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BEFORE THE WASHI NGTON UTI LI TI ES AND
TRANSPORTATI ON COVM SSI ON

WASHI NGTON UTI LI TI ES AND
TRANSPORTATI ON COVM SSI ON, Docket No. UE-031725
Vol une 11

Pages 51 to 248

Petitioner,
VS.
PUGET SOUND ENERGY, | NC.,

Respondent .

— N N N N N N N N N N

A hearing in the above matter was held on
February 23, 2004, from9:45 a.mto 4:45 p.m, at 1300
Sout h Evergreen Park Drive Sout hwest, Room 206, O ynpi a,
Washi ngton, before Adm nistrative Law Judge DENNI S MOSS
and Chai rwonman MARI LYN SHOWMALTER and Commi ssi oner

Rl CHARD HEMSTAD and Commi ssi oner PATRI CK J. OSHI E.

The parties were present as foll ows:

THE COWM SSI ON, by ROBERT CEDARBAUM
Assi stant Attorney General, 1400 South Evergreen Park
Drive Sout hwest, Post Office Box 40128, O ynpia,
Washi ngt on, 98504. Tel ephone (360) 664-1188, Fax (360)
586- 5522, E-Mail bcedar ba@wt c. wa. gov.

Joan E. Kinn, CCR, RPR
Court Reporter
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PUGET SOUND ENERGY, INC., by TODD GLASS and
LI SA HARDI E, Attorneys at Law, Heller Ehrman White &
McAul i ffe LLP, 701 Fifth Avenue, Suite 6100, Seattle,
Washi ngton 98104, Tel ephone (206) 389-6142, Fax (206)
447-0849, E-Miil tglass@ewn com

| NDUSTRI AL CUSTOMERS OF NORTHWEST UTI LI TI ES,
by S. BRADLEY VAN CLEVE, Attorney at Law, Davison Van
Cl eve, 1000 Sout hwest Broadway, Suite 2460, Portl and,
Oregon, 97205, Tel ephone (503) 241-7242, Fax (503)
241-8160, E-Mail mail @vcl aw. com

COGENERATI ON COALI TI ON OF WASHI NGTON, by
DONALD E. BROOKHYSER, Attorney at Law, Al cantar & Kahl,
LLP, 1300 Sout hwest Fifth Avenue, Suite 1750, Portl and,
Oregon 97201, Tel ephone (503) 402-8702, Fax (503)
402- 8882, E-Mail deb@-kl aw. com

THE PUBLIC, via bridge line by SIMON FFI TCH,
Assi stant Attorney General, 900 Fourth Avenue, Suite
2000, Seattle, Washington, 98164-1012, Tel ephone (206)
389- 2055, Fax (206) 389-2058, E-Miil sinmonf@atg.wa. gov.
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W TNESS: PACGE:
ERIC M MARKELL
Direct Examination by M. d ass 93
Cross- Exanmi nati on by M. Cedarbaum 95
Exami nati on by Chai rwonman Showal t er 106
Exam nati on by Conmi ssioner Henstad 111
Exam nati on by Judge Moss 112
Exam nati on by Chai rworman Showal ter 116
Recr oss- Exam nation by M. Cedarbaum 119
M CHAEL GRANOWSKI
Direct Examination by M. d ass 121
JULIA M RYAN
Direct Examination by M. d ass 124
Cross-Exani nation by M. Van Cl eve 126
CONFI DENTI AL SESSI ON 135
Cross- Exam nation by M. Van Cl eve 135
Exam nati on by Chai rwoman Showal ter 164
Exam nati on by Conm ssi oner Henstad 183
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Exami nati on by Judge Moss

Exam nati on by Chai rwoman Showal ter
Exam nati on by Conmi ssioner Oshie
Recr oss- Exam nati on by M. Van Cl eve
Cross- Exam nation by M. Cedar baum
Exam nati on by Judge Mdss

Exam nati on by Chai rworman Showal ter
Exam nati on by Judge Moss

Redi rect Exami nation by M. d ass

CONFI DENTI AL SESSI ON CONCLUDED

W LLI AM A, GAI NES
Direct Examination by M. d ass

Cross- Exam nation by M. Cedar baum

CONFI DENTI AL SESSI ON

Cross- Exani nati on by M. Cedarbaum

190

198

199

201

205

208

212

214

216

223

224

226

246

246
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EXHI BI T: MARKED: ADM TTED
BENCH EXHI BI TS
1 67
2 190
W LLI AM GAI NES
11 67 226
12 67 226
13 67 226
14 67 226
15 67 226
16 67 226
17 67 226
18 68 226
19 68 226
20 68 226
21 68 226
22 68 226
23 68 226
24 68 226
25 68 226
26 68 226
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35
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37
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41
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43

44

45

46
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48C

49C

50C

51

68

68

69
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69

69

69

70

70

70

70

70

70

70

70

70

71

71

71
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71

71

226

226

226

226

226
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226

226
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226

226

226

226
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226
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226

226

226

226

226

226
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52

53

54

55C

56

57

58

59C

60C

61

62C

63C

64

65

66C

67C

68C

69C

70

71

72C

73C

74

75C

76

71

71

71

71

71

71

71

71

71

72

72

72

72

72

72

72

72

72

72

72

72

72

73

73

73

226

226

226

226

226

226

226

226

226
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226
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226
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77

78

79

80HC

81

82

83

84

85

86

87

88

89

90

91C

92

93C

94

95C

96C

97

101

102

106

M CHAEL GRANOWSK

73

73

73

73

74

74

74

74

74

74

74

74

74

74

74

74

75

75

75

75

75

75

75

75

163

229

229

234

236

247

247

239

247

122

122

122
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107
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113

114

115

116

117
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120

121

122

123

131

132

133HC

134HC

135

136HC

137

ERIC M MARKELL

75
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76
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138HC

139HC

140HC

141

142

143HC

144HC

145HC

146HC

147HC

148HC

149

150HC

151

152HC

153HC

154HC

155

156

157

158HC

159HC

160C

161HC

162HC

78

78

78

78

79

79

79

79

79

79

79

79

79

79

79

79

80

80

80

80

80

80

80

80

80

94

94

94

94

94
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163HC

164

165

166C

167HC

168HC

169HC

170HC

171

172HC

173C

174

175

176

177

178

179

180

181

182

183

184HC

JULIA M RYAN

191

192

80

80

80

80

80

81

81

81

81

81

81

81

81

81

82

82

82

82

82

82
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94
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125

125
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193C

194

195C

196

197C

198C

199

200

201

202C

203C

204C

205C

206C

207C

208

209C

210

211

212

213

214

215C

216

JOHN H. STORY

83

83

83

83

83

83

83

83

83

83

83

83

84

84

84

84

84

220

84

84

84

84

84

84

125

125

125

125

125

125

125

125

125

125

125

125

125

125

125

125

163

222



0063

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

217

218

219

220

221

222C

223

224

225

226

227

228

231C

232

233C

234

235C

236C

237C

238

239C

240C

241C

242C

DONALD W SCHOENBECK

84
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85

85

85

85

85

85
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85
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243HC

244C

245

246

247

248

249

250

251

252

253

254

255

256

257

258

259

260

261

271C

272C

273

274

JI' M LAZAR

86

86
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281HC

282

283C

284C

285

286

287

288

289

291HC

292HC

301HC

302C

303HC

304C

305C

306C

307

308

309

KENNETH L. ELG N

HENRY MCI NTOSH

THOMAS E. SCHOOLEY

88
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88
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1 JAMES RUSSELL
2 311 90
3 312 90
4 313 90
5 314 90
6 315 90
7 316 90
8 317 90
9 YOHANNES K. G- MARI AM
10 321 90
11 322 90
12
13
14
15 Bench Request Nunmber 1 189
16
17 Records Requisition 202
18
19
20
21
22
23
24

