the conpany op --
in which the conpany operates to the extent they apply
differing allocation nethodol ogi es the conpany was at
risk for a cost recovery shortfall?

A Yes.

Q And | believe in the application itself in
that structural realignnent proposal in Docket
UE- 001878, the conpany stated that the allocation, cost
al l ocati ons anongst the states, was "clearly broken";
woul d you accept that?

A Yes.

Q I want to run through sone specific areas in
your rebuttal testinony, which is Exhibit 8 and |I'm
| ooki ng at page 3, line 10. You say that:

The conpany has provi ded evi dence and
stands ready to provide further evidence

if required to facilitate an adequate
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heari ng.
Do you see that testinony?

A Yes, | do.

Q If you could flip to Exhibit 30, which is the
conpany's response to Staff Data Request 56, is it a
fair summary of your response that basically the
conpany's direct and rebuttal testinmony that you filed
in this case is all of the evidence the conpany has and
bel i eves necessary to provide in order to obtain the
relief it's requested in this case?

A No, | wouldn't agree with that or
characterize it that way. The conpany has provided
evi dence through its direct and rebuttal case. W have
al so provided evidence to the parties through the data
request process and discussions with themas well as
bei ng here today to provide any additional information
t hrough our testinony and cross-exani nation to make sure
that there's a full showi ng and an adequate record for
t he Conmi ssi on.

Q The di scovery that was done was on the
conpany's -- the company's testinony and exhibits; is
that correct?

A Yes.

Q And that testinony and exhibits with respect

to a showi ng of a need for any kind of an energency
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1 relief was again based on the Washi ngton all ocat ed

2 st and- al one basi s?

3 A Can you read that back or, M. Cedarbaum
4 repeat it.

5 Q | guess | -- well, let me point you to

6 Exhibit 30.

7 A Okay.

8 Q The | ast sentence at the end of that |ast,
9 excuse ne, the second to |ast sentence at the end of
10 that sentence, the conpany indicates again, as you say,

11 t hrough additional discovery, but then it says:

12 The conpany does not know of any

13 additi onal evidence it can provide at

14 this tinme.

15 Do you see that?

16 A Yes, | see that.

17 Q So beyond the direct testinony, beyond the

18 evi dence that was presented to the Comrission in this

19 actual testinmony and exhibits and di scovery that the

20 parties did on that evidence, there's nothing nore the
21 conpany has to present?

22 A No, | don't think we have anything nore today
23 to bring forward. | think we have nade the proper

24 showi ng, and we have brought the evidence necessary to

25 nmeet the standards which we're relying on in this case.
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Q If you could turn to page 8 of your rebutta
testi nmony and beginning at the |line 11 and then through
-- | believe it's through all of page 10, you have a
di scussi on about alternative cost methodol ogi es, and
think the bottomline fromyour perspective is that the
-- whatever cost allocation nethod -- whatever cost
al I ocati on net hodol ogy one uses has very little inpact
on the financial results for Washington; is that right?

A No, that's not correct. | would take issue
guess with the word any cost allocation nethod, and what
| have testified to is that the review of any reasonabl e
cost allocation nethod. Clearly you could cone up with
any cost allocation nethod that would be absurd and --

Q I'"msorry, go ahead.

On page 8, line 21, you say:

In fact, however, the particular cost
al l ocati on net hodol ogy has very little
i rpact on the conpany's indicated
financial results for Washi ngton.

Do you see that?

A Yes, | do.

Q And so are you saying that that sentence is
limted only to the alternative cost allocation
nmet hodol ogi es that you discuss in your testinony?

A The point that |'m making there is that
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because the financial situation of WAshington in | ooking
at it onits jurisdictional results are so poor that
changi ng the allocation nethod within reasonable

tol erances would still not have a dramatic inpact in

i nproving those allocations of cost. W would still be
in the financial situation we are with respect to the
Washi ngton results.

Q And ny question was, was the -- is that
statement with reference to the cost al -- the
alternative cost allocation nethodol ogies only that you
di scuss in your testinmony, which | believe there was
sonme di scussi on about PITA Accord net hodol ogy and then
the controll ed area |daho approach kind of nethodol ogy?

A Yes.

Q On page 10 of your rebuttal testinony at
lines -- at line 10, you say that using -- well
actually, let me back up. Beginning at Iine 3 of that
page, you refer to an allocation nmethodol ogy descri bed
by Staff as potentially acceptable as being the contro
area cost allocation nethodol ogy, which has an east and
west | oad control approach?

A Yes.

Q And then you say that that control area
met hod woul d result in about a .3%revenue requirenent

i ncrease as conpared to Mdified Accord?
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A Yes.

Q If you could look at Exhibit 29, specifically
the | ast page of that. This has the heading of
Paci fi Corp MSP studies, revenue requirement with Gadshy,
Peters, and West Valley | ease and post 2003 IRP

additions, and then it says 1999 |oad forecast; do you

see that?
A. Yes.
Q And this is, as it indicates on the first

page, one of the analyses that the conpany has provided
in the MSP process that's currently ongoi ng.

A Is there a question pending? | didn't hear
t he questi on.

Q I was asking you just to confirmthat the
exhibit is an analysis the conpany had provided in
Decenber of 2002 in the MSP neetings.

A Yes, that's correct, although this is not
what | was relying on as the basis for ny testinony.

Q Well, looking at the extrene | eft-hand colum
of the |ast page under the study colum, there's an
i ndi cation of 47.3, accounting separation by contro
area, Woning assigned to these control area. This is a
type of control area separation though, isn't it?

A Yes, | believe it's one of the variations on

the study for the hybrid or Idaho nethod that was being
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revi ewed.

Q Then if we | ook across the page to the second
to last colum that shows for Washington in 2003 that
study 47.3 would have a | ower WAshi ngton revenue
requi rement of $5, 355,000 as conpared to Modified
Accord; is that right, that's the way we would read
this?

A Yes.

Q If you | ook down to the last row of this
table for the study that's | abeled 52.3, fixed
assi gnnent ownership nodel, is that essentially a direct
assi gnnment cost et hodol ogy approach?

A I would have to | ook at the specifics of what
that study assuned, but | believe it's basically the
di saggregati on of assets or a fixed assignnent or slice
of each asset as an ownership piece to each
jurisdiction.

Q And t hat woul d show agai n under the
Washi ngton colum as conpared to Modified Accord a
decrease in Washi ngton revenue requi rement of about $24
1/2 M1lion?

A Yes, that's what it shows, and | don't
believe that that would be an acceptable nmethod to the
ot her states where you would have a, as an exanple of

Utah, a $39 MIlion increase just as a result of the



0203

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

all ocations. There's also, as | |ooked at the study
that | used, which is Exhibit 28, there's significantly
di fferent assunptions in the load forecast that's used.
29 uses a '99 load forecast. \What | based mine on was a
nmore current IRP |load forecast. M analysis, which is
in the Exhibit 28, also includes hydro relicensing costs
and clean air costs, and 29 does not include those, and
t hat woul d have a significant inpact, particularly on
the last itemif you're doing a fixed ownership slice
and you're not assigning like the hydro relicensing cost
to hydro facilities, it would be assigned to the state
of Washi ngton, you wouldn't have the proper matching of
costs there.

Q So based on your testinony then, is it a fair
statement to nake that the results of any of these
studi es depends greatly on the assunptions that are used
in applying the studies?

A I think that's correct with nost studies and
forecasts. It depends on what you put into it and the
correctness of your assunptions.

Q So if you were to look at Exhibit 28, as |
think you referenced, again it's the | ast page of the
exhibit, which is a confidential document, as you
i ndicated, this one says it's based on the IRP | oad

forecast, which was a nore recent one than what was
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shown in Exhibit 29 or used in Exhibit 29. It also
i ncludes hydro relicensing scenario and clean air

initiative scenario 1.

A Yes.
Q Are there other scenarios?
A | believe there are. There was about 50 odd

studi es that have been done in MSP | ooking at a nunber
of different methods and different scenarios wthin
t hose net hodol ogi es.

Q So if we were to use a different scenario
than scenario 1, the results m ght also change?

A Yes, | think that would be accurate to say.

Q And at the bottom of this page it says, does
not include potential carbon tax costs; do you see that?

A Yes.

Q If those potential carbon tax costs were

i ncluded, that could also change the results?

A Yes.
Q If you could turn to page 9 of your rebutta
testinmony, again Exhibit 8 on lines 19 -- or |'mnot on

the right page here. Yes, lines 19 through 20, you
state that, an analysis that was provided to Staff using
PI TA Accord show that although the returns on equity are
slightly higher under PITA Accord, referring to PITA

Accord net hodol ogy. Then you have a comment about the
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conpany's earni ngs throughout the remai nder of the rate
plan. Do you see that?

A Yes.

Q Is it correct that the slightly higher
returns that you're referring to are true for each
fiscal year beginning in 2002 through 2006 except for
2003, or would you accept that subject to your check?

A Yeah, | would accept that subject to check.
That would largely be a result of Mdified or the PITA
Accord nethod having a inherent flawin its devel opnent,
and because of that all of the states agreed in
principle to abandon it back in about 1994 | believe,
and we would nove to the Modified Accord nethod at that
time to resolve cal culation problems. So it would
continue to increase and show benefits to Washi ngton,
but they woul dn't be appropriate.

Q Well, let ne ask you to turn to Exhibit 3C,
which is your JKL-2, if you |look at the confidential
the second page of the exhibit. | guess it's really the
first page of the exhibit other than the cover page.
You have summary of return on equity for Washington in
whi ch you utilized 100 basis point inmpact on adjusted
revenue requirenment. Do you see that?

A Yes.

Q If we were to utilize that sane adjustnent
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1 with respect to the equity returns under PITA that we

2 referenced earlier, would you accept subject to your

3 check that the return in -- that the increase in returns
4 on equity using PITA would be approximately $5 MI1lion
5 annual ly for the sanme period of time that you show on

6 Exhibit 3C?

7 A Can you -- how are you getting that nunber?
8 Q I may not be conpletely sure. | guess

9 woul d ask you to accept that subject to check, and then
10 we can work with you off the record to make sure that
11 you're happy with that. And if you're not, then your
12 counselor will let us know that you can't accept that
13 subj ect to check
14 A. Yes, the cal culation you would be goi ng
15 through if you're looking at the difference between
16 Modi fi ed Accord and Accord woul d be to take the
17 di fference that those two produce in return on equity.
18 So if the difference is 1% it would result in fisca
19 year '02 approximately $4.3 million inpact. 100 basis

20 points in Washington is just over $4 M I1lion.

21 Q Again, | am-- | have to adnit that |'m not
22 exactly sure how that -- ny nunber was cal cul at ed.

23 A. Ckay.

24 Q So | would Iike you to accept it subject to

25 check.
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A. Yes, subject to check

Q We can do that over the break and correct the
record as necessary.

