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JUDGE MOSS: All right. Wy don't we cone
to order. Good norning, everybody. Let's be on the
record. M. Elgin, if you'll just raise your right
hand.

Wher eupon,

KENNETH ELG N,
havi ng been first duly sworn by Judge Mdss, was
called as a witness herein and was exam ned and
testified as foll ows:

JUDGE MOSS: Please be seated. After two
days of hearing, we're all in the routine, so let's
[ aunch right in. Your wtness, M. Cedarbaum

MR. CEDARBAUM  Thank you.

DI RECT EXAMI NATI ON
BY MR CEDARBAUM
Q M. Elgin, if you could please turn to

what's been marked for identification as Exhibits 101

and 102.
A Yes.
Q Is Exhibit 101 your direct testinony in

this proceedi ng?
A Yes.
Q And Exhibit 102 is your qualifications

exhibit?
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A Yes.

Q Were these docunents prepared by you or
under your supervision and direction?

A Yes.

Q Are they true and correct, to the best of

your know edge and belief?

A Yes.

Q Do you have any corrections to nmake to
anyt hi ng?

A Yes. Please turn to page ten.

Q That would be in your direct testinony?

A Yes, excuse ne, page ten of Exhibit 101.
On line 16, after the word -- at the end of the
sentence, after the word "rate,"” install -- put in
the word "relief." So the sentence woul d read,

"“including any request for interimrate relief.”

Q Is that the only change that you need to
make?

A Yes.

Q So if | were to ask you the questions that

are stated in Exhibit 101, your answers would be the
sane?
A Yes.
MR. CEDARBAUM  Your Honor, | would offer

Exhi bit 101 and 102.
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JUDGE MOSS: Hearing no objection, they'l
be adnmitted as narked.

MR, CEDARBAUM M. Elgin is available for
Cross-exam

JUDGE MOSS: M. Van Nostrand.

MR. VAN NOSTRAND: Thank you, Your Honor

CROSS- EXAMI NATI ON
BY MR VAN NOSTRAND:

Q Good norning, M. Elgin.

A Good nor ni ng.

Q I'd like to start off with the discussion
in your testinony on page 11, where you nake the
statenent that the stipulation and a rate plan were
specifically crafted to provide reasonable rates and
provi de the conpany an opportunity to solve not only

the allocation issue, but other issues, too. Do you

see that on page 11, lines ten to 12?
A Yes.
Q And | believe, later on in your testinony,

you nake the statement, It's expected at the end of
the rate plan the conpany and Staff will have sone
accept abl e agreenent for purposes of determning a
fair allocation of cost to Washington. Do you recal

that on page 18 of your testinony?
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1 A Yes.

2 Q Now, in Exhibit 107, a response to Data

3 Request 1.9, we asked you for docunents or

4 i nformati on that would support the statenent that one
5 of the purposes of the rate plan was to solve the

6 allocation issue. Do you recall that data request?
7 A Yes, | have that.

8 Q And it sounded -- | ooks as though you

9 didn't provide any docunentation, but that the basis
10 for this statenent was your personal know edge of the
11 settl enent negotiations in a capacity as |ead

12 negoti ator for Conmission Staff. |Is that a fair

13 summary of that response, at |east on that issue?

14 A. On whet her we provided any notes or --

15 Q Yeah, the basis for the statenent that one
16 of the purposes of the stipulation and rate plan was
17 to give the conpany an opportunity to solve the

18 al l ocation issue?

19 A. Yes, the response is in subparagraph B. |
20 expl ai ned nmy understanding of -- at |east ny
21 under st andi ng of your question and the responses
22 contained in Exhibit 107.
23 Q Now, that response indicates that Staff
24 took the position in the negotiation process that

25 nodi fi ed accord woul d not produce a reasonable result
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in the future; correct?

A Yes, that we had concerns about
interjurisdictional cost allocations given the
deci sion by the Utah Conmission to adopt rolled in
and for all intents and purposes, there was no | onger
a nodified accord nethodol ogy, and so one of the
i ssues that we were struggling with was what woul d be
an appropriate and a reasonable interjurisdictiona
cost met hodol ogy for this conpany, given that
deci si on.

Q Does it state anywhere in the stipulation
that the cost allocation issue is sonething that the
conmpany nust resolve during the rate plan period?

A. Not directly.

Q And was the Conm ssion nade aware, when the
stipul ation was presented, that Staff considered the
cost allocation issue to be an itemthat needed to be
addressed and resol ved during the rate plan period?

A. No, as | stated, the stipulation does not
directly state that, although there were issues and
we did provide sone testinony during the presentation
regardi ng the issues surroundi ng the measurenent, but
we did not explicitly state that interjurisdictional
cost allocation was an issue.

Q I'"d like to conpare that issue with another
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i ssue that | know you're very famliar with, and
that's the prudence issue. And you'll recall there
was extensive di scussion of the prudence issue when
we presented the panel to the Commi ssion to present
the stipulation; correct?

A Yes, that's correct.

Q And in particular, the issue of how the
Conmi ssion could be satisfied that rates under the
rate plan during the rate plan period would be just
and reasonable in the absence of a finding that the
underlying resources were prudent. Wuld you -- is
that a fair statenent of the issue that was
di scussed?

A. That's a fair statement of a portion of the
i ssues that were under discussion about the inability
of the conpany and how we addressed the issue, given
Staff's position in that case that the conpany did
not carry its burden. So we devel oped a different
process to get to the prudence issue, but yet stil
make a determnation that the rate plan would nmake --
woul d provide for rates over a five-year period that
were fair, just, reasonable and sufficient.

Q Now, given your statement in 1.9 that the
Staff had opposed the -- again, that's exhibit --

response to Data Request 1.9, and that's Exhibit 107
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-- that Staff did not believe the nodified accord
woul d produce a reasonable result, wouldn't this cost
allocation issue potentially present the sane sort of
controversy to the Commi ssion that was present with
respect to the prudence issue? In other words, how
can you represent to the Conmission that rates would
be fair, just, reasonable and sufficient wi thout a
deternmination as to the underlying cost allocation
met hodol ogy underlying those rates?

A. It's simlar in the sense of a degree, but
that the issues surroundi ng prudence, if you recal
in that testinony, there are two questions regarding
the prudence deternination. And one is -- the
threshold question is is there a denonstration of
prudence, and then the second question, which is the
nore difficult question, is what should be the
appropriate ratemaki ng treatnent in the absence of a
showi ng of prudence. And that is a nmuch nore
difficult proposition, and that is -- that is a very
tough problemin the rate-setting context.

That is not the sane as determning, in ny
m nd, a range of outcomes with respect to what's a
reasonabl e cost allocation nmethodol ogy, and in
particular, in the '99 case, given that test period

and those resources, it nmay well have been that Staff
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woul d have accepted nodified accord for the limted
pur poses of that case, but that in litigation would
have said specifically, going forward, we can't
accept this.

So if you think about it as a range of
conplexity, the fact that we did not have an
agreenent on cost allocation is towards the |ess
conplicated and the prudence is on the other end of
the extreme and to the very conplicated questions
surroundi ng the appropriate ratenmaking treatnment and
the underlying calculation of that.

Q Wel |, had there been a simlar discussion
of the lack of agreenent on the cost allocation
i ssue, do you think there would be a basis for the
same sort of concern that how can we be sure that the
rates are fair, just, reasonable and sufficient if we

don't know the basis for the allocations of costs for

Washi ngt on?

A. No, | don't think they're in a simlar --
in terms of the concern about that issue, | don't
think they're similar at all. And specifically, in

the context of the prudence, is we had the second
phase where the conpany and the Staff and the other
parties would try to develop a different process to

get to that question of prudence and devel op the
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appropriate information so it wouldn't be devel oped
in the context of litigation, so | think there was a
bi gger concern on the Comr ssion's part regarding the
prudence question and the ampunt of resources and the
period of time that those resources spanned, and that
is, in ny mnd, not the sane conplexity of -- that's
a much nore conplex issue than just interstate cost
allocations in that time frane.

Q So it's fair to say you would not be
surprised that there is no nention of cost allocation
in the testinony by either the Staff or the conpany
when the stipulation was presented to the Conmi ssion?

A No, there wasn't, but there was an explicit
acknowl edgenent that the settlenent was what we've --
what the termof art is, a black box. And the
Commi ssion, in its order, specifically discussed
that. And the other critical issue is the fact that
the conpany was a party to that settlenment and the
conpany, also, with whatever information it had, nade
a determination that those rates would neet the
statutory standard and woul d be appropriate for the
five-year period.

Q And it's fair to say that the order
adopting the stipulation also does not contain any

di scussi on about the cost allocation issue; correct?
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A That's correct, but it does contain the
findings regarding the black box nature of the
settlenent and the fact that, for this five-year
period, there would be no financial paraneters from
which to evaluate this conpany.

Q And turning back to this Exhibit 107, the
opposition of Staff to the nodified accord or -- |
guess your statenent was Staff does not believe that
nodi fi ed accord woul d produce a reasonable result.
Now, that belief, in the context of the stipulation
did not prevent Staff from making a representation to
the Comnmi ssion, along with the other parties, that
the rates under the rate plan would be fair, just,
reasonabl e and sufficient during the rate plan
peri od?

A That's correct.

Q And if we turn to the next data request
response, which is Exhibit 106, and that's your
response to Data Request 1.8, you indicate -- and |I'm
| ooki ng at the second page, the fourth paragraph
down, where you say that an allocation nethod other
than nodi fi ed accord may have been consi dered as part
of Staff's analysis. 1Is that a fair characterization
of that statement on the first sentence of paragraph

four?
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A. It said we considered the magni tude of the
i ncrease and inpacts that could possibly result from
them but | think that the foundation of our analysis
on a prelimnary basis was nodified accord, and then
-- but we considered other elenments, in particular
ot her elenents related to power supply and
transm ssion. So we had some concerns about power
supply and transni ssion and nodi fi ed accord at that
time, is my recollection.

Q So --

A So, like |I said, there was a -- we | ooked
at a range of inpacts and adjustnents to the
conmpany's revenue requirements given nodified accord
and others, is | think what I'mtrying to say here.

Q Well, this language that refers to possibly
result froman allocation nethod other than nodified
accord, is it correct that there were other methods
that were considered in your analysis?

A. Not in ny analysis. | said | believe that
the Staff who were working on the case on power
supply, revenue requirenments, accounting, the whole
range of issues, but we | ooked at nodified accord and
potential adjustnents and potential alternatives, and
consi dered a range of outcones.

Q And the ultimate finding, | guess, and
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guess all the parties nmade that finding, was that we
all agreed the rate plan will provide rates that are
just, fair, reasonable and sufficient throughout the
rate plan period?

A. Yes. And if you | ook at the purpose, the
preanble to the stipulation, you'll see in that
par agr aph where we di scuss those very issues and how
we bal ance those conpeting interests.

Q Now, do you state anywhere in your
testinmony, Exhibit 101, that you can nmake a simlar
finding today that the conpany's rates in Washi ngton

are fair, just, reasonable and sufficient?

A That we coul d?
Q Yes.
A. Well, it would depend on what we woul d use

for cost allocation and how we woul d treat
particul arly generation and transmssion. |If we
truly wanted to | ook at a stand-al one result, there
is information in the record already that suggests
t hat Washington rates are, on a nornalized
rat e- maki ng basis, could be reduced.

So it depends on the cost allocation
nmet hodol ogy that you would accept and what you would
do for ratemaking in a general rate case, but there

i s evidence that suggests Washington rates should go
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down.

Q | guess the question that we're left with
when we | ook at how this issue was handled in the
stipulation and Staff's apparent opposition at the
time to nodified accord is that how Staff was able in
that case to represent that rates would be fair
just, reasonable and sufficient with the cost
al l ocation unresolved, while in this filing Staff
takes the position that the conmpany's anal ysis should
sinmply be rejected as it is based upon an unaccepted
and unaccept abl e all ocati on schene?

A Well, it's not only that, but the Staff
position goes beyond that. Qur position now is that
nodi fied accord is not only unaccepted but it assigns
a disproportionate anount of costs to Washi ngton.

And in fact, our position is very clear on that

point. It is an unacceptable, it's never been
accepted, but if we were to use it today, it would be
sonmething that Staff could not support for that
reason.

Q And so you're saying it's different today
by a magnitude than it was in '99?

A. Yes. And it's primarily driven by new
i nvestnments in generation and transni ssion and those

costs that the conpany's incurred since the test --
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the '98 test period that was used to underline the
rate pl an.

Q Do you present anywhere in your testinony a
denmonstration that the company's existing rates are
fair, just, reasonable and sufficient using some
ot her cost allocation nethodol ogy?

A No, neither -- | have not. Neither has M.
Buckl ey, nor M. Martin.

Q One of the things the conpany did in
response to Staff data request was perform ng an
anal ysis of M. MDougal's results using PITA the
PI TA accord nethod. | believe that was in response
to a Staff request. Did you present any testinony
di sputing the conpany's analysis using the PITA
accord nethod?

A You'll have to ask that question to M.
Martin. | did not.

Q And another thing that | think is in the
record now i s Exhibit 28, which indicates that, under
the I daho approach under review in the nulti-state
process, results are not materially different than
under nodified accord.

Did you present any testinony addressing
the i nmpact of using the |Idaho approach under the --

on the conpany's results?
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MR, CEDARBAUM |'Il object to the form of
the question. | don't know if this w tness can agree
that there was a material difference or not, so
woul d ask that the question be re-asked.

JUDGE MOSS: Maybe you coul d rephrase that
just a bit.

Q M. Elgin, will you accept, subject to
check, that Exhibit 28 shows that the I|daho nethod
would result in a revenue requirement increase to
Washi ngton over the nodified accord in 2003 of 0.3
percent ?

A | don't accept that. That's not what it
shows.

Q Ckay. Let's look at exhibit --

A. It shows one study, but it does not show --
your question is of the formthat says this shows
unequi vocal ly that there is no difference, and this
is just one of the many studies that have been
produced that shows a result, but it does not
definitively show anything other than a particul ar
nodel run that the conpany has presented in MSP. It
does not establish anything whatsoever. [It's just
one particul ar study.

So that's the problem | have with your

question. | nean, | agree that it shows -- this
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study shows the 0.3 percent difference, but that does
not mean that that is appropriate or is based on
correct assunptions.

Q Do you present anywhere in your testinony a
study with the correct assunptions and the inpact on
the conpany's results in Washi ngton?

A No, there's no such thing. W -- nobody
has said that any one set of assunptions is correct,
so, as my testinony states, until we have agreement,
that we can't show and we can't nmke any assertions
regardi ng what is a proper cost allocation or what
woul d be the inpact on rates. W're still in the
process of evaluating a range of outcones, and
there's, ny understanding, quite a few studies, but
there is -- it's inpossible to say that Staff, nor
t he conpany, could unequivocally cone in and say this
is the study and this is showi ng what the outcone
woul d be for Washi ngton

Q And al ong those |lines, one of the
statements M. Martin nmakes in his testinony is that
bef ore Washi ngton's costs can be reasonably
deternmined, a nore equitable allocation plan nust be
agreed upon by all Pacifi Corp states and approved by
t he Washi ngton Commi ssi on.

Is that an accurate statenment of Staff's
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position with respect to the cost allocation issue?

A Do you have a cite for ne?
Q Page 14.
A Okay. 1'll go there.

Q Exhi bit 125, page 14. It's the very | ast
page of his testinony.

A Yes.

Q So in other words, an allocation plan nust
be devel oped that is agreeable to all the PacifiCorp
states and approved by the Washi ngton Commi ssi on
before the conpany's Washi ngton costs can reasonably
be deternined; correct?

A Well, that is -- yes, | agree with that
statenment, but it could very well be that there may
not be an acceptable or an agreed-upon cost
al I ocati on net hodol ogy that cones out of nulti-state
process. Then, if that were the case, then it's
still incunmbent upon the conpany to meke its proposa
with respect to what it feels is a reasonabl e cost
al I ocati on net hodol ogy, and then the Staff and al
the parties could present theirs.

But what M. Martin is testifying here is
under the presunption that the MSP would result in a
successful outcome. But, absent that, there still is

the opportunity for the conmpany, at the end of the
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1 rate plan, to make what it believes is a reasonable

2 al I ocati on net hodol ogy absent any agreenent upon al

3 the Pacifi Corp states.

4 Q So you would agree that M. Martin's

5 testi nony doesn't actually inpose that qualifier

6 don't you, that MSP result in an allocation schene

7 that's acceptable to all the states?

8 A No, he does not, but | think that, with

9 that qualification, | think that that is the Staff's
10 position. W're hopeful that an agreenent can be

11 reached.

12 Q But in the end, it's your testinony that

13 the cost allocation issue, that the conpany takes the
14 responsibility for sorting that out; correct?

15 A. Yes, that was a conmitnent the conpany nade
16 when it agreed to acquire the Utah properties, and

17 absent that commitnment, | don't think that the

18 acqui sition woul d have ever been approved. That's ny
19 interpretation of the status of that hearing and the
20 out come that woul d have resulted.
21 Q And if we go back to Exhibit 107, which is
22 your response to Data Request 1.9 --
23 A. One second, please. Yes, | have that.
24 Q The | ast sentence of the response there in

25 Section B discusses the conpany's efforts to resolve
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the allocation issue. You refer to the structural
real i gnnent proposal as filed in 1999, and then

believe you also refer to the nulti-state process;

correct?
A That's correct.
Q Now, your response indicates that

structural realignnent was filed in 1999. Wuld you
accept, subject to check, that it was actually filed
i n December 20007

A. "Il accept that.

Q And that was about six nonths after the
rate plan and stipulation was entered into?

A It was shortly thereafter. 1'Ill accept
that, subject to check

Q And you woul d agree, wouldn't you, that the
SRP filing was intended to address the
interjurisdictional cost allocation issue?

A That was one of the issues, as well as, ny
interpretation, it was also to deal with the
structural issues that were being discussed at the
federal |evel regarding regional transm ssion
organi zati ons and the changes from FERC Order 888 and
889. So | think it was an an attenpt to do both.

Q You appear to acknow edge by this response

that that was an exanple of an effort by the conpany
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to solve the cost allocation issue, though; correct?

A That's correct. There was an effort by the
conpany to solve the cost allocation issue, and
should, so the record's clear, is that in that -- in
that presentation, the conpany proposed a different
net hodol ogy, which it called the fair share cost
al I ocation, which shifted sone of the costs to
Washi ngton fromthe Utah decision to adopt a rolled
i n met hodol ogy. But underlying that filing was
anot her cost allocation nethodol ogy proposal, and
think it was called the fair share nethod.

Q And in response -- | guess in ternms of what
the response was to that filing, it's fair to note
for the record that the Staff response to that filing
was Novenber 20th, 2001, nearly a year later, to file
a notion to disniss; correct?

A That's correct. W felt in that filing
that the conpany did not carry its burden. And the
other significant issue for Staff was the proposal to
transfer the transnission to Pacifi Corp generation
and which would -- effectively, the Conmm ssion would
| ose control over transm ssion, and the filing did
not have a transfer property application contained
therein. So yes, there were a couple significant

i ssues that resulted in our decision to file that
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not i on.

Q And in connection with the notion to
dismiss, did Staff suggest any other alternative
forunms or processes that the conpany could follow to
solve its cost allocation problenf?

A Yes, we did.

VWhat was that?

We participated in several teleconference
calls and | personally drafted a proposal to continue
the PITA work group and to try to resolve
interjurisdictional cost allocations. And it was ny
position at that tine that the conmpany still had the
burden to carry forward and make reasonabl e proposal s
and work with the interstate cost allocation issue,
but | specifically nade a recomendati on and drafted
a proposal for that working group

Q Well, then, later on in 2001, when the
conpany el ected to proceed with the nulti-state
process, your response to the data request indicates
that this was another effort to resolve the cost
al l ocation issue; correct?

A Yes.

Q And it's fair to say, isn't it, from
Exhi bit 110, that you opposed Washi ngton's

participation in the nulti-state process?
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A. Yes, | opposed the participation in the
process that was originally proposed. It's ny
under st andi ng that the conpany |ater anended that
process, which allayed a ot of the concerns | had
about the initial proposal put forward, and the
Conmi ssion ultimately determ ned to participate.

Q But in ternms of sone of the reasons you
cited in Exhibit 110 for why WAshi ngt on shoul d not
partici pate, one of the things you say on page five
is that the cause of PacifiCorp's current cost
recovery problens is the effect of the Uah

Commi ssion's rolled in decision; correct?

A Yes, that, anong others, but that's one of
t hem

Q And again, on page six, | think along those
same lines, you indicate the conpany's efforts -- and

" m | ooking on the second paragraph fromthe bottom
of the page -- the company's efforts in the MSP are
m spl aced and that the responsibility for the
conpany's substantial underrecovery of its costs lies
with its Utah operations; correct?

A Yes, that's correct then, as it is correct
t oday.

Q And | guess the point was that Washi ngton

shoul d not participate in a process in which it's
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i kely that Washi ngton custoners will |ose?

A Well, no. At the tinme this proposal was
devel oped, | felt that my experience with and Staff's
experience with interstate cost allocations and
particularly the way the conpany filed its SRP, it
al ready indicated that the conpany was willing to
shift some costs fromthe Utah decision to
Washi ngt on.