25
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1 (The follow ng exhibits were premarked for
2 i dentification:)
3
4 BENCH EXHI BI TS
5 1 Sti pul ati on Between PSE and WUTC St af f
6 Regar di ng Weat her Nornmali zati on Adj ust nent
7
8 W LLI AM A, GAI NES
9 PSE
10 11 WAG- 1T: Prefiled Direct Testinony
11 12 WAG 2: Wtness Qualifications
12 13 WAG- 3: Puget Energy's Five-Year Strategic
13 Pl an
14 14 WAG-4: Overview of PSE Loads and Resources
15 2001- 2010- - Load Resource Bal ance February 2002
16 15 WAG-5: Overview of PSE Loads and Resources
17 2001- 2010- - August 26, 2002
18 16 WAG-6: PSE Internal Menorandum - Geor ge
19 Pohndorf to Energy Resources Conmittee, My
20 27, 2002, RE: WIUC Prudence Standard
21 17 WAG-7: PSE Ceneral Rate Case Docket Nos.
22 UE- 011570 and UG 011571--Exhibit Ato
23 Settlement Stipulation--Settlement Terns for
24 t he Power Cost Adjustment Mechani sm ( PCA)

25
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18

19

20

21

22

23

24

25

26

27

28

WAG-8: Chart: Observed Runoff - Above G and
Coul ee--Water Year 2003 (Cct' 02-Sep' 03)

Chart: Hydrogeneration

WAG-9: Chart: Actual PCA 1 vs. PCA Settl ement
Fl at Heat Rate

WAG- 10: PSE's Power Supply Portfolio

WAG 11: Letter of January 2, 2003 from Karl
Karzmar to the Commi ssioners, with
attachnments, RE: Disposition of PSE' s Nooksack
Hydro Facility

WAG- 12: \Whitehorn 2&3 Lease Renewal Anal ysis
WAG- 13: Exhibit Supporting Snoqualnie Falls
Rel i censi ng

WAG- 14: The Aurora Dispatch Model

WAG- 15: PCORC Power Cost Projections Rate
Year AURCRA + Non- AURCRA Power Costs

WAG- 16: PCORC Power Cost Projections vs. 2002
Rat e Case Power Cost Projections

Via adoption of C. J. Black prefiled

testi nony.

WAG- 17ST: First Supplenental Direct Testinony
(12/22/2003) (adopts CIB-1T: Prefiled Direct
Testi nony: portions of pp. 4, 5-9, 23-41)

Via adoption of C. J. Black exhibits.

CJB-3: Least Cost Plan, April 30, 2003
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29

30

31

32

33

34

35

36

Via adoption of C J. Black exhibits.
CJB-21: Eight Portfolio Planning Levels,
April 2003 LCP

Vi a adoption of C. J. Black exhibits.
CIB-22: Need for New Energy at Various

Pl anni ng Levels, April 2003 LCP

Via adoption of C. J. Black exhibits.
CJB-23: Need for New Capacity at Various

Pl anni ng Levels, April 2003 LCP

Via adoption of C. J. Black exhibits.
CJB-24: Seasonal Variation in Need for New
El ectric Resources, April 2003 LCP

Vi a adoption of C. J. Black exhibits.
CJB-25: Portfolio Descriptions, April 2003
LCP

Via adoption of C. J. Black exhibits.
CJB-26: Expected Cost of Different Planning
Level s

Via adoption of C. J. Black exhibits.
CJB-27: Expected Cost Across Energy Levels
Hol di ng Capacity Levels Fixed

Vi a adoption of C. J. Black exhibits.
CJB-28: Expected Cost Across Capacity Levels

Hol di ng Energy Level s Fi xed
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37

38

39

40

41

42

43

44

45

Via adoption of C J. Black exhibits.
CJB-29: Expected Cost vs. Risk

Vi a adoption of C. J. Black exhibits.
CJB-30: Regional Load Resource Bal ance
Via adoption of C J. Black exhibits.
CJB-31: Deferral Analysis

Via adoption of C. J. Black exhibits.
CJB-32: Need for New Energy and Capacity
Resources April 2003 LCP

(alk/a 177) Via adoption of C. J. Black
exhi bits.

CJB-33: Need for New Energy and Capacity
Resources August 2003 LCP Update

(al so adopted in part by Eric M Markell)
(a/k/a 178) Via adoption of C. J. Black
exhi bits.

CJB-34: Determ nation of Need, Updated
(al so adopted in part by Eric M Markell)
Via adoption of C. J. Black exhibits.
CJB-35: I npact of Technology M x on Expected
Cost and Ri sk

Vi a adoption of C. J. Black exhibits.
CJB-36: 10- Year Resource Addition Strategy,
April 2003 LCP

WAG- 18T: Rebuttal Testinony filed 2/13/2004
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46

47

48C

49C

50C

51

52

53

54

55C

56

57

58

59C

60C

WAG- 19: PCORC Rebuttal Power Cost Projections
- Rate Year AURORA + Non- AURORA Power Costs
WAG- 20: PCORC Power Cost Projections vs. 2002
Rat e Case Power Cost Projections

WAG 21C. PSE Response to Staff DR No. 70
WAG 22C. PSE Response to ICNU DR No. 2.05
WAG- 23C. PSE Response to ICNU DR No. 2.08
WAG-24: Tine Line Depicting PSE Managenent of
Tenaska Contract and Ot her Factors

WAG- 25: Transcript from WJTC Open Meeti ng,
12/ 10/ 97 Re PSE Accounting Petition

WAG- 26: PSE Response to Staff DR No. 4 in
Docket No. UE-971619

WAG- 27: PSE Response to Staff DR No. 45

WAG- 28C. PSE Response to Staff DR No. 48
WAG-29: PSE 2000-2001 Gas and El ectric Least
Cost Pl an

WAG- 30: Historical Overview of the Natural
Gas and Electric Industry in the 1990's
WAG-31: Pie Charts: Resource Mx Before and
After Tenaska Buyout

WAG- 32C. Exhibit E to PSE Accounting Order
Petition

WAG- 33C. Gas Commodity Price Forecasts
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61

62C

63C

64

65

66C

67C

68C

69C

70

71

72C

73C

WAG 34: Sumas Gas Historical Prices, Market
Quot es, and Forecasts as of January 1988

WAG- 35C. PSE Second Suppl enental Response to
Staff DR No. 58

WAG- 36C. Report of Risk Managenment Committee
Meet i ng- - 10/ 8/ 97

WAG- 37: BPA Power Subscription Strategy
Proposal - - Sept enber 18, 1998

WAG- 38: PSE M nute Excerpt fromthe July 9,
1996 Board of Directors' Meeting

WAG- 39C. PSE Second Suppl enental Response to
Staff DR No. 58 (4 e-nmils)

WAG- 40C. PSE Response to Staff DR No. 13A in
Docket No. UE-031389

WAG- 41C. PIRA Energy Group U S. Gas Market
Forecast, 12/22/1999

WAG-42C. Historical Daily Power and Natura
Gas Prices

WAG 43: PSE Sumas Gas Price Conparison
WAG-44: Col |l ection of Press Reports

WAG- 45C. PSE Response to Staff DR No. 91-1 in
Docket Nos. UE-011570/UG 011571

WAG-46C. Third Party Price Forecast

Materials, 1998-1999
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74

75C

76

WAG-47: PIRA Energy Group U S. Gas Market

Forecast, March 26, 2001 - Septenber 25, 2001

WAG- 48C. PSE Response to Staff DR No. 7 in
Docket Nos. UE-011163 and UE-011170
WAG-49: Staff Open Meeting Meno of January

11, 2001, in re Docket No. UG 001934

| CNU CROSS- EXAM NATI ON

77

78

79

80HC

| CNU Cross-Exhibit No. 1: Excerpts of PSE' s
First Suppl enmental Response to | CNU Data
Request No. 5.01 (PSE Ri sk Managenent
Committee Mnutes Jan. 1, 1998 to Present -
Organi zed by Date)