A Sur e.

Q If you could turn to page 12 of your rebutta
testinmony. At the top of the page you reference sone
periodic results of operations reports that are prepared
and subnitted to the Commission. Do you see that?

A Yes.

Q Are you aware that the conpany has been | ate
in submtting sonme of those periodic reports to the
Commi ssi on?

A Are there specific ones you're referring to?

Q Let nme ask you this, to accept -- will you
accept subject to check that Staff Data Request Nunber 1
to the conpany in this case said:

Pl ease provide as required by WAC

480- 100- 208 nonthly reports for the
quarters ended March 31, '01, June 30,
'01, 9-30-01, and 12-31-01, and 31-30 --
30 -- 3-31-02. These reports are in
arrears and necessary for the processing
of this case.

Woul d you accept that that was Staff Data

Request 1?
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A Yes.

Q So can you confirmat |east with respect to
those particular reports that the conpany did not file
themon a timely basis?

A. That's correct. There was a ni sunderstandi ng
or issues around whether we are filing those on a tota
conpany basis for the nonths or whether they actually
shoul d be on a state specific basis on each nonth's
report. So we were filing our results of operation
pursuant to the Commission's rules on a seni annual basis
with a fully allocated denonstration.

Q The data request that | just cited was nade

to the company on Cctober 4th, 2002; would you accept

t hat ?

A. Subj ect to check

Q If you could turn to page 18 of your
testi mony, your rebuttal testimony. I'msorry, it's
page 17 at lines -- at line 20, you state that M. Elgin
-- and just to place sone -- this into context, this has

to do with Section 11 of the stipulation and the

requirenent for simlar rate relief or the requirenent

that the conpany is to file sinmilar rate relief inits

two |largest US retail jurisdictions. Do you see that?
A Yes.

Q So at line 20 and 21, you state that:
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M. Elgin suggests that the conpany's

required by the stipulation to use the

same test periods in its filings for

simlar rate relief as the stipulation

says in Uah, Oegon, and Washi ngton

And ny question is if you could point to ne
where in M. Elgin's testinony he says that the sane
test periods are necessary?

A I"mnot taking that as a quote. |In reading
the testinony, that's the way it read to ne, that it was
defining simlar filings to nean that they needed to be
during the same tine period using the same test periods
is how | understood the reading of the testinony.

Q Ckay. |Is your testinony that you believe
Staff is requiring -- is interpreting the stipulation to
require the sane test period or not?

A I don't believe that they actually said that.
It was what the testinony suggested to nme in my reading
of it.

Q Woul d you accept subject to your check that
on page 10 of M. Elgin's direct testinmony, line 11, 11
to 12, he says:

Moreover, simlar if not identical test
peri ods between Washi ngton, Utah, and

Oregon i s necessary.
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A. Yes, | would accept that.
MR, CROWELL: Thank you, those are all ny
guesti ons.
JUDGE MOSS: Thank you, M. Cedarbaum
I think typically we take our questions from
the Bench before redirect to permt the witness's

counsel to have a full opportunity to offer questions.

EXAMI NATI ON

BY CHAI RWOVAN SHOWALTER

Q Good afternoon. | want to get a better sense
of what the conpany thinks is essential to its case and
what it kind of threwin in addition. And | find nuch
of the discussion about the offsets and the interplay of
Section 9 and Section 11 to be confusing, because it's
not clear to ne either on the conpany's part or the
parties' part what they think is essential versus what
was thrown in and then therefore is contested.

So with that prelude, let nme ask first,
functionally, not legally under the rate plan, but
functionally is what you're asking for is in effect a
surcharge? And let ne lay this out. |If the current
rate base leads to a bill of $100, aren't you asking for
an additional $4.60 if it's structured over a certain

time period? And that in addition, there is, there
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exists a credit for Centralia or the nmerger. Is that
essentially what you're asking for?

A Yes, | think that's basically it. There's
costs that we have incurred. Qur sharehol ders, when you
| ook at the Washi ngton operations, | think have borne to
the extent possible the amunt of | oss.

Q You don't need to go into any explanation. |
just really want -- | really want you to stick to just
answering nmy questions.

A. Okay.

Q This is because ny train of thought can get
confounded very fast.

A Yes. We are |ooking for the nechanism which
woul d basically be a surcharge. W're not changi ng base
tariff rates. There are various mechani snms that we can
use then once we have the ampunt established to collect
that, whether it's through the credits that already
exi st or through a separate surcharge.

Q Well, there you have ne confused again. |
don't see that you're asking to change the Centralia
credit. | realize that's what you're saying, but aren't
you really just asking for a surcharge? You are
pointing out that there is a credit that exists nore or
| ess conparable to the surcharge you're asking for

whi ch conveniently woul d nean that they m ght cance
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each other out, but you re not asking to reduce the
credit, are you?

A Well, they, yeah, they would net out, and
what we would be doing is elimnating that credit rather
t han establishing a separate surcharge. And
M. Giffith can go into the specific details of the
recovery nechani smand how that would work. But by
elimnating the credit would be the sane as |eaving that

credit and instituting a new surcharge. Trying to

simplify it --
Q Yes, but | think in terns --
A -- for the customer's bill
Q When you go to try to sinplify it, you then

start to raise an issue that then causes a big reaction.
If you have a bill that has $100 m nus $4.60 plus --

what woul d t he ampunt be?

A Well, if you add it back --

Q $57

A $5 or --

Q Let's say it's $5. Well, isn't that what

you're really asking for? You're not really planning to
take away the $4.60, you're adding on another charge?

A. Yes, this -- what the conpany is asking for
is relief, and we'll take it in whatever form possible,

but it's basically as you state.
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Q For exanple, if there were no credit and the
$4. 60 deduction or credit were not there, you would be
asking for $5 or so?

A Yes, then there would need to be a separate
surcharge over and above the $100 theoretical bill

Q Al right. And I'malso trying to figure out
what difference it nakes that there is or isn't a credit
that exists. It seens that in your testinony you
suggest, well, because they woul d cancel each other
therefore there's no increase in the base rate, but |
don't follow the therefore. | follow that the consumer
nm ght not see very nuch of a plus or minus on top of
that, on top of that base rate. But aren't we really
tal ki ng about separate, or you are tal king about, the
conpany is tal king about a separate charge i ndependent
of the base rate and i ndependent of the credit?

A Yes, and the reason that we proposed this is
this is basically the preferred nethod that several of
our other states actually used and inplenmented. In Uah
as well as Idaho we used the nmerger credits, Centralia
credits, as a nean to offset the net inpact that
customers saw.

Q Right, it offsets the inpact, but they aren't
functionally related to each other, are they?

A That's correct.
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Q Al right. Then I would also |like to ask you
about your reliance on Section 9 and potentially Section
11. If you look at Section -- and that is of the
stipulation, so that's Exhibit 2, page 6, Section 9.
Let's assune that you have the storm of the century, as
| just escaped fromyesterday in Denver. So let's take
truly extraordinary costs. |n your opinion, would
Section 9 allow you to petition to recover those costs?

A Yes.

Q And then in your opinion, would Section 9

all ow the Comr ssion to approve a treatnent of those

costs?
A Yes.
Q Al right. Now in this case you're asking

for this surcharge, or let's call them unusual costs.
And | don't really want to get into the dispute at the
nmonment as to whether they are or aren't unusual or how
they are calculated. So let's assune for the sake of

argunent they're fairly unusual

A Okay.
Q Is it the conpany's opinion that Section 9
all by itself would allow recovery of -- would allow the

conpany to petition for recovery of those charges, its
costs, those unusual costs?

A I"'mnot sure | follow the question, all by
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itself, in the context of?

Q Al right. Let's say that there are two
possibilities for how you m ght be thinking you would
recover. One is under Section 9 because it sinply
aut hori zes or does not preclude you to cone in and
request an accounting treatnment. The other would be
that Section 9 is not sufficient, you have to also go
over to Section 11 and neet that test. What is not
clear to ne is whether the conpany is saying we're
entitled to it under Section 9 alone but in addition we
woul d al so nmeet Section 11, or you are saying that
you' ve got to nmeet both Section 9 or pass the tests of
Section 9 and Section 11 and therefore that's why you're
denonstrating all of the PNB standards, for exanple?

A. Right, | think I've got your question. Under
Section 9 we would have the opportunity for filing
deferred accounting applications separate and apart from
a recovery nmechanism So we could petition for a
deferral of costs, and if we neet the FAS 71 standards
under GAAP to keep those on our books with the
probability of recovery, they would be addressed in the
next rate case.

In the context that we're addressing today is
that we have brought forth a deferral application, and

with that we want relief fromthose higher costs, and so
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we're also providing the infornmation to support the rate
pl an reopener under Section 11 showi ng that we have net
the standards of PNB so that we can, in fact, address
the recovery question today.

Q All right. So that if all you were doing is
asking for a deferred accounting treatnment pending the
next rate case, then it is your opinion you would only

need to rely on Section 9?

A Yes, | believe that's the case.
Q And that's what you refer to in your
rebuttal, maybe el sewhere as well, but that if that's

the route the Conmi ssion wants to go, then all you are
asking us to do is enter an accounting order at this
time and saying and we'll get around to what you
actually get in recovery and what nay or may not be
prudent in the next rate case?

A Well, that's part of it. The real issue is
the i medi ate need for cash flow, and to defer sonething
on the books until 2006 really doesn't help the
financial situation. Had all of our states followed
that route, said, yeah, you can defer the power costs
that you have experienced and you can come back after
2006, by then the conpany woul d have probably gone
t hrough bankruptcy and not have been able to deal with

the financial crisis that it actually went through. By
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Utah providing an interimincrease of $70 MI1lion
initially, and they're 40% of our jurisdiction or of our
busi ness, that hel ped us stave off sonme of that, from
whi ch Washington is benefiting. But we still have that
need for all of our states to contribute, and so the
real issue is addressing that cash flow situation and
getting recovery started today.

Q Al right. | didn't nean to inply that your
next rate case would necessarily be 2006. | understood
the alternative to be, grant us the ability to defer
some of these costs now pending figuring out the
recovery of themlater in a rate case which would be
filed by the end of the year.

A Yes, if the Conmi ssion deemed that the rate
pl an shoul d be reopened and a case were to be filed at
year end, then the costs could be deferred and recovery
sought for those as well as a reestablishnment of all of
the tariff rates in the context of that case.