And at that point, the way -- at that tinme,
the way | viewed this specific proposal and all the
formalities and the way it was structured, | was very
concerned that a record woul d be devel oped wi t hout
the control of the Conmmi ssion, w thout all the
effective parties, and really, in ny nmnd, there was
a strong push for the conpany to fill the regulatory
gap by shifting costs to other jurisdictions, and
was very concerned about that at that tine.

Q And the bottomline seens to be that the
conpany's ability to recover its costs is not related
to anything this Comm ssion can do, other than
i ncrease rates to Washington ratepayers in order to
pi ck up the costs Utah no | onger supports in rates.
And that's the bottom of page seven and the top of
page eight. Do you recall that from your nenpn?

A Yes, | felt that what the -- it was
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1 i ncunbent upon the conpany to seek to reverse the

2 deci sion by the Utah Conm ssion to adopt a rolled in
3 nmet hodol ogy, and |, at that point, felt that a PITA
4 process, a less formal process with nore bal anced

5 participation, would have been a preferabl e outcone.
6 And ny concern was that the MSP, as

7 proposed, and particularly some of the |ead-up

8 conversations that | had with the working group, was
9 that this was a process that would adversely -- could
10 very well adversely affect Washington interests.

11 Q Isn'"t it fair to say fromthis neno that
12 that was the prinmary basis for your opposition to

13 participation in MSP, was that the gap was a Utah

14 i ssue and Washi ngton shoul d not be expected to cover
15 for it?

16 A No, that was just one of the issues. The
17 other issue had to do with the ability of Uah and
18 Oregon to unilaterally stop the process, the

19 sel ection of the MSP facilitator, there were issues
20 surroundi ng the record, there was issues surrounding
21 how t he Conmmi ssion would inplenent an MSP out cone,
22 and so there were a whole -- | nean, it's an
23 ei ght - page neno. There are nore than just that
24 i ssue.

25 But my concern was that the process, as
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proposed and structured at that tine, was an effort
to figure out a way to shift costs to Washington, and
part of that concern was the fair share cost

al l ocati on nethodol ogy that was filed in the
structural realignnment proposal. So it was just kind
of this overall concern about cost shifting, and that
was one of them anbng many that |'ve laid out here in
ny meno.

But -- and | would al so concern -- point
out that the underlying charts that are attached to
the nmeno clearly show that the Utah jurisdiction, in
my mnd, has received -- just if you look at it on
the basis of rates, have received a disproportionate
share of benefits that resulted fromthe nerger, and
so that the evidence that | | ooked at seenmed to
i ndicate that the real problem was cost recovery in
Ut ah, and that's where the conmpany's efforts should
be directed.

Q And to sumit up, you say on page eight,
The conpany and its sharehol ders accepted the risk
that a regulatory gap could exist when they proposed
to acquire U ah?

A. Yes, | say that.

Q And turning fromthat, | guess, to the

statenments where you are on your testinony here, page
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23, and | think you made the sane statenment this
norning, Until the cost allocation problemis solved,
t he conpany shoul d not make any assertions regarding
its financial results in Washington. Do you recal
that from your testinony on page 23?

A Yes.

Q I"mjust trying to sumup where that |eaves
t he conpany, given that we've established that the
conmpany was responsi ble for solving the cost
al l ocation issue, the issue needed to be resol ved
during the rate plan period, the conpany attenpted to
solve it by filing SRP, Staff, a year, later noved to
di smi ss, the conpany attenpted to address the cost
allocation by filing MSP, and your recomendati on was
t hat Washi ngton not participate.

My question is if your recommendati on had
been foll owed on the Staff notion to dismss SRP
woul d have been granted, the conpany woul d have been
unabl e to solve the cost allocation problemduring
the rate plan period, wouldn't it?

A No, it would not.

Q And again, you're referring back to --
you're using the PITA process?

A Yes, and | might add, |'ve been -- had

conversations with Comm ssion Staff nenbers that are
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participating in that process, and ny observations of
the process to date is that it is really the PITA
process reinvented. It's really that process al

over again. |It's studies, it's a range of outcones,
it's considering alternatives, but it's really PITA
by anot her nane.

Q Is that a good thing?

A Yes, that's what the conpany conmitted to
do when it chose to acquire Utah Power and Light. It
conmitted to this Conm ssion that interstate cost
al l ocations and the acquisition of Utah would not
create a burden on this Conm ssion regarding future
cost allocations, and it also committed that it would
bear that burden and resol ve any issues and conti nue
on an ongoing basis to carry that burden

And that's a good thing for Washington,
because the conpany chose to acquire Utah, and there
was that issue in that rate case, and this was the
thing that we all -- the Staff feared that m ght
happen, is that Utah, as a high-cost jurisdiction,
would go to rolled in pricing and have adverse
consequences for Washington ratepayers.

Q So it's your testinony this norning that
the MSP process, which you so strongly opposed March

27t h, 2002, has been transforned into a process that
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turns out to be a good one after all?

A Well, a good one in the sense that it is a
process designed to get to interstate cost
allocations. |It's designed -- it's an informal
process, it's sharing data, it's sharing information.
The parties are doing studies and they're attenpting
to get to resolution, which is precisely what |
recommended that the conpany do during SRP

Q I'd like to relate this cost allocation
i ssue back to the provisions of the stipulation, in
particular, Section 11 of the rate plan stipulation.
And that allows the conmpany, under certain
ci rcunstances, to reopen the rate plan; correct?

A. It allows the conpany to reopen the rate
pl an by meking a general rate case filing. Yes, it
does.

Q And gi ven your testinony that the cost
al l ocation issue was one of the issues specifically
crafted to be resolved during the rate plan period
and that | think you state later on in your testinony
that the conmpany and Staff were expected to have an
accept abl e agreenent for purposes of determning a
fair allocation of cost, did Staff have the cost
allocation issue in mnd when it consi dered how

Section 11 woul d be inpl enented?
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A Yes, we did.

Q Woul dn't the conpany have to nake
assertions regarding its financial results in
Washi ngton, which you say, on page 23, the conpany
can't do until it's resolved the cost allocation
probl enf?

A What the conpany can't do is present a
st and- al one al l ocati on nethodol ogy that's enbedded in
M. MDougal's and M. Larsen's testinmony. What the
rate plan and what the parties intended the rate plan
to dois that if there's a financial energency and
the conpany is inpacted adversely and cannot finance
on reasonable terms, the conpany may cone in and seek
interimrate relief and, as a part of that filing,
propose new general rates. And enbedded in that
proposal would be cost -- interstate cost
al l ocati ons.

So what we would do is we would, on a
short-term basis, solve the energency, and the
requirenent is that Utah and Oregon are al so
adj udi cati ng energency requests. We would figure out
a way to apportion some anmounts to WAshi ngton. And
the interimrequests are typically subject to refund.
Then we'd have the general rate filing and we woul d

sort it all out. That is what the parties intended
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under Section 11 of the stipulation, and that's how
we woul d solve the interstate allocation problem

Q And taking that into account, along with
the statenents in M. Martin's testinmony, | take it
the allocation plan that the conmpany woul d have to
include in that filing would be one that had been
agreed upon by all PacifiCorp states and approved by
t he WAshi ngt on Comi ssi on?

A No, it would be nice if we had one, and
that would potentially elimnate an issue in that
rate case, but it didn't have to be. And the conpany
woul d have had to nmeke sone kind of proposal and the
parties woul d have had to address that in the context
of the general rate filing. But it would have been
nice to have an agreenent, but it wasn't a
requirement.

Q So you' re saying that Washington costs can
be reasonably determ ned without having an allocation
pl an agreed upon by Pacifi Corp states and approved by
t he Washi ngton Commi ssi on?

A If we're in a general rate case, yes, we
can, but in the context of this filing and the
context of how you have proposed and chosen to
all ocate costs to Washi ngton on a stand-al one basis,

we can't get there. The rate plan does not
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1 contenpl ate that.

2 Q So it's your testinony that the conpany

3 woul d not have needed to nake any -- using the words
4 fromyour testinony -- any assertions regarding its

5 financial results in Washington. It would not have

6 been required to do that in order to proceed under

7 Section 11 in the rate plan?

8 A No, no, that's not ny testinmony. | just

9 stated that what the rate plan contenplates is that
10 if there is an energency that the conpany is facing
11 and it files an interimrequest in Uah and O egon
12 it my file a general rate case in Washington, with a
13 rate case -- with a proposal for interstate cost

14 al l ocations, and then we can nmeke a determ nation

15 because then the Commi ssion has in front of it the
16 evi dence, the parties have the opportunity to

17 eval uate your proposal, whether it's an agreed-upon
18 met hodol ogy or not, and we can nove forward. But

19 that's how you reopen the rate plan.

20 What |'m saying is that what you're -- the
21 way you've presented your case, you can't say that
22 Washi ngton is being subsidized or Washi ngton rates
23 are not conpensatory absent a finding by the

24 Conmi ssi on of an approved all ocati on nethodol ogy

25 while you're in the rate plan. That's ny testinony.
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Q Because during the rate plan, there isn't
an approved all ocati on met hodol ogy?

A That's correct.

Q Is it fair to say that you're reading into
Section 11 a requirenent that the cost allocation
i ssue be resolved before the conpany can get relief
under Section 117

A No, I'mnot. That's not fair to say.

Q One of the things you say is, and | think
it's in the context of your reference to Utah and
Oregon, but the conpany needs to present its tota
financial profile in order to proceed under Section
11. Is that your testinony?

A. Yes, | believe, to neet the requirenents of
the interimstandard, the stipulation requires the
conpany to be in a financial energency. And
bel i eve you asked that question in response to the
data request, and | laid out those circunstances and
how | thought that that filing and how the rate plan
woul d operate in that regard.

Q Is it your testinmony that the PNB standards
require the filing of the total financial profile?

A. Not necessarily, but in circunmstances -- in
this particular circunmstances, that requirenent under

Section 11 is there.
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Q The Section 11 inposes a requirenent that
the conpany file its total financial profile?

A That is what the parties intended, and
that, as | responded to a data request, is by having
the requirenent where we say the conpany is
requesting simlar relief inits tw |argest
jurisdictions, that is what -- why that's there and
that was the intent of the parties.

Q Now, when PNB sought interimrelief in
1978, did it present what you would call a tota
financial profile or just the Washington intrastate
resul ts?

A | don't recall right now.

Q Wul d you accept, subject to check, page
four of the PNB order states that, Wile rate of
return figures on comon equity of necessity are for
the conpany as a whole, there is no denonstration in
the record that Washington intrastate operations are
failing to contribute their proportionate share to
overal |l earnings?

A Yes.

COW SSI ONER HEMSTAD:  Counsel , which order
and what year?
MR. VAN NOSTRAND: That's 1978, the second

suppl enental order denying petition for energency
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rate relief.

THE W TNESS: Yes, M. Van Nostrand. |'ve
agreed with you that it nmay not be a particular
circunstance, but | need to renmi nd you that, in 1972,
PNB was part of the AT&T operations, and PNB, is ny
understanding, did its own financing, as opposed to
the parent financing for it, so that is a different
ci rcunst ance

And so how PNB is applied is a facts and
circunstance test regarding the particul ar conpany
and its regul ated operations, and what |'msaying is
that the intent of the parties was to inpose that
requi renent on the conpanies. There had to be a
conpany energency, and Utah and Oregon needed to be
processing simlar interimrelief requests, and
that's what we intended and that's what we tried to
craft with the | anguage.

Q Well, isn't it fair to say that it's also a
di fferent circunstance fromthe PNB situation that
the conpany clearly has presented evidence in this
case that Washington intrastate operations are
failing to contribute their proportionate share to
overal | earnings?

A No, that's not the case. Your nopdels

underlying your testinony are flawed. They assigned
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a di sproportionate share of costs to Washi ngton. The
underlying financial nodels, and in particular the
cost that the conpany is proposing for deferred, do
not belong in Washington. |If anything, they need to
be directly assigned to the Utah -- or to the Utah,
Woni ng and | daho jurisdictions, the summer-peaking
utilities -- jurisdictions in the conpany's
operations. So the conpany's evidence is flawed. It
does not show t hat.

Q M. Elgin, | wasn't tal king about what you
think the conpany's evidence show. M point is isn't
it true that, unlike the PNB situation, where the
Conmi ssion states there was no denonstration that
Washi ngton intrastate operations are failing to
contribute, that in this case, the conpany has put on
evi dence where the conpany believes it is presenting
the case that Washington intrastate results of
operations are failing to contribute their
proportionate share? Isn't that a difference between
what PNB did in its case versus what the conpany is
doing in this case?

A And your case -- you've succinctly
descri bed your case, yes.

Q Now, I"'mtrying to understand -- in terns

of your total financial profile, is there anything in
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the manner in which the Conm ssion has inpl enented
these PNB standards over the years, is there any

i ndication that, for a nmulti-jurisdictional conpany,
the total financial profile is necessary?

A. No, but, in general, that's just one of the
requirenents. But the point is is you have to | ook
at who's doing the financing, and in this
ci rcumst ance, the financing is being done by the
conmpany. And so at sone point, you know, in order to
even do what you've done, you have to have at |east a
reasonabl e assurance that those costs would be
directly assigned or properly allocated to the
Washi ngton results, and we don't have that.

And so that's what's so troubling about
your line of questioning here, is that when we put
together this stipulation, we knew there was a
problemand we tried to put together something that
said, Look, if there's something that inpacts the
conpany, you may cone in and file a general rate
case, and how we go about and assign an interim
anount to Washington and then figure out what are
fair rates going forward, we'll have that case. But
that's what the rate plan does. And it -- we did not
go back and |l ook at all the ways that allocated and

total conpany results and interim standards were
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applied in prior cases; we |ooked at what does this
conpany have to do in order to reopen the rate plan.

Q And it's your testinony that, in effect,
Section 11 inposes this obligation to present a tota
financial profile; correct?

A Yes.

Q And if | look at your testinobny on page 11
where you discuss this total financial profile, you
state that the presentation would show that the
entire conpany's facing a financial energency,
interimrelief is sought in Oregon and Utah, and that
some anmount of relief should be apportioned to
Washi ngt on.

And when | conpare that approach to your
di scussi on of how you think Utah calculates its rates
and the Utah problemthat you identify in your neno
i ncluded as Exhibit 110, my question is isn't it
likely that, under this total financial profile
approach, Staff would take the sane position then
that it does today that it's a Utah problem and the
conmpany shoul d not -- Washi ngton should not be
expected to conpensate for the Utah problenf?

A No, | don't.

Q Well, how -- the statenent "sone anmount of

relief should be apportioned to Washington," in
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perform ng that allocation, how do you avoid, for
purposes of granting interimrelief, the sane
probl ems that you identify in your Exhibit 110 in
terms of the shortfall caused by Ut ah?

A. Because the interimrelief would be granted
subj ect to refund, and that we woul d now have a
process to determine what is a fair apportionnent of
costs. That's what the rate plan provided, is that
if the conpany's earnings fell to a point, you could
cone in, you could ask for interimrelief, the
Conmmi ssi on woul d make sone deternination, put those
rates in subject to refund, and then process the
general rate case.

Q Turning to Exhibit 36, which is your
response to 112 --

A | have that in a different notebook. One
second, please

CHAl RAOMAN SHOWALTER: Exhibit 112, is it?
THE W TNESS: Yes, | have that now.

Q You acknow edge that the filing of that
i nformati on woul d not solve the allocation issue, but
that it would, | think, go a | ong ways towards
solving the cost allocation issue; is that what you
say?

A Yes, it would go a long way to -- | think
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was referring to conplying with the requirenents of
Section 11. It doesn't go to solve the allocation
problem it goes to the point as whether or not
you' ve nmet the burden under Section 11 to the
stipul ati on.

Q Well, in determ ning the amount of relief
apportioned to Washington in the absence of agreenent
on the cost allocation process, how do you determ ne
the amount of relief that should be apportioned to
Washi ngt on?

A Well, there's several ways. For exanple,
if it turned out that this was truly a power crisis
and that there was a reasonable el enent of cost that
coul d be apportioned to Washington and it |ooked |ike
it was on the basis of total energy, you m ght
apportion it on the basis of energy, you m ght
apportion it on the basis of revenues. |t depends on
what was causing the emergency.

And you could very well -- let's say that
it was a major earthquake and there was a severe
di sruption and inpacts on the distribution system so
the conpany had to go and get a bunch of nopney to
repair infrastructure. You mght then apportion that
on the basis of rate base. So it depends on the

ci rcunstances, what's given rise to the conpany's



0484

1

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

energency, and then you woul d make sone reasoned
j udgment about how you woul d apportion that.

So there's a whol e bunch of factors that
could be -- for exanple, let's say the transm ssion
system went down. That m ght cause you to | ook at it
in adifferent way. And it may cause you to say
Washi ngton woul d bear nore of those costs, as opposed
to something on -- so you have to look at the facts
and circunstances and apply good judgnent as to how
to apportion that. And the Commi ssion and its Staff
do this all the tine.

Q And when you tal k about the allocation of
relief being apportioned to Washi ngton, you're
assuni ng that there woul d be reasonabl e agreenent
anong Ut ah, Oregon and Washington as to the anount of
interimrelief that should be apportioned to each
state?

A No, each -- | testified that each state
woul d apply its own standards and make its own
judgment regarding the total energency, the tota
conpany energency, and what Washington, using its
judgment and its standards and principles, would say
this bel ongs to WAshi ngton.

Q Well, you nentioned an energy crisis and

that the inpacts will be allocated on an energy
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basis. Supposing it's an energy crisis where the
conpany is having to make purchases of high-cost

whol esal e power during the sunmer nonths, where the
peak demand is growing the fastest in Utah. Can you
see interimrelief being granted to the conpany in
Washi ngton under that circunstance?

A No, because those costs, under a reasonable
cost net hodol ogy, would be assigned to -- the
causation principle would say those costs belong to
where the cost causers are. So you could identify
who woul d be responsible for those costs and you
woul d directly assign those costs. It would be a
guestion of allocation

Q And simlarly, suppose the conpany is in a
financial bind because it's having to spend a | ot of
i nvestment buil ding new generation to serve grow ng
| oads in Oregon, Wom ng and Uah. Wuld there be
any interimrelief allocated or apportioned to
Washi ngton under that circunstance?

A Probabl y not.

CHAl RMOMAN SHOWALTER: M. Van Nostrand,
can | just ask you to slow down a little bit? [I'm
actual ly having a hard tinme conprehendi ng your
guestions, because your words are going by so fast.

So then | don't really understand the answers.
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MR. VAN NOSTRAND: All right. 1'Il do ny
best .
CHAI RWOVAN SHOWALTER: Partly ny brain,
t 0o.
MR. VAN NOSTRAND: It is Mnday norning.
Q | just have another line of -- one nore
line of questions, M. Elgin. In ternms of what the

conpany's financial testinmony was in this case,

think you've al ready touched upon it, but the conpany
did present testinony regarding its earned return on
equity in Washi ngton operations and projections of

t hose earnings through the end of the rate plan
period. |It's fair to say you don't present any
testinony at all on addressing the conpany's ROE
calculations or put on a conpeting analysis of return
on equity; correct?

A | don't agree with the first part. | did
put testinony critiquing the analysis, but | did not
put a conmpeting -- | did not say, Well, if you
allocate this way and that way, you get a different
RCE result. No, | did not do that.

Q Well, and even on a total conpany basis,
you didn't offer any testinony that addresses the
conpany's returns on equity on a total conpany basis,

did you?
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A. No, | did some analysis, but | did not
present it, because | would be -- since the conpany
didn't put it on, it's -- and it doesn't -- the

analysis that | did show that the conpany wasn't
facing an energency, so there was no need for nme to
go that step.

Q So if the Comr ssion were to apply the
interimrate standard, you haven't provided any
alternative financial analysis in your testinony
addressing returns on equity on either a
Washi ngton-only or a total conpany basis that the
Commi ssi on could put al ongside the conpany's
anal ysis; correct?

A. No, | have not, and it would not be ny
burden. That's the conpany's burden.

Q And is the sanme true for the conpany's
calculation of pre-taxed -- pre-tax interest
coverage, both currently and for the reminder of the
rate plan period? Do you present any testinony that
shows the conpany's pre-tax interest coverage will be
any different than what the conpany's presented in
M. Larsen's exhibit?

A. No, | did not, with the same qualification.

Q Did you present any alternative anal ysis

and pre-tax interest coverage cal cul ati ons on either
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a total conpany or a WAshi ngton-only basis?

A Same answer .

Q So it's fair to say that if the Comm ssion
were inclined to apply the interimrate standard, you
have not provided any alternative financial analyses
that would i nformthe Conm ssion about the conpany's
pre-tax coverage |evels, either now or during the
rate plan period, either total conpany or
Washi ngt on-onl y?

A. No, | would testify that, on a total
conpany basis, there is no energency, and that |'ve
testified that the conpany's analysis is flawed
because its presentation assigns a disproportionate
share of costs to Washi ngton.

Q Anot her point the conmpany nekes in its
testinmony is that, based on its financial indicators,
its Washi ngton-only bond rating would be double B
Do you dispute that bond rating anal ysis anywhere in
your testinony?