I CNU Cross-Exhibit No. 2: Excerpt of PSE's
Response to Staff Data Request No. 58 (PSE' s
Response to Staff Data Request No. 2 in
UE- 031389)

| CNU Cross-Exhibit No. 3: Excerpt of PSE's
Response to Staff Data Request No. 58 (PSE s
Response to Staff Data Request No. 3 in
UE- 031389)

| CNU Cross Exhibit No. 4: Excerpt of PSE' s
Response to Staff Data Request No. 3.15 (PSE
Revi ew of 2004 Power Costs and Margin

Uncertainty, RMC Meeting. 11 Dec 03)
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| CNU Cross Exhibit No. 5: Spreadsheet

depicting effective cost of gas for Tenaska

STAFF CROSS- EXAM NATI ON

82

83

84

85

86

87

88

89

90

91C

(sanme as 247) 19th Suppl emental Order, Docket
Nos. UE-921262, et al

(same as 248) 20th Suppl enental Order, Docket
Nos. UE-921262, et al

1997 Annual Report to Sharehol ders, pp. 5, 8
and 28

1998 Annual Report to Sharehol ders, pp. 2, 3,
31 and 32

2000 Annual Report to Sharehol ders, pp. 3 and
16

(in Exh. 77) June 9, 2000 Ri sk Managenent
Conmittee Meeting

June 13, 2000 Ri sk Managenment Committee

Meeti ng

(in Exh. 77) July 25, 2000 Ri sk Managenent
Conmittee Meeting

April 4, 2000 Board of Directors presentation

PSE Response to Staff Data Request No. 89

| CNU CROSS- EXAM NATI ON

92

| CNU Cross Exhibit No. 6 (WIIliam Gai nes): PSE

Response to ICNU DR 6. 11
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93C

94

95C

96C

97

PSE

101

102

106

107

| CNU Cross Exhibit No. 7 (WIIliam Gai nes): PSE
Response to ICNU DR 6. 10

I CNU Cross Exhibit No. 8 (WIIliam Gaines): PSE
Response to ICNU DR 6. 14

| CNU Cross Exhibit No. 9 (WIIliam Gai nes): PSE
Response to I CNU DR 6. 01

I CNU Cross Exhibit No. 11 (WIIliam Gai nes):
PSE Revi sed Response (2-16-04) to Staff DR 3
(admitted on Schoenbeck redirect) |ICNU Cross

Exhi bit No. 12

M CHAEL GRANOWSKI

(adoption of C.J. Black prefiled testinony)
MG 1T: Prefiled Direct Testinony

(portions of pp. 10-23, 41-44, 46, 47 of

M. Black's prefiled direct)

MG 2: Wtness Qualifications

Via adoption of C. J. Black exhibits.

CJB-6: PSE Least Cost Plan Anal ysis Flowchart
Vi a adoption of C. J. Black exhibits.

CJB-7: Load Forecast (aMN for April 2003

Least Cost Pl an
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108

109

110

111

112

113

114

115

Via adoption of C J. Black exhibits.

CJB-8: Load Forecast (amMN for August 2003
Updat e Least Cost Pl an

Vi a adoption of C. J. Black exhibits.

CJB-9: Existing Resources--April 30 Least
Cost Pl an

Via adoption of C. J. Black exhibits.

CJB-10: Existing Resources--August 2003 Least
Cost Pl an Update

Via adoption of C. J. Black exhibits.

CIB-11: Generic Resource Characteristics for
April 2003 LCP

Vi a adoption of C. J. Black exhibits.

CJB-12: Revised Ceneric Resource
Characteristics and Efficiency |nprovenents
for August 2003 LCP Update

Via adoption of C. J. Black exhibits.

CJB-13: Econom c Assunptions for New Electric
Generating Resources, April 2003 LCP

Via adoption of C. J. Black exhibits.

CJB-14: Econom c Assunptions for New Electric
Generating Resources, August 2003 LCP Update
Via adoption of C. J. Black exhibits.

CJB-15: Achievable Electricity Conservation

Potentials by Resource Bundl e and Segnent
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116

117

118

119

120

121

122

123

(Currul ati ve aMW 2004-2023)

Via adoption of C. J. Black exhibits.
CIB-16: Gas Price Forecasts used for the
April 2003 LCP

Via adoption of C J. Black exhibits.
CIB-17: Gas Price Forecasts used for the
August 2003 LCP Update

Via adoption of C. J. Black exhibits.
CJB-18: AURORA Electric Price Forecasts for
the April 2003 LCP

Via adoption of C. J. Black exhibits.
CIB-19: AURORA Electric Price Forecasts for
t he August 2003 LCP Update

Via adoption of C. J. Black exhibits.
CJB-20: Portfolio Screening Mdel I|nputs
Via adoption of C. J. Black exhibits.
CJB-37: Conservation Cost with Acceleration
Vi a adoption of C. J. Black exhibits.
CJB-39: Inpact of CO02 Credit Prices on
Generati on Technol ogi es

Vi a adoption of C. J. Black exhibits.
CJB-42: Conparison of AURORA and Portfolio

Screeni ng Model s
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PSE

131

132

133HC

134HC

135

136HC

137

138HC

139HC

140HC

141

ERIC M MARKELL

EMM 1T: Prefiled Direct Testinony

EMM2: Wtness Qualifications

EMM 3C/HC: Presentation to Board of Directors
on Cctober 7, 2003: Update on Electric
Resource Strategy and Recomrendati on for
Frederickson 1 Acquisition

EMM 4C/ HC: Menorandum on the Acquisition of
49.85% of EPCOR s Interests in the

Frederi ckson 249.3 MWV (Noninal) Single-Unit,
Nat ural Gas-Fired, Conbined Cycle Generating
Facility located in Frederickson WA

EMM5:  Planned Pacific Northwest Power Pl ant
Addi tions

EMM 6HC. Summary of Presentations to Board of
Directors during 2002 and 2003

EMM 7: Load & Resource Qutl ook

EMM 8HC. Progress Report--Generation Planning
EMM 9HC:. Power Resource Acquisition Team
Weekly Progress Review

EMM 10HC: Resource Acquisition Opportunity
Revi ew;, Update to Board of Directors, January
6, 2002

EMWt 11: Di scussi on of Busi ness Cont ext
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142

143HC

144HC

145HC

146HC

147HC

148HC

149

150HC

151

152HC

153HC

EMM 12: Least Cost Plan Report

EMM 13C/ HC: Resource Acquisition Team Report
EMM 14C/ HC: Resource Pl anni ng and Acqui sition
Update to the PSE Board of Directors March 7,
2003

EMM 15HC. Resource Acquisition Updated to the
PSE Board of Directors, April 16, 2003

EMW 16HC: Presentation to the Board of
Directors: Resource Planning Acquisition
Update July 8, 2003

EMM 17C/ HC. Energy Resources Group: 5-Year
Capital and Expenses Pl an

EMM 18HC. Power Resource Acquisition Team

Fi nancial Prioritization of Opportunities,
Decenber 4, 2002

EMM 19: Request for Expression of I|nterest
for Generation Facility, September 16, 2002
EMM 20HC: Summary of Non-Fi nanci al Screening
Criteria

EMM 21: Solicitation of Proposals for Power
Pur chase Agreenents

EMM 22HC: PPA Eval uati on Process, January 14,
2003

EMW 23HC: PPA Eval uation Process Status

Report
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1 154HC EMM 24HC. Power Resource Acquisition Team
2 Weekly Progress Review, February 5, 2003
3 155 EMM 25: Final Report: Assessnment and Report
4 on Self-Build Ceneration Alternative for PSE's
5 2002- 2003 Least Cost Pl an
6 156 EMM 26: Menorandum of Septenber 24, 2003,
7 from Doug Lauver, Tenaska, to Charlie Bl ack,
8 PSE
9 157 EMW 27: Power Resource Acquisition Team
10 Summary of Tenaska Report, February 19, 2003
11 158HC EMM 28HC/ AC. Due Diligence Training, 4/11/03
12 159HC EMM 29HC. Conparison of Initial Ofer to
13 Fi nal Price
14 160C EMM 30C. Standard & Poor's Corporate Finance
15 Criteria
16 161HC EMM 31HC. Project Conparison
17 162HC EMM 32HC. Project Conparison
18 163HC EMM 33HC: PSE M nutes of the Board of
19 Directors' Meeting October 7, 2003
20 164 EMM 34: Ranki ng of EPCOR Fossil Fuel Fired
21 Pl ants by the Canadian Electricity Association
22 165 EMM 35: Probabilistic Analysis of Risk
23 Factors
24 166C EMM 36C. Mar ket Dependent Conpari son