Q Al right. Now then turning to Section 11,
am al so confused by the term rate plan reopening,
because | think there m ght be two ways to think of it.
One is we have an entire plan in front of us that the
Commi ssi on has approved, and anything in it, in fact al
of it we could reopen with the appropriate argunents and

justification, as with any settlenent or order. But the
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other is this Section 11 which has a title called rate
pl an reopener. However, if you just read it, | nmean it
is part -- it is part of the rate plan itself, and it
doesn't actually say in it, this whole plan can only be
reopened under the follow ng circunstances. It doesn't
actually tal k about reopening. It sinply says, a
general rate case filing during the rate plan period may
be made by the conpany in the event of the foll ow ng.
So one way to read this is that you're sticking within
the terms of the rate plan if you can conformto 11.A
and B and file a general rate case as well. | don't
know if that's called reopening the rate plan or not,
because it's anticipated by the rate plan

A Yes.

Q But | take it -- | recognize the parties are
using the termrate plan reopening as maybe distinct
fromrate case settlenment reopening. Mybe that's the
way to think of it.

A. The way | would interpret this was that were
there a decision nade that the conpany should, in fact,
file a general rate case, that for purposes of the rate
pl an we woul d go through and have an evidentiary
hearing, reset tariffs, and we would at that point
continue to abide by the renmi ning conponents of the

stipulation through its time period, with the exception
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that we did reopen, readdress the tariff |evels and
reestablish those for the remainder of the rate plan
period, and the remaining itens of the rate plan would
continue to be in effect, that were we to have the storm
of the century in say 2005, that the conpany could file
for deferral or to address those issues as extrene
situations conme up.

Q Well, since you have not filed a general rate
case yet, it's hard for nme to see how you're fitting
under Section 11, which is why | asked you that origina
qguestion of whether you're really trying to buttress
your request for deferral relief under Section 9 with
t he anal ogous argunents that exist under Section 11

A. It's true we haven't filed a general rate
case, and we were trying to avoid that, because we see
that the rates that -- as they're currently set continue
to benefit our customers, and we want to |live by the
terms of the agreenment with some formof limted relief
that hel ps us get through the rate effective period or
the rate plan period. But we have net the terms and
conditions in showing that relief is warranted whether
it comes through the Iinmted nmethod that we have
described to cover the $17 1/2 MIlion, or if the
Conmi ssion so deens, we'll actually reopen it and refile

an entire case with the Conmm ssion's authorization.
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Q So if we were to go that route, would we be
all owi ng deferral of certain costs yet to be figured out
for May 2002 or June 2002 through May 31st, 2003, and
then potentially authorizing an interimrate increase at
the point at which we get a general rate case in front
of us? But the ultimte recovery in the prudence and
everything el se would be deternined in the general rate
case; is that how it would work?

A Yes, | think there's several avenues that
could be followed at the Commi ssion's discretion. W
have a deferral application in front of you. |If that's
accepted, those costs could be deferred and addressed in
the context of the next general rate case. |If you agree
with the conmpany's information that there is a financia
situation and that there is -- | just lost ny train of
thought. If you believe that the conpany has made its
case, then you could order an interimincrease al ong
with that deferral to be trued up in the general rate
case, or you could just order that you want to address
everything, | guess not approve the deferral or an
interim and just ask that the conpany file a genera
rate case as soon as possible and review it all. |
think that is the way | see the bookends, if you will.

Q I was a little confused about your testinony

of what happened in Oregon. | thought | heard you say
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you sought a deferral, you were granted a deferral, and
you were granted recovery in Oregon. Was that inside or
outside the context of a general rate case?

A Let's see. To give you the context of
Oregon, in Cctober of 2000 we filed a general rate case
seeking $160 MIlion. Utimtely out of that we
received an increase of $64 MIlion. Part of that
bridged the tinme period that we were experiencing the
power crisis. W received as a fallout fromthat there
was a in case UE-134 bridge agreenent related to power
costs, and we al so received a surcharge for the sumer
2002 power costs of $56 MIlion. So fromthe rate case
we were dealing with the different [evels of power
costs, and we received a surcharge for the sumrer 2002
purchases. W also had filed a deferral case, UM 995
whi ch covered the period from Novermber 2000 through
Sept enber 2001, covering the same simlar tinme period
where we had the power crisis, the outage of our Hunter
power plant. And in that case, we began deferring
costs.

Utimately we received approval for about
$131 MIlion. W began receiving recovery of that
February of 2001. So it started deferring Novenber of
2000, started receiving recovery as a surcharge

February, and that's capped by a 3% | evel by state | aw
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And that was provided to us even before the Commi ssion
had addressed the PCA and interimincrease filing that
we had made. And so they denied our PCA in the interim
filing basically because those costs would in effect be
recovered through the deferral case and the $22.8
MIlion that they had already granted. So it's not I|ike
Oregon deni ed recovery because of the interimfiling,
they had granted recovery through the deferred case and
had al ready put the nmechanismin place to recover that.
They have since increased that from3%to 6%to recover

t he bal ance that they had approved of excess power

costs.
Q It's too hard for me to follow all of that
A It's a lot of nunbers.
Q I"'msure it's in the record, but did O egon

grant you any relief prior to your filing a general rate
case?

A Yes, they began -- we got the general rate
i ncrease Septenber of 2001. We began receiving recovery

of our power costs through the surcharge in February of

2001, so well in advance of the outcome of the genera
rate case.
Q I"'m not asking about the outcone, |'m asking

about the filing. So in other words, there was sone

proceeding that was prior to the filing of a genera
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rate case where you were granted relief prior to the
filing of your general rate case?

A No.

Q Well, that was nmy question. Did you get any
relief prior to the filing of a general rate case?

A No.

Q Okay. So to bring us back to the state of
Washi ngton, as | understand it you are asking us to
grant relief prior to the filing of a new general rate
case and, in fact, within the rate plan period of an
ol der case?

A Yes, and with the receipt of that relief, we
wouldn't file a case until the summer of 2005 with rates
in effect basically at the end of the period for 2000 to
be in effect in 2006. W would avoid that case and
receive sone limted relief. |f that doesn't work, then
we woul d request the rate plan be reopened and we file a
full case.

Q Al right. Back on Section 9, | was | ooking
at 9. A you alluded to the fact that sone of your
request for relief is, | believe, due to the Federa
Ener gy Regul atory Commi ssion's changi ng regul ati ons or
orders about whol esal e power costs. Was that a correct
assunption on nmy part?

A Yes.
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Q Al right. |If let's say that was the only
reason you are coning in, that FERC changed its ni nd,
that had a drastic effect on you, and therefore you need
relief, if that were the basis under Section 9, would it
be like the ice storn? Could it be nore or less self
executing, you would see Section 9 as allow ng you to
request a deferred accounting and then have a proceeding
such as this one and recover a certain anount sort of
outside of a general rate case?

A. Yes, | would agree with that. |If there's a
change in governnent action, whether it was FERC t hat
had a drastic inpact on power costs or |IRS or other
things that had simlar inpacts, we would have to
respond to that, | believe.

Q And | think you stated that in general this
Section 9 type of activity you would think would be
limted not by the terms of Section 9 but by regul atory
practice to unusual or drastic situations. | don't mean
to pin you down to drastic, unexpected, unantici pated
situations.

A Yes.

Q Well, then | get back again to exactly why
you're | ooking at the PNB standards. They certainly are
a good test for a conpany in distress or gross

inequities, but I'mhaving a hard tine seeing why that's
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the sole rationale you're turning to if you are saying
under Section 9 you could nmore or |ess independently
prove sonet hi ng.

A | guess | understand what you're saying, and
as | was looking at the results, | nean clearly we have
had the inpact of the power cost markets the sumer of
2002. O greater concern is looking at the conpany's
anticipated earnings and cash fl ow and i nvest nent
requi rements over the next several years in the state of
Washi ngton and under that trying to address those issues
through the review of the PNB standards. | nmean that's
really the heart of the argunent | guess is that we see
our earnings deteriorating, we see it difficult in the
state of Washington to continue on with the rate plan
gi ven where our earnings are headed because of
antici pated situations, the power costs, pensions, and
things that everybody in the industry is reeling from
And so when we | ook at what we are addressing in the
standards, we are trying to make sure that we coul d neet
the Section 11 threshol ds.

Q It strikes nme that sone of this comes down to
to what extent Section 11 constrains Section 9 versus to
what extent Section 9 is an escape route fromthe plan
when vari ous people's argunents are pushed to the limt.

But | take it you would use -- that's why you are trying
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to say you kind of nmeet both; is that right?

A Yes, | think we do neet both.
Q You were asked a question about incentives,
and with respect to this tinme period that you're -- for

whi ch you are requesting relief, won't the tine period
be alnpbst up by the tinme the Conm ssion nakes a deci sion
one way or the other as to what to do on your -- in
response to your petition?

A ["'mnot sure I"'mfollowing that. Are you
saying that it would be until the end of 2005 before we
woul d receive an order?

Q No, | think that you're -- that the period
for which you are seeking relief ends May 31st of this
year.

A. The deferral period itself, and the deferra
of costs if the Commission finds that it was prudent
woul d begin | believe June 1st of 2002 for the period

June 1 through May 31, 2003, so it was --

Q So it's going to be too late basically for
incentives to happen if we -- should we grant sonething
like this, it will cone after the tine period with the

exception of maybe a nmonth or two has run for which you
m ght respond to the incentives.
A Well, I'"mnot sure that the conpany needs any

nore incentive than it already has, given its financia
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situation and the earnings |levels. W're doing
everything we can to inprove our cost picture and
i mprove our results. And clearly in Washi ngton, you
know, that there is an incentive inherent in that that
we need to i nprove our earnings and mai ntain our costs
and efficiencies and i nplenent the transition plan

Q Al right. There was another aspect that |'m
confused about, which is you are conparing, excuse ne,
you are deriving your net power costs based on a figure
that you used when you originally came in for your rate
case; is that correct?

A Yes.

Q But you didn't get the rate increase that you

requested in that rate case.

A That's correct.

Q So is the figure that you used, was it $489
MI1lion?

A 486, | Dbelieve.

Q 486, by using that, are you being
conservative in the sense that had -- that the | ower

rate that you actually got would bring that $486 MI11lion
down al so? We don't know where, but sonething |ess,
let's just take a figure of $300 MIIion

A Okay.

Q So if the rate that we did approve reflects
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$300 MIlion, just for the hypothetical, then that would
cause your net power cost to increase nore; is that
right?

A Yes, | think you've got it right, and let ne
just repeat it to make sure that we're on the sanme page.
We used 486, which was the power cost in our |ast
filing. That would be the highest threshold assunm ng
nobody chal | enged power costs and there were no
adjustnments to it or no additional changes on a tota
conpany basis. So if that were approved fromthe case
and there was a finding on power costs, then we would be
measuring fromthat level to the current level, and the
difference would be the deferral. |If that were set
| ower or parties nmake the argument that we woul dn't have
got all of that and we got $300 MIIlion, then the anobunt
that you would be reviewing for deferral would be from
$300 MIlion to $600 MIlion or $700 MIlion. So it
woul d increase the gap and the anmount that would
actually be in the deferral and would significantly
increase that. So we have been -- M. Wdner in putting
hi s anal ysi s toget her has been very conservative to nake
sure that we are not seeking any nore than we absolutely
need.