A Yes, it's a neaningless term There is no
such thing as Pacifi Corp's Washi ngton stand-al one
bond rating. There is no such thing. You can't
respond to it, because there's no basis for saying
Washi ngton is a stand-al one conpany. |In fact, if you

want to | ook at stand-al one results, there's evidence
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1 in the record, on a stand-al one basis, that

2 Washi ngton has -- revenue requirenents should go down
3 by a magnitude of at |east ten percent.

4 So you know, if you're going to compare

5 Washi ngt on st and-al one and present a financia

6 anal ysis, then you clearly would need to say what is
7 the appropriate cost for Washington. And under an

8 MSP study on a Washi ngton stand-al one basis, it

9 appears that Washington rates should go down. So

10 that's the problem|'mhaving with the conpany's

11 case

12 Q In terns of the issue of bond ratings, you
13 didn't even put on any testinony that addresses the

14 conpany's bond rating on a total conpany basis, did

15 you?

16 A No, | did not.

17 Q And one other thing --

18 A.  Again, the sane qualification. That would

19 be the burden of the conpany to present that

20 evi dence.

21 Q And one other area of the conpany's

22 financial presentation had to do with capita

23 requi rements and cash flows. And in that situation
24 it seenms as though you do offer testinony. You state

25 on page 15, | believe, that half of the $700 mllion
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for new distribution facilities is for Utah, and with
respect to the generation and transm ssion, you say
that these cash needs are not driven by the growh in
Washi ngton; correct?

A Yes.

Q So it appears that, with respect to cash
requi renents and capital requirenents, cash flows,
this testinmny can be evaluated on a Washi ngton-only
basis; correct?

A. No, that's not what |'m saying. That's not
the purpose of ny testinmony here. M purpose here is
these figures just junp off the page. They just --
you know, you |l ook at their exhibits and they just
pop off the page, they're so big. And what | was
responding to is if you go to the criticismof your
testi mony regardi ng whether you nmet interim
standards, one of the things that you have to do is
show t he connecti on between the request for interim
and what are the essential financing needs of the
conmpany.

And even though -- even if you were to
accept the cash flow statenents and you woul d accept
the bond ratings that are portrayed there, you have
not gone the other step to show how the specific

relief you're asking for is connected to the interim
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relief that you're -- or the relief that you're
asking for in this jurisdiction. You haven't taken
that step, and that's a critical flaw in your
present ati on.

And so that's why | said is that -- if you
| ook on Iine 16, there is a connection between -- the
conpany has not shown there is a connection between
the increase requested and its inpact on inproving
the financial indices necessary for the conpany to
obtain financing. And you've not shown how t he
relief will stave off inpending disaster, nor avoid a
clear jeopardy to sharehol ders and ratepayers, and
nor -- so I'mjust saying there's a critical flawin
your presentation regarding the connection for the
relief and how this is going to solve the energency,
and that's why that's there, and these -- this
supports that analysis, because these are substantia
amounts of cash flow -- or cash requirements, and

there's no testinony regardi ng whether any of these

can be deferred, whether any of these -- are there
alternatives, are there any -- it's just -- it's
there. And well, what are we to do with it, and how

was the relief you' re asking connected to solving
this problem

Q Is it your understanding fromthe testinony
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of M. Larsen that the conpany's clainng a financia
ener gency?

A I"'m-- M. Larsen's testinony is stating
that -- ny reading of it is there's a subsidy. And
Washi ngton is not paying its fair share of rates.

JUDGE MOSS: M. Van Nostrand, would this
be a convenient point for us to take a break?

MR. VAN NOSTRAND: G ve nme anot her couple
m nutes, and | can be finished. Okay?

JUDGE MOSS: That's fine.

Q Turni ng back to your testinony on page 15,
where you discuss the cash flow and capita
requi renents, apart fromyour statements on this
page, you didn't quantify the adjustnments that you
woul d nake to the conpany's analysis of cash flows
and capital requirenments; correct?

A I couldn't, because the conpany didn't
present any evidence of that. | did do a prelimnary
calculation, and it was clear to nme that Washington
results -- that the cash flows from Washi ngton, even
on the nodified accord nmet hodol ogy, was providing
signi ficant -- enough cash to provide for the
distribution. And so it just seenmed to ne that,
right then and there, that, you know, there was a

flaw with your presentation.
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Q And did you present the results of that
anal ysi s anywhere in your testinony?

A No, no, because at that point, had | gone
that far, it's alnmost |[ike, then, how nuch further do
I go. And then | started thinking to myself, Well
wait a second, there's no basis for accepting these
nunbers, because | can't have any confidence that the
all ocated results produce a credible basis for
Washi ngton results.

MR. VAN NOSTRAND: Thank you, M. Elgin. |
have no further questions, Your Honor. | would Iike
to nmove the adm ssion of 103 through 110.

JUDGE MOSS: Hearing no objection, they
will be admitted as nmarked, and we'll be in recess
until 11:00.

(Recess taken.)

JUDGE MOSS: Let's be back on the record.

And it's time for questions fromthe bench

EXAMI NATI ON
BY CHAI RMOMAN SHOWALTER
Q I'"d like to ask what constitutes reopening
the rate plan? |If there were sone kind of
extraordi nary cost, and assune it would be

perm ssi bl e one way or another and we inposed a
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surcharge, would you consider that to be reopening
the rate plan, as distinct from perhaps anendi ng
t hi ngs under the settlenment or reopening the

settl enment?

A. Well, to answer your question, | think
there were two -- if you put it in the context of
your question about a surcharge, | think there m ght

be a circunstance under Section 9, for exanple. W
tried to limt the deferred accounting petitions that
were -- that the conpany could file during the rate
pl an. There may have been, let's say, some -- let's

just say there was, hypothetically, an earthquake.

Q Let's take an earthquake only in
Washi ngt on.
A Yes.

Q That only danmaged Washi ngton

A Washi ngton. And there were some
extraordi nary expenses and circunstances that we
wanted to address, and we wanted to do -- | think
there what the Staff would probably recomend is
that, even though Section 9 prohibits deferred
accounting, there's a limtation, we would say in
this circunstance, we think the public interest
warrants some deferred accounting treatment for those

extraordi nary expenses, and quite possibly maybe even
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| ost revenues.

Because let's just say there's an
eart hquake and there's, even on the revenue side, you
know, there's inability to deliver power. And then
by the time it got back up, you know, we m ght want
to do sone things there. And | would say that how
would view this rate plan is, on your ongoi ng ki nd of
supervi sion of the conpanies under this rate plan,
woul d say that we mght do sonething like that and a
surcharge i n Washi ngton.

However, under Section 11, where we do talk
specifically about a rate plan reopener, | think
that's a different thing, because that is a genera
rate case. There's sonething happening, there's
sonmet hing going on, there's an energency, and the
conpany should be entitled to establish new base rate
| evel s.

Q Al right. But in your view, if we were to
i npose a surcharge based on the earthquake charges,
that would not be a reopening of the rate plan?

A No, ma' am

Q Okay. Now, you just said that you don't
t hi nk extraordi nary earthquake charges are
perm ssi bl e under Section 9, and that the appropriate

route, in your view, would be to, | gather, anmend the
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settl enment agreement for purposes of inposing that
extraordi nary charge?

A Right, and permit -- and establishing the
accounting to do that, because it would be an
exception, yes.

Q And under those circunstances, would you
have any particular aversion to allow ng recovery
during the rate plan or would you think the deferred
accounting and the surcharge should await sone | ater
dat e?

A No, | would probably begin some sort of
anortization, because the other thing is | think the
public woul d nmake the necessary connecti on between
the surcharge and the event that triggered the
surcharge, so | think that in that regard it would be
-- that would be my recommendati on.

Q Al right. And then, just to be clear, |
have read your testinony, in which you state your
interpretation of Section 9, but | understand you to
say that Section 9 sinply doesn't, by its own terns,
allow for recovery of extraordinary costs, |ike an
ice stormor earthquake?

A That's correct. It limts -- it limts
deferred accounting petitions to very, very narrow

items, and then those kinds of events woul d be
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extraordi nary and we woul d have to make a specia
di spensation and bring sonething forward in that
regard.

Q And that is because, in your view, the
second paragraph of Section 9 is a nodifier of some
kind of the list that precedes it?

A That's correct.

Q Now, supposing the earthquake were in
Washi ngton and I daho, and it did sonme maj or damage to
a hydroelectric plant. First, would you agree that
that situation would be as neritorious as the
i nternal Washington-only situation in ternms of
granting sonme kind of relief?

A Yes.

Q But how woul d you determ ne what to
all ocate to Washington and Idaho if you didn't have
an approved allocation plan?

A There, again, you' d have to | ook at the
facts and circunstances. And on a hydro facility, |
woul d say that the hydro facilities are traditionally
consi dered a Pacific Division resource, and so we
woul d probably cone up and | ook at what woul d be sone
basis for reasonably allocating that extraordinary
circunstances in |light of sone unique event that had

an i npact on the conpany.
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Q Isn't it the case that if we, in this
state, don't have an approved all ocation plan, then
either no relief is possible or, if relief in genera
is meritorious, the parties in front of us will have
to make sonme kind of rough allocation, even if it's
not pursuant to an approved allocation plan?

A That's correct, and that's why the Staff
case is presented as the way it is, is that we | ooked
at the circunstances that the conpany was faced, and
our conclusion is that the nethodol ogy that they are
proposing is flawed. And M. Buckley could speak a
little bit further to that, but if you |look at these
costs that they're asking for cost recovery, we have
concluded that there is no reasonable basis to --
despite the fact that there isn't an acceptable
met hodol ogy, there's no reasonable basis for which to
assign or apportion any of these costs to Washi ngton

Q Well, | want to break apart your answer,
because | think | understood especially M. Buckley's
testi nmony, and nmaybe yours, to be saying until we
have an approved allocation plan, we can't go
further. And that's very different than saying we
don't have an approved allocation plan, but here's a
tenporary allocation for purposes of this proceeding.

A Well, and that's the dilemm that we have
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with this case, is on the one hand, we don't have an
approved all ocati on nethodol ogy. W crafted a rate
pl an that set out on the best know edge that -- the
best know edge we had was a five-year plan for the
conpany that produced, we thought, reasonable
results.

And for the conpany now to cone in and say,
Well, let's apply nmodified accord and assign
Washi ngton stand-al one results, we said, That's not
right, that's not acceptable. And we can't neasure
now i n that context.

Then we went one step further in saying,
Well, is there any basis for us to review these
circunstances and these costs and conme up with somne
way of saying Washington is responsible? And we
didn't get there, either, so it's not saying that the
conpany is faced with a dilenma that it can't seek
cost recovery. W have a rate plan that produced
reasonabl e results and we all agreed to that. And

then, if we |ook at these circunstances, we can't

say, Well, let's apply this cost nethodol ogy to these
results and then -- and then move forward with cost
recovery. W can't get there, | think is what you

our case is.

Q Wel |, when you say you went one step
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further, | amunclear, because | read your case
generally to be saying the conpany didn't do its
homewor k or they haven't nmet the test of the

settl enment agreenent, but that you did not undertake
your own analysis on the nerits of the question.

Now, maybe I'm wong with respect to sone aspect.

Are you saying that you did undertake such
an anal ysis and, even under the allocation nethod and
all other assunptions that you woul d want to nake,
even though we haven't approved it, that you have
undertaken an analysis on the nerits and you don't
think Pacifi Corp deserves relief?

A That's correct. M testinmony is trying to
|l ook at the limted questions surrounding what did we
-- what does the rate plan provide for, and in terns
of | ooking beyond and the specific power costs that
are at issue, M. Buckley and | had conversations
about that and he's done even a further analysis with
respect to the nerits of those specific costs and any
reasonabl e -- because the question of allocations is
is this a reasonabl e apportionment of costs.

And | think M. Buckley can talk to you
nore about, under any reasonabl e apportionment, we
can't get to a point where this conpany shoul d get

relief in Washington. | don't have that testinony,
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but M. Buckley can el aborate on that fuller and what
he specifically did in that regard.

Q If we were to go down that road, then
woul dn't we at |east be having to nake a judgnent in
this proceedi ng about the range of reasonable
al l ocation net hods?

A Yes and no. | think if you | ook at a
coupl e of fundamental points of their case, first
of f, Washington is a winter-peaking utility, and as a
Wi nter-peaking utility, in the sunmertime, you have
excess energy to sell into the market. Uah is a
sumrer -peaking utility, and it's eastern operations.

These costs that are underlying these

contracts are for sunmmer-peaking needs. [If you | ook
-- let ne -- if you have M. Wdner's testinony, 1'II
give you -- it just junps off the page.

Q | recall that. | recall the -- well, go
ahead. | didn't nean to distract everyone el se.

JUDGE MOSS: We're going to be | ooking at
Exhi bit 577

THE W TNESS: No, Your Honor, Exhibit 60,
and then there was an update to that. | believe it's
161?

JUDGE MOSS: 160.

THE W TNESS: 1607
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1 JUDGE MOSS: Right.
2 THE W TNESS: Yes, sir. \Wich one do you

3 have in front of you?

4 Q I have 160.

5 A 160, okay. 1'll use that one

6 Q Why don't you wait till --

7 A Okay, okay. If you will note, that exhibit

8 shows that the bulk of the deferred ambunts that the
9 conmpany's requesting occur in the sumer nonths. It
10 makes no sense to ne that a winter-peaking utility
11 woul d be in the market buying these kinds of

12 resources to serve its | oad.

13 Q So aren't you then saying that, in your

14 view, a proper allocation, once it gets all said and
15 done, would allocate new peaking plants and their

16 substitution and woul d all ocate peak -- summer peak
17 costs to Utah?

18 A That's correct.

19 Q Al right. But do you also agree that we
20 haven't, in this or any other state, actually come to

21 that conclusion definitively?

22 A But, well, we sort of have in the nerger.
23 In the nmerger proceedi ng, one of the benefits, and if
24 you | ook at the record there, one of the -- the

25 predom nant benefit was the fact that Washington, as
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1 a winter-peaking utility, would have sumrer energy to
2 sell to Utah. So that inplicit in a w nter-peaking
3 -- the concept of a winter-peaking utility is the

4 ability to sell its firmresources that it doesn't

5 have into the market into the summer for the benefit
6 of custoners and the benefit of the utility,

7 dependi ng on the rateneking treatnment of those

8 of f-systemsales. So intuitively, their case, you
9 know, this exhibit shows that it makes no sense.

10 Q Well, do you agree that the issue of

11 allocation is a live and contested one that is being

12 and will be litigated in the six states, and that
13 that is not conpleted yet? | recognize your answer
14 is go back to the nmerger agreenment, but do you agree

15 that the matter seens unsettled anbng parties and

16 states at this nmonment?

17 A Yes, and that's why | -- that's why ny

18 testimony is that, because the conpany agreed to a
19 rate plan and a systematic, programmtic change in
20 its rates over a five-year period, because it's a

21 contested issue, it can't now cone before you and

22 say, Well, on the basis of nodified accord,

23 Washi ngton stand-al one is bel ow i nvestment grade and
24 double B rating and -- it can't do that. That's what

25 my testinony stands for, is that it is contested, we
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had a five-year rate plan, and we'll get to that
i ssue at the end of the rate plan.

Q But you do agree that if it were the
eart hquake situation, you would not oppose a
reopeni ng of the settlenent agreenment for that
particul ar purpose under the circunstances of a
hypot heti cal ?

A Yes, my testinony to you is, as a policy
matter, is that if there were an extraordinary event,
we woul d be com ng before you and neking a
recomendati on for treatment of that -- that event.
That the rate plan, when we put it together, you
know, we have to assune normal course of business and
the kinds of things -- and sonething like that, you
know, we would have to | ook at those facts and
ci rcunstances and cone to you with a solution

Q Regar di ng the second paragraph of Section
9, | have read your testinmony, but if | ook at the
first paragraph, it has to do with a noratorium on
general rate filings, and that noratoriumcan be --
it does not preclude the conpany from pursuing
tariffs or rate changes for any rated purposes. The
second paragraph does not preclude the conpany from
subm tting petitions for accounting orders.

And | guess we will all end up naking our
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own judgnents, but | wonder why you think the second
par agraph, on its face, and not going to what other
settling parties may have intended it, but why, on
its face, does it relate back to the prior list?

A. Because if you don't limt what the conpany
can seek for deferred accounting, you are effectively
providing for rate changes during the rate plan and
you have an open-ended -- you have a circunstance
where, if you recall the testimony with M. Larsen,
his representation to you was that for npbst any
extraordinary item we can cone in and seek an
accounting petition. And so if you did not have a
[imtation on what could be sought for deferred
treatnent, you've essentially opened the door for
rate increases throughout the rate plan and you don't
have what we woul d consi der stable rates.

Because a deferred expense itemis, in
essence, providing for rate relief for that single
item and that's why | put that in nmy testinony, is
that you have to have sonme limt on what the conpany
can conme forward for deferred treatnent.

Q But one of the problens with your
interpretation is that it would not allow the conpany
to come in for the ice stormor the earthquake, which

seens to ne one of the nore understandabl e or
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accept abl e uses of deferred accounti ng.

A But, then, if you put that in there, then
you would be in the position of saying, Well, we're
goi ng to have an earthquake, we're going to have a --
those are extraordinary events. W don't know that
we're going to have those. To ne, it doesn't nake
sense to put that in there, because you expect that
not to happen.

Q Coul dn't one read this paragraph as
providing for exactly that? That is, this does not
preclude the conpany fromfiling a deferred
accounting petition for extraordinary costs. |'m not
getting to the question of what is or isn't an
extraordi nary cost, but that -- isn't that one of the
natural uses of deferred accounting petitions?

A But -- yes, but we wanted to limt that, so
t hat when we put together Section 9, we tried to do
it the other way. We could have done it that way,
but this is the way we chose to do it. W chose to
identify -- because there were sone specific itens in
the rate case that were at issue that the conpany had
treatment in other jurisdictions, and we wanted to
provi de them that opportunity, saying, This is the
limtation, this is what you can bring forward.

Q And | recognize you're giving your own
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interpretation. One of the reasons that |anguage is
so inportant is that if it's not precise, then
different parties can have different intentions,

| ooki ng at the sane | anguage, but in the end, it is
t he | anguage, not the intentions that have to be
gauged, unless it's -- unless it's anbi guous, and
then, even then, the parties may have to just live
wi th the | anguage.

But I want to nove on to another area, if |
can find ny notes. Just a couple of things. | think
in your testinony you alluded to interimrate relief
bei ng subject to refund as if it always is subject to
refund. Do you agree that interimrate relief need
not al ways be subject to refund?

A. No, it need not. It's up to your -- it's a
di scretionary -- my reading of the orders and the
power to grant interimrelief, it may or may not be
subject to refund. It's at the discretion of the
Conmi ssi on.

Q | also want to ask about what happens in a
multi-state situation if one state sinply doesn't
carry its burden as, say, we think it should. |
think you testified that that -- it protects
Washi ngton consunmers not to subsidize the, let's say,

i rresponsi bl e state, but how far does that go?
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1 Because if we are a small part of the picture and

2 other states are a very large part of the picture, at
3 what point do we watch the conpany suffer because of
4 the large state without it affecting our own

5 customers, as well?

6 A. I"'mnot sure | fully understand your
7 question. If you could nmaybe try --
8 Q Well, I think I"'mgetting to kind of a big

9 pi cture issue.

10 A. Okay.

11 Q And if you have a conpany that's in many
12 states, it's not going to be surprising if sone

13 states | ook at the conpany in a different way than
14 the other states do. And to a degree, you could say
15 that's the conpany's problem but at sone point,

16 isn't it everybody's problemif the conpany can't

17 make ends neet because of another state, it affects
18 us?

19 A. Yes, but ultimately you're the arbiter of
20 what's the final rates for Washington, and part of
21 that is -- on an allocated result, once you have the
22 evidence in front of you, you will make a reasonable
23 determ nati on regardi ng the assignnment of and the

24 al l ocation of comopn costs.

25 And in Washington, if it turns out that
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Ut ah and Oregon provide -- do not provide sufficient
rates, at sone point what we would do in Washi ngton
is regulate this conpany truly on a stand-al one
basis, and that's at the point where we would be.

And that's one of the things that you have,
| think, with this conpany and this jurisdiction
given the size. And we nmay have to be there at sone
point if MSP is not successful and if Utah is adanmant
on rolled in methodology. And we may very well be at
the next rate case advocating a stand-al one result
and nmeki ng some kind of determ nation for what the
rates in Washi ngton ought to be for a stand-al one

conmpany of this size and this nature.

Q I wanted to ask you about Exhibit 3-C.

A Yes, | have that.

Q This is a confidential exhibit, so I'll try
to ask some general questions. Well, first, if you

| ook at row three.

A Yes.
Q In your view, is this chart off the mark?
A Yes.
Q And have you done any analysis that would

all ow you to say what you think row three ought to
be?

A No, because one of the problens that |
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woul d have in | ooking at what row three would be is
dealing with forecasted results, so you have an issue
with the forecasted results and then, in my mnd, the
qguestion becones, for the future, what should

Washi ngton bear as it's fair share of costs? So
what's driving those declining returns -- is that
okay to say?

MR. VAN NOSTRAND:. Sure.

THE W TNESS: What's driving those
declining returns are the figures -- if you refer to
nmy testinony that | have -- | have -- one second,
pl ease. Let ne find it here. Yes, if you' d turnto
page 15 of ny direct testinmony, on line 13, where
say, Through fiscal 2006, the conpany's cash needs
for new generation are approximtely 575 mllion, and
for new transmi ssion, the anobunt is al nbost 650
mllion, what causes that adjusted return on equity
to decline there is the fact that Wshington, under
nodi fi ed accord, picks up systemgrowth
proportionately to the growth on the rest of the
system That's what's causing those figures.