25 167HC EMM 37C/ HC. Purchase and Sal es Agreenent
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168HC

169HC

170HC

171

172HC

173C

174

175

176

EMM 38C/ HC: Joi nt Ownershi p Agreenent

EMM 39C/ HC: Operation and Mai ntenance

Agr eenment

EMM 40C/ HC:  Shared Services, Cooperation and
I ndemmi fi cati on Agreenent

EMM 41: Map showi ng | ocation of Frederickson
Power, L.P. and Plat of Plant Site

EMM 42C/ HC: Purchase Price Estimate

EMM 43C: Natural Gas for Power--Fuel
Managenment Strategy: Integration of
Frederickson 1 Plant Acquisition

Via adoption of C. J. Black prefiled

testi nony.

EMM 44ST: First Supplenental Direct Testinony
(12/ 22/ 2003) (adopts portions of Charles J.

Bl ack' s testinobny and exhibits)

Via adoption of C. J. Black exhibits.

CJB-4: Least Cost Plan Update, August 2003
Via adoption of C. J. Black exhibits.

CJB-5: Conparison of Need Between Least Cost

Pl an, Wth and Wthout Conservation
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177

178

179

180

181

182

183

184HC

PSE

191

192

(a/k/a 41) Via adoption of C. J. Black

exhi bits.

CJB-33: Need for New Energy and Capacity
Resour ces August 2003 LCP Update

(Al so adopted in part by WIliam A Gai nes)
(a/kl/la 42) Via adoption of C. J. Black

exhi bits.

CJB-34: Determ nation of Need, Updated
(Al'so adopted in part by WIliam A Gaines)
Via adoption of C. J. Black exhibits.
CJB-38: Updated Resource Strategy

Vi a adoption of C. J. Black exhibits.
CJB-40: Draft Conservation Program

Via adoption of C. J. Black exhibits.
CJB-41: PSE Resource Acquisition Strategy
August 25, 2003

EMM 45T: Rebuttal Testinony

EMW 46: PSE Power Point Presentation:

Bri nging Order from Chaos

EMM 47HC. PSE Response to DR No. 68

JULIA M RYAN

JMR-1T: Prefiled Direct Testinony

JMR-2: Wtness Qualifications
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193C

194

195C

196

197C

198C

199

200

201

202C

203C

204C

JMR-3C. PSE Energy Supply Hedgi ng and

Opti m zati on Procedures Manual

JMR-4: Managi ng Energy Risk

JMR-5C: Gas Counter-Parties; Electric
Counter-Parties

JMR-6: Regulated Utilities bel ow investnent
grade and/or filed for Chapter 11 (Cctober
2003)

JMR-7C.  PSE Inc's PONER Suppliers' Credit
Ratings (Senior Unsecured Debt Rating, unless
not ed ot herwi se) as of 10/10/03; PSE Inc's GAS
Suppliers' Credit Ratings (Senior Unsecured
Debt Rating, unless noted otherw se) as of
10/ 10/ 03

JMR-8C. Financial Counter-Parties/Rating
Triggers

JMR-9:  Upgrading the Capacity and Reliability
of the BPA Transmi ssion System Report to the
Infrastructure Technical Review Comittee
JMR-10: Map showi ng NW Constrai ned Pat hs
JMR-11T: Rebuttal Testinony filed 2/13/2004
JMR-12C:. PSE Response to Staff DR No. 33(C)
JMR-13C. PSE Response to Staff DR No. 34(C)

JMR- 14C. PSE Response to Staff DR No. 51 (C)



0084

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

205C

206C

207C

208

JMR-15C. PSE response to Staff DR No. 58 (DRs
12 &13 in Docket No. UE-031389

JMR-16C. PSE Response to I CNU DR No. 3.15
JMR-17C. PSE Response to I CNU DR No. 4.07

JMR-18: PSE Response to ICNU DR No. 5.01

| CNU CROSS- EXAM NATI ON

209C

PSE

211

212

213

214

215C

216

217

| CNU Cross Exhibit No. 10 (Julia Ryan):
Addi tional PSE Ri sk Managenment Conmmittee
Documents provi ded by PSE on 2-20-04 in

Response to ICNU DR 5. 01

JOHN H. STORY

JHS-1T: Prefiled Direct Testinony

JHS-2: Wtness Qualifications

JHS-3: Total Revenue Requirenment Tabl e

JHS-4: Power Cost Rate, Test Year Actual 2003
Test Year with Adjustnments

JHS-5C. Power Cost Rate, Twelve Months Ended
June 30, 2003

JHS-6: PSE Revenue Requirenent PCORC Conpared
to June 2001 Ceneral Rate Case Settlement 40%
Equity/7.30% Net of Tax Rate of Return

JHS-7: Allocation of New Resource Cost
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218

219

220

221

222C

223

224

225

226

227

JHS-8: Statenment of Pro Forma and Proposed
Revenues

JHS-9: Proposed Revised and Original Tariff
Sheet s

JHS-10T: Rebuttal Testinony (February 13,
2004)

JHS-11: Adjustnments to Power Cost Rate
JHS-12C:. Power Cost Rate Cal cul ations for 12
Mont hs Ended June 30, 2003

JHS- 13 PSE Revenue Requirenment PCORC conpared
to June 2001 CRC Settl ement

JHS-14: Explanation of Differences in the
Revenue Deficiency Cal culated in JHS-6
(Oiginal Filing) and JHS-13 (Rebutta

Testi nony)

JHS-15: Allocation of PCORC Revenue
Requi r enent

JHS-16: Statenent of Proforma and Proposed
Revenues

JHS-17: Correspondence of January 5, 2004
from Departnment of Revenue to D. M chae

Young, Partner KPMG

STAFF CROSS- EXAM NATI ON

228

St andards of Financial Accounting and

Reporting (excerpt)
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1 DONALD W SCHOENBECK

2 | CNU

3 231C DWs- 1TC:. Prefil ed Response Testi nony

4 232 DWs-2: Wtness Qualifications

5 233C DWE-3C. Colstrip Availability

6 234 DWS-4:  March Point Generation

7 235C DWs-5C:  NYMEX Gas Forecast

8 236C DWs- 6C.  Ri sk Assessnent Description

9 237C DWs- 7C.  Mar ket Fundanental s Report, Dec. 2003
10 238 DW5-8: CEC NARG Model
11 239C DWs-9C.  Summmary of PSE Call Option
12 Cal cul ati on
13 240C DWs- 10C:  PSE Call Option Price Support
14 241C DWE-11C:. RMC Presentation--Update on Wnter
15 Peaki ng Capacity Purchases--1 May 2003
16 242C DWs- 12C.  RMC Meeting M nutes of May 1, 2003
17  243HC DWs- 13HC: RMC Hedgi ng Margi n Ri sk-- December
18 18, 2003
19 244C DWs- 14C.  Tenaska- - Exhi bit B--Buyout Update
20 245 DWs- 15: Tenaska Gas Managenent
21 (non-confidential portion of PSE response to
22 | CNU DR 2. 06)
23 246 DWE-16: | CNU Rate Spread Recommendati on
24

25
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PSE CROSS- EXAM NATI ON

247

248

249

250

251

252

253

254

255

256

257

258

259

260

261

(same as 82) PSECX-1: 19th Supplenmental Order
- UE-921262

(sane as 83) PSECX-2: 20th Supplenmental Order
- UE-921262

PSECX-3: I CNU s Response to PSE s DR#4
PSECX-4: I CNU s Response to PSE s DR#5
PSECX-5: ICNU s Response to PSE's DR#6
PSECX-6: I CNU s Response to PSE' s DR#9
PSECX-7: I CNU s Response to PSE s DR#11
PSECX-8: I CNU s Response to PSE s DR#14
PSECX-9: ICNU s Response to PSE s DR#17
PSECX- 10: ICNU s Response to PSE' s DR#20
PSECX- 11: ICNU s Response to PSE' s DR#21
PSECX- 12: CEC Staff Report - Natural Gas