Q Al right. But all of this discussion begs

the question of the allocation and assuned rate of
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return and where growth should go, those particul ars,
and | think | will ask other w tnesses about those.
A Okay.

CHAl RMOVAN SHOWALTER:  Thank you.

EXAMI NATI ON
BY COWM SSI ONER HEMSTAD:

Q First, as a hypothetical, assum ng a conpany
in your circunstance but no rate plan in place at al
and all of those events that have occurred, what woul d
you be advising your conpany to do, file sone kind of a
petition for accounting order, or would you be in here
filing a rate case?

A. If we had no rate plan in place, clearly |
believe we woul d have been filing rate cases. |If we
were a stand al one conpany in Washi ngton, we woul d have
been seeking i Mmediate interimrelief | believe simlar
to what other Washington utilities actually did. W
were trying to --

Q Well, let ne stop you there. But you're not
a stand al one conpany, you're a nultistate conpany.

A That's right.

Q And as | say, ny hypothetical was all of your
ci rcunstances, so would you be filing a rate case in

Washi ngton, or would you be filing an accounting order
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request ?
A W woul d have filed a rate case, | believe
Q Al right. So the best solution then would

be a rate case proceeding, but you're filing the
accounting order then because of the rate plan?

A. Yes, we have gone this route because we're
trying to live by the ternms of the agreenent, and it
provides | think benefits to custoners because we're not
going to change their rates up to an allowed rate of
return, so there is a benefit to our customers there,
but .

Q Al right. But that assunes that all of the
other factors in your portfolio would justify what, an
additional rate increase over and above what you're

asking for here?

A Yes, that's correct.

Q And that could be a contested issue, of
course?

A. Yes, absolutely. If we were to file a

general rate case, then we would be reviewing all of the
costs, the allocation, the rate of return, the prudency
of plant, and have a full review of all of that, which
may significantly change the cost | evel over and above
what we have asked for here.

Q | have followed with sone interest your
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responses to the Chair's questions, and forgive ne, it's
nmy density, not your answers that is the problem and so
I'"mreplowi ng sonme of that sane ground.

A Sure.

Q Am | correct first that the conpany's
preferred outcone of this proceeding would be that we
woul d approve recovery of the approximately $17 M1 lion
in your accounting petition and apply an inmediate
surcharge for the recovery of that against Washi ngton
rate payers and that there would be no short term
general rate case?

A Yes, that would be the preferred nethod, and
as the discussion | had with the Chai rwoman, the way we
saw as sinplifying that process woul d have been the
netting of the sur credit and the surcharge.

Q Sure, but | think we all agree it's a
surcharge?

A Yes, that's correct.

Q But the consequence is that the bills for

i ndi vidual rate payers would rise?

A Yes.

Q Okay. But if there were problenms with that
three step description that | just gave, then you would
be willing or you woul d suggest anyway that what, that

we woul d require you to proceed to file a general rate
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case now but that there would still be an i medi ate
approval of the $17 MIIlion and an i nmedi ate surcharge?
A No. That is clearly one option. |[If the

Conmi ssion believes that we have nade our case, it could
approve the deferral and a recovery nmechani sm for that
and request the conpany to file a general rate case, or
it could request that the conpany just conme back with a
full general rate case to review all of it and | guess
foreseeably not deal with an i nmedi ate recovery
mechani sm

Q | see. Then | didn't understand what may be
anot her alternative, or maybe | sinply didn't understand
it, would be the approval of an accounting order with no
i mredi ate surcharge but it would be sinply carried unti
the end of the five year rate plan, at which tinme you
would file a general rate case and the interest would be
accrued | think it was at approxi mtely 8%

A Yes, that's one option with deferred
regul atory assets is that they're approved and the
actual recovery nechanisns or the recovery will be
addressed in the context of a future case.

Q Ri ght .

A That doesn't resolve our issue of cash flow,
but it's certainly an option that the Conmi ssion | guess

coul d take up.
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Q It wouldn't resolve your issue of --

(Di scussion on the Bench.)

JUDGE MOSS: All right, we need to take a
break now so the Conmi ssioners can conduct sone other
busi ness that's pressing, and so we're going to need to
break until 3:30, and we will resune at that point in
tine.

(Recess taken.)

JUDGE MOSS: All right, let's be back on the
record, and Conmi ssioner Hemstad was in the mdst of his
guesti ons.

BY COMM SSI ONER HEMSTAD:

Q | just really had one nore question area.
You said you were concerned about cash flow, but were
the Conmmi ssion to approve the deferral and order the
i medi ate surcharge, that addresses the cash flow issue?

A Yes.

Q If we were to approve the deferral but not
order an i medi ate surcharge and have it carried
forward, then that wouldn't help your cash flow, but it
woul d have the direct effect of inmmediately increasing
your earnings by that anount?

A. That's correct for our US operations. It
woul d be deferred from expense and put on the bal ance

sheet, so incone statenent would go up, but you are
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carrying a larger rate base and so, you know, there's a
tradeoff there.

COW SSI ONER HEMSTAD:  That's all | have

EXAMI NATI ON
BY COWM SSI ONER OSHI E:

Q M. Larsen, as | understand it, the deferra
period that has been proposed by the conpany woul d end
on May 31st, 2003.

A Yes.

Q And there are approximately $17 1/2 MI1lion
of power costs that the conpany seeks to have deferred
t hrough that period ending on the date | just stated.

A That's correct. | think M. Wdner if there
is any final true up of that nunber can address it, but
it's roughly $17 1/2 MIlion for that period.

Q Now as the rate plan ends on December 31st,
2005, what does the conpany propose to do about the
peri od June through Decenber 2003 and then the years
2004 and 2005? They're not before us today, only the
peri od 2002 through May 31st, 2003.

A That's correct, and through the mechanismin
the proposal we have put forward, we' re |ooking for
limted relief to establish the surcharge. And based on

that, we would nove forward and keep our agreenent as
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part of the rate plan through those remaining years. So
we would still be in an underearning situation, but
hopefully with the cash flow fromthe Conmi ssion's
relief, that would help that position. But if we just
got the interimor the recovery of the dollars that we
have asked for in the deferral, then there would be no
nore action unless there is sonething that woul d cause
us to cone before you again in this type of a hearing

wi th an unusual or extreme event that would trigger
Section 9 or 11 of the rate plan.

Q What ki nd of unusual or extrene event do you
have in nind?

A Well, under Section 9 of the stipulation, it
lists out the items that could trigger an event for a
general rate filing or if there were costs that we
wanted to defer under the |anguage on page 7 of Section
9 but not seek recovery imediately or -- and in those
cases, it would be unusual situations such as the nother
of all ice storms or wind danage or, you know, a
signi ficant event that was not antici pated.

Q At the tinme that the rate plan was executed,
was the growth in the Uah | oad center for Pacifi Corp
f oreseen?

A Utah was growing. | don't think we

under st ood the nagnitude or could have forecasted the
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level that it had grown at that tine.

Q So the load growh in Utah then surprised the
conpany, at least to the level that it had grown?

A Yeah, the | oad growth was significant there.

Q Were the relicensing costs for the
hydroel ectric projects that are either owned or operated
by Pacifi Corp, were they foreseen at the tinme of the
execution of the rate plan?

A Yes, the hydro costs were a little bit
different situation in that we know those are going to
occur. Those are future costs, and they -- we see the
hydro costs | think increasing in the investnent there
as we get further out into this decade. | think around
2007, 2008, 2009 is when we start seeing a nore
significant ranp up of hydro investnent cost related to
the relicensing.

Q Is the answer approxi mtely the same or
generally the same for the Clean Air Act conpliance
costs that are associated with your thermal plants?

A Yes, | think roughly we are seeing the end of
t he decade when we woul d possibly be facing clean air
initiatives or CO2 taxes.

Q You may not be the right wi tness, and you can
certainly tell me that you are not, for this question,

but it has to do with the $17 1/2 MIlion in power costs
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that are sought to be recovered through this matter, and
nmy question is whether the Gadshy plant in downtown Salt
Lake and the West Valley plant, the cost for those

facilities and whether they're included in the $17 1/2

MI1lion anbunt to be recovered.
A. I think probably the best thing would be is
to address that to M. Wdner. | think he is prepared

to address both of those plants.
COWM SSI ONER OSHI E: Okay, thank you.
THE W TNESS: Thank you.
JUDGE MOSS: M. Larsen, | have a few
foll owup questions to clarify our record as well

THE W TNESS: Yes.

EXAMI NATI ON
BY JUDGE MOSS:
Q ' m | ooking at your pre-filed direct
testinmony, which is Exhibit 1C, and specifically I'm
| ooking at the bottom of page 9 and carrying over to the
top of page 10, which is on yell ow paper indicating
there is sonme confidential information on that page that
I will stay away from Looking at the |ast sentence on
page 9 that carries over:
The conpany's revised results of

operations used in the 1999 rate case
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reflect a 5.6%return on equity based on

a 1998 historical period forecasted for

June 2001.

Am | reading that sentence correctly in ny
understanding that this is what the conpany anal yzed and
expected to happen at the tine it entered into the rate
pl an? In other words, based on that test year, it ran
the analysis of what it would achi eve under the rate
pl an?

A No, what that reflects, that was the results
of operations that were presented to the Comri ssion in
the last rate case showing for that period of 1998 data
forecasted that we were earning 5.6% It did not factor
into it the 3% 3% 1% increases that were agreed to
after our filing.

Q Okay. So the 5.6 then is what you were --
wi thout any rate relief in Docket Nunmber UE-00, |I'm
sorry, 991832, you would have earned 5.6 for that

i ndi cated period?

A Yes.
Q And then you did enter into a stipulation.
Now as | recall, in that proceeding you had asked for

about an 11%or an 11 1/2% return on equity?
A | believe that's correct.

Q And then you entered into the rate plan
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stipulation that provided for about what, half of the
revenue that you had requested?

A Let's see, over the period of a 7% i ncrease,
I think that roughly translated to about $12 MI1lion

over the rate plan.

Q And you had asked for about $25 in that case?
A Yes.

Q So it was about hal f?

A Yeah.

Q Al right. So you were, if | mght put it

this way, you might say the inplicit return in agreeing

to the rate plan was sonewhere between 5.6 and 11?

A Yes.

Q And probably about m dway?

A Yes.

Q So in the range of 7 or 8?

A Yeah.

Q Okay. Now reading on down that page 10, you
report that -- consider taking into account the -- sone

of the increases that were provided under the rate plan.
You actually realized a 6.9% return for the period
endi ng March 31st, 2002?

A. Yes, that's a fully nornmalized result, and it
captures those rate increases in that for that tine

period, and as ny exhibits show, it continues to
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deteriorate fromthat point.