Q And nodi fied accord is sonething you
di sagree with?
A Yes.

Q Al right. |If rowthree were accurate
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woul d you think that would weigh in favor of granting
the conpany relief or would, in your view, it stil

not make any difference?

A Wel |, again, the problem| have still with
the conpany's presentation is that this -- these are
budget ed amobunts. 1'd have to |l ook at -- the way |

understand to apply the PNB test is what are the
essential cash needs and what is the i mediate
contribution of that to those financing requirenments?
So | would still have to do sone kind of

anal ysis just to say what amounts of these could
reasonably be deferred and then connect the essentia
financing requirements with the relief under interim
standards that the Comm ssion would grant.

Q So your answer just there depends on the
view that the conmpany nust neet the PNB standards,
i ncluding on a conpany-wi de basis, in order to get
any relief here?

A. There may be a way to do that, |'m saying.

Q Al right. And then, could you |l ook at

Exhi bit 467
A Yes, | have that.
Q If you look at colum three, do you agree

with the nethodol ogy, not the inputs, but the

nmet hodol ogy of columm three?
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A. | can't testify to what is a type one
adjustnment. | don't know what that nmeans. |'m--
M. Martin could tell you what that neans.

Q Al'l right.

A. I can just tell you that mnmy understandi ng
of the rules should be that these adjustnments should
be just restating adjustnments to put themon a
Conmi ssion basis. That's what the intent of this
report is to do. | do not know what type one, type
two and type three adjustnents are, so | can't answer
you there.

Q Al right. So in terns of the actua
i nputs here, would you have to assune sone sort of
all ocation before determ ning what is appropriate for
colum two, assum ng that neans sonething to tailor
the chart to Washi ngton-only?

A Well, actually, it's colum one, the
unadj usted results.

Q Okay, all right.

A In there, enbedded in that, is the nodified
accord net hodol ogy.

Q Ri ght .

A. So then those are then adjusted for type
one adjustnments, but enbedded in colum one is

nodi fied accord, and that's the problem
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Q Al right. But in order to get to an
appropriate colum one, appropriate in your view,
that is, we would have to do sone kind of mni
al l ocation proceeding within this proceeding or, at
| east in your view, decide the outside limts of a
reasonabl e al | ocation?

A Yes, yes, you'd have to figure out -- you'd
have to start with colum one in saying what is the
ri ght basis for presenting the company's WAshi ngt on
unadj usted results and then go to the various
adj ustnents fromthat point. You'd have to do that
exercise. So it's, first off, are these reasonable
type one, type two, and type three adjustnents, but
then, not only that, is the foundation from which
this is built correct.

Q Okay. And a different area of questions.
If we were to defer certain -- to allow deferred

accounting of certain costs, but not allow recovery

A | have that in mnd.

Q -- and initiate a general rate proceeding,
do you think that that would, in the end, lead to
appropriate general rates and surcharges, if
necessary?

A No, | think -- | think it would lead -- |
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mean, you'd have a rate case. You' d have the
findings and you'd have those issues resol ved.

don't know where that would end up. |'msaying it
woul d be a conplicated case. And | don't think it
woul d be fair to ratepayers to defer the account and
prematurely end the rate plan. | think that's what's
-- if you're going to allow, hypothetically, | think
as | understand your question, if you're going to
provide the relief and you want to do the deferred
accounting, then limt it to that, because that's
what the conpany has asked you to do. And then go on
to a case and determnine what's reasonable for
deferred recovery. |If that's your inclination to go,
that's what | would recomend that you do.

Q And is that nore or less M. Larsen's or
maybe it's M. Wdner's concept of a 90-day review?

A Yes. And | wouldn't go any further than
t hat .

Q So under that scenario, the rate plan would
stay in place, there'd be some kind of proceeding to
deternmi ne the prudency and wi sdom and perhaps even a
rough all ocation of sonme deferred costs, but the
underlying base rates would not be affected?

A Ri ght, and then exhibit -- since Exhibit

160, you woul d have some bounds with respect to the
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anmount of recovery that the conpany would be entitled
to.
CHAI RWOVAN SHOWALTER: Okay. Thank you.

have no further questions.

EXAMI NATI ON
BY COW SSI ONER HEMSTAD:

Q In your answers to the Chair's questions
about extraordinary events, |ike earthquake and ice
storm would you consider the Wst Coast price
dysfunction of 2001 an extraordi nary event?

A Yes, but we're not dealing with those costs
here of 2001. W're dealing with 2002 costs and the
forward purchases for it. But M. Buckley can talk
with you a little bit nore about those specific cost
items.

Q Assunming there were no rate plan in effect
at all, what's the kind of -- well, | take it your
testinmony is that there would be no basis for the
conpany to be asking for any extraordinary relief,
but would you think it would be -- would it be
useful, fromtheir perspective, then, to file a
general rate case?

A Well, again, that would be -- you know, the

out cone woul d be determ ned by, really, you know,
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cost allocations, and then the other typical kinds of
adj ustnents, but there is the prospect that sone of
the studies that cone out of MSP show that there are
reasonabl e al l ocati on net hodol ogi es that show, on a
normal i zed basis, the revenues requirenments, and thus
rates in Washi ngton should go down. And the conpany
woul d have to evaluate that. |In the hypothetica

that we do not have a rate plan in effect, as |
under st and your preni se.

Q Yes. Al right. Based on the case that
the conpany has presented, | take it you would
conclude that there is not adequate information in
front of the Comm ssion by which to make any kind of
accurate determ nation of the conpany's rate of
return or return on equity in Washington?

A No, sir, and I'd go even further, and
that's why we entered into the rate plan, is that we
wanted a period of five years to get through this
transition for the conpany, not only with respect to
cost allocations, but transition plan savings and
some of the other things that we identified that nade
it difficult during that period of time to nmeasure
t he conpany.

So yes, | don't think there's a reasonable

basis to accept any of these financial results and
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then -- for purposes of adjusting rates in
Washi ngt on.

Q Well, on the assunption that the pricing
dysfunctions that occurred in the West earlier and
t he consequences of that for many utilities, do you
think there would be any basis upon which the
Conmi ssion, on its own notion, in effect, would
sinply terminate the plan and order the conpany to
file a rate case?

A. Not for this conpany and not for the causes
of the increases. For exanple, the rate relief that
M. Larsen tal ks about, you know, in his testinony,
regarding Uah and Oregon, that relief, that was
during the period when Hunter was down and there were
signi ficant questions about the conmpany's actions
surroundi ng Hunter, and then there would be the
question of should Washi ngton pay for Hunter. That
period's behind us.

So now we have a new period. So now the
question is, for Washington, is should those sumrer
forward contracts be attributed to Washi ngton, and
Staff position is no, those costs don't belong in
Washington. So there is no basis now for you to
termnate the rate plan and there is no need for you

to consider that Washington, in the context of the
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rate plan, are not paying their fair costs.

Q Al right. But at the conclusion of the
rate plan, we will be confronted with all those
guestions?

A That's correct. That was what we -- that
was what we attenpted to craft and that was the
solution, and the Staff position is that rate plan is
still in the public interest.

Q Al'l right, okay. But accelerating that
timetable, you don't think it would be useful either
to the conmpany or to ratepayers?

A No, sir, because the rate plan -- the rate
pl an had specific programmatic increases in the early
years. To offset those increases, we provided the
credits fromthe Centralia gain and the Scottish
power merger. So as soon as those credits expire,
rates for -- billing rates for consuners will go up
over tine about 4.7 percent, | think is what M.
Giffith testified to. And so they're already going
to be seeing billing increases.

And | think that to stay the course and
then, at the end of the rate plan, when the conpany
has either an agreenent on MSP or -- at that tinme it
can cone forward and file a new general rate case.

And we will, if we don't have an agreenent, we'l
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have a very conplicated record regardi ng allocations
before you.
COW SSI ONER HEMSTAD: Okay. Thank you.

That's all | have.

EXAMI NATI ON
BY COWM SSI ONER OSHI E:

Q M. Elgin, I'd like to refer you to your

testimony -- | believe it's Exhibit 101
A. One nonent, please. Yes, sir
Q If you'll turn to page 17, | would like to

focus on lines 16 through 19, and then onto page 18,
on lines one, two and three.

A Yes.

Q In there you talk about the rate
concessions that are nmade in other jurisdictions for
speci al contracts and how you believe that the
conmpany's presentation does not adequately allocate
the cost of the rate concessions or special contracts
to the specific jurisdiction that approves them or
allows themin some way?

A Yes, sir.

Q And ny question really is is that a
function or a result of the nodified accord or is --

was that a problem nmmybe asked another way, with the
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PI TA net hodol ogy?
A It's a problemwith both, and it was
sonmet hing that, over time, both the PITA group and
now the MSP group is westling with, so it has been
-- it was an issue when Pacifi Corp acquired the Utah
properties and it was also an i ssue because there was
one special contract in the state of Washington
And so there's this ongoi ng question, what
do you do with special contracts, and the prior
al l ocation schenes all considered those and
di stributed those across the system But M. Martin
can address you -- address those specifics about how
t hat evol ved and changed over time, but it is stil
an i ssue, as | understand it today, with MSP
COW SSI ONER OSHI E:  Okay. Thank you.
JUDGE MOSS:  All right. | think this would
be a convenient nonent for us to take our noon
recess, and then, when we return, we'll see if M.
Van Nostrand has any foll owup based on the bench's
questions, and then we'll go to our redirect after
that. We'll break today until 1:30.
(Lunch recess taken.)
JUDGE MOSS: Let's be back on the record.
| believe we were at the point where the bench's

qgquestions had pronpted any foll owup, and then we'l
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go to our redirect.

MR. VAN NOSTRAND: Thank you, Your Honor

CROSS- EXAMI NATI ON
BY MR. VAN NOSTRAND

Q M. Elgin, | wanted to followup briefly on
a couple of questions from Com ssi oner Oshie about
the treatment of special contracts in the conpany's
filing. And | think he directed you to your
testinony on page 17 and 18, where you indicated that
jurisdictions that grant special contracts should
accept the consequences of these rate concessions
under a reasonable allocation schene, and the
conpany's presentation in this case does not do so;
is that your testinony?

A Yes.

Q You understand that the -- it's your
understandi ng that the conpany's treatnment of specia
contracts in the case is in accordance with nodified
accord?

A That's my under st andi ng.

CHAI RWOVAN SHOWALTER: |'s your m crophone
on?
THE W TNESS: Yes, that's ny understanding.

Q Can | direct you to M. MDougal"'s
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testi nony.
JUDGE MOSS: Looking at his direct?
MR. VAN NOSTRAND: Yes, page five.
JUDGE MOSS: That's Exhibit 50-C

Q Li nes two through five. For purposes of
calculating factors and allocating revenues, al
speci al contracts are directly assigned to the state.
Therefore, the revenues and | oads of Boise Cascade,
the only special contract custoner in Washi ngton
during any part of the period, are both allocated to
Washington. In your view, is that consistent with
the nodified accord treatnent?

A That's not what ny testinony was
referencing to. It has to do with the specia
contract customers in the conpany's other
jurisdictions, and that would be, for exanple, |daho
and Utah, so that was -- to reconcile this statenent
with nmy testinony here, | was tal king about the
special contracts in the conpany's other
jurisdictions, in |Idaho and Ut ah.

Q Well, then |I'd direct you to the testinony
of Jeffrey Larsen, the rebuttal testinony, page 15.

JUDGE MOSS: G ve us an exhibit number.
THE W TNESS: Sixty-two, Your Honor, |

believe. ©Ch, no, it's not, excuse ne.
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Q Larsen is 8, Exhibit 8, page 15,
specifically, lines six through ten. The results
presented by M. MDougal in his direct testinony
were prepared with the cost and revenues for al
speci al contracts assigned to their hone states.
None of the costs or revenues associated with specia
contracts in other states have been assigned to
Washi ngton, and all allocation factors have been
adj usted accordingly.

Is it still your testinony that the
conpany's filing in this case suffers fromthe
deficiency that you descri be on page 177

A Yes, that was ny understanding. | had a
conversation with M. Martin in that regard, and so
to the extent that that is the basis, that's ny
understanding. | did not do a study and | ook at that
i ssue specifically. That's ny understandi ng of how
nodi fied accord treats special contract revenues.

Q But isn't the point of his testinony is
that, with respect to the treatnent of specia
contracts, the conmpany is not follow ng nodified
accord because the jurisdictions felt that treatnment
was no | onger acceptabl e?

A And again, nmy testinony is based on ny

under st andi ng of how nodi fied accord works and what
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was underlying, and I would ask that you take that
issue up with M. Martin, who's better prepared to
answer that, because he would have studied that.
That's just ny understanding of how it works,
notw t hst andi ng what you pointed out in this

testi nony.

MR, VAN NOSTRAND: Your Honor, |'ve got a
cross-examni nation exhibit that 1'd [ike to
distribute. It arose in connection with M. Elgin's
responses to questions from Chai rwonman Showalter
about how Section 9 of the rate plan stipulation is
i mpl enmented. May | distribute that exhibit?

JUDGE MOSS: Why don't you hand that up and
we'll see what it is. We'Ill mark this as 111 for
i dentification.

MR, CEDARBAUM  What was the nunber, again,
Your Honor ?

JUDGE MOSS: One-el even.

Q M. Elgin, do you have before you what's
been marked for identification as Exhibit 111?

A Yes.

Q And will you accept, subject to check, that
this is a Staff recommendati on regardi ng a conpany
petition for deferred accounting filed on June 23,

2000, with respect to how -- it was seeking to
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1 capitalize and anortize the cost of a voluntary

2 enhanced early retirenment progranf?

3 A Yes, but | note that M. Martin worked on

4 that and, notw thstanding, | think he'd probably be

5 the person that would best be able to respond to

6 guestions about this. Not that -- | nean, | can

7 accept it, but this is the first |'ve seen this

8 document .

9 Q WIIl you -- turning to the top of page two,
10 do you see the language in there indicating that this
11 petition was reviewed in light of the just concluded
12 rate plan stipulation and nothing precludes the
13 conpany fromfiling this type of accounting petition?
14 A. Yes, | would then direct you to the next
15 par agr aph, which seenms to ne that what this is also
16 designed to do is to -- in order to do this, to
17 i mpl enment the transition plan to acconpany -- to
18 realize the operational efficiencies fromthe nerger
19 savings credit. So | think that that's what this is
20 designed to do, is to accept the anortization of
21 those costs and to recogni ze the -- so the conpany
22 could realize the nerger savings credits. But,

23 again, | think that M. Martin would be the one to
24 specifically ask questions about this.

25 Q Well, 1'd like to refer to that petition
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and what you know of it now as it relates to your
testi nony about how Section 9 is to be interpreted.
Is it fair to conclude that this petition to
capitalize and anortize early retirement expenses
does not fall within the categories 9-A through 9-F
of the stipulation?

MR, CEDARBAUM  Your Honor, |'Ill object.
The witness has indicated that he's not familiar with
it. He's reviewing it just today. M. Martin wll
be on the stand this afternoon. He can ask and
answer questions about it, so | just think it's
beyond the scope of this witness' know edge at this
time.

JUDGE MOSS: Well, | don't think it is.
He's indicated sone famliarity and sone
under st andi ng of what this petition concerned, and
the question does follow up directly with regard to
guestions that were put to M. Elgin earlier and to
whi ch he responded concerni ng the workings of Section
9, sol think it's appropriate to allowit and I'II
overrul e the objection.

THE W TNESS: Well, again, is your question
about Section 9? This would not be one of the
carve-outs in Section 9. Is that your question?

Q Yes.
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A Yes.

Q And is it also true that this does not fal
within the scope of the second sentence of the
section -- of the paragraph following the list in
Section 9, which reads, The conpany shall ensure that
items currently treated as regul atory assets under
authorizations fromother states that are proposed
for inclusion in Washington at the end of the rate
pl an period are supported by necessary accounting
authorizations in Washington. This petition does not
fall within the scope of that sentence, either, does
it?

A One nonent, please. | need to check a date
here. And when -- would you -- all | would note is
the stipulation was served on the parties June 20th
of 2000, and so when was this accounting petition,
when was the request for the deferred treatment, when
was this filed with the --

Q It was filed on June 23, and the date that
it was presented to the Comm ssion was August 30th,
after the order approving the stipulation was issued.

A Well, then, | would say that, again, you'd
have to ask M. Martin this. | would say that this
petition for accounting is in order to recognize the

cost associated to inplenent the conpany's transition
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plan, so | would say that it is not consistent with
Section 9-A -- the second paragraph of Section 9, but
it was a filing in order to inplenment and provide the
conpany the opportunity to realize the nerger
savings. So | would say it was a contenporaneous
accounting petition filed at that tine. So that's
how | view this.

MR. VAN NOSTRAND: Okay. | have no further
questions. |'d like to nove the adm ssion of Exhibit
111, Your Honor.

MS. DAVI SON. | object, Your Honor, on the
basis that this particular docunment has nany
conplicating factors, and | think that if we are
going to put this in the record as a stand-al one
docunent, we need to have sone testinony as to
exactly what's goi ng on.

For exanple, it's mnmy understandi ng that
this did not result in any rate changes, and | think
that to suggest that this has some particular type of
anal ysis based on the testinony of a witness who
didn't have anything to do with this is premature. |
think that, to the extent there's anything valid to
be gained fromthis particular docunent as it rel ates
to an interpretation of the rate plan stipulation, it

shoul d come through the individuals who know
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1 sonet hi ng about it.

2 JUDGE MOSS:  Well, | think to the extent --
3 MR. CEDARBAUM  Your Honor

4 JUDGE MOSS: -- | can discern any substance
5 to that as an objection -- I'Il hear M. Cedarbaum

6 but that -- are you questioning the foundation of the

7 docunent or --

8 MS. DAVISON: | guess |'m questioning

9 rel evance, |1'mquestioning the intent to use this
10 docunent to suggest that sone type of accounting

11 petition was permtted under the rate plan, because
12 think that this is a very conplex issue and | don't
13 think that you can just reach that kind of brief

14 concl usi on.

15 ' m suggesting that this is not a docunent
16 that can cone in through cross-exam nati on of M.

17 El gi n, because he has no basis upon which to give it
18 a foundati on.

19 JUDGE MOSS: Okay. M. Cedarbaum

20 MR, CEDARBAUM | would join in that

21 objection, but I would also offer, in the

22 alternative, that the adm ssion or proposed adm ssion
23 be held in abeyance until M. Martin testifies, and
24 he can explain nore about this docunent, then maybe

25 it will beconme relevant. But at this stage, | don't
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-- | would question the relevance, as well. | think
there's an alternative way of going, though.

JUDGE MOSS: Okay. All right.

MR. VAN NOSTRAND: Could | just respond
briefly, Your Honor?

JUDGE MOSS:  Well, sure.

MR. VAN NOSTRAND: | will stipulate that
this accounting petition does not propose to change
rates. It's a sinple capitalization of up-front
costs in connection with early retirenment that would
be anortized during the rate plan period.

And t he purpose of offering it is this
seens to be the sort of accounting petition that, in
M. Elgin's testinony this norning, would not be
permtted under Section 9, and the Staff anal yst who
anal yzed this petition |looked at it and reached a
different conclusion. It's offered for that limted
purpose. | believe it's -- the docunent and the
proposal that's being approved here is fairly sinple
and straightforward and I will concede does not
propose to change rates.

JUDGE MOSS: Well, uncharacteristically, |
think I would Iike to carry this for the time being,
since we are going to have M. Martin on the stand

and he apparently is one of the authors of this
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docunent. Then perhaps we will have some additiona
foundati on when he takes the stand. So for the
moment | will not rule on the notion to adnit or on
t he objection, and we'll see what M. Martin m ght
have to say about the docunent.

MR, CEDARBAUM May | proceed with
redirect?

JUDGE MOSS: |'mgetting my thoughts
organi zed, M. Cedarbaum G ve ne half a second
here. | need to nake a note, and then we'll proceed
with that. Al right. So we are to the point of
redirect examination. Thank you. Go ahead.

MR. CEDARBAUM  Thank you. | don't have

very much redirect.

REDI RECT EXAMI NATI ON

BY MR CEDARBAUM

Q Just to start, though, M. Elgin, with a
coupl e of factual questions. You were a part of a
negotiating teamfor Staff in the rate plan
stipulation; is that right?

A Yes.

Q Do you recall which of the parties to the
stipulation was responsible for drafting the

stipul ati on?
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A. The conpany, Pacifi Corp.

Q And so they were the ones who put together
the first draft of the stipulation?

A Correct.

Q You al so were asked some questions about
the structural realignnment proposal, and | think, in
Exhi bit 109, there was a notion to dism ss by
Conmi ssion Staff in that docket. Do you recal
whet her and how that particul ar application was
di smi ssed or was resolved for the Conmi ssion?

A The conpany filed to have the petition
wi t hdr awn.

Q And t hat was done voluntarily?

A That's correct.

Q That was not done in response to anyone's
notion or by any kind of conpul sion?

A. No.

Q In the course of your testinony, you

referenced sone evidence that you believe showed that

Washi ngton rates -- revenue requirenent could be
reduced by -- | think you said about ten percent?
A That's correct.

Q Turning to Exhibit 29.
A. Yes, | have that.
Q.