Mar ket Assessnent (August 2003) (excerpts)
PSECX- 13: CEC Conmi ssi on Report - Electricity
and Natural Gas Assessnent Report (Decenber
2003) (excerpts)

PSECX- 14: WUJTC Pol icy Statenment, Docket No.
UG- 940778

PSECX- 15: P&E Prepared Testi mony re 2004

Ener gy Resource Recovery Account
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1 JI' M LAZAR

2 PUBLI C COUNSEL

3 271C JL-1TC. Prefiled Response Testinony
4 272C JL-2C. Conparison of Tenaska Prudence Revi ew
5 Level and Current Cost

6 PSE CROSS- EXAM NATI ON

7 273 PSECX- 16: Public Counsel Response to PSE's

8 DR 3

9 274 PSECX-17: Public Counsel Response to PSE DR 11
10

11 KENNETH L. ELG N

12 COWM SSI ON STAFF

13 281HC KLE- 1THC: Prefil ed Response Testi nony

14 282 KLE-2: Wtness Qualifications

15 283C KLE-3C:. PSE's Accounting Petition in Docket
16 No. UE-971619 (Tenaska); Staff Meno;

17 Conmmi ssi on Order

18 284C KLE-4C: PSE' s Accounting Petition in Docket
19 No. UE-991918 (Encogen); Staff Meno;

20 Commi ssi on Order

21 285 KLE-5: ECAC Order in Cause No. U 58-87

22 286 KLE-6: PSE Form 8K (Cctober 22, 2003)

23 PSE CROSS- EXAM NATI ON
24 287 PSECX- 20: WUJTC Staff's Response to PSE' s DR7

25 288 PSECX- 21: WJTC Staff's Response to PSE' s DR8
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289 PSECX- 22: Transcri pt of prehearing conference,

Decenmber 18, 2003 in Docket No. UE-031389

HENRY MCI NTOSH
COWM SSI ON STAFF
291HC HW 1TC/ HC. Prefil ed Response Testi nony

292HC HW 2C/ HC.  Adj ustnent s

THOVAS E. SCHOOLEY

COWM SSI ON STAFF

301HC TES-1TC/ HC:. Prefiled Response Testinony

302C TES-2C. Tenaska Power Contract per Docket No.
UE- 921262 Prudence Revi ew

303HC TES-3HC. PCA #1 Adjustnent to Power Cost for
Prudence Review

304C TES-4C. PCORC Adj ustnent to Power Cost for

Prudence Revi ew

305C TES-5C:. PCA #1 Adjustnent for M. Elgin's
Testi nony

306C TES-6C. PCORC Adjustnment for M. Elgin's
Testi nony

PSE CROSS- EXAM NATI ON
307 PSECX- 18: WJTC Staff's Response to PSE DR3
308 PSECX- 19: WJTC Staff's Response to PSE DR9

309 PSECX- 24: WJTC Staff's Response to PSE DR 35
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JAMES M RUSSELL
COW SSI ON STAFF
311 JMR-1T: Prefiled Response Testinony
312 JMR-2: Restating and Pro Forma Power Cost

Adj ust nent s

313 JMR-3: PCA-2 Power Cost Rates and Exhibits

314 JMR-4: Revenue Deficiency Calculation

315 JMR-5: Allocation of PCORC Revenue Deficiency

316 JMR-6: Statenment of Current and Proposed
Revenues

PSE CROSS- EXAM NATI ON
317 PSECX- 23: Spreadsheet re PSE PCORC Case

Di fferences

YOHANNES K. G MARI AM
COW SSI ON STAFF
321 YKGW 1T:  Prefil ed Response Testi nony

322 YKGM 2: Weat her Normalization Adjustnent
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PROCEEDI NGS

JUDGE MOSS: Good norning, everyone. M nane
is Dennis Mdss. | aman Administrative Law Judge for
the Washington Utilities and Transportation Commi ssion
Wth me on the Bench today is Chai rwoman Marilyn
Showal t er and Conmi ssioners Richard Henstad and Patrick
Oshie. W are here convened in the matter styled
Washi ngton Utilities and Transportati on Conmmi ssion
agai nst Puget Sound Energy, Inc., Docket Nunber
UE- 031725, and we are of course convened for purposes of
our evidentiary hearing.

We have our witness list and our cross
exam nation of course will follow over the course of the
next couple of days. W will first take appearances and
then consi der whether there are any prelinmnary matters
that need to be handled on the record. | appreciate the
parties being ready this norning to handle a few
prelimnary matters off the record, that is to say the
di stribution and conpl etion of exhibits and the
conpl eti on of the Bench books.

So with that, let's take the appearances, and
we will begin with the conpany.

MR. GLASS: Todd d ass, Heller Ehrman Wiite &
McAuliffe of Seattle on behalf of Puget Sound Energy.

Wth nme is Lisa Hardie of the sanme firm
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JUDGE MOSS: All right.

And why don't we just go around the room
that will be the easiest thing.

MR. BROOKHYSER: Thank you, Judge, for the
Cogeneration Coalition of Washi ngton, Donal d Brookhyser
of Al cantar & Kahl.

JUDGE MOSS: Thank you.

MR. VAN CLEVE: Brad Van Cleve on behal f of
the Industrial Custonmers of Northwest Utilities.

MR. CEDARBAUM  Robert Cedarbaum for
Commi ssion Staff.

JUDGE MOSS:  All right. Now I previously
i ndi cated the conference bridge line is available for
nmoni toring but not participation in the evidentiary
proceedi ng, so we won't take appearances by tel ephone.

Al right, are there any prelimnary nmatters
that we need to take up on the record before we call our
first witness?

Seeing no indication, then let's begin.

M. dass, if you would call your first wtness.

MR, GLASS: The conpany would |ike to call
Eric Markell, please.

JUDGE MOSS: M. Markell, if you take a
mnute to get yourself situated and renmin standing, |

will swear you in.
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(Wtness Eric M Markell was sworn in.)

JUDGE MOSS: Thank you, please be seated.

Wher eupon,
ERIC M MARKELL
havi ng been first duly sworn, was called as a w tness

herein and was exani ned and testified as foll ows:

DI RECT EXAMI NATI ON
BY MR GLASS:
Q Good norning, M. Mrkell. WIIl you please

state your position with Puget Sound Energy.

A I am the Senior Vice President for Energy
Resour ces.
Q Did you prepare testinony for this

proceedi ng?

A I did.

Q Were your direct testinony and exhibits,
Exhi bits 131 through 173, prepared by you or under your
direction?

A They were.

Q Were your suppl emental testinony adopting
portions of Charlie Black's testinony, Exhibits 174
t hrough 181, prepared by or under your direction?

A It was.



0094

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Q And were your rebuttal testinony and
exhibits, Exhibit 182 through 184, prepared by you or
under your direction?

A They were.

Q Have you identified any errata in your
testinmony or exhibits?

A No.

Q Are you prepared today to answer questions
about your testinony and exhibits?

A I am

MR, GLASS: Your Honor, M. Markell is ready
for cross-exam nation.

JUDGE MOSS: All right. You often will nove
for the admi ssion of his exhibits, and we'll determ ne
whet her there may be any objection at this tine. Do you
want to go ahead and do that or wait unti
cross-exam nation is conplete?

MR. GLASS: No, that's perfectly fine.
would Iike to nmove Exhibits 131 through 184HC into the
record, please

JUDGE MOSS: |s there any objection to any of
t hese exhibits?

Hearing none, they will be admitted as
mar ked.