Q Right, and | don't want to get into that
necessarily, but this is where we particularly need sone
clarification. If we're looking at a 6.9% figure for
the period ended March 31, 2002, then you go on to
testify that that doesn't surprise you because of the
3% 3% 1% it doesn't seemto ne that it captures the
1% Indeed, it seens to nme that it captures only the
first 3% and three nonths of the second 3% since the
ot her one, the 1% was not effective until January 2003,
which is after March 2002.

A It does nornalize into our result three
mont hs of the 1% W were doing -- because we were
forecasting, we identified what those increases woul d
be, and we have picked up three nonths of the 1%in our
result.

Q What |'mtrying to understand i s how you do
that. |If you're reporting results froma period that
ends March 31st, 2002, how do you pick up a rate
i ncrease that doesn't kick in until sonetine after that?
It may be an accounting matter that | don't understand.

A Yeah, and that's the point | was --
responded to earlier. The 6.9% result for March 2002 is
the conpany's view going forward on a nornalized basis

for 12 months, so it actually reflects pro form
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adj ustments reaching forward through March of 2003.

Q 12 nont hs.

A So it picked up three nonths there. When the
Staff |1 ooks at our results, they typically | ook at what
we call a type 1 adjustment, which is March 2002 cut off
with no pro formas and only Commi ssi on ordered
adjustnments. |f you actually |ook at our result filed
with the Comri ssion, it would show that the conparable
nunber, the 6.9, is actually 1.3%

Q Okay.

A That woul d be what we had earned wi t hout
renmovi ng the excess power costs and wi thout normali zing
in all of the increases.

Q So you renoved the $98 MIlion in excess
power costs?

A The inmpact of the excess power costs is not
i ncluded in there.

Q That clarifies another point. You testified
in response to | believe one of Ms. Davison's questions
about the last authorized rate of return being 13.25%
when was that?

A | believe it was in 1986. | believe it was
-- the effective date was Septenber 19th, 1986, in a
general rate case for 13.25%

Q And | think it's fair to say that you have
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testified effectively earlier that that's not a
particularly useful figure to us today being 17 years
ol d?

A That's clearly not what we're seeking in our
ot her cases, and we just recently filed Oregon, and it's
not at that |evel.

Q I will put it this way, that a | ot of what
this case seens to be about is the conpany's desire to
i nprove its earnings situation in its Washington
jurisdiction, and |I'mwondering how nuch of a boost in
terms of return on equity can you really achieve if you
are, in fact, granted the $17 1/2 MIlion anortized in
the fashion that you have proposed; how many basis
points will that boost your annual return?

A. It would roughly be about 200 basis point
increase to our return.

Q And that would carry through the end of the

rate plan period, wouldn't it, the way you have proposed

it?

A Yes, | believe so.

Q Okay, so it would be 200 per year, okay,
t hank you.

I have sone questions concerning the
rel ati onshi p between Appendix A in your filing and

Exhibit | believe it's Exhibit 60. It was -- it's
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actually not one of M. Wdner's exhibits, it was
previously identified as Wdner Exhibit 3. Let me check
that nunmber here. Yeah, it's now Exhibit Number 60.
Wuld it be better for ne to defer those questions until
we have M. Wdner on the stand? The reason |I'm raising
it with you is because you are sort of the major donp
here, and Appendix A then falls within your bailiw ck,
so to speak. | can ask either you or him | don't need
to ask both. This is concerning the accruals of alleged

or asserted excess power costs through the 12 nonth

peri od.
A That woul d be a question for M. Wdner.
Q Okay, | will save those questions for him
A. Ckay.
JUDGE MOSS: Okay, | think that's all | had.
I will to perhaps save tine and be efficient

ask if any questions fromthe Bench have caused any of
you who have perfornmed cross-exam nation to want to have
any quick follow up before we go to the redirect so that
M. Van Nostrand will have the ability to wap this up
with a single round?

MR. CEDARBAUM | have sone questions, but |
-- SO recross is not permtted?

JUDGE MOSS: Well, it nay be necessary to do

recross, but if your questions are pronpted by the
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questions fromthe Bench, then this would be the
appropriate time so that he could do his full redirect,
and then we just have to have one round of recross.
O herwise we will be here forever.

MR, CEDARBAUM  Ckay, that's fine. | have a
few questions based on the Bench's questions.

JUDGE MOSS: | think it's appropriate that
you ask those now.

MR. CEDARBAUM  Thank you.

CROSS- EXAMI NATI ON
BY MR. CEDARBAUM

Q Now, M. Larsen, you were asked by
Commi ssi oner Oshie whether at the tinme the conpany
entered into the rate plan stipulation it could have --
it was -- it could have forecasted or known, anticipated
| guess may be the best word, the increase in Uah |oads
that actually happened during the 2001/2002 tinme period;
do you recall that?

A | recall the discussion. | thought it was
around the load growh at the tine we entered into it in
2000.

Q Ckay. But the conparison was between the
time period that you entered into the -- well, let ne

ask you this then.
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Was the | oad growth that was actually
experienced in Uah in the sumer of 2002 unantici pated
at the tine the conpany entered into the rate plan
stipul ati on?

A | don't know the answer to that. | don't
believe | had | ooked at |oad forecasts in specific
detail for 2002 at that tine period.

Q I'"m not going to ask you any detail ed
guestions, but it's nore just for the record. Wuld you
agree that in Exhibit Nunmber 77 that's been nmarked for
i dentification the conpany provided copies of its retai
| oad forecasts by jurisdiction made by the conpany
cont enporaneous with a 1999 rate case? Admittedly I
think this is a cross exhibit of M. Wdnmer, but you got
into the subject nmatter as well with these questions by
Commi ssi oner OCshie, so are you aware of that exhibit?

A | have not reviewed that exhibit.

Q Are you then aware or not that in Exhibit
Nunber 78 for identification the conpany provided copies
of all retail load forecasts by jurisdiction used for
purposes of M. Wdner's Exhibit, it's MIW4; are you
aware of that?

A. No, | didn't prepare that specific data
response.

Q But we coul d conpare or one could conpare the
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forecasts that the conpany had at the time of the 1999
rate case that was provided in Exhibit 77 with what the
conpany has provided in Exhibit 78 as actuals for Apri
2002 t hrough 2000 -- April 2002 through August 2002; is
that right?

A. Yeah, | think you could nake that conparison
of that data that is consistent.

Q I just have a few questions for you about the
rate plan stipulation, Exhibit 2. On Section 11, it's
correct, isn't it, that there's nothing in Section 11
that requires the conpany to get any perm ssion from
this Comm ssion or agreenent from any of the parties to
the stipulation to file the general rate case filing
that is allowed in Section 11; is that correct?

A Yes, | think that's correct.

Q So the conpany coul d have nade a general rate
case filing instead of what it did file in this
proceeding; is that right?

A Yes, it could have.

Q And it can still do that, assuming that it
conplies with this provision of the stipulation?

A Yes, it could.

Q On Section 9. A of the stipulation, is it
correct that nowhere in your rebuttal testinony or in

your direct testinony did you discuss that specific
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provi sion of the stipulation; is that right?

A That's correct.

Q Now in Exhibit 9 -- in Section 9. A the word
governnmental, are you interpreting that word to mean any
action taken by a regulatory body?

A. Any inpact taken by or any action taken by a
gover nment agency.

Q So if any agency that sonehow has -- sone --
have -- woul d have an inpact on the costs of the conpany
in any of the conpany's jurisdictions or on the federa
| evel, whether -- | nean local, nunicipal, state,
anything, if that has an inpact on the conpany, the
conpany can nmake a tariff filing to pass through any
i ncreased costs under Section 9. A?

A. | don't believe it precludes that if there
are actions taken that the conpany could bring those
bef ore the Conmi ssion, and the Commi ssion coul d approve
based on the conpany's request a tariff change or a rate
change as a result of that.

Q So --

A That's not the full -- what I'mrelying on in
Section 9 is the fact that we can file for deferrals.

As | mentioned in ny initial discussion, I'"'mnot sure to
what extent the FERC action would fall under that, but

our power costs were inpacted by their decision on the
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rate cap, and that's inpacted our overall deferral which
we are requesting.

Q But, you know, quite honestly, M. Larsen,
today was the first tine | have heard any nention of 9.A
as being a justification potentially for what the
conpany filed, so I'mtrying to inquire into what you
think it neans.

A I"mnot justifying our request under Section
9.A I'mjustifying it under the provision to file a
deferral for costs and al so through Section 11, neeting
the standards that are outlined there.

Q But if the Conmission were to apply the rate
plan as stated and find that your filing violates the
| ast paragraph of Section 9 referring to deferred
accounting and violates Section 11, are you saying that
your filing could still be approved under Section 9.A?

A I"'mnot relying on it being approved under
just Section 9. A

Q That's not nmy question. M question is, do
you interpret this to include your filing?

A No, I'mrelying on the |ast paragraph of
Section 9 as the basis for our request.

Q That's still not an answer to ny question
I''m not asking you what you're relying upon. |I'm asking

you how -- do you interpret 9. A to enconpass what you
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1 filed even though you may not be relying upon it?

2 MR. VAN NOSTRAND: Your Honor, I'mgoing to
3 object to further questions. It seens |like M. Larsen
4 has made it clear what the conmpany i s proceedi ng under
5 He obvi ously doesn't have any control over what the

6 Conmi ssion may do interpreting this document. The

7 Conmmi ssi on obviously can interpret this docunent for

8 itself. M. Larsen can say what the conpany is

9 proceedi ng under, and it's not 9. A.

10 MR, CEDARBAUM  Well, | guess | would nove to
11 strike all of M. Larsen's testinony in which he

12 interprets this agreenent. | nean we're here to talk
13 about what this agreement neans, and | think I'm

14 entitled to find out what he thinks 9. A means, not

15 whet her he relied upon it or not.

16 JUDGE MOSS: |'mgoing to allow the question

17 BY MR. CEDARBAUM

18 Q Do you recall the question?

19 A. WIll you read it again.

20 Q Well, let ne just restate it.

21 A O restate it.

22 Q Do you believe the conpany's filing would be

23 al | omed under Section 9. A?
24 A I'"'mgoing to answer no to that, because we're

25 not relying on that. W don't want to nmake our case
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1 around that. W are relying on the deferral, so no.
2 MR, CEDARBAUM  Thank you, those are all ny

3 guesti ons.

4 JUDGE MOSS: Anybody el se have anyt hi ng?
5 MS. DAVI SON:  One.
6 JUDGE MOSS: Yes, follow M. Cedarbauni s

7 exanpl e and be brief, please.