Is this the evidence that you were
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referring to?
A Yes, if you turn to --
CHAI RWOVAN SHOWALTER: Can you just wait
till people have it?
THE WTNESS: Oh, |'msorry.
Q Go ahead.
Yes, if you turn to -- it's a one-page
exhi bit, and under the colum entitled Washi ngton
and Study 52.3 shows the fixed assi gnment ownership
nodel, which is, in my mnd, a Washi ngton stand-al one
result. It shows that, in 2003, the revenue
requi renents woul d be reduced by 11.4 percent, and
because of the nodeling assunptions regardi ng sone
relicensing costs for the hydro, it goes, in 2008, a
reduction of 6.8 percent, and then, after those costs
have been included, it would appear that in 2012, the
nodel shows Washi ngton revenue requirenents go down
by 14.7 percent.
So this would be, in my mnd, an exanple of
a reasonable allocation study that one could present
to show a Washi ngton stand-al one result.
Q Is it your testinmony that the Commi ssion --
are you recomendi ng that the Comm ssion adopt this
type of approach for purposes of ratenmking in this

case?
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A. No, we're not in this case meking that
recommendati on. The purpose of the testinony was
just to show the Conmi ssion that there are a range of
out comes, but clearly no one has been accepted yet.

Q Turning to a different subject, you were
asked a number of questions by M. Van Nostrand about
the financial analysis that you did or did not do in
this case with respect to the PNB standards. Do you
recall that?

A Yes, | do.

Q Were you in the hearing roomon -- it was
probably Thursday and Friday norning, when M. Larsen
testified?

A. Yes, | heard his testinony.

Q And he testified about the financial status
of the total PacifiCorp operations; is that right?

A Yes, he did.

Q Can you just generally, w thout -- and not
a long dissertation here, but just a brief
description of what your recollection is?

A The recollection is the conpany is an A
rating with -- it's a negative outl ook, but it has
currently an A rating.

Q And is your recollection that the conpany

was or was not able to finance on reasonable terns?
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1 A. My recol l ection and the docunent that we
2 i ntroduced through cross-exam nati on shows that the
3 conpany clearly can finance on reasonable terns.

4 Q Was there anything in the conpany's direct
5 testi nony on that subject?

6 A No, there was not.

7 Q Is there any -- do you have any reason to
8 di spute that, M. Larsen's conclusions in that

9 regard?

10 A No.

11 Q You al so, in the course of your testinony,
12 di scussed Utah and the rolled in cost allocation

13 nmet hodol ogy that's used there. Do you recall that?

14 A Yes, | did.

15 Q Are you aware of any attenpt by the conpany
16 in Uah to try to alter that situation?

17 A No, my understanding, in response to a

18 Staff data request, is the conpany is proposing and

19 will continue to use rolled in for purposes of

20 jurisdictional revenue requirenents in Uah. So the
21 irony I find is that they're advocating that the

22 Commi ssi on use that and accept a financial portraya

23 of the Washi ngton stand-al one results in this

24 jurisdiction, but yet, inits largest jurisdiction,

25 not advocate the sane cost nethodol ogy for its Utah
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oper ati ons.

Q Woul d you consider that to be a barrier to
this conmpany's cost recovery?

A The Utah decision is, in nmy mnd, a barrier
to the conpany's ability to recover its cost of
servi ce.

Q | guess | nean the conpany's reluctance or
| ack of any effort in Uah to try to change the
rolled in allocation nethodology. |Is that a barrier
to having its cost allocation shortfall resolved?

A Yes, it is.

MR, CEDARBAUM  Thank you. Those are al
my questi ons.

JUDGE MOSS: Okay.

EXAMI NATI ON
BY CHAI RWOMVAN SHOWALTER:

Q I would Iike to have a foll owup question
on Exhibit 29 that you were just review ng.

A Yes.

Q | had earlier witten down or circled on
this exhibit that it's a 1999 forecast. And were you
citing this for the proposition that there's evidence
in the record that would support a rate decrease? |Is

this the evidence, or am| off base?
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A. It's evidence to suggest that allocations
do indeed matter, that -- M. Larsen's testinony
saying that it doesn't matter what you pick, it's al
about the sanme, so accept our proposal. And this is
cl ear evidence that how you al |l ocate cost does indeed
matter. It's not for the proposition that rates
shoul d be reduced; it's for the proposition that how
you allocate cost has a significant outconme on the
results that you obtain, and it further supports the
Staff's recomendation to let the rate plan run its
course. Once we get to allocated results, then we
can get to sone determ nation about overall revenues.
But this study does suggest that, on the basis of
t hese nodeling assunptions, if a rate case were filed
today, one could conme in and argue that rates should
be reduced.

Q Al right. Then | think | did understand
that the -- your testinony in this chart, but if we
were, in a general rate case, redetermning rates, we
woul d not be using a 1999 forecast, would we?

A No, but we would -- but the '99 forecast,
we woul d have a different test period, but to the
extent -- | would say that this is a '99 forecast.
The likelihood of the results from'99 to 2003 being

accurate are better than for 2012, in terns of how
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this nodel plays out. So yes, we would not use a
forecast; we would use a nore recent test period, but
I woul d suggest that the nodeling assunptions and the
underlying things mght not be that far off. But I
woul d place very | ow probability on the 2012 results
fromthis table, because that's just so far off.

Q Al right. But are you saying that if we
were to use a new test period, such as the year 2000,
you don't think it would nmake a very big difference,
or we just don't knowif it would nake a very big
di fference?

A I'"'msaying the likelihood -- if you were to
accept this study and sonebody woul d conme and
advocate this and say this is proper and it turned
out, under that hypothetical, you agreed, this
outcone woul d very likely occur, this 11.4 percent
reducti on, because -- | thought your question was
because this is based on a '99 forecast.

Q I think ny question is is it -- how nmuch
difference mght it nmake that this is using a '99
forecast versus sone |ater period, which we woul d now
have avail abl e?

A. It might nake sonme difference, but probably
not a |lot, because 2003 isn't that far renoved from

1999, is what |' m suggesting.
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Q Yes, | hear you, and yet it seenms to me
there have been sone fairly major dynamcs from 1999
to 2003. Whether they make a difference in this
forecast, | don't know.

A I don't know, either.

CHAl RMOVAN SHOWALTER: All right. Thank

you.

EXAMI NATI ON
BY COW SSI ONER HEMSTAD:

Q Well, pursuing that a further step, | was
readi ng that exhibit to be describing the
nmet hodol ogi es used and the differences. |If that's
the case, wouldn't at |east roughly the proportionate
di fferences be approximtely the sanme? 1In other
words, if the cost factors overall, on a gross basis,
change, wouldn't the proportionate allocation anounts
stay roughly the sane, |ooking at the |ast exanple
you were descri bing?

A Well, I'"mnot sure | can answer it
proportionately. MWhat | can say is the thing that
drives that study is the underlying assignment of
resources to Washington, so that has an overriding
factor on anything else that m ght affect the

assunptions. But that is clearly the factor that
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i npacts that study result, is how -- what specific
resources are assigned to serve Washi ngton | oad.
That has nore inmpact than anything el se
proportionately, is the best way | can answer it.

JUDGE MOSS: | have nothing. |If we have
not hing further for this wtness?

MR. VAN NOSTRAND: Quick cross?

JUDGE MOSS: Al right.

MR. VAN NOSTRAND: Thank you, Your Honor

RECROSS- EXAMI NATI ON

BY MR. VAN NOSTRAND
Q Sticking with Exhibit 29, clearly you' ve

identified a scenario that's probably the nost
clearly favorable to Washington. 1Is it your
i mpression that this particular approach has any
reasonabl e chance of being the sol ution adopted
t hrough the MSP process?

MR, CEDARBAUM  Your Honor, I'll object to
the formof the question as being -- not only that,
but argumentative. A characterization of nore or
| ess favorable is M. Van Nostrand's testinony, not
this witness' testinony.

JUDGE MOSS: |'Il sustain that objection

Anyt hi ng el se?
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MR. VAN NOSTRAND: Can | try to restate the
question?

JUDGE MOSS: Well, you may rephrase it, if
you wi sh.

MR. VAN NOSTRAND: Thank you, Your Honor

Q Is it your testinony, based on what you
know about the MSP process, that this particular
scenario shown in fifty-two-three has any likelihood
as being the solution recommended through MSP?

A. It's likely that -- it's a solution that
Staff could recommend, and then what the Commi ssion
does with it is up tothem |In ternms of the
likelihood, I can't answer, but |I'msaying that it is
a likely outcone that the Staff could advocate and
ot her parties in Washington could very well advocate.

Q But in terns of the position of the other
states, do you have any know edge as to whet her or
not this particular scenario would be found
acceptable by any other state participating in MSP?

MR, CEDARBAUM  Your Honor, I'll object to
the form This calls for speculation. |f he can
provi de some foundation for it, okay, but --

JUDGE MOSS: | think M. Elgin has
denonstrated a sufficient familiarity with this realm

that he can express an opinion as to whether this is
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1 a scenario that other states would be likely to
2 support.

3 THE WTNESS: No, | don't think other

4 states woul d support it, but that does not

5 necessarily mean that this Comr ssion would not

6 accept it.

7 Q And one question on the inpact of the
8 rolled in methodology. |Is it your testinony that
9 Ut ah's adoption of the rolled in nmethodol ogy has had
10 any inpact on the conpany's cal cul ation of the

11 Washi ngton-only results in this case?

12 A I guess I'm-- could you please repeat it?
13 | didn't get it. | didn't get your question
14 Q I understand your position that U ah

15 adopting a rolled in has created a regul atory hole.
16 Has that fact had any inpact on the conpany's

17 cal cul ation of Washington-only results in this

18 filing?

19 A It does to the extent that if the nodel

20 with the projections, that was the exhibit that

21 showed the declining ROEs, so to the extent that U ah
22 grows di sproportionately or at the margin, it

23 adversely inpacts Washi ngton, because now that --

24 those costs and how Washington is allocated cost

25 based on |l oads is inpacted, is my understanding of
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1 t he nodel .

2 Q So you're assum ng that the allocation

3 factors are not adjusted over that period in response

4 to what the projected | oad changes are?

5 A. I have not -- that's ny assunption, yes.

6 MR. VAN NOSTRAND: | have nothing further

7 MR, CEDARBAUM  Just a couple, Your Honor

8 JUDGE MOSS: Al right.

9 MR. CEDARBAUM  Sorry.

10 JUDGE MOSS: We don't want to let M. Elgin

11 of f the stand prematurely.

12

13 REDI RECT EXAMI NATI ON

14 BY MR CEDARBAUM

15 Q Sticking with Exhibit 29, and given your
16 di scussion that you had earlier about this exhibit,
17 is it correct that the fixed assi gnment ownership
18 nodel would be the -- have the greatest inpact --

19 woul d have the greatest inpact on Utah in terns of

20 increasing its revenue requirenent in 2003?

21 A Yes, it woul d.

22 Q So would that be the |east favorable to
23 Ut ah?

24 A Yes.

25 Q Do you have any -- based on your
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1 under st andi ng of the MSP process, do you have any

2 under standi ng as to whether or not that would be

3 acceptable to Utah?

4 A I would just assune that it would not be

5 acceptable to them

6 Q Do you have any understandi ng as to whet her
7 or not it would be acceptable to Pacifi Corp, since

8 Uah is its largest jurisdiction?

9 A It's very unlikely that PacifiCorp would

10 accept that because of the inpact on the conpany.

11 MR, CEDARBAUM  Thank you.
12 JUDGE MOSS:  All right. M. Elgin, | think
13 that the paring has ceased, so we'll allow you to

14 step down. Thank you very nuch for your testinony.
15 THE W TNESS: You're wel cone.

16 Wher eupon,

17 ALAN P. BUCKLEY,

18 havi ng been first duly sworn by Judge Mdss, was

19 called as a witness herein and was exam ned and

20 testified as foll ows:

21 JUDGE MOSS: Thank you. Pl ease be seated.
22 M. Cedar baum

23 MR, CEDARBAUM  Thank you.

24

25 DI RECT EXAMI NATI ON
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1 BY MR CEDARBAUM
2 Q M. Buckley, if you could please turn t

3 Exhi bit 115 for identification?

(o]

4 A Yes.

5 Q Is that your direct testinony?

6 A Yes, it is

7 Q And you have no acconpanying exhibits; is

8 that right?

9 A No, | don't.

10 Q If I were to ask you the questions that are
11 set forth in Exhibit 115, would your answers be the
12 same?

13 A Yes, they woul d.

14 Q You have no corrections to be made?

15 A No.

16 MR. CEDARBAUM  Your Honor, at this time |
17 woul d of fer Exhibit 115 and make M. Buckl ey

18 avail abl e for cross-exam nation.

19 JUDGE MOSS:  All right, 115, there being no

20 objection to it, will be admtted, and M. Buckley is

21 avail abl e for cross-exam nation. M. Van Nostrand.

22 MR. VAN NOSTRAND: Yes. Thank you, Your

23 Honor .

24

25 CROSS-EXAMI NATI ON
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BY MR. VAN NOSTRAND

Q Good afternoon, M. Buckley.

A Good afternoon.

Q I'"d like to sort of follow your bullet
point outline that you ve got on pages three and four
of your testinony, and it seens one of the issues you
make is that | think you say in your testinony the
i ssue that affects Washington customers the greatest
is the cost allocation issue. Do you renenber that
fromyour testinony?

A Yes, | do.

Q You go on to say that the |ack of an
approved all ocati on net hodol ogy nakes the conpany's
use of its proposed base NPC, net power cost, only

nore inappropriate. Do you recall that?

A Yes.
Q I"mtrying to figure out how the cost
allocation issue interrelates with the baseline. |If

costs are allocated away from Washington, isn't the
effect to produce a | ower baseline?

A Yes.

Q And a | ower baseline, in turn, would
produce hi gher deferrals; correct?

A Yes.

Q And that's because the difference between



0547

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

the actual NPC and the baseli ne NPC woul d be | arger

correct?
A. Yes.
Q Now, is it fair to say that the essence of

the Staff testinobny in this case is not that nore
costs should be allocated to Washi ngton, but rather
that fewer costs should be allocated to Washi ngton
correct?

A Not entirely. | think that the essence of
ny testinony is that there is no appropriate |evel of
power supply costs to use as a base |evel no matter
what the allocation schene, and that's why, in ny
testimony, that | said it's nore inappropriate. |
believe it's inappropriate for other reasons besides
the lack of an allocation -- agreed allocation
nmet hodol ogy.

Q But just looking at the Staff position with
respect to |level of costs that should be allocated to
Washi ngton, you would agree, wouldn't you, that
generally the tenor of the Staff testinony is that
nodi fi ed accord tends to allocate nore costs to
Washi ngton than should be allocated to Washi ngton?

A. What my testinony is is that there are sone
costs associated with the | eftover remants of the

power crisis that probably would not or should not be
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all ocated to Washi ngton.

Q My question has to do with the inpact of
the cost allocation nethodol ogy on the baseline issue
and whet her or not using a nmethod other than nodified
accord would likely produce a | ower baseline, rather
than a hi gher baseline?

A No, | don't think you can say that. |
mean, again, as ny testinmony says, Staff does not
believe there is a baseline, so your question assunes
that that's a given. And again, what |I'I|l say is
that my testinony says that, for various reasons,
that -- and what the conpany agreed to, that there is
not an established net power supply level. And
there's reasons for that. And if you were trying to
use what the conpany filed in its last rate case as a
base | evel for a deferred cal cul ati on now, the
allocation issue only nakes it nore inappropriate.
' m not stating anything about any appropriate |eve
or whether it's up or down.

Q But | believe you did agree with me that if
costs are allocated away from Washi ngton, the effect
is to produce a | ower baseline; correct?

A. Well, again, and 1'lIl go back to if you
take the hypothetical that there is sone agreed

baseline and you allocate cost away fromthat, then
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yes, that would go | ower.

Q And | think another point you make in your
bullet point, | think it's nunber two on the bottom
of page three, is that the stipulation |eft
unresol ved many power supply issues. And we asked
you in Exhibit 1 -- or Data Request 125, which is
Exhi bit 117, regarding the effects of these
unresol ved power supply issues on the baseline.

And turning to your response on page two,
you indicate, It's unknown whether Staff's fina
anal ysis of such issues would |ikely have led to a
recommended i ncrease or decrease in normalized power
costs for the conpany's Washi ngton operations. Any
such prediction would require speculation. Do you

recall that from your response?

A Yes.
Q So is it fair to say that you' re saying
it"'s a-- it's just as likely that you could have

proposed a hi gher baseline, once these power supply
i ssues were resolved, than a | ower baseline?

A Well, again, baseline is your term If, |
think, as alluded to earlier by M. Elgin, the rate
pl an and the stipulation was in effect based on a
bl ack box settlenent. So again, as ny testinony

states, there was no established rates or no
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1 establ i shed | evels of net power supply cost.

2 What this response says is that | | ooked at
3 a nunber of power supply issues, a nunber of possible
4 adj ust ments, recommendati ons, and when added up

5 woul d have arrived at a range of power supply expense

6 | evels, as well as a range of transm ssion expense
7 I evels, as well as a range of power supply-related
8 base -- rate base and transmnission rate base.
9 And in ny part, | gave those -- or

10 di scussed and went over those range of possibilities
11 with those people negotiating the settlenent, and the
12 agreenent rate plan cane out of that. There was --
13 we did not -- as ny response says, we did not

14 calculate a single normalized or recommend -- Staff
15 recommended nornalized net power supply |evel.

16 Q Well, let's use your term nornelized net
17 power supply level. Do | take it from your response
18 to 125, Exhibit 117, that it's just as |likely your
19 adj ust rents woul d have increased the nornalized net
20 power supply |evel as decreased the nornmlized net

21 power supply |evel reconmended by Staff in the case?

22 A Well, again, recognizing that it was a
23 bl ack box, | can tell you that, within the range of
24 | evel s and expense |l evels and rate base levels | was

25 | ooking at, there was scenari os where power supply
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expense | evels were greater than what was even
requested by the conpany.

There was al so the interaction between that
and power supply rate base levels, transm ssion rate
base | evels, expense |levels of other conpany expenses
that resulted in the overall revenue requirenent
position that we took in the stipulation.

As you know, setting normalized power
supply expenses is sonmewhat of an art. |It's not an
exact science. And there can be wi de ranges in
possi bl e outcones based on the assunptions that you
use in an analysis. Utimtely, you come up with a

-- in a fully-adjudicated rate case, you cone up with

a recomrended level. W did not do so in the | ast
rate case. It was settl ed.
Q If we turn on page nine to the list of

t hese unresol ved power supply issues, one of the
i ssues you list, your first bullet on line four, is
the appropriate power supply nodel to use. And was
it likely that Staff would propose a power supply
nodel that woul d suggest hi gher nornmalized power
costs for the conpany?

A. It could have happened, and that coul d have
been foll owed by a reconmended | ower expense |eve

than sonmething el se or a higher than sonething el se.
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Q And the sane thing, the next |ine, water
record, this is the 40-year versus 50-year versus
rolling 40?

A Yes.

Q Do you think, on that issue, Staff would
have proposed a water year nethod that resulted in
hi gher nornmeal i zed power cost for the conpany?

A Al | can tell you is the scenarios and
ranges that | |ooked at, and some of themare in
i sol ati on, sone of them were not, that there were
scenarios in which the power expense |evels in that
case, if | recall, were above those recomended in
the conpany. That does not mean that's what we woul d
have recommended. And again, recognizing that the
power supply expense portion of the conpany's rates
is only a part of it, there may have been an
adj ustment in power supply expense |levels and a
correspondi ng adj ust nent sonewhere el se that woul d
have resulted in who knows. That's comopn and norma
in a black box type settlenment.

Q Now, the issue -- the next bullet, the
price issues related to specific whol esale contracts.
So in order to result in a higher normalized |evel of
net power costs than the conpany is proposing, you

basically would be saying, for a purchase, that the
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conpany didn't pay enough?

A No, | did not -- this is alist, a
reluctant list, | mght add, of issues that | put
out. | do not say anywhere in these whether the

ultimate result of that analysis would have been up
or down. | would hope that ny recommendati on woul d
be based on sonething principled, not whether it
results in the conpany's net power supply costs going
up or down. So again, on any of these bullet points,
there is no presunption or anything whether Staff's

ultimate recommendation in total would have been up

or down.
Q I want to go back to your bullet list on --
the next one on -- bullet at the top of page four,

think you make the reference that another problem
with the conpany's proposal is it tracks changes in
virtually all power supply expenses.

It's your understanding, isn't it, that the
conpany is proposing this deferral be in place only

for a specified period of June 1, 2002, through My

31, 2003?

A That's correct.

Q And so it's not a pernmanent nmechani sm
correct?

A Well, the initial time period is such that
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you just stated. However, there is significant
testimony in M. Wdner's -- in M. Wdner's
testimony, significant discussion about future power
supply expense |levels and how they're higher than
what the conpany anticipated, so | can only presune
that that's in there for a reason and that one of
those reasons nmight be the extension of any deferra
mechani sminto that future time period

Q Does the conpany state anywhere that that's
its intention?

A It doesn't state that it isn't. | heard
testi mony yesterday or Thursday al ong those lines,
that, at the present tinme, it is not the conpany's,
you know, intention to do that. But | also nust add,
on this portion on ny testinony, that the -- that the
time period, | think, is sonewhat irrelevant. The
fact is is the conpany's proposal tracks virtually
every single change in any power supply expense
I evel, and that's what I'mreferring to, not the tine
period. |If that was for one day, it would be one
day, if it's for a year, it was a year. It stil
tracks every single change in the company --
virtually every single change in the conpany's power
supply expense | oad.