And we didn't establish an order of
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cross-exam nation, would Staff prefer to go first?
MR. CEDARBAUM | can do that, Your Honor
perfectly fine with ne.
JUDGE MOSS: Unl ess soneone has a strong
preference, that what's we'll do

MR, CEDARBAUM  Thank you.

CROSS- EXAMI NATI ON

BY MR. CEDARBAUM

Q Good norning, M. Markell
A Good nor ni ng.
Q Again, nmy name is Robert Cedarbaum [|'m

representing Conm ssion Staff, and my questions concern
your Exhibit 182, which is your rebuttal testinony. And
in that testinony, you discuss the disagreenent that

exi sts between the conpany and Staff regarding the

cl ause of the Frederickson contract that allows either
party of that contract to withdraw fromthe contract in
the absence of Commission rate nmaking treatnent of the

Frederi ckson costs by a certain period of tine; is that

correct?
A Yes.
Q And just to kind of get some context here,

it's your understanding the Staff position with respect

to that clause is that that clause is not consistent
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with the public interest, and the conpany disputes that

concl usi on?

A Correct.
Q Is it correct that the -- and I will just for
shorthand, | will call the clause we're talking about

the WUTC approval clause; is that okay with you?

A O course.

Q Is it correct that that clause was negoti ated
as part of the overall contract negotiations?

A Yes.

Q If you could turn to page 4 of Exhibit 182,
your rebuttal testinony, at line 11 and then on through
line 14 you discuss sonme approvals that you --

MR, GLASS. He needs to catch up

MR, CEDARBAUM  Sorry.

JUDGE MOSS: And could you give ne the page
reference again?

MR. CEDARBAUM Page 4, and |I'm | ooki ng at
line 11.

JUDGE MOSS: Thanks very much.

BY MR. CEDARBAUM

Q Just let me know when you're at that page,
M. Markel |
A Okay.

Q You reference sone governnmental approvals
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1 like the Hart Scott Rodi no Act and Federal Power Act

2 approval s; do you see that?

3 A | do.

4 Q Is it correct that other than the WJTC

5 approval clause the parties negotiated in the

6 Frederi ckson deal that there are no approvals required

7 by this Commi ssion?

8 A As far as | know.

9 Q At lines 17 to 18 of the sane page, you state
10 t hat :

11 Prudent managenent practice dictates

12 that a business elinminate or reduce the

13 i mpact of risk factors where possible.

14 Do you see that?

15 A | do.

16 Q Wul d you agree that generally speaking that

17 when a conpany engages in those practices to reduce or
18 elimnate risk, there's a cost attributable to that

19 practice?

20 A Not al ways.

21 Q Can there be?

22 A Fromtinme to tine, yes.

23 Q Wul d you agree that the Conm ssion when it

24 sets rates for this conpany or any other conpany that it

25 regul ates, that it includes the costs of prudent
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managenent in the rates that the conpany is allowed to
recover?

A I'"'m not sure what you mean by prudent
managenent .

Q Well, I will just use your phrase, prudent
managenment practice, on page 4. |Is it correct that when
the Comnmi ssion sets rates for a regul ated conpany it
all ows the conpany to recover the cost of prudent
management practice?

A. I think that's generally the case.

Q Wth respect to the Frederickson contract, is
it correct that the seller in this contract was itself
concerned during the negotiations about the tinme period
in which this Conmm ssion would be processing this case?

A | think it would be a nore accurate
characterization to say that they wanted to understand
what the process woul d be.

Q Let me ask you to turn to your Exhibit 184HC,
and that's -- can you confirmthat that's the conpany's
response to Staff Data Request Nunmber 687

A Counsel is going to have to |ocate that
response.

JUDGE MOSS: It would be your premarked was
EMMHA47HC. It's identified in this record as Exhibit

Nunber 184HC. It's one of Staff's cross-exam nation
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exhibits | believe, or no, it would be your exhibit,
EMM
Q Do you have that in front of you?

| do.

JUDGE MOSS: Let ne interject here. This is
our first encounter with a confidential exhibit, and so
I think it's inportant to be nmindful and nmeke the
wi tness m ndful that we are dealing with something
that's confidential here. And so |'msure M. Cedarbaum
will be careful in his questions, and you will need to
be careful in your answers so that there is not sone
i nadvertent waiver of confidentiality. And if we need
to, we'll take steps to protect, but | just want to say
that. This is the first time, | won't repeat that, so
everybody remain mndful of it.

Thank you, M. Cedarbaum | apol ogize.

MR. CEDARBAUM  Thank you, Your Honor, |
understand this is on blue paper so | will try to be
careful, especially careful

JUDGE MOSS: And a very attractive blue at
t hat .

MR. CEDARBAUM Al though | would note for the
record, Your Honor, that -- and |I'm | ooking at page --
what's marked as page 2 of 32 in Exhibit 184, and

woul d direct the witness's attention to the first ful
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sentence of the first full paragraph on that page, and
woul d just note for the record that | believe the
conpany has marked for identification a

cross-exam nation exhibit of Conmi ssion Staff where
Staff quoted this particular sentence, and they
submtted it to us on white paper, so | don't know if
this is confidential or not.

JUDGE MOSS: Well, let's be mindful, we have
two requirements on confidential exhibits. One is that
they be filed on the col ored paper as you refl ected.

The other is that the confidential material on the pages
be highlighted, and it does not appear to ne that this
is highlighted, therefore | would assune it is not in
fact, that sentence at least, is not confidential. |Is
this a reasonable assunption on my part, or was there an
oversi ght?

MR. GLASS: Your Honor, with regard to that
exhibit and with regard to the EPCOR transaction
docunent itself, which is itself another exhibit to Eric
Markell's testinony, the entire contract is highly
confidential. However, in conversations with
M. Cedarbaum | think we had agreed that the actua
| anguage of the regulatory approval clause could be
treated as non-confidential. However, it's difficult to

exci se out blue fromwhite paper on that exact page.
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But the conpany's sensitivity with regard to the actual
approval clause itself does not nerit the highly
confidential.

JUDGE MOSS: All right, so M. Cedarbaum can
refer directly to this sentence w thout concern.

Go ahead, M. Cedar baum

MR. CEDARBAUM  Thank you, sorry for that
del ay.
BY MR CEDARBAUM

Q Anyway, M. Markell, |ooking at Exhibit 184,

page 2 of 32, it states in that first full paragraph:
I n Septenber during the negotiations of
the purchase and sal e agreenent, FPLP,
which is the seller, expressed concern
about the length of tine necessary to
obtain WUTC approval .
Do you see that?

A | do.

Q If the WUTC approval clause had not been
included in the contract, isn't it correct that FPLP
woul d not have had that concern?

A That is probably true.

Q If you could now turn to page 6 of your
rebuttal testinony.

A (Conplies.)
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Q Ckay, at lines 19 to 20, you refer to a
sentence in the PCA settlement fromthe |ast --
conpany's |l ast general rate case; do you see that?

A | do.

Q And that sentence is:

One objective of a new resource
proceeding is to have a new power cost
rate in effect by the time the new
resource would go into service

Do you see that?

A | do.

Q Is it correct that the new resource
proceedi ng was not intended to circunvent or elininate
or reduce this Comm ssion's prudence review process?

A. Well, 1 wasn't involved in negotiation of
what that proceeding would be like, so it would be

specul ation on nmy part to talk about its intent.

Q Well, you included it in your testinmony --

A I did.

Q -- so | assunme you feel qualified to -- let
me finish.

So | assune you felt qualified to testify on
it and answer questions about it.
A | do.

Q And ny question is, is it correct that the
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PCA settlenment specifically with respect to that clause
did not intend to either circunvent or change this
Conmmi ssi on's prudence revi ew process, other than perhaps
in reducing the amount of time that it m ght take?

A | think that's a fair statenent.

Q And that the intent, if you know, of this
particular clause was to try to make it occur that the
rates to recover a new resource would go into effect
about the tine that a new resource actually went on
line?

A Yes.