8 M5. DAVI SON:  Thank you. | just have -- |
9 will even be nore brief.

10

11 CROSS- EXAMI NATI ON

12 BY MS. DAVI SON

13 Q M. Larsen, in response to sonme questions

14 from Chai rwoman Showal ter, you stated that the conpany

15 is, in fact, asking for a surcharge; is that correct?
16 A Yes.
17 Q But isn't it true that if you turn to page

18 21, lines 13 through 15, that you make it clear that --
19 A What docunent ?

20 Q I"msorry, of your direct testinony, which is
21  Exhibit 1C

22 CHAI RWOVAN SHOWALTER: What page?

23 Q I am on page 21, which | hope is the right

24 page, and my |ines 13 through 15, which you answer the

25 guestion what your proposal is if the Centralia nerger
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credits do not cover the deferred power costs. Isn't it
correct that your direct testinobny is that you are not
seeking a surcharge, but rather if there is a bal ance
remai ning that you would sinply seek to recover that in
your next general rate case; isn't that correct?

A. No, that's not correct. |If you look at |ine
begi nning on line 17, by applying the deferred amounts
agai nst the Centralia and nerger credits, a change in
general rates is avoided, thus preserving the essentia
feature of the rate plan. So by applying the deferred
anounts, whether you're doing that as a netting or
you're doing it through a surcharge, and on the bills
you have separate line itemas a surcharge and then the
merger credits remain on the bill, the effect is the
sane.

Q But isn't it correct that you are in effect
asking the Comm ssion to offset your deferred power
costs with the Centralia merger credits, and if there's
any renmining money in the deferred power costs that you
state that you will recover those in the next genera
rate case?

A If the difference is insignificant. |If not,
we woul d actually seek a surcharge, which we were -- at
the tine we thought we would actually be going to

heari ngs, we thought that they would net out and there
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woul d be a small difference, but if the bal ance was
substantially different that we would need to seek a
sur char ge.

Q And can you point to where in your testinony
or rebuttal testinony you ask the Commi ssion for a
surcharge?

JUDGE MOSS: And |'mgoing to help out a
little bit here, because you're |ooking at the old
testinony again. |In the revised version, the answer
that you referred to in your first question
Ms. Davison, is actually on page 22 beginning at line 1
and so the followup testinony that you' re now asking
about is also on page 22 beginning with the question on
line 5. And the response there is the one in which
M. Larsen indicates the conpany woul d propose a
sur char ge.

Q And isn't it correct though that reading the
next sentence that you specifically state that you are
not asking for a surcharge now?

A Yeah, our specific proposal was what we
consider a netting of a surcharge and a sur credit, so
there woul dn't actually be an inpact to the customers.
But | think the effect is the sane, that we have a
credit on the bills, you would have a surcharge. W

don't propose that because of the nmechani sm seened to
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work in the other states, and that was the nmethod that
they proposed to do. But if the Conm ssion clearly sees
a need to show those separately on the bills so that the
custoners can specifically see the different conponents,
I think I guess the Comnm ssion would have the latitude
to order that.

MS. DAVI SON:  Thank you.

JUDGE MOSS: Okay, finished?

M5. DAVI SON: |'m done.

JUDGE MOSS: All right, M. Crommel | ?

MR, CROWELL: (Shaking head.)

JUDGE MOSS: All right, good, then let's get
on with our redirect, M. Van Nostrand.

MR. VAN NOSTRAND: Thank you, Your Honor.

Before we start, M. Cedarbaum did you want
to cover that issue of the additional subject to check.

MR. CEDARBAUM  Thank you.

Your Honor, during my original
cross-exani nation of M. Larsen, | had asked himto
accept subject to check increased returns on equity
using the PITA Accord nmethod. That would translate to
approximately $5 MI1lion annually fromthe fiscal year
2002 through fiscal year 2006 period, but in my question
| excepted the fiscal year 2003 fromthat. The question

that | think he will accept subject to check would now
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i nclude fiscal year 2003 to ny original question. And
beli eve he has accepted that subject to check, and there
has been work off line between Staff and the conpany to
doubl e check those nunbers.

THE W TNESS: Yes.

MR, CEDARBAUM So if there's a problemwith
this revised subject to check, we will find out about
it.

JUDGE MOSS: Al right.

THE WTNESS: | would accept that subject to
check.

JUDGE MOSS: Very wel | .

REDI RECT EXAMI NATI ON

BY MR. VAN NOSTRAND

Q M. Larsen, let's start with some questions
fromthe Bench. | guess specifically Judge Mbss asked a
nunmber of questions about the conpany's actual adjusted
and nornalized results of operation for the 12 nonths
ended March 2002; do you recall that?

A Yes, | do.

Q And the issue being the difference between
the 6.9%figure shown there versus numbers that m ght be
produced with type 1, type 2, and type 3 adjustnents?

A Yes, that's correct.
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MR. VAN NOSTRAND: Your Honor, if | could
distribute a redirect exhibit?

JUDGE MOSS: Sure.

And we'll mark this for identification as
Nunmber 46.
BY MR. VAN NOSTRAND

Q M. Larsen, do you have before you what's
been marked for identification as Exhibit 46?

A Yes, | do.

Q And do you recogni ze this docunent as the
conpany's results of operations for the 12 nonths ended
March 20027?

A Yes.

Q And if you could refer to line 60 on that
docunent at the far right-hand colum, the 6.9% is that
the nunber that was referred to in your discussion with
Judge Mpss?

A Yes, and in ny testinony as well.

CHAl RMOVAN SHOWALTER: M. Van Nostrand,
couldn't hear you.

MR. VAN NOSTRAND: Ch, I'msorry. W're
tal king about |ine 60 of that docunent, the return on
equity line, the far right-hand colum, the 6.9% figure
being the one that M. Larsen referred to earlier in his

testimony both to Judge Moss and in his pre-filed
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testi nony.
BY MR. VAN NOSTRAND

Q And wor ki ng your way back across, | believe
you mentioned that the results with just type 1

adj ustments produced a far different figure?

A Yes, 1.3%in columm 3, line 60.

Q And what do the type 1 adjustnents consi st
of ?

A There's a description there on the bottom

type 1 adjustnents involve normalization of out of
peri od adjustnents, unusual itens that occur during the
test period, and if there are adjustnments we have been
ordered by Comm ssions, we typically include those as
type 1.

Q And the increase that the conpany has
recei ved under the rate plan you indicated had been

normal i zed in and annuali zed on this docunment ?

A Yes.
Q And how is that shown?
A If you look at line 2 on general business

revenues covering the inpacts of the rate plan show ng

the increases to revenue, retail revenue, primarily for
the type 2 there's a $4,172,000 which would capture the
full annualization of the type or the 3% that we

recei ved, and then the $481, 000 woul d have been
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reflecting the three nonths that we captured of the 1%
i ncrease.

Q Of these various figures for return on
equity, how would you conpare themin terns of their
probative value, so to speak?

A. Well, looking at the 6.892% that's assum ng
t hat power costs are normal, that there is no additiona
i mpact of volatile markets, and that the conpany is
stabl e and nmoving forward, and yet it would ignore the
i mpacts that we have had up to that point. And I ooking
at the type 1 result in the colum 3, 1.3% ny
understanding is that would typically be what the Staff
woul d be looking at as it -- in ternms of its review on
whet her the conpany is in line with the Conm ssion's
authorized rate of return and whether it's appropriate
to take action or not.

MR. VAN NOSTRAND: Your Honor, | nove the
adm ssion of Exhibit 46.

JUDGE MOSS: Hearing no objection, it will be
admitted as marked.
BY MR. VAN NOSTRAND

Q M. Larsen, | would like to turn quickly to a
i ne of questions from Chai rwoman Showal t er regarding
incentives and sharing. | think | need to clarify the

issue a bit. Do you recall -- first of all, would you
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agree that given the deferral period we're seeking and
the day it is nowthat incentives really aren't an issue
for purposes of this deferral filing?

A Yes.

Q And in ternms of how the whol e
i ncentive/sharing issue arose, do you recall the
di scussion fromthe UM 995 order in Oregon?

A. Yes, generally.

Q And did the conmpany in that case propose a
sharing nechani sm neans of providing an incentive to
hol d down costs?

A I"'mtrying to recall in the initial filing if
there was a proposal. GCenerally when we are | ooking at
the i npact of the excess power costs and in our
di scussions with the states, we are basically | ooking at
an 80/20 split in a sharing with themon those costs.

Q And that's roughly what the conpany proposed
in Oregon, wasn't it?

A | believe so.

Q And | think the point was nade that the
conpany al so proposed sharing in Womn ng, correct?

A Yes.

Q And could you clarify why the -- why there's
no proposal for sharing with respect to the deferred

proposal in this case?
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A. Yes, as we | ook at the power cost inpact on
t he conpany, the conpany absorbed $98 M I1lion of that
i mpact, and then to take what we have proposed as a
deferral of $17 1/2 MIlion and say that that should be
shared, we feel that the sharehol ders have al ready
carried a significant portion of that.

Just to give you sonme perspective, we had as

a total conpany over $1 Billion of excess power costs.
We were able to defer in various states approxi mately
$430 MIlion roughly, and since that tinme it's been
reduced because of Wom ng's actions, and we have
roughly recovered around $250 M I1ion, thereabouts, of
that. So when you look at the total schenme of things,
over $1 Billion in power costs and we're only recovering
a fraction of that when you | ook at the actual sharing
for the costs we incurred.

Q I would like to turn briefly to the issue of
allocations. | believe your testinony discusses three

di fferent approaches. One is the Mdified Accord,

correct?
A. Yes.
Q And you al so discuss, | believe you discussed

with M. Cedarbaumthe PI TA Accord net hod?
A Yes.

Q And | believe you indicated that there was a
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fatal flaw inherent in the PITA nmethod. Could you
describe that?

A Yes. The PITA Accord nethod basically nade
an adjustnment to the demand and energy factors for each
state and renoved fromthose an adjustnent for hydro,
recogni zing the hydro benefits for the Pacific states,

t hereby reducing their |load factor, which
correspondingly would shift costs away fromtheminto
the other states or conversely reduce the anount of
costs that were allocated to their state. W found that
t hrough that nmechanism the hydro endownent was actually
growi ng. Because as we added plant, regardless if it
was hydro or generation, office tables, conputers, it
was increasing the hydro endownent for the Pacific
states. And that wasn't the intent, that the purchase
of a conputer would create hydro benefits and | ower
costs for the northwestern jurisdictions.

So we revised that, put in a new nmechanismin
the Modified Accord, which was the prinmary change
bet ween the two, which established around $17 MIlion
for the Pacific division states of hydro benefit that
was assigned to themin the formof a reduced cost of
fuel, recognizing if you have hydro, you're not having
to burn coal, so you had lower fuel costs in the Pacific

states, higher fuel costs in the Utah division states.
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Q And why did you discuss the PITA nethod in
this case? | nean is it -- | nean let nme start over on
t hat .

Did you prepare an anal ysis of the conpany's

filing as if the PITA method were in place?