Q G ven that the nmechanismis only proposed
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to be in effect for a year, wouldn't you agree that
one advantage is it's relatively sinple to cal cul ate,
in ternms of just taking the actual net power costs
and subtracting at |east what the conpany defines to
be the base net power cost?

A. No, | think quite the opposite. | think
that, given that every single itemis tracked and
those changes put into the calculation or affect the
calculation, if you are |ooking at each and every
power expense item and there's many of them it
makes it even nore conplicated, no nmatter what the
time period, because it's not just limted to two or
three single itens; it's limted to load -- | nean,
it includes changes in |oad due to weather or
generation due to weather, generation due to -- |
guess hydro conditions, | should say. Every single
power supply itemis subject to tracking and that,
and I think that conplicates it greatly.

Q You also say in that third bullet that, in
your view, the conpany's proposal shifts the risk of
power supply cost variation to ratepayers. G ven
that the conmpany's not proposing that its power cost
recovery mechani smon a permanent basis, it doesn't
really shift risks any nore than any rate increase

does, does it?
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A. Well, I -- during the year that it's in
effect, if there's a change in power supply,
custoners will pick up those costs. So to ne, that's
shifting risk.

Q Well, in terns of shifting risk to
custoners, one of the points the conpany made in its
direct testinmony is that, prior to the proposed
deferral period, the conpany has borne about $90
mllion in excess net power cost.

Do you agree that the conpany has borne al
the i npacts associated with the Western energy crisis
that were incurred prior to the proposed start of the
deferral period?

A. Well, that's not the time period that this
deferral is referring to, so | didn't do extensive
anal ysis on those costs, but certainly there was a
power crisis. To the extent that the conpany bore
those expense | evels because of that or other
factors, based on other causes, is sonething that |
did not | ook at extensively.

| certainly think that, on a conpany basis,
if there were extraordi nary expenses, and by that |
mean expenses well above what the various regul atory
bodi es woul d have included in rates, that there's a

possibility that they have absorbed them
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Q And is the fact that or the possibility
that the conpany nmay have absorbed those, is that
sonmet hing you take into account when you tal k about

shifting risks to custonmers that the conpany --

A No.
Q -- that the conpany bore these costs?
A Well, again, | haven't determ ned that

those costs have anything to do w th Washi ngton
custoners, so it's premature to say that. |If there
were costs during the rate plan -- not the rate plan
period; the deferral period that were indeed
extraordinary costs and in our opinion, or Staff's
opi ni on, should be picked up by ratepayers, then
certainly, as part of an evaluation of any kind of
recovery nechanism you know, | mght include a
consi deration of risk factors that had been.

But to go backwards and say that something
shoul d have been done because the conpany didn't
react or didn't cone in during a period prior to the
rate plan or prior to the deferral period is
sonmething that | did not |ook at.

Q The next bullet you nention on page four of
your testinony, you make the point that the
nmet hodol ogy for cal culating actual net power cost is

af fected by many of the sane unresol ved i ssues that
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1 were present in the prior case, and I -- do

2 understand by this point that you may have or Staff
3 may have sone proposed adjustments with respect to

4 any anounts or certain anounts that the company woul d

5 include in this deferred account?
6 A Yes, there's certain itens that are
7 included in the calculation of the actual net power

8 costs that, again, w thout predeterm ning what the
9 result of that recommendation would be, are stil

10 there. You know, itens such as the factual -- well
11 there's itens associated with contract prices.

12 There's |l ess itens, because you use actuals, but

13 there are still itens out there.

14 Q And do you understand the conpany's

15 proposal is that there would not be any review

16 provi ded to enable Staff or to allow Staff to nake
17 t hose proposed adj ustnents?

18 A Wel |, we've heard various discussions over
19 the last few days on what kind of procedure there
20 m ght be for that. As |I've heard them that that

21 woul d be the intent, to be able to | ook at the cost
22 and nmeke any adjustments and | ook at the prudency of
23 t hose expenditures prior to recovery of those.

24 Q Finally, your fifth bullet point, | think

25 you tal k about the conpany attenpting to recover
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costs that should be subject to review as part of a
general rate case. |Is this reference to the -- the
prudence of generating assets, for exanple?

A There's, yes, generating assets,
assunptions of secondary sal es and purchase prices,
any adjustnments that might be nade to whol esal e
contracts for Staff. | think | identified an issue
of just what effect that the conpany's strategy in
t he whol esal e market affects a cal cul ation such as
this. So all these | considered general rate case
i ssues.

Q Coul d sone of these issues be accommpbdat ed
t hrough the revi ew process contenpl ated by the
conpany?

A. | think a 60 to 90-day review period for
some of these issues is probably inappropriate.

Q Your sixth bullet tal ks about recovering
the deferral costs that ultimately may not be
all ocated to Washi ngton ratepayers. |Is that directed
primarily at the Gadsby and West Valley issue?

A I think it enconpasses two areas. One is,
like I mentioned before, there could be sone
questi ons about various whol esal e transactions that
were nmade. But, yes, | believe, in ny opinion, the

whol esal e -- the summer peaking purchases, as well as
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the cost of the West Valley and Gadsby are the
primary ones.

Q Now, the conpany's testified, for Gadsby
and West Valley, that these plants provide system
benefits in that net power costs woul d be higher
wi thout themthan with them Wuld you agree that
under the -- under the nodified accord, anyway, that
t hese costs woul d be assignable to Washi ngton?

A No, I'm not an expert on nodified accord
and |'malso not arguing the fact that these projects
may provide value on a systembasis. That's not the
i ssue.

Q So when you say these costs ultimately may
not be allocated to WAshi ngton ratepayers, you're
assum ng adoption of a different cost allocation
nmet hodol ogy that wouldn't assign these costs to
Washi ngton; correct?

A Well, ny testinmony says these costs may not
be allocated to Washington. At the tine the
testimony was written, you know, we were still trying
to determ ne whether these -- both the summer peaking
purchases and the West Valley and Gadsby m ght have
sone benefits to the state of Washington. So ny
testinmony primarily says that they nmay not be

all ocated to Washi ngton, and that certainly would
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affect -- and if they were allocated to Washi ngton
it my not be in the manner in which the nodified
accord all ocates those expenses, or that would not be
our recomended net hodol ogy.

MR. VAN NOSTRAND: | have nothing further
Your Honor. | would like to nove the admni ssion of
116 through 122.

JUDGE MOSS: Al right. Being no
objection, those will be admtted as marked.

Questions fromthe bench.

EXAMI NATI ON
BY CHAI RWOVAN SHOWALTER:
Q I have sone foll owup questions from your
cross-exani nation here. |f you could turn to page

ten of your testinony, Exhibit 115?

A. Yes.
Q It's actually the answer that starts at the
bottom of page nine and goes over to page ten. Is it

safe to say that the base power costs that the
conpany used in its 1999 rate filing were too high,
in your opinion?

A. No, | have not made any concl usi ons on that
level. Like | said in response to M. Van Nostrand,

| gave a range to those people negotiating of
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possi bl e outconmes that you could arrive at, you know,
| ooking at -- like | said, power supply expense
levels is an art. There's w de variances. And so
can't say one way or another

Q I don't recall if the Staff filed

responsi ve testinony --

A No.

Q -- in that case

A No.

Q If you could turn to page three. At the
bottom of the page, there's -- you say, on line 19,

The items identified by the conmpany causi ng nmuch of
the anticipated increases, however, are due to nornal
expected events, which the conpany should have

consi dered as part of accepting the rate plan.

A Is that page three or --

Q Oh, I'msorry, it was the bottom of page
four. | apologize. That sentence begins at the
bottom of page four, line 19, and goes over to five,
page five.

Setting aside this problem of allocation,
do you agree that part of what has pronpted the
conpany to cone here is the conbination of the
drought, power outages, and power costs that it began

to incur prior to the deferral period and continues
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to incur during?

A Well, I -- specifically for the deferra
period, no, | think it's nmuch nore specific than
that. It's two things. One, the conpany testifies

and di scusses the power crisis, and identifies inits
testinmony only a single -- in M. Wdner's testinony

only a single expense, those sumer-peaking

contracts, as justification, if you will, for
starting the deferral. And so during the deferra
period, there's those, there's -- and that's after

al t hough they were contracted in 2001, so | think
that is true lingering effects of a power crisis and
the concerns related to that.

The West Vall ey and the Gadsby acquisitions
are | don't think so much related to the power
crisis, but nmore U ah peaking requirenments, and then,
probably nore inportantly, their, at |least to ne,
their mechanism like | testified in our -- is
tracking every single expense item including those
that at the tine the rate plan was entered into were
known to be increasing, contractual increases in
l ong-termcontracts, differences in weather that are
there or differences in flows that effect generation
I evel, differences in generation plant availability,

all these things that were known to have nornma
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variations at the time the rate plan was put into
effect that had nothing to do with the power crisis
itself. Sone of these were long-termcontracts. So
their proposal is trying to get recovery of those, as
wel |

Q Well, and | think what I"'mtrying to gauge
is the interaction of things |like |oad growh or
contract obligations with the power crisis. That is,
prior to the power crisis, it was probably reasonable
to arrange your life such that you would assunme a
certain variation in whol esal e power rates that was
within the real m of experience.

A MM hmm

Q And had power prices stayed within that
real m of experience, perhaps -- it's a question |I'm
posing, really -- the conpany woul d have adequately
antici pated these things you say they should have.
And my question is, while they should have
antici pated various future events, is the effect of
those events conpounded in a big way by the power
crisis, which, let's assune, for the sake of this
guestion, no one could have predicted in terms of its
volatility and prices?

A Yes, | think if you separate out itens in

the conpany's proposal into two parts, you take the
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first part, which is the various detailed contracts,
contractual arrangenents already in place, facts that
things -- contracts cone and go, prices change, but
primarily known changes.

If you just forget about that for a mnute,
because | don't think that was affected by the power
crisis, then you go to other itens, such as the
sumrer - peaki ng contracts. | believe | agree that in
nor mal conpany operations, that they go out and buy
per haps summer - peaki ng products while they're waiting
to acquire perhaps a resource. You match your growth
with the resources. So that course of business is
nor mal .

And yes, | think that, in a linmted way,
particularly with those sumrer-peaki ng contracts,
that the price they paid for them the amunt of
noney out of market they were or have turned out to
be certainly were extraordinary costs experienced by
the conpany. That, to nme, is not the issue. |'m not
argui ng that the summer-peaki ng contracts, even at
the out of market price, is inprudent. |'m not
argui ng that West Valley and Gadsby shoul d not have
been acquired. What | amarguing is | have tried to
| ook at those, for purposes in this case, of seeing

if there is and forgetting for a mnute about the
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rate plan, forgetting about allocations, forgetting
about all those issues you've heard about already.
Just doing a reasonabl eness test, |ooking at those,
saying are they extraordi nary costs above what could
have been expected at the tine rates were set, and
think the answer to that is a sinple yes.

Then the next step is, Okay, given that,
where do those costs go. And | have tried to find
out fromthe conmpany very specifically about what are
the benefits to Washi ngton of those events, the
sumer - peaki ng contracts and specifically Wst Valley
and Gadshy.

So as | started to explore that, again,
conpletely forgetting about allocations; just doing a
reasonabl eness test, you know, | have not been able
to find anything that says to nme, Oh, those provide
benefits to Washi ngton, and therefore that provides
justification for this deferral. | see docunent
after docunment after docunent referencing U ah
sumer - peaki ng | oad, eastern control area
requi renents. |'ve |ooked at the board neeting
m nutes. There's line after line after line
di scussing the Utah | oad, Utah bubble, local contro
and ancillary service needs, and there's not one

menti on of WAshi ngton.
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So I'm not denying that those costs are
there, I'mnot denying that some of themare

extraordinary; it's just should they be allocated to

Washi ngt on.
Q And well, let me skip to the first category
of things you nentioned. | think you -- | can't

rattle themoff, but the --

A Ri ght .

Q -- ones where you said were not affected by
the power crisis.

A Yes.

Q And |I'mjust wondering if that's true.
Doesn't a company have a portfolio, for lack of a
better word, of obligations and, under nornma
circunstances, it should try to nanage all of those
different obligations and not rely on the spot narket
too nuch, that sort of thing. But in this tinme
period, both prior to the deferral period, but also,
I would say, during and since in the sense of the
after-effects, wasn't everything put to the test by
this combi nati on of events, drought, power costs,
FERC s changing its mnd, and maybe a power outage,
that unl ess a conmpany happened to be awfully | ucky
and be long in power and get to sell, but even then,

depending on how it predicted FERC woul d set
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whol esal e power caps, even then it could nmake a big
m st ake.

And what |'mreally asking is whether
| ooki ng at the conpany as a whole, with all of its
obligations, you don't think that the power crisis
affected its overall ability to nmanage it. And if
that is the case, aren't we a part of that picture?

A. For this particular conmpany, | think the
answer is nore no than on the yes side, in ny
opi nion. Again, |I'mnot an expert on conpany
managenment of their resources, but their power supply
expenses that are listed in their proposal -- |'ll
gi ve you an exanple of sone. Hermiston has a
Il ong-termgas contract to the -- it is not affected
by the power supply crisis.

There is whol esal e sal es and purchase
contracts that run through the period, and if they're
not indexed, and | haven't seen very many that are,
did not look in those in great detail, because
consider that a rate case issue, there did not appear
to be any that kind of screamed out and said, Oh,
this is, you know, we had to do this, prices changed
because of the power crisis.

There were a few events, | think a WAPA

contract, | believe, that there was sonme arrangenents
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made regarding that, there was the acquisition of a
hedge agai nst water conditions, but on whole, if you
go down that list of many different purchase and
sales itens, | think there's very little remants of
the power supply in that.

And again, the conpany itself only
testified to the sumer-peaking contracts and, to
somewhat | esser extent, of the Gadsby and West Valley
acquisition. But, again, | think that was nore the
growth than it was power supply. So |I guess | do not
agree that there was a |l arge nunber of itens,
particularly in the period we're tal ki ng about, that
were -- that we have to consider due to the power
crisis.

Q And if you take the summer peaking
deficiency, is what you're saying that sumrer peaking
is Uah's problem therefore, Utah needs to pay for
peaki ng costs, and because that is when the costs
were extrenely high, Utah ratepayers should pay al
of those extraordinary costs? |s that what you're
sayi ng?

A Well, | hate to use the word problem The
fact is is that U ah load growh occurred in the
summer. And | think in the various docunments that we

have as exhibits, it also says that sone of that | oad
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1 grow h was unantici pated, the extent of it. And so
2 yes, | think the conpany | ooked out, saw a need to

3 cover that | oad growh specifically for Uah. Again,
4 not hi ng el se was nentioned. There was no need

5 ment i oned.

6 The delivery, the RFP for delivery of the
7 power was specifically into the eastern control area.
8 They were not | ooking for power in the western

9 control area. So without calling it a problem it

10 was power that was acquired for Utah peaking. And
11 that, | think, is where the issue also conmes into

12 effect with Gadsby and West Valley, which were

13 essentially acquired to replace or augment those

14 summer - peaki ng contracts. M understanding is,

15 agai n, you know, every single docunment that's --

16 particularly the board neeting mnutes approving

17 that, it was delivery into Utah

18 The justification for -- there was an

19 exhibit | think discussed either Thursday or Friday
20 that had sonme nunbers in there. The justification
21 was for saving wheeling contract prices. It was from
22 delivery from SP15 into Mona, which is central Utah
23 The price, without -- because it was confidential, if
24 you take a look at the price on that exhibit, plus

25 the price of wheeling, is well, well over any price
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that woul d ever be paid, | think, for power in the
western control area during the sumer. So you can
only draw the conclusion that, without calling it a
problem it's for U ah needs.

Q Well, with respect to neeting summer power
obl i gations, how do you | ook at Pacifi Corp's high
growh facilities? That is, | assunme that, in
average years, hydro could be used to foll ow peak
but in a deep drought year, it can't be.

A. Yes, it's ny understanding that, even in a

drought year, you're energy limted, not capacity

limted, so the hydro systemcan still provide
peaking. It's just duration that it can is nore
limted.

Q | think what -- I'mstill trying to

understand the relationship of the peak to the
drought to the prices, if any, on PacifiCorp's costs
during -- prior and during the deferral, prior to and
during the deferral period. And it would just seem
to me, and you should correct me, but it would just
seemto ne that if you didn't have nuch water at all
your ability to meet your various obligations would
be very limted and that -- what you're suggesting is
all of the difference that is the anount that

Paci fi Corp woul d have to go out in the market and buy
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shoul d be attributable to Uah only. 1Is that -- as
if they pay the increnental costs of operation in a
bad summer. Am | right or wong, either as to how
this is actually being -- well, how you woul d
characterize it, and al so your opinion?

A. | think what I"'mtrying to say is there's
no evi dence that says that the drought or, for that
matter -- well, let's just stick with the drought for
a second. That it unduly extraordinarily affected
the western control area to the extent that
extraordinarily high costs were incurred. And that
may be to the credit of the conpany in managing its
western control area resources. It's also part of
normal i zed rate setting process enbedded in the
rates, although, again, recognizing that we don't
have an established net power supply cost |evel here,
but in a normelized power supply setting process,
part of the rate that you pay has the |ikelihood of
drought and high prices in there froma overal
st andpoi nt .

Now, if you just take a |look at the actua
events that occurred because of the drought and then
you take a |l ook at the costs that were incurred by
the conpany, there's, again, nothing in there that

sticks out |ike these sunmer-peaking contracts do.
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There's no wi nter-peaking contracts that were
acquired at out of market prices because of the
drought. Maybe high prices, perhaps. That probably
is -- was due to -- been expected at the nornal rate
setting process. But there was nothing in the
evi dence or in the conpany's presentation or anything
| | ooked at that, you know, identified anything for
the western control area, drought or no drought.

And | don't -- the conpany itself did not
specifically relate the summer-peaking contracts to
drought or no drought, either. It was nore related

to the need to neet | oad growh, not any degradation

inits generation supply. It was unanticipated and
extraordinary growth, | think is the | anguage that
was used.

So it was -- that just junped out of the

page, which, in nmy nmind, makes it a concern that
that's a Utah expense, that any kind of fair

al l ocation schene should be allocated to Utah. Just
as if we had had something that occurred in the
wintertine that would have affected the western
control area, | would not expect us to be paying --

U ah to paying our |oad growh or events or sonething
like I think we earlier discussed or you had earlier

di scussed sonething that m ght happen in the western
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control area that causes extraordi nary events.

Q Yeah, that exanple was a little easier
t hough, because | think |I was positing actua
transm ssion and facilities that m ght be disrupted
in our states, although | suppose you could say it's
all used for the whole interconnection.

A Right. | equate this to be like a -- not
an earthquake in Uah, but some stormin Utah that
per haps knocked over sonme poles that were in
Washi ngton. And by that, | nean, you know, there may
be sonewhere deep inside sonme benefits of West Vall ey
and Gadsby that may result in benefits to Washi ngton,
but it would be I think fairly small. 1'mnot saying
that there is absolutely no benefit, but at |east it
woul d not nmean that you would allocate to Washi ngton
an ei ght percent share of the cost of that stormthat
knocked over two poles in Washington

Q All right. But didn't your whole answer
just now assune inplicitly sonme kind of allocation or
a range of allocation that you consider to be fair?

A I think the fairest kind of allocation --
well, first of all, let ne back a little bit on
allocation principles. At least the way | was
taught, is you always try to directly assign things

first, before you allocate. So if |I'mIlooking at a
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way to allocate cost, just |like we do distribution
costs with this conpany, you can specifically
identify poles in the ground in Washington State and
anywhere el se, you specifically identify those.
Transm ssion costs, power generation costs, you know,
over head, A&G you have to start considering

al | ocati ons.

So if there's an event, in my opinion, that
you can specifically assign, that's the basis. There
are situations where if you, over a long-term
antici pate, you know, equal I|ikelihood of sonething

happeni ng of sone event, then you can nmaybe allocate

based on sone basis that -- so there's a sharing of
harm or sharing of cost or whatever. But still, if
you can -- if there's a difference between two areas

and you can identify specific cost, then a principled
cost approach, in ny opinion, is to identify those.

Q All right. | had understood your testinony
to be that we really can't do anything in this case
because we haven't got a good allocation. Now | sort
of understand you to be saying it's actually possible
in this proceeding to do sonme kind of rough
al  ocati on.

A My testinmony -- ny prefiled testinony

concentrated on the conpany's filing, which consisted
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of 1 ooking at this whol e nechani sm which addresses
all these costs. And when you look at it that way, |
think the allocations is very inportant. |f you were
to accept the conpany's nethodol ogy of rolling in
t hese costs, then they beconme very difficult wthout
some al |l ocati on mechani sm

The thing |I've been talking to you npst
recently about is if you just stand back and just do
a reasonabl eness test and, like | said before, just
totally get away fromallocation issues, totally get
away from whether you can do sonething under the rate
plan, try to look at it froma commpn sense
st andpoi nt and say there's these extraordinary costs
that the conpany incurred, what do we do with them
And | think, in that case, you don't have to wait for
MSP, you don't have to go down that way; you can just
| ook at the cost, and that the preponderence of the
evi dence suggests that those costs are not related to
events in Washington, even though they may be rel ated
to the power crisis, which certainly occurred in
Washi ngt on.