Q At the bottom of the sane page 6 and on to
the top of page 7, you state that it was inportant for
t he conpany to understand precisely what the Comm ssion

expects of the conpany with respect to a prudence

review. |s that a fair characterization?
A. Correct.
Q Are you saying that the conpany didn't

under stand what this Conm ssion intended by a prudence

revi ew?
A. No.
Q Isn't it correct that M. Gaines in his

what's been marked for identification as Exhibit 16,
which is WAC 6, has a fairly detail ed explanation of --

I think which includes prior orders and statenents and
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policies of this Comm ssion which specifically set forth
what the prudence review is about?

A That's true.

Q Was there anything about those statenents the
conpany didn't understand?

A. | don't -- | wouldn't say we didn't
understand them but in the context of those orders and
various other conmmuni cations fromthe Conmi ssion
regardi ng historical descriptions of our planning and
anal ysis capabilities being inadequate, inadequate
processes, inadequate comunications with our board of
directors, we viewed the Frederickson acquisition as
sort of a neans to affirmthat with respect to those
standards that you have referred to that our procedures
and anal ysis and data and our conmuni cations with the
board at least with respect to the Frederickson facility
wer e adequate and nmet those standards, and that is what
is valuable to the conpany about the PCORC proceedi ng.

Q But the conmpany understood all those
standards and requirenents going into this acquisition,
didn't it?

A We understood the plain | anguage of the
st andards, but we are now here describi ng what we have
actually done with respect to our plans and our

anal ysis, and the approval of the Conmi ssion with
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1 respect to the resource is an affirmation that indeed we
2 have nmet the burdens set forth in those genera

3 st andar ds.

4 Q My final question for you concerns the bottom
5 of page 7. Actually I"mlooking at line 17 of page 7

6 where you state that you included | anguage to the effect
7 in the solicitations, and that refers back to the 2002

8 solicitations:

9 And conmuni cated our intent to resource
10 owners and devel opers who responded, and
11 none of them bal ked at the prospect of
12 Commi ssi on scrutiny.

13 Do you see that?
14 A | do.
15 Q Did any of the resource -- let nme retract

16 that and rephrase.

17 Did every resource owner or devel oper that

18 you solicited respond to this solicitation?

19 A. Respond to this phraseology in the

20 solicitation?

21 Q Respond to the 2002 solicitations that you

22 reference in your testinony.

23 A. I don't think I would have a way of know ng
24 if every resource owner responded to our solicitation

25 I think we have provided a |ist of all that did.
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MR, CEDARBAUM  Ckay, thank you, M. Markell
those are all ny questions.

JUDGE MOSS: Do other parties have
cross-exani nation for M. Markell?

MR, VAN CLEVE: | CNU does not have any
guestions, Your Honor.

MR, BROOKHYSER: No questi ons.

JUDGE MOSS:  All right, then it would appear
that we are ready for questions fromthe Bench prior to

any redirect.

EXAMI NATI ON
BY CHAI RWOMAN SHOWALTER:

Q I just have one pretty general question. You
mentioned a little bit about risk, and | think given a
certain level of risk, the Commission or anyone else for
that matter, a utility or Wall Street, |ooks at how the
risk is shared between sharehol ders and rate payers. M
guestion is whether the electricity environnment today is
nore risky in an absolute sense than it was say five
years ago?

A From - -

Q In other words, is there nore risk in genera
to allocate?

A | suppose the answer to that depends on where
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one is in the electricity value chain. M perspective
generally is fromthat of a generator, soneone wants to
build their own or operate generation, and | have been
i nvol ved doing that since 1978 with the passage of the
PURPA | egislation. | don't, fromny persona
perspective, | don't think there's been ever a tine
since 1978 when the regulatory groundwork in the state
and federal |egislative groundwork is as confused as it
is today for soneone who wants to get in the generation
busi ness.

Q Does that nean that wi thout |ooking at the
al l ocation of risk between sharehol ders and rate payers
that collectively at this particular nonent in tine the
rate payers and the sharehol ders are paying nore for
that risk than they were say 10, 15 years ago?

A I think the irony is that perhaps
sharehol ders and | think al nbst certainly custoners have
been sort of getting a free ride on the -- at the events
of the last three or four years. An enornous anount of
capital has been | ost by capital providers, both debt
and equity, and at least $10 Billion of debt has been
rolled over in nerchant projects sort of with no rea
hope that it will ever be taken and ultimtely
anmortized, so there are still nore | osses to cone.

These capital subsidies in ny view are sort of having a
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depressing price on -- depressing effect on current
mar ket prices, and until these events clear out of the
mar ket, we're probably not going to see a kind of a

bi d- and- ask market for a generation that's sort of
sensi bl e.

Q In one of your answers to M. Cedarbaum you
intimated that there nay be tinmes when an action can
reduce overall risk and not necessarily shift it from
sharehol ders to rate payers or vice versa. Did
understand your intimation correctly?

A Yes.

Q And could you give ne an exanple of what you
mean or expand on what you neant?

A. Well, | think a case in point with respect to
t he Frederickson transaction, we sort of view cost as
ri sk, and we expended a great deal of tine and effort to
structure the transaction in a way that would be tax
efficient, nmeaning incurred the | east amount of taxes
that would have to go into the acquisition cost. Those
efforts proved to be productive, and the cost of the
project to the buyer was reduced about $6 MIlion, and
the cost to the seller of the transaction was reduced
about a mllion and a half. You know, | don't know
that's a shifting between sharehol ders and customers.

The custonmers ultinmately benefit fromthat, and the
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capital providers have to therefore put up |l ess capita
and aggregate to secure that transaction.

Q So in general if a utility is selecting or
maki ng a choi ce anong alternatives say under its |east
cost plan or general planning abilities, at the point it
sel ects one and gets sone degree of approval, | don't
want to use that termtechnically, but at that point
don't both the sharehol ders and the rate payers have
some degree of |ess risk, because they both know the
choi ce that has been made relative to the unknown
future?

A | think all the parties benefit if our -- a
conmpany's practices and procedures and anal ysis have
good results and the Commi ssion in its oversight of
those processes and procedures finds themto be adequate

or robust. Everyone benefits fromthat process.

Q Al right. And then ny |last question, on
page 9 of your rebuttal testinmony, Exhibit 182, |'m
sorry, there was a point in your testinony, | can't seem

to find it right now, where you say you were not asking

for prior approval; is that correct?

A That's correct.

Q This is page 7, line 21. But you go on to
say:

However, we do ask the Comm ssion to
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assess PSE's actions in the context of
the P-CORC
Are people calling this PCORC or what?
MR. CGLASS: P-C-OR-C works fine
CHAI RMOVAN SHOWALTER:  Al'l right.

BY CHAl R\OMVAN SHOWALTER

Q And |'m just wondering if you could clarify
what you nmean by assess. What are you asking us to do
here when you say you're asking us to assess PSE s
actions?

A Well, | think that if the Commi ssion grants
the conpany the relief it's asked for, at |east
impliedly it tells us that again our processes, our
anal ysis, the way we went about our decision making with
respect to this specific transaction net the burdens of
proof set forth in the Conm ssion's standards for

prudent managemnment practice.

Q And how is that different from prior
approval ?

A Wel |, perhaps this is semantics, but when
t hi nk about prior approval, | think about bringing a

generic resource to the Comm ssion in advance of
transacting around it, saying if | were to, you know,
bring a plan of thus and so technol ogy or thus and so

size at thus and so cost, could |I have a decision today,
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and if | do that it will go into rates. That's how we
t hi nk about prior approval.

Q So your distinction is that here virtually
all of the details are known, and we are assessing or

gi ving our approval or putting into rates sonething that

we can, in fact, look at today in all its particulars --
A That's --
Q -- versus a bit of a pig in a poke; is that

what you're sayi ng?
A. Exactly.
CHAl RMOVAN SHOWALTER:  Thank you, | have no

further questions.

EXAMI NATI ON
BY COWM SSI ONER HEMSTAD:

Q Well, just followon to the initial inquiry
of the Chair, you stated that with regard to generation
risk it's more confused today than at any tine since
1978, and | think you went on to say that there had been
a huge loss of capital, but that has been primarily | ost
by i ndependent power producers, not by vertically
i ntegrated conpani es hol di ng generation; isn't that the
case?