A The PITA Accord or Modified?

Q The PITA Accord.

A I don't recall specifically doing that other
than to identify -- let's see.

Q Well, the nunbers in M. Cedarbaunms --

A It has been a | ong day.

Q The nunbers that M. Cedarbaum was aski ng you

about taking subject to check, wasn't that the conpany's

cal cul ation of the PITA Accord nethod?

A. Yes, it was, in response to one of their
requests.
Q So that analysis was performed in response to

a Staff data request?

A Yes.

Q Now you al so di scussed in your testinobny at
page 10 anot her cost allocation nethodol ogy, which was
referred to as the I daho approach fromthe nmultistate
process; is that correct?

A Yes.

Q And | believe you indicate there that the
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increase -- it would result in a slight revenue
requi renent increase of about 0.3% as conpared to
Modi fi ed Accord, correct?

A Yes, that's correct.

Q If we can turn to Exhibit 28, which is the
response to Staff Data Request 55, is this the docunent
upon which you relied in making that statenent in your
testinony?

A Let's see, yes, it is.

Q And could you identify where the 0.3%figure
appears on that exhibit?

A In colum -- in Washi ngton 2003, the very
bottom row, .3%

Q And what does the -- how do we interpret this
docunent in ternms of what the .3% conpares to?

JUDGE MOSS: M. Van Nostrand, |let ne just
stop you. W are in a confidential docunment here, and
you' re beginning to ask hi mabout sonme specific data on
that docunent, so | would just caution you with respect
to waiving your confidentiality right, which is fine
with me if you wish to do that.

MR. VAN NOSTRAND: | was just asking himfor,
not the nunber, but just the nethodol ogy for what the
0. 3% conpares to.

JUDGE MOSS: Okay.
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A. It is a conparison of the result of the 47.3
Exchange 2 nethod, which is a variation, | believe, of
the hybrid or Idaho nethod as conpared to the Mdified
Accord results, which are the 2.3 study. So you can
show -- you can see in the darkened box that for
Modi fi ed Accord all of it is zero. The other studies
are calculated off of that as a percentage change.

BY MR VAN NOSTRAND

Q Now i n choosing to present certain allocation
net hodol ogi es, how did you deci de which ones were
reasonabl e and shoul d be di scussed in your testinony?

A Well, in looking at what's reasonabl e woul d
be the studies that the states are currently |ooking at
and they think are possibilities as a ultimte
resolution of MSP. Now it has come down to the two
nmet hods right now. | believe the Idaho or the hybrid
met hod has strong support from nost of the states, and
if you have nost of the states agreeing, | think that
they -- that you could determne that that is a
reasonabl e met hod, because it has the |ikelihood of
bei ng accept ed.

Q And if we can -- and one of the -- if we
conpare the results on this Exhibit 28 with the very
next exhi bit on Exhibit 29, can you explain why the

anal ysis shown on Exhibit 28 is the reasonabl e one?
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A. Looking at the results primarily for the
study 52.3, which shows for 2003 that there would be an
11% change fromthe current allocation nmethod, Modified
Accord that nost of the states have been relying upon
and correspondi ngly significant variances in the other
states going the opposite direction, and | don't believe
that that range of change woul d have nuch |ikelihood of
success or be reasonable fromthe other states
per specti ve.

Q And in terns of the underlying assunptions
for these studies, Exhibit 28 versus 29, would you say
that the assunptions in Exhibit 28 are nore reasonabl e?

A Well, yes, | guess they would be nore
reasonabl e. You do have a nore current |oad forecast.
As | nentioned previously, with each study there are
different variations that you' re |ooking at, and
depending on the issue you're trying to resolve, whether
you' re including hydro relicensing or clean air into
that cal cul ation and the conponents overall in the
studies, so | felt that this one was nore reasonabl e,
and that's why | relied upon it for the basis of ny
testi nony.

Q I would like to refer briefly to sone
questions from M. Crommel | regarding the transition

plan savings. |Is it your testinony that to the extent
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t he conpany has achieved transition plan savings that
these are reflected in the financial data that you are
filing in this case?

A Yes, both in terns of transition plan
initiatives that have actually been inplenmented and were
achi eving those cost savings, that those woul d be
reflected in our actual results. M. MDougal in his
anal ysis as well has factored in the forecasts that the
conmpany has, which contenpl ates achieving a | evel of
ner ger savings, and those would be reflected in our
forecasted nunbers as well that were in ny exhibit.

Q In light of this record of achieving these
transition plan savings, how can you reconcile that with
the actual financial and the projected financial results
that the conpany is projecting, is presenting in this
case?

A Wel |, although we have worked hard to achieve
our transition plan and neet our obligations under that,
we have experienced significant costs that weren't
anticipated. W have had a huge increase in our pension
costs as a result of the fallout of the market. W have
had a run up of insurance costs. In sone places we
can't even get insurance coverage any nore for pieces of
our business, in the T& area primarily. W have al so

seen a run up of security costs. All of those issues
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are creating a situation that although we have achi eved
the nerger transition cost savings, they're being offset
by a run up of costs in other areas.

Q I want to touch on a |line of questioning from
Ms. Davi son regardi ng the PNB standards being used as a
backstop to i nprove earnings up to the allowed rate of
return. Do you recall that |ine of questioning?

A Yes, | do.

Q And | believe in response to questions from
Judge Mbss, you were able to quantify the inpact of the
conpany's return on equity in the event the conpany got
the relief it was seeking in this case, correct?

A Yes. As part of our discussion, | said there
was roughly a 200 basis point increase that would conme
as a result of the conpany's filing. And on ny Exhibit
JKL-2, which is Exhibit 3, if you were to take each of
those years and roughly include 200 basis points FY03
we're in the 6% range dropping down to about 4% wth the
results of what we're asking for here.

Q And how woul d you characterize those returns
as conpared to a reasonable return on equity?

A | think it's clearly inferior and woul dn't
allowus if we were a stand-al one conpany to really
attract the capital that's necessary to continue to

i nvest in our system
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Q One of the issues that's conme up in cross and
under a few of these financial exhibits is the conpany
being on track to achieve this $1 Billion target for
profits. Do you recall those docunents and that |ine of

questi oni ng?

A Yes, | do.

Q Coul d you explain what all is assuned in that
effort to achieve $1 Billion in profits?

A Sure. The conpany has some very hard stretch

targets for itself, and it's working to achieve those in
order to try and get back to a reasonable rate of return
on a systemw de basis. As | nentioned with our current
year results for FYO3, if we achieve those, we roughly
will get to about a 6.3% return on equity.

Over the next two years, we will continue to
be filing rate cases. W just filed one in Oregon for
$57.9 MIlion. W have notified Utah that we will be
filing one this spring. And we will be filing another
in Wonmng. So there will be active pursuit of getting
our rates of return back to where they need to be. So
in order to get to the $1 Billion, we have severa
rounds of rate cases in all of our states that we have
to achi eve.

We need to resolve the MSP issue and fill an

al l ocation hole that we have. And we have to address
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1 certain areas of disallowances or lag in regulatory | ag.
2 And al so because in particularly in Washi ngton because
3 we don't have the opportunity with the current rate plan
4 to get to an 11%or 11 1/4% 11 1/2%rate of return, we
5 woul d actually have to get above that rate in other

6 states in order to fill the deficiency from Washi ngton
7 So by 2005, on average for total conpany if

8 we can earn 11% we can neet our regul atory objectives,
9 get all the cases filed, then we will be able to

10 actually earn our authorized rate of return.

11 Q Anot her point raised by Ms. Davison in her

12 cross-exanination had to do with the conpany's filing
13 for interimrelief or its PCAfiling in Oregon in March
14 2001; do you recall that?

15 A Yes.

16 Q And she nade a point regarding the size of

17 the conpany's filing; do you recall that?

18 A Yes.

19 Q Coul d you explain the context for the

20 previ ous rate proceedi ngs that had gone underway in

21 Oregon that would put that March 1 filing in context?
22 A Can you be nore specific?

23 Q At the tine the conpany filed for the interim
24 case, the PCA filing that Ms. Davison referred to, did

25 the conpany already have in place a deferral order?
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A. Yes, the conpany had already filed for a
deferral Novenber 1st of 2000 and had recei ved approva
to begin deferral and anortization of that in February.
We began actually recovering the $22.8 MIlion prior to
the March tinme line for the PCA application

Q So is it fair to say that the conpany's
filing for the interimincrease and the PCA application
was built upon the pleadings and relief already on file

in front of the Oregon comi ssion?

A. | think that would probably be fair to say.
Q I would like to review sonme of the
cross-exani nati on exhibits, M. Larsen. |If you could

refer to Exhibit 45, which had to do with an excerpt
fromthe conpany's 10-K regarding credit facilities.

A Yes.

Q And M. Cedarbaum directed you to the portion

which refers to a line of credit, correct?

A Yes.

Q And a wei ghted average return of about 2.2%
A Yes.

Q In your view, would the conpany have access

to aline of credit such as this based on the financia
results on a Washi ngton only basis?
A Certainly not. First of all, thisis a

commerci al paper rate, very short-termrate, 2.2% and
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don't believe that would be avail able to the conpany.
And ny concern would be that based on our results, the
conpany woul d basically be at a BB or below rating, and
it clearly wouldn't be able to get long-term financing
at a cost effective rate if it could get recovery, get a
-- get financing if at all. |If you |Iook at the
di fference between a investnent grade and a junk bond
grade at a BB or below, the spread in the interest rates
is fairly significant, | believe.

MR, VAN NOSTRAND: Your Honor, may |
di stribute another redirect exhibit?

JUDGE MOSS:  Yes.

We'll mark this as 47
BY MR. VAN NOSTRAND

Q M. Larsen, do you have before you what's

been marked for identification as Exhibit 47?

A. Yes.

Q Can you pl ease describe what this docunent
shows?

A Yes, this was a docunent from our treasury

department on the current issuances of various security
or debt instruments fromutilities listed down the |eft
side. As you can see, PacifiCorp is listed there in the
upper tier and the issuance and the amount of the

i ssuance, offer date and so forth. And as you nove
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across, there's a colum spread, 03/13/03. And what
that is is the spread differential between a ten year
government security and the conpany's.

And | ooki ng down, if you go down towards the
bott om begi nning with All egheny Energy, which is a BB
rated and the spread there on what they're having to pay
for interest conpared to the conpani es based on our
current credit quality, 1,134 basis points. You |ook at
t he other conmpanies |listed there below, which are
basically junk bond status of B's, C, CCC, all ranging
well into the high levels of interest rate. And on a
| ot of those, they're not even -- the bid price isn't
even at 100, they're being marked down.