But if the specific purchases or specific
acquisitions were acquired and identified to
specifically neet another jurisdiction's

requi renents, then, in ny mnd, allocation is not an
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i ssue. You specifically assign that. And if that's
the case and you're looking for trying to justify a
deferral based on changes in cost, that takes the --
that portion of it out of the equation, and then
you're kind of left with what's left, which, in ny
opi nion, and | discussed earlier, was cost that
generally were normal |y expected to occur and really,
to me, aren't subject to a deferral mechanism
recovery based on extraordinary events. So
separated the two out.

CHAl RMOVAN SHOWALTER: Okay. Thank you.

(Recess taken.)

JUDGE MOSS: Let's be back on the record.

EXAMI NATI ON

BY JUDGE MOSS:

Q | have a quick followup question to
Chai rwoman's | ast question, M. Buckley, and | wanted
to just interject that before we continue. Just, if
I may, the gist of a lot of your testinony this
afternoon has been to the effect, if I've captured it
correctly, that nmuch of the power cost as to which
the conpany's seeking deferral in this proceeding,
deferred accounting treatnent, is in your view

attributed to expected events, things that the
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conpany shoul d reasonably have anticipated at the
time of the rate plan?

A I think the nunber of itens, yes, but the
dol | ar amount is probably relatively small conpared
to the extraordinary events.

Q But what I"'mtrying to get tois this. For
exanpl e, the conpany night have known at the tine it
entered into the rate plan that a certain power
contract was going to expire during the rate plan
period, and so is that something they should
reasonably have antici pated occurring?

A Yes.

Q Now, the question, though, is while they
m ght have antici pated that event, they ni ght have
al so reasonably expected to have repl aced that
contract at, say, $30 a negawatt hour with power at
$35 a negawatt hour, but would not necessarily have
anticipated having to replace that contract at $300
a negawatt hour?

A That's true, but | don't believe, in the
conpany's case, that there was expiration of
whol esal e contracts that resulted in that big a
di fference.

Q You antici pated ny next question, of

whet her you found any evidence that there were
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occasi ons of these --

A No.

Q -- reasonably antici patable events, but
whi ch had sone consequences or are unantici pated
factors that came into play?

A No.

JUDGE MOSS: Okay. | believe Conmi ssioner

EXAMI NATI ON
BY COW SSI ONER HEMSTAD:

Q I have just one question. It is the sane
ki nd of question | asked M. Elgin. Considering the
conpany's overall circunstances in -- call it now the
post-Western power crisis environment and this
continuing festering i ssue of allocation, wouldn't
you think there would be any public interest need to
sinply term nate the rate plan and order the conpany
to file a rate case?

A I don't think there is in Washi ngton, not
based on the projections that |'ve seen in the 2003
to 2006 power supply cost. It appeared to ne, based
on the conpany's testinony, that nost of what were
identified as the causes of those costs were those

anticipated itens.
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Q Well, is that based on the idea that
everyt hing consi dered, to use perhaps the wong
phrase, a deal's a deal, or that even wi thout the
rate plan, that the conpany's circunstances woul dn't
make a rate case urgent?

A. No, in ny opinion, | think it's based on
the fact that the power crisis, the big one, is past,
there are sone systenmic lingering effects in that,
think primarily related to perhaps variability in
secondary prices that nay be exhibited nore than in
the past, but | don't think that the itens that have
been identified by the conpany as being the greatest
cause of their system power supply increases are
those that would result in a need for a general rate
case in Washi ngton.

COW SSI ONER HEMSTAD:  That's all | have

COW SSI ONER OSHIE: | don't have anything
for the wtness.

JUDGE MOSS: All right. Then, follow ng
our usual format, did you have any foll ow up before
we ask M. Cedarbaum about redirect?

MR. VAN NOSTRAND: Just a coupl e, Your

Honor .

CROSS-EXAMI NATI ON
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BY MR. VAN NOSTRAND

Q M. Buckley, | wanted to followup on a few
qgquestions from Chai rwonman Showal ter. You i ndicated
that you wanted to totally get away fromthe
all ocation issue, just forget about allocations,
think you said, and instead apply a reasonabl eness
test and -- which | ooks at benefits to Washi ngton and
shoul d these costs be allocated to Washi ngton

Isn't it fair to say that you're not really

getting away fromthe allocations issue; you're just
choosing to apply an allocation test, which defines
al l ocations according to whether or not there are

benefits to Washi ngton?

A. No, no, not at all. | think I'"m being
principled. |If there was expenses that were
identified to the -- large enough to the extent that

they would, in my opinion, have justified some

recommendati on regarding a deferral as it relates to

Washi ngton customers, | think | would have
entertained that, that -- when | said | got away from
the allocation problem it was -- and the rate plan
problem it was nore -- allocation issues are issues

across the board on all expense itens, rate base,
everything, and what | neant was | just tried to take

a very sinplistic approach in |ooking at, you know,
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1 obvi ously extraordi nary costs, above what woul d have
2 been expected, identifying those, and then seeing if
3 there was anything that, in my opinion, should be

4 reasonably assigned or all ocated.

5 Because if there had been sone event or

6 some cost that the conpany had denonstrated obvi ous
7 benefits to Washi ngton custoners, then there should
8 have been some assignnent/allocation of that to

9 Washi ngton, and | did not find any of that.

10 Q But just as -- there could be another

11 al l ocation nethod that says that as long as the

12 conpany shows a benefit to the system that

13 Washi ngton will pay its share of the system cost

14 wi thout regard to a showi ng of benefits particular to
15 Washi ngton, isn't there?

16 A There could be one, and | think that,

17 originally, when the conpani es nerged, that was the
18 basis for the original discussions. And the

19 reasoni ng behind that was you assuned that the

20 entities or the jurisdiction had simlar |oad growth
21 shape characteristics of their load, primarily, that
22 caused cost to incur. You also assunmed, or at |east
23 I have in the past in other rnmulti-jurisdiction

24 conpani es, you assumed reasonably simlar regulatory

25 bodi es and treatnents.
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1 And under those conditions, then you could
2 adopt an allocation schene that -- you know, fair

3 play or fair play says that everybody shares in

4 everybody else's cost. But as you get away from

5 that, you have either changes in regulatory

6 envi ronnent or you have changes in | oad

7 characteristics or both, then you have to start, |

8 think, digressing fromthat idea of everybody shares,
9 basically, on some |oad growth principle or

10 conbination principle. And | think that -- this is
11 what's happened with this conpany, in my opinion

12 Q We're essentially tal king about two

13 di fferent allocation methods, one that |ooks to

14 direct benefits attributable to one particular state
15 versus assigning all states a proportion of

16 systemwi de resources. |It's two allocation

17 approaches, isn't it?

18 A One is automatic and the other one | ooks at
19 the specifics. |If there had been a resource that had
20 -- that exhibited benefits that was acquired in the

21 Wasat ch front range and could be determned that it
22 provi ded, you know, a -- some share of benefits to
23 another jurisdiction, then that jurisdiction, you
24 know, should pick up those costs. It's that

25 det erm nati on.
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1 The other way to do it is to devel op an

2 al l ocati on scheme which just presunes that the one

3 jurisdiction pays the cost, and that jurisdiction

4 al so gets all the benefits from and that includes

5 things like transfer pricing on extra sales. That's
6 anot her one they could do.

7 MR. VAN NOSTRAND: Okay. | have nothing

8 further, Your Honor. Thank you.

9 JUDGE MOSS: (Okay. Redirect.

10 MR, CEDARBAUM Just a few questions.
11

12 REDI RECT EXAMI NATI ON

13 BY MR CEDARBAUM

14 Q M. Buckl ey, you indicated that you had

15 been | ooking at information the conpany provided with
16 respect to the Gadsby and West Vall ey peaker

17 projects. Do you recall that?

18 A Yes.

19 Q And you hadn't found anything that would

20 denonstrate to you that either of those projects

21 benefit Washi ngt on?

22 A Yes.

23 Q Just referring you to Exhibit 80, which was
24 the conpany's response to Staff Data Request 53?

25 A Go ahead.
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Q Is this one of the docunments that you were
referring to?

A That one, | do not have up here, M.
Cedar baum

MR. VAN NOSTRAND: Want nme to give it to

hi n?
MR, CEDARBAUM  Sure. Thank you.
Q My question is is this one of the docunents
that -- one of the conpany docunents that you

reviewed with respect to Gadsby and West Valley?

A Yes, this is.

Q Is there anything on this docunent that
woul d indicate that the costs, with respect to those
projects, were incurred to serve Washi ngton?

A No, what this -- what it does do is it --

Q And as you answer, keep in nmind this is a
confidential docunent.

A Yes, yes. To ne, if you |l ook at the cost
of the replacenent energy plus the cost of the
wheeling, it brings into question the -- whether this
proj ect does indeed provide benefits to Washi ngton,
such as suggested by the |l ast page. W thout getting
into the nunbers, when you add the average cost of
the repl aced generation with the average cost of the

wheeling rate, you get a pretty high nunber that, in
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my opinion, is not sonmething that, | think |ike
said earlier, that Washington custoners woul d be
expected to pay for any kind of summer generation.

In addition to that, this is also what |
earlier testified to as one of the items on here
related to transm ssion savings relates to the
savi ngs of transnission wheeling dollars from
southern California into central Utah

Q Referring you to Exhibit 86, which was the
conpany's response to Staff Data Request Nunber 91,
you indicated that you had revi ewed the board of
directors mnutes with respect, again, to Gadsby and
West Valley. Are these the minutes that you did
revi ew?

A. Yes, they are.

Q So when you said that you went through a
docunment and you saw references to Utah | oads, but no
references to Washington | oads, this is the docunent
-- one of the docunents you were referencing?

A Yes, it is.

Q Exhibit 87 was a data request in which
Staff asked M. Wdmer to provide all studies,
anal yses and docunents for each of the benefits
specifically to Washi ngton custonmers that he

testified to in his rebuttal testinony.
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1 Is there anything in the conpany's response
2 to this docunent that would substantiate his

3 testimony with respect to benefits in Washi ngton?

4 A No, | don't believe so. The -- no, | don't
5 bel i eve so.

6 MR, CEDARBAUM  Thank you. Those are all

7 nmy questions.

8 JUDGE MOSS:  All right. That woul d appear
9 to compl ete our exam nation of this w tness. Yes?
10 MR. VAN NOSTRAND: Nothing at this tine.
11 JUDGE MOSS: (Okay, very good. M. Buckl ey,
12 we thank you for your testinony, and you nmay step

13 down.

14 MR. CEDARBAUM  Your Honor, while we're

15 switching witnesses, Exhibit 111 is being held in

16 abeyance.

17 JUDGE MOSS: Yes, it is.

18 MR. CEDARBAUM | was going to ask if |

19 could ask M. Martin a couple of additional direct
20 guestions on this exhibit. That way, M. Van

21 Nostrand will hear his testinony and can

22 cross-exanmine himon it and we can deal with this

23 exhi bit as appropriate.

24 JUDGE MOSS: That seens |ike a reasonable

25 way to proceed. That nmmy establish our foundation.



0588

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Wher eupon,
ROLAND C. MARTI N
havi ng been first duly sworn by Judge Moss, was
called as a witness herein and was exam ned and
testified as follows:
JUDGE MOSS: Pl ease be seated.

THE W TNESS: Thank you.

DI RECT EXAMI NATI ON

BY MR. CEDARBAUM

Q M. Martin, if you could please turn to
what's been marked for identification as Exhibit 125.

A Yes.

Q Do you have that? Does that constitute
your direct testinony in this proceeding?

A Yes, it does.

Q And are Exhibits 126 and 127 acconpanyi ng
exhibits that you prepared for your direct testinony?

A Yes.

Q If | were to ask you the questions in
Exhi bit 125, would your answers be the sanme?

A Yes.

Q And are Exhibits 126 and 127 true and
correct, to the best of your know edge and belief?

A Yes.



0589

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

VMR. CEDARBAUM  Your Honor, at this tinme |
woul d of fer Exhibits 125, 126 and 127.

JUDGE MOSS: And there being no objection,
those will be adnmitted as narked.

Q M. Martin, I wanted to ask you a coupl e of
qguestions about Exhibit 111 for identification. Do
you have that in front of you?

A Yes, | have it now

Q Can you just briefly describe, first of
all, what this exhibit pertains to, in terns of the
application that the conpany nmade in Docket
UE- 0009697

A As stated in the nmeno, it's a filing by the
conpany seeking authority to capitalize and anortize
the cost of an early retirement program and a
severance program And the significant features of
this filing is that the costs that are being
requested to be deferred will be anortized during the
rate plan period. And if |I refer you to the second
page, there were discussions in the conpany and
Staff, and there was agreenent, particularly ItemB
in the m ddl e paragraph, that the deferral account
will be an Account 186, m scellaneous deferred
debits, and that the deferred debit will be anortized

to Account 930.2, niscellaneous general expenses,
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over a period ending by the termnation of the rate
pl an established in Docket Number UE-991832, with the
tax benefits to follow the expense.

And finally, the last item the cost of the
earlier retirement and severance progranms announced
during 2000 will not be included in rates for any
years after 2005, which is the end of the rate plan
period. So in essence, there's no rate inpact of
this or bill inpact of this filing.

Q The question cane up this norning as to
whet her or not the Staff position in that docket
that's included -- that's described in Exhibit 111 is
consistent or not with the rate plan stipulation in
Section 9 dealing with deferred accounti ng.

My question is can you please explain
whet her the Exhibit 111 is consistent or not with
Section 97

A If I could see Section 9. | forgot the
specifics. This is, | believe, consistent with
Section 9, because it states that the conpany shal
ensure that itens currently treated as regul atory
assets under authorizations fromother states are
proposed for inclusion in Washington at the end of
the rate plan period are supported by necessary

accounting authorizations in Washington, so | think
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this is the effort of the conpany to conply with
t hat .

MR, CEDARBAUM  Thank you, M. Martin.
Those conpl ete my questions on Exhibit 111.

JUDGE MOSS: Okay. Do you want to turn
specifically to this and resolve this? Do you have
any questions after hearing the foundation, or shal
we just go ahead and finish up ruling on this?

MS. FISHER: Well, are you proposing to
allowit to be admitted?

MR, CEDARBAUM | have no objection to the
exhibit at this tine.

JUDGE MOSS: Staff's withdrawing its
obj ecti on.

MS. FISHER: | m ght have some foll ow up
guestions on it later

JUDGE MOSS: Are you withdraw ng your
obj ection, now that you understand the docunent?

M5. DAVISON: | am Your Honor

JUDGE MOSS: Okay. Well, then, there being
no further objection to the adm ssion of 111, which
was previously noved, it will be admtted as marked

VMR. CEDARBAUM | believe the witness is
now avail abl e for cross-exanmination on his entire

testi nony.
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1 JUDGE MOSS: All right. Well, | believe it
2 | ooks like Ms. Fisher is going to examine this

3 W t ness.

4 MS. FISHER: That's correct.
5
6 CROSS- EXAMI NATI ON

7 BY M5. FI SHER

8 Q Good afternoon, M. Martin.
9 A Good afternoon, Counsel
10 Q In your testinmony, you state that the

11 conpany's 1999 rate case was settled before any

12 deternination was made regardi ng the nodified accord
13 al l ocation nmethod; correct?

14 A That's correct.

15 Q And Staff never nmade a determ nation that
16 the nodified accord allocation method should or

17 shoul d not be used in that case; is that right?

18 A I would say it's part of the general rate
19 case to review all ocation practices, but like | said,
20 we didn't conclude that rate case and it was settled,
21 so there was no determnation that nodified accord is
22 the appropriate nethod to use.

23 Q Right. 1In fact, you state in Exhibit 125
24 on page seven, that Staff neither -- never supported

25 or opposed the nodified accord nmethod; is that
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correct?

A Yes.

Q During the 1999 rate case, did Staff have
an anple opportunity to review the nodified accord?

A. I cannot absolutely answer that, because
during the pendency of the rate case | was not able
to participate in the continuation of the
i nvestigation. So | believe the length of time of
t he suspension period would have enough tinme to make
an eval uati on.

Q Is it fair to say that, even though Staff
may not have supported or opposed nodified accord,
that it considered nodified accord as a possible
all ocation nethod when it agreed to the stipulation
and rate plan?

A | don't believe so, because | renenber the
| ast neeting of the PITA, the conpany itself was
proposing to amend nodi fied accord. And after the
di ssolution of PITA that is, the conpany not
conveni ng the group, they cone out with another
proposal, which is the SRP, and they conme out with a
different allocation nmethod, which was earlier
described as the first year method. So | don't think
nodi fi ed accord was a possi bl e candi dat e.

Q Do | understand your testinobny today to be
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that the Conm ssion should reject this filing in this
case because Staff has not supported nmodified accord
al l ocati on net hodol ogy?

A I think | stated in the first pages of ny
testinony that the nodified accord allocation nethod
contains inherent flaws, such as allocating
di sproportionate share of the costs of new generation
to states |i ke Washington with | oad growth that does
not require resourcing, SO --

CHAl RANOVAN SHOWALTER:  Excuse ne. |If
you' re readi ng, please slow down.

THE WTNESS: Ckay. I'Il go to, Therefore,
Staff recommends that the Conmi ssion reject any
Washi ngton results of operations portrayals and
anal ysis that are based on the nodified accord.
That's found on page three.

Q So in other words, this application should
be rejected because nodified accord hasn't been
accept ed?

A I'm saying that the financial support
that's been submitted by the conpany to justify their
request for deferral should not be relied on because
they were based on a flawed allocation schene.

Q Are you aware that the conpany periodically

files Washington results of operations with the
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Conmi ssi on?

A Yes, it's required by the Conmm ssion rules.

Q And to your know edge, those results have
not been rejected by the Comm ssion; isn't that
correct?

A. Not rejected for reporting purposes,
because ot herwi se the conpany woul d have nothing to
report if --

Q All right. And do you accept, subject to
check, that the Washington results of operations are
based on the nodified accord met hodol ogy?

A Yes, they are.

Q To your know edge, did Staff ever reject a
conpany filing as being out of conpliance due to the
failure to reflect an approved cost allocation

nmet hodol ogy?

A. In what sense?

Q Regarding the results of operations?

A. Coul d you pl ease restate the question?

Q Sure. Did Staff ever reject the results of

operations for being out of conpliance due to the
failure to reflect an approved cost allocation
met hodol ogy?

A | don't renmenber formally infornming the

conpany that their nodified accord should be
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rej ected.

Q Okay. Do you recall being asked in a
Paci fi Corp data request -- and this is on Exhibit
128. Do you recall being asked whether Staff has
taken a position with respect to the conpany's
results of operations that the results should be
rejected if they are based on nodified accord?

A For ratemaki ng purposes.

Q And your response to that request was no;
is that correct?

A No, because | clarify that the Staff
testimony filed on lines six to eight of the
referenced page, which is page three, there's a
prem se, a recorded recommendation, that the
testinmony states that the nodified accord allocation
al so has not previously been accepted by the
Conmi ssion, nor by Staff for ratenmaking purposes.

Q But you haven't -- this data request asks
you whet her you've taken a simlar position with
respect to Washington results of operations. And are
you saying that your answer should now be yes, or is
it still no?

A. Wel |, for ratemaki ng purposes, we are
recommendi ng that the Comm ssion not accept it, so

for reporting purposes, the conpany can still file in
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order to conply with the requirenents of the rules,
because they don't conply, they'll be in violation of
the rules. And regardl ess of what nethodol ogy
they're going to use, then | guess that's in
conpliance with what the rules are requiring.

Q So the Washington results of operations
have been conplying with -- the filings that the
conpany's made has been in conpliance with the
Washi ngt on Commi ssion's rul es?

A. As far as the requirenent to submt results
of operations, yes.

Q So in other words, even though the conpany
proposed using nodified accord in the 1999 rate case
and has used the nodified accord allocation
nmet hodol ogy in its subm ssions for the Washi ngton
results of operations before this Conmission, this is
the first case that Staff recommends outri ght
rejecting the Washington results of operations and
anal ysis that are based on nodified accord; is that
correct?

A Yes, because this is first filing that
we' re addressing allocation

Q On page eight of your testinony, lines 16
to 18 states that the revenue requirenent increases

were not based on nodified accord to cal cul ate
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Washi ngton's rate base, operating expenses or net
operating incone.

Do you recall being asked in a Pacifi Corp
data request for the basis on which these
cal cul ati ons were perfornmed?

A. Yes, and | believe | replied that they were
the result of the rate plan as di scussed by Staff
wi t ness, M. Elgin.

Q And this is -- are you referring to Exhibit
1297

A Hi s testinony.

Q Okay. Well, let me refer you to Exhibit
129, which is the Data Request Number 145 -- 1.45.
And your suppl enental response to that request says,
Pl ease see suppl enental response to Conpany Data
Request 1.8. Do you see that?

CHAI RWOVAN SHOWALTER: | was just going to
ask Ms. Fisher if you can just articulate a little
better?

MS. FISHER: Ch, sure. |'msorry.

CHAI RWOVAN SHOWALTER:  Thank you.

MS. FI SHER:  Yeah.

THE WTNESS: |'m | ooking at Exhibit 129,
and it refers to suppl emental response of Conpany

Dat a Request Nunber 1. 8.
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1 Q Right. And that's been marked as Exhi bit

2 35 in this case?