So if the conpany were to experience a BB
rating, whether it was a stand al one Washington utility
or if the other conpanies or the other states hadn't
stepped up to neet the imediate financial crisis that
we had at the start of the power crisis, there would
have been a significant inpact to the conpany's
financing and its costs. And once you get downgraded,
it's a lot harder to recover fromthat and get back to a
good rating.

MR. VAN NOSTRAND:  Your Honor, | move the
admi ssion of Exhibit 47.

MS. DAVI SON. | object, Your Honor
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MR, CEDARBAUM | object as well

JUDGE MOSS: Go ahead, Ms. Davison, you were
first.

MS. DAVI SON:  Your Honor, | object on the
basis that I'"m not sure who prepared this docunent. It
appears to be a docunent that is froma nuch | arger
report, and | believe that if the conpany desired to put
such evidence in its case, it could easily have done so
inits direct or rebuttal exhibits. And I'mnot sure
that there is nuch relevancy to this docunent in any
event. So | guess | have three | evels of objections.

MR, CEDARBAUM My objections are rel evance,
and | believe this calls for speculation as well. It's
al ready been well established the conpany does not
finance on a Washington stand al one basis. It finances
on a total conpany basis, and on a total conpany basis,
the conpany's credit rating is A based on this witness's
testi mony. \What the conpany may or may not have been
able to finance at what cost if it were BB or junk bond
status is irrelevant to this proceeding also. So that's
the rel evance objection plus speculation that there's no
foundati on what soever as to that -- whether Pacifi Corp
or the total conpany if it were BB rated or | ower woul d
i ncur these costs.

JUDGE MOSS:  All right.
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MR. VAN NOSTRAND:  Your Honor, this exhibit
is not intended to indicate whether Pacifi Corp would
i ncur these costs. M. Larsen's testinony shows that
applying the S&P rating criteria, the conpany woul d have
a BB rating. This exhibit establishes the higher
borrowi ng costs associated with a BB rating. It
illustrates the point made in his testinony that the
borrowi ng costs of the conpany woul d be higher had the
conmpany -- were the conpany borrowi ng on the basis of
the Washington only financial statistics. And this
provi des evidence of the spread between the A rating
that the conpany does have on a conpany-w de basis
versus the BB rating that they would have if they were
rated on a Washington only basis. It's relevant, and it

shows a stark quantification of the higher borrow ng

costs.
MR. CEDARBAUM  Your Honor, it's not reality.
JUDGE MOSS: Okay, let's stop, I"'mready to
rule. | don't find the exhibit --

(Di scussion on the Bench.)

JUDGE MOSS: (Okay, the Comm ssion has
considered the objections to the adm ssion of what has
been marked for identification as Exhibit 47, and it

will not be adm tted.
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BY MR. VAN NOSTRAND

Q M. Larsen, | have one other |ine of
questioning | would like to discuss with you. |If you
could turn to Exhibit 36, which is a response to a Staff
data request.

A Yes.

Q And this response discusses the conpany's
filing in Uah for interimrelief, correct?

A Let's see, yes.

Q And included in that is the testinony of
Karen C ark, who was the CFO at the time?

A Yes.

Q Why was it appropriate for the conpany to
file for interimrelief in Utah on a total conpany basis
rather than a Utah only basis?

A Well, for several reasons. The conpany was
neeting the Utah criteria, but nore inportantly, none of
the states had yet responded to the i mrediate financia
situation that we were |looking at. There had been no
interimrelief granted in any state. So as you | ooked
at a total conpany basis versus a Uah basis, the answer
woul d basically be the sane.

In this proceeding, you can't nake that sane
di sti ngui shnent, because the other states have, in fact,

provided interimrelief or rate cases or power cost
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recovery. And therefore, in order to |ook at the inpact
for Washi ngton, you separate Washi ngton out and | ook at
its results.

The other criteria is that filing in Utah,
40% of our business, we needed to get interimrelief.

If we didn't get it in Uah, regardless if we got sone
in the other states, | think we would still have a
financial problem which could have inpacted our credit
quality.

MR. VAN NOSTRAND: Thank you, M. Larsen.

I have no further questions on redirect, Your
Honor .

JUDGE MOSS: Okay, is there any conpelling
need for further exam nation, or can we let this w tness
get off the stand?

MR. CEDARBAUM | have just two short |ines
of questions based on the redirect.

JUDGE MOSS: Al right.

RECROSS- EXAMI NATI ON
BY MR. CEDARBAUM
Q M. Larsen, just referring you to Exhibit 46,
whi ch was an exhibit M. Van Nostrand distributed on
redirect, is this one of the periodic results of

operations reports or a part of that report but the
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conpany -- that you refer to on page 12 of your rebutta

testi nony?

A Yes.
Q And at the top, it says in the title there's
reference to Moudified Accord. | take it that neans

these are results of operations utilizing the Mdified
Accord cost allocation nethodol ogy?

A. Yes.

Q You al so indicated that it was your
understandi ng that Staff | ooks at the nunbers in colum

3 to gauge the conmpany's financial performance; is that

right?
A Yes.
Q If you could please turn to Exhibit 34, [I'm

sorry, 34, and this was a Staff response to a conpany
data request that was adnmitted earlier. And this
essentially describes Staff's -- how Staff utilizes the
periodic results of operations reports provided by the
conpany; is that right?

A Yes, identifying basically that they don't
| ook at the type 2 and type 3 adjustnents, which are
annual i zation or forecasting, and that they just |ook at
the itens that would be part of the Conm ssion basis
report.

Q Where do you see the reference to type 2 and
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3?

A ' musing that |anguage whi ch corresponds |
guess to what -- the itens that you're identifying here.
Annual i zi ng price changes, that would be a type 2
adj ustment, for exanple.

Q And in Part B of this response, Staff
expl ains how its evaluation of this conpany given the
rate plan would not be the sane as anot her conpany not
subject to a rate plan; do you see that?

A Yes, | see that.

Q And just finally on Exhibit 36, which you
were just asked about, Part B of the response provides
Staff's explanati on of how the conpany could seek rate
relief under the stipulation without the cost allocation
issue that's been raised in this case being resolved; is
that right?

A | believe that's the Staff's interpretation.

MR. CEDARBAUM  Thank you.

Those are all ny questions.

JUDGE MOSS: Okay.

Anyt hing further fromthe Bench?

MR. VAN NOSTRAND: Your Honor, | do have sone
redi rect based on that additional |ine of cross.

JUDGE MOSS: All right, well, we can't go on

endl essly here, and, Ms. Davison, |I'mgoing to allow you



0278

1 to have just a couple of questions.

2 MS. DAVI SON. Certainly.

3 JUDGE MOSS: And then we'll allow brief

4 redirect.

5 MS. DAVI SON: Thank you, Your Honor, | will

6 be very brief.

8 RECROSS- EXAMI NATI ON

9 BY MsS. DAVI SON

10 Q M . Larsen, you have spent a great deal of
11 time this afternoon and this norning tal ki ng about

12 hypot hetically where the conmpany would stand if you

13 | ooked at it on a Washington basis alone. Do you recal

14 general ly that you have been specul ati ng about that

15 t oday?

16 A Yes.

17 Q And isn't it correct that you have been

18 | ooki ng at the revenue side of things in terns of your

19 hypot heti cal answers with regard to say your bond

20 rating, your ability to finance, those sorts of issues?
21 A I'"mnot just |ooking at revenue alone. It

22 takes into account a number of different factors as we
23 | ook at the forecast of interest coverage or net incone,
24 cash flow It takes into account expenses as wel |

25 Q But isn't it correct that if PacifiCorp



0279

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Washi ngton were a stand-al one conmpany that on the cost
side of the equation your costs would | ook very
different than it does as a six state jurisdictiona
conpany?

A. No, | don't believe so. 1In order to get to
that point, if we were to nove forward with our SRP
proposal, which would basically establish that, there
woul d have to be sone reasonabl e agreenent of the states
in howto split up the assets and cone to that. | nean
it's nothing different than what's going through the MSP
process right now, and results we're | ooking at shows
that plus or mnus 2% of where the revenue requirenents
are currently at.

Q So it's your testinony that your costs in
Ut ah are roughly equivalent to your costs of operating
i n Washi ngton?

A No, | didn't testify to that.

Q You testified earlier that your system ROE
for 2002 was 6.3% is that correct?

A That woul d roughly be the normalized rate of
return on equity | believe for the FYO3 period.

Q And isn't it correct that in Washington you
earned 6.9% for 20027

A On a fully normalized basis.

MS. DAVI SON:  Thank you, | don't have any
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ot her questi ons.
A For 2002.
JUDGE MOSS: Just briefly, M. Van Nostrand.

MR. VAN NOSTRAND: Thank you, Your Honor.

REDI RECT EXAMI NATI ON
BY MR. VAN NOSTRAND:

Q M. Larsen, if you could turn to Exhibit 34
whi ch M. Cedarbaumreferred you to regarding the
results of operation reports.

A Yes.

Q Do you see the response on Section A that
i ndicates that prior reports often did not fully conply
with the Commission's rules; do you see that?

A Yes.

Q Is it true, does the Staff frequently
acknowl edge and comrent on a conpany's results of
operations filings once they are received by the
Commi ssi on?

MR, CEDARBAUM  Your Honor, | will object
unl ess the question asks for his personal know edge.
just don't know fromthat question whether that was the
assunpti on.

JUDGE MOSS: | think it follows that it would

| ogically be on his personal know edge.
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So to your know edge, M. Larsen, is that
sonmet hing that occurs?

A No, it's not. Since about 1994, | actively
managed the revenue requirements section, was
responsi ble for preparing the results of operations
report. And in that tinme frame, | only received one
response fromthe Washington Staff, which was actually
some comments from M. Tom Schooley relative to our sem
annual report, 12 nonths endi ng Decenber 31, 1996, which
he identifies a couple of adjustnents which he didn't
agree with that should have been in that report.

BY MR. VAN NOSTRAND

Q Is there anything in those conments that
woul d indicate that Staff had an issue with the cost
al I ocati on net hodol ogy used by the conpany in its
results of operations filing?

A No.

MR. VAN NOSTRAND: Thank you, | have not hing
further, Your Honor.

JUDGE MOSS: All right, well, M. Larsen, it
has turned out to be a sonmewhat |onger day for you on
the stand than was anticipated fromthe basis of our
pre-hearing conference discussion, but we thank you very
much for your patience and your testinony today.

THE W TNESS: Thank you.
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JUDGE MOSS: And, of course, we do keep our
Wi t nesses subject to recall throughout the course of the
heari ng, but we can release you fromthe stand.

THE W TNESS: Thank you.

(Di scussion on the Bench.)

JUDGE MOSS: Well, | believe that we will go
ahead and recess for the day. | did nmention to the
parties off the record that we would start tonorrow
norning at 9:00 a.m, so let's all be here then, and |
believe we will take up with M. MDougal at that point.
Thank you very much.

(Hearing adjourned at 5:00 p.m)