3 A Exhi bit -- pardon nme?

4 Q Thirty-five.

5 A Yes, | have it. | have Exhibit 35

6 Q Thank you. Looking at the fourth paragraph

7 on page three of this exhibit that's part of the

8 i ntroduction to the response to your suppl enmenta

9 response, it says, It is fair to say that Staff

10 consi dered the magni tude of revenue increase

11 requested by the conpany in the resulting rate

12 i mpacts which could possibly result from an

13 al l ocation nethod other than nodified accord, as wel
14 as the use of other elements that affect the

15 determi nation of revenue requirenents inits

16 eval uation of the rate plan.

17 So Staff considered the use of allocation
18 nmet hods ot her than nodified accord in the 1999 rate
19 case?

20 A What this is saying is that there may be
21 ot her allocation methods that can produce the sane
22 result. It's not only nodified accord. So that's
23 why it's stated it could possibly result.

24 Q And ultimately, Staff concluded that it

25 shoul d support the stipulation and rate pl an;
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correct?

A Whi ch one woul d support? Which specific
aspect are you referring to?

Q Overall, the Comm ssion Staff supported the
1999 stipulation and rate plan for the 1999 rate
case?

A Absol utely, because Staff is a signatory to
the stipul ation.

Q So even in the absence of an approved
al l ocati on nethod, you were able to determ ne that
the rate plan would produce fair, just, reasonable
and sufficient rates; is that correct?

MR. CEDARBAUM  Your Honor, I'll object at
this point. This is duplicative of questions and
answers we've heard fromM. Elgin, and | think we're
just going over the sanme ground.

JUDGE MOSS: And | think it does sort of
stand on its own nerits. The Staff did support the
stipulation. A necessary finding to that, as Staff
wel | understands, is that the rates be fair, just,
reasonabl e and sufficient, so | think we have
adequate record on this point. So why don't you nove
to anot her one.

MS. FISHER: That's fine.

Q Have you suggested any other allocation
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1 met hods that could be used in this proceedi ng?

2 A Have | -- pardon ne?

3 Q Have you suggested any other allocation

4 nmet hods that could be used in this proceedi ng?

5 A. It's not actually a suggestion, but |

6 mention in ny testinony, towards the end, that

7 knowi ng that there's a nulti-state process going on,
8 Staff is considering the control area approach as

9 bei ng potentially acceptable method of allocation
10 Q The | daho approach?

11 A It's been called Idaho, Hybrid Study, 447,

12 there's so many nanes.

13 Q Okay.
14 A. And there's so many versions of that.
15 Q Do you recall being asked in a Pacifi Corp

16 data request for other portrayals of results of

17 operations that could be used? And that's at Exhibit
18 130. And have you seen that -- this is a Data

19 Request 1.46, and it says that you were the

20 responder, so have you had an opportunity to | ook at

21 this docunent ?

22 A Yes, | actually prepared this docunment, and
23 I"d like to -- just like how | responded to question
24 nunber -- question letter A the testinony supports

25 the concept that the results of operations in
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1 Washi ngton are inherently influenced by the chosen
2 allocation method. So if we | ook at the exanples
3 that were introduced yesterday, | believe it's

4 Exhi bit 28-C and Exhibit 29. So dependi ng on what
5 ki nd of allocation you want to choose, you'll see
6 different results.

7 Q My question is when we -- when the conpany,
8 inits data request, asked you, Are there other

9 portrayal s that should be included, other than

10 nodi fi ed accord, your response did not provide any
11 other alternative allocation nethods; is that

12 correct?

13 A Not to specifically recomrend one that's
14 been fully devel oped, knowing that, like |I've said,
15 there's a potential nethod that's still being

16 del i berated on, discussed on, and it's not inits
17 final stage yet.

18 Q And so the Staff is participating in the
19 nmulti-state process; is that right?

20 A We are participating. |s that your

21 question?

22 Q Yes.
23 A. Yes, we're participants.
24 Q And the allocation nethod that you've just

25 been referring to as potentially acceptable allocates
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1 costs according to control areas; is that right?

2 A Yeah, | think the nmain appeal, in genera

3 terms, is that there is a direct assignnment of

4 resources, |like the new resources that's been built
5 to neet U ah's peak | oad, Gadsby and West Vall ey,

6 since they are located in the east control area.

7 Then, by default, they're going to be all its cost,
8 and operation and mai ntenance expenses will be

9 assigned to that control area.

10 And ot her appeal is that the west contro
11 area is basically hydro, hydro-based. Then, by

12 default again, those resources will be located in the
13 west control area

14 Q And is this the sane allocation method that
15 you referred to in response to Data Request 1.47,

16 which is Exhibit 131?

17 A Yes.

18 Q And so according to your response to this
19 data request, this allocation nethod would be a nore
20 equitable allocation plan, according to Staff?
21 A That's a term used by the conmpany to
22 describe it, but our recomendation that that's a
23 question about -- let ne just read what's the data
24 request to be able to put the response in proper

25 cont ext .
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The request is what is the Staff's
recommended course of action for reasonably
determ ni ng Washington's cost until such tinme as a
nore equitable allocation plan can be agreed upon and
approved by the Commi ssion.

And ny response was, The Staff reconmended
course of action is to followthe rate plan. The
rate plan specifically provides that the conpany is
required to file no later than July 1st, 2005, and
justify its rates. It is expected that the filing in
that proceeding will include an equitable cost
al l ocati on net hodol ogy for Washington. So there is
an assunption that, by then, the MSP woul d have been
concl uded.

Q And on your testinony, page 14, which is
Exhi bit 125, you stated that before Washington's
costs can reasonably -- can be reasonably determ ned,
a nore equitable allocation plan nust be agreed upon
by Pacifi Corp states. And this data request, Exhibit
131, asked you for a description of a nore equitable
al l ocation plan, and your response referred to the
| daho approach; is that correct?

A It's like I have nentioned earlier. The
control area approach has potential acceptability to

Washi ngt on.
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1 Q Ckay. Also in your testinony, you

2 identified some so-called flaws of the nodified

3 accord net hodol ogy. And these so-called flaws were
4 not newy discovered as -- upon the filing of this
5 case; is that correct?

6 A | mentioned three flaws, | believe, and the
7 maj or one i s the assignnment of cost due to uneven

8 growh in the customers or consunption. So that's
9 one mgj or shortcom ng of the nodified accord. The
10 other two are in regards to special contracts and
11 t axes.

12 Q All of those were preexisting before the
13 filing of this case?

14 A. I wouldn't say that the flaw regardi ng the
15 growth were preexisting, because it nm ght be

16 preexi sting, but it didn't become pronounced unti
17 the descriptions and all those studies, docunents
18 that M. Buckley referred to. Those were not

19 avai |l abl e before.

20 Q And your Exhibit 126 conpares the 1989

21 val ues to 2001 values; is that correct?

22 A Yes.

23 Q And so Washington's | oad has grown since
24 1989; is that right?

25 A Yes.
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Q And | ooking at Exhibit 9 in this case,
which is the exhibit attached to Jeff Larsen's
testimony, his rebuttal testinony, M. Larsen
conpared the percentage growmh rates from 1989, not
just for 2001, but for each year in between; is that
correct?

A Yes, he did.

Q Do you agree, subject to check, that
Washi ngton's | oads have grown faster than the

conpany's system aver age?

A Not totally.

Q Could you -- | didn't hear you.

A Not entirely.

Q Not entirely. Well, over the years,

conparing the first colum with the last colum in
this exhibit, it appears that -- do you agree that
Washi ngton load growth is contributing to the
conmpany's total system needs?

A Yes.

Q And at a faster pace than the conpany's
total systenf

A That the -- yes, but the total system as
you can see, is being affected by the Iower growh in
other states, but if we see or |ook at Utah, that

there's consistency in the growmh. Not only the
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grow h, but the size of the load that's grow ng.

Q And al so, looking at -- if we could conpare
-- let's just take the year 2000 as an exanpl e.
Conpari ng Washi ngton with Oregon, California or
Woni ng, those percentage increases, Washington is
growing at a faster pace than those states; is that
correct?

A For those three jurisdictions, but 1'd like
to point out that we can describe the entire picture
t hat Washi ngton actually went down from 2000 to 2001

Q So --

A While Uah went up from 2000 to 2001.

Q So overall, slower growi ng states are
subsi di zi ng Washington's | oad growth; correct?

A. Not necessarily.

Q You stated in your testinony that the key
flaw of the nodified accord allocation nethodol ogy is
that it fails to recognize costs caused by
consistently disparate load growth in jurisdictions
in which PacifiCorp operates. |Is that a fair
statement of what you said in your testinony?

A Can you pl ease refer me to the exact
| ocation?

Q Page ei ght.

A Yes.
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Q And the nodified accord allocation nmethod
has not changed between the 1999 rate case and this

proceeding; is that correct?

A As far as the principles and the nmechanics
and the mathematics, | think there was no change.
Q Your second concern about the use of

nodi fied accord relates to systemn de all ocation of
speci al contracts; correct?

A Yes.

Q In fact, M. MDougal testified that al
speci al contracts have been allocated to their hone
states. | n other words, they've been state assigned;
is that correct?

A. Yes, because, based on the response to a
data request or based on sone docunent provided by
t he conpany, they indicated that they changed
policies in the year 2000, that they will no |onger
enter into special contracts.

Q And al so on page -- in Exhibit 8 on page
15, which is M. Larsen's rebuttal testinony, doesn't
he again reiterate that all the cost and revenues for
all special contracts were assigned to their home
states for this proceedi ng?

A At the time of the preparation of ny

testinmony, but | believe there's another specia
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contract that canme out recently, the Monsanto in

| daho, where the desires of the conpany was not

foll owed by what was ordered by the Conm ssion. |
bel i eve the conpany was asking for a standard tariff,
whereas the Idaho final order stated that it's going
to be nonstandard tariff. And in addition, pending
MSP, the final order stated that the special contract
will be allocated systemn de

Q But for purposes of this proceeding, do you
have any reason to dispute M. Larsen or M.
McDougal 's testinony that this is not an issue
because the results in this case, as presented, have
been adjusted to exclude the inpact of specia
contracts?

A. I"'mstating it as a matter of principle.

Q So in other words, in this case, it's
really not an issue because they have been assigned
to their states?

A I think it's still an issue, because
menti oned that the principles of nodified accord
didn't change, and the nodified accord provides that
all non-tariff contracts entered into by the conpany
after January 1997 will be allocated systemi de

So to the extent that the conpany changed

its policy in year 2000, which | didn't know, |
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1 didn't realize until | found out fromthe data

2 request, | think there's still that flaw about the
3 al l ocation of special contract.

4 Q Your third concern relates to the

5 all ocation of taxes; is that correct?

6 A That's correct.

7 Q And are you aware that Washington has a
8 public utility tax?

9 A Yes, | am

10 Q Under nodified accord, this tax is

11 all ocated on a systemn de basis; correct?

12 A Yes, under a system overhead allocation
13 factor.
14 Q And do you have any reason to dispute M.

15 Larsen's rebuttal testinony on page 16, which is
16 Exhibit 8, that, for fiscal year ended March 31
17 2002, the company paid $6.7 mllion in public utility

18 tax to Washi ngton, which has been allocated to al

19 jurisdictions?
20 A | don't have reason to dispute that.
21 Q If this anobunt was not allocated on a

22 systemwi de basis, then the full anount would be
23 i ncluded in Washi ngton results of operations;
24 correct?

25 A The full anount of the utility tax will be
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1 i ncluded in Washi ngton and at the same tinme that

2 state incone taxes will be taken out from Washi ngton

3 operations.

4 Q And because these public utility taxes are

5 all ocated systemn de, Washi ngton receives a benefit,

6 doesn't it?

7 A On a net basis, yes, but, then, again,

8 made this description based on principle.

9 Q | don't have -- okay. Returning to Exhibit
10 111, which you were asked questions about a nonent
11 ago -- and while we're at it, why don't we | ook at
12 Exhibit 2, which is the rate plan stipulation
13 You stated earlier that this -- the
14 application in Docket UE-000969 was in an effort for
15 the conpany to be allowed to recover these costs
16 during the rate plan period to defer and anortize
17 these costs during the rate plan period; is that
18 correct?

19 A. | didn't say recovered. | said it's going
20 to be anortized during the rate plan period and

21 there's no bill or rate inpact.

22 Q Okay. And was this docunent -- was this
23 application to be proposed for inclusion in rates?
24 A The rates under the rate plan were

25 programmed, so | don't suppose that these are going
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1 to be added to those rates.

2 Q How does this application in Docket

3 UE- 000969 inplicate the second sentence in the second
4 par agraph of Section 9 of the rate plan stipulation?
5 A. What was the question, again, please?

6 Q How does the application in Docket

7 UE- 000969 inplicate the second sentence -- howis it
8 inmplicated in the second sentence of the second

9 par agr aph under the stipulation, which is Section 9,
10 whi ch appears on page seven of the stipulation?

11 A I think | stated earlier that they are

12 consistent, that this application is not in -- does
13 not contradict this provision of Section 9.

14 Q Ri ght, but | understood your testinony

15 earlier to say that this application fell within the
16 second sentence of the second paragraph of the

17 stipulation, Section 9. So my question is how does
18 that application inplicate that second sentence?

19 A. I guess |I'mhaving trouble in trying to

20 understand the word inplicate.

21 Q Well, given that the costs would be

22 anortized during the rate plan period in this

23 deferred accounting application in Docket Nunber

24 000969, how does that inplicate the second sentence

25 of the second paragraph, which states that rates --
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or authorizations that are proposed for inclusion in
Washi ngton at the end of the rate plan period?

A This application is not trying to propose
to include in rates at the end of the rate plan
period, so that's why | said there's no contradiction
between this provision and this filing, because this
expires at the end of the rate plan period, while new
rates are going to be exam ned or supported by the
conmpany whet her they are still fair, just and
reasonable. So | think they are excl usive.

MS. FISHER: | have nothing further at this
tinme, but | would Iike to nove for the adm ssion of
Exhibits 128, 130 and 131. And 129 has been al ready
admtted as Exhibit 42, so they're the sane docunent.

JUDGE MOSS: Al right. Wwell, there's no
need to have duplicate exhibits. Since 129 is in as
42, we'll sinply elimnate it fromthe offer, and
hearing no objection, 128, 130 and 131 will be

adm tted. Questions fromthe bench?

EXAMI NATI ON
BY CHAI RWOVAN SHOWALTER:
Q I"d like to just follow up on your | ast
line of questioning there that discusses Exhibit 111

in relationship to Section 9 of the stipulation
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agreenent .

Were you saying that because Exhibit 111
does not propose to include amunts that translate
into rates at the end of the rate plan period, that
therefore Exhibit 111 is consistent with that
sent ence?

A Yes, at least it's not contradictory.

Q Al right. Then, also, by the same token
then, if there were regulatory assets -- if a
regul atory asset was not under authorization from
another state, it also would be consistent with this
sentence, because this sentence seens to relate to
items currently treated as regul atory assets under
aut horizations fromother states that are then
proposed to be included at the end of our rate plan
in our state; is that correct?

A I think the portion that says they are
being treated as regulatory assets in other states
and so there should be the same authorization in
Washi ngton. But since other states do not have the
same rate plan, they' |l nmake a significant difference
when conparing with other states.

Q Ckay. And also, in section -- excuse ne,
Exhi bit 111, about the fourth paragraph down -- or

it's the third paragraph, under discussion, the |ast
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sentence says, Washington's allocation is
approximtely 8.7 percent, or $15 million. How was
Washi ngton's allocation deternmi ned there?
A It's nost probably using the nodified

accord.

CHAl RWOVAN SHOWALTER:  No further
guesti ons.

COW SSI ONER HEMSTAD: | don't have any
guesti ons.

COW SSI ONER CSHI E: | have no questions of
the witness.

JUDGE MOSS: Nor have |I. Did that pronpt
anyt hi ng?

MS. FI SHER:  No.

JUDGE MOSS: Redirect.

MR, CEDARBAUM  Thank you.

REDI RECT EXAMI NATI ON
BY MR CEDARBAUM
Q M. Martin, picking up on Exhibit 111 and
Section 9, it's the Staff's testinmony it's a matter
of interpretation of the stipulation that the phrase
"in this regard" in the paragraph in Section 9 that
we' ve been discussing involves regulatory assets that

were on the conpany's books in other states at the
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tinme the stipulation was entered into; is that your
under st andi ng?

A Yes.

Q Now, the stipulation that's shown in
Exhi bit Nunber 2 is dated June 16th. Do you see
that? 2000. |If you look at any nunber of the
si gnature pages, you'll see that date.

A Yes, it's dated June 16th, 2000.

Q And t he application the conpany made,
that's represented by Exhibit Nunber 111, was nmde
seven days later, on June 23rd, 2000; is that right?

A What was that June 23rd date?

Q If you |l ook at Exhibit Nunmber 111, the
first sentence of the discussion?

A Yes.

Q And Exhibit 111 refers to regulatory assets
that were on the books of the conpany in other
states; is that right?

A Yes.

Q Presumably, and |'msure it's a matter of
public record, but the Comm ssion's approval of the
stipul ation woul d have been by order sonetine after
June 23rd, 2000; is that right?

A This was brought before the Conm ssion on

August 30, 2000, so the order m ght have been issued
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during that date.
Q Again, that's a matter that we can al

refer toin the order itself. Referring you to your

exhibit -- actually, | think you were asked questions
i nstead by Ms. Fisher about -- sorry. It was M.
Larsen's JKL-7, which |'"mhaving trouble -- here it

is, Exhibit 9. Do you have that?

A Yes.

Q And you were al so asked questions about
your Exhibit 126, kind of on the same subject matter.
If you |l ook at page one of three, in the percent
change portion of the exhibit in the Wom ng col unm,
there are lots of negative nunbers. Can you explain
if you know, what caused that to occur?

MS. FISHER: Objection. This exhibit is a
conpany exhibit and these nunbers are related to the
conpany. This is not the appropriate witness to ask
guestions about what is the basis for these nunbers.

JUDGE MOSS: Ms. Fisher, you inquired of
this witness about this exhibit, so | think it's fair
gane.

MS. FI SHER:  Ckay.

THE WTNESS: It's my understandi ng that
there were a decrease in loads in that territory

during this period.
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Q Was that related to |large industria
custoners, just a lot of residential people fleeing
the state or what, do you know?

A I"'mtrying to remenber. It's got sonething
to do with fossil fuel or drilling or something, but
I"'mnot really sure.

Q I don't want you to speculate. Finally,
you were asked questions about the company's periodic
filings with the Conm ssion and the Staff's analysis
of those. In your opinion, does the fact that this
conpany is operating on a -- under a rate plan have
an inpact on the Staff's use or lack of use of those
periodic filings?

A Yes.

Q Can you please explain that in nore detail?
And if you could, while you're doing that, perhaps
refer to Exhibit 34.

A Yeah, | believe | nentioned earlier that if
your starting point is flawed fromthe beginning,
then the rest of the examination is flawed. So based
on that logic, the review of these Comni ssion based
results of operations are accorded differently --
accorded treatnent considered -- conpared with other
subm ssions by other utilities.

Q And if a conpany, under a rate plan --
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1 woul d there have been any reason for Staff to have

2 rej ected or propose that the Conmm ssion reject or

3 penal i ze the conpany with respect to these periodic

4 filings given Staff's use of those filings of this

5 conpany under a rate plan?

6 A. Coul d you pl ease restate your question?

7 Q You'd indicated that the Staff, because of
8 this company operating under a rate plan, |ooks at

9 the periodic reports differently than conpani es that
10 are not operating under a rate plan. Wuld that

11 di fference have pronpted Staff to recommend that the
12 conpany's filing be rejected or that the conpany be
13 penal i zed for some reason?

14 A I think there is a basis to do that, but we
15 haven't done so.

16 Q Was it Staff's -- is it Staff's position

17 that the conmpany file those reports out of conpliance
18 with the specific itens that the reports require?

19 A. Ideal ly speaking, all the provisions of the
20 WAC rul es shoul d be adhered to, but like | said, we
21 don't have any alternative allocation nmethod that's
22 being filed or authorized, and the only way to

23 strictly conply is to | ook at the general rate case
24 way back in U-8602. But, then again, it's going to

25 be difficult to nmake it this reference point, because
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1 at the time there was no nerger between U ah and

2 Paci fi Cor p.

3 Q Is the 1986 rate case that you referenced
4 U-8602, was it?

5 A Yes.

6 Q Was that the last prior rate case prior to
7 the 1999 rate case that we've been tal king about in
8 this case?

9 A That's correct.

10 MR, CEDARBAUM  Thank you. Those were al
11 nmy questions.

12 JUDGE MOSS: Well, are we, through dint of
13 hard effort, going to finish early? It appears that
14 we are. M. Mrtin, thank you very nuch for your

15 testinmony. W can let you step down.

16 THE W TNESS: You're wel cone.

17 JUDGE MOSS: Are there any other matters
18 that we need to take up to conplete our record? W
19 have previously schedul ed briefs for April 9th, and
20 heari ng no suggestion that we change that, we'l
21 stick to that schedule. Qur transcripts should be
22 ready prior to that tinme, so the parties will be able
23 to make full reference in their briefs.
24 If there's nothing further, | thank all of

25 the counsel and the parties for their participation
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1 and their highly professional conduct throughout the
2 course of our proceedi ngs and the usual good show ng
3 by all concerned, and we'll be off the record. Thank
4 you.

5 (Proceedi ngs adjourned at 4:32 p.m)
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