A | don't know | have seen data on that.

Certainly the unregul ated subsidiaries of integrated
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utilities such as Duke, for exanple, Duke's sharehol ders
at the holding conpany | evel have suffered greatly from
their activities.

Q And | guess | would put in the |IPP category
t hose unregul at ed subsidi aries of the regul at ed
utilities. So there's quite a difference between the
unregul ated generation and the vertically integrated
utility when it comes to assessing generation risk;
isn"t that the case?

A Yes.

Q And a strong handed, relatively strong handed
vertically integrated utility could, in fact, actually

have lower risk in the current environment than higher

risk?
A. I would agree with that al so.
COW SSI ONER HEMSTAD:  That's all | have
COW SSIONER OSHIE: | don't have any

questions of M. Markell, thank you.

EXAMI NATI ON
BY JUDGE MOSS:
Q I have just one related to an apparent
factual dispute with respect to your testinony
concerning the effect of the regulatory approval clause

on the price of the acquisition vis a vis M. Elgin's
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testinony, which is that it caused the price to
i ncrease, and you testify that it caused the -- the
i nclusion of that clause and the factors surrounding it
caused the price to be lower. |1'mlooking at page 9 of
your rebuttal testinony, the question at line 9. And
then as | studied the prefiled materials, | canme across
PSE Cross-exani nation Exhibit Nunber 21, which in this
record is Exhibit 288, and apparently the conpany
proposes to use that when cross examning M. Elgin
Are you famliar with that PSE cross-exam nation
exhibit? It's the UTC Commi ssion Staff Response to Data
Request Number 8 from PSE.
A | don't believe that | am

JUDGE MOSS: Could you provide your witness
with a copy of that, please

MR. CEDARBAUM  Your Honor, what was the
nunber ?

JUDGE MOSS: |I'msorry, it's Exhibit 288 in
our record, PSE Cross-Ex. 21

MR, CEDARBAUM  Thank you.

JUDGE MOSS: For M. Elgin.
BY JUDGE MCSS:

Q And the focus of the factual dispute appears

to be how one views the depreciation, | will call it

depreciation adjustnment for |ack of a better phrase.
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You and M. Elgin seemto be taking opposite views of
how that was affected, and I would |like to have you tel
us, if you will, for purposes of your exam nation today
how t hat worked wi t hout of course disclosing anything
confidenti al

A. I would be happy to do that. | guess | would
| ook to my counsel to advise whether or not kind of
descri bing negotiating strategy and tactics trips over
the confidential process.

Q I"'mnore really focused and interested in the
dol I ar inpacts which are disclosed on a non-confidentia
exhibit. The exhibit I referred you to, Request Nunber
8 for exanple, discusses in the second paragraph of the
response fromM. Elgin his view of what happened in
terms of days and dollars, and you seemto take a
di fferent view based on your response at page 9 of 10 of
your rebuttal testinony. And so | would like to have
your view on the record here today basically responding
if you will to that second paragraph in Exhibit 288.

MR, GLASS: M. Markell, | think you should
just go ahead and answer the question fully.

Q | don't really care about the negotiation
strategy and so forth that went into this. I'm
interested in the results.

A Well, | will address the results, but the
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strategy and tactics were inportant to this. It was a
relatively at least initially sort of a soft market with
respect to negotiating with all the sellers, and we
wanted to negotiate in our letters of intent and terns
sheets all the flexibility we could possibly get. W

al so wanted to have tactics that would allow us to
negoti ate downward price revisions with the sellers, and
we needed sone sort of, | don't know, trade bait if you
will to do that.

And one of the things was to utilize the
regul atory approval process, sonething we absolutely had
to have. And to do that we then argued that, and oh, by
the way, since you're sitting on an asset that may wel
be causi ng you non-cash depreciation | osses, the |onger
you have it, we and our custoners should be entitled to
t hose non-cash benefits with respect to our purchase
price. And ironically sort of the longer this dragged
on during this negotiation period, the nore beneficia
it was for our custoners.

There got to be a point when we were | ess
confident that the PCORC process would occur in sort of
the five month time frame as perhaps we were hopeful it
woul d, and we were concerned that it -- we mght need
| onger tine than that, say 180 days or even |onger than

that, and we didn't want to put the Commission in a
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position of acting as if we were putting the gun to your
head with respect to, you know, drop dead dates and
agreenents. So there was a | ot of negotiation around,
you know, how long could this really drag on, and there
were also a variety of other comrercial issues open on a
whol e set of other conditions that were open.

And at the end we sort of had this resolution
that we woul d back off our 30 day period, we | ocked down
on the amount of the depreciation price adjustnment, and
we settled all the outstanding conmercial issues that
were then available. So we viewed it as a nmeans and
nmet hods to gain price reduction, not to increase price.

JUDGE MOSS: Okay, thank you, very thorough

answer .

EXAMI NATI ON
BY CHAI RAMOVAN SHOWALTER:

Q | have a followup to Comm ssioner Henstad' s
qguestion in which he asked you to conpare the riskiness
of a utility's acquisitions versus independent power
producers, and | don't want to put words in his nouth,
but I think that the question alluded to a theory which
is very plausible that regulated utilities have a nmeans
to ensure their revenues, at least if they are prudently

i ncurred, and the opportunity to ensure them because
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there are custoners and there's a regulator there to set
rates, and it is an entirely plausible theory.

My question to you is whether you in your own
direct experience in the |ast year or two observe that
Wal| Street analysts share that theory. It seens to me
that they view the regulator as its own risk in
di sregard of what the overall schene is about and that
that is part of what drives the desire to have some
degree of assurance, approval, or other confort from
regul ators that didn't used to be there. Could you
conment on that?

A My first coment would be | don't think I can
speak fully for Wall Street, the comrunity of Wl
Street analysts. But having said that, I would say that
generally my inpression is that when they speak of
regul atory risk, they are | ooking at several factors,
not only the activities that a state conm ssion goes
through with respect to rate making activity, but
they're all obviously very focused on what the FERC is
doing both in ternms of its case specific actions and its
general policy statenents.

And for utilities such as Puget Sound Energy
t hat have enunciated a plan, a strategic plan to be a
| oad serving vertically integrated utility, and one that

happens to be short a good deal of energy, they | ook at
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us and say, well, you've got issues to deal with with
your commi ssion, you have a history that this current

managenment team i s addressing.

Q When you say they, do you nmean Wall Street
anal ysts?
A Yes.

And you' ve got a |lot of unknowns com ng out
of Washington D.C. with respect to RTO s, SMD, the OGE
process, and who knows what el se, and they say all those
factors together nmake capital providers cautious.

CHAI RWOVAN SHOWALTER:  Thank you.

JUDGE MOSS: That appears to conplete the
questions fromthe Bench, so is there any redirect?

MR, GLASS: No, thank you, Your Honor.

JUDGE MOSS: Okay, M. Markell, we appreciate
your testinony today, and we'll release you fromthe
Wi t ness stand but ask that you renmin avail abl e subj ect
torecall if we need you later in the process.

VR. CEDARBAUM  Your Honor --

THE W TNESS: Thank you.

MR, CEDARBAUM  Your Honor, |'msorry.

JUDGE MOSS: ©Oh, did you have sone follow up?

MR, CEDARBAUM | didn't think I was giving
up my opportunity to ask a couple of questions based on

t he commi ssioners' questions.
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JUDGE MOSS: Typically we don't have
redirect, that's why | skipped over you, but if you have
a followup question, M. Mrkell, I'msorry, you wll
have to take another nonent of tension here after having
taken a deep breath.

MR, CEDARBAUM  You thought you were off the

hook.

RECROSS- EXAMI NATI ON

BY MR CEDARBAUM

Q Just followi ng up on a couple of questions
fromthe comri ssioners. 1Is it correct that the
regul atory approval clause that we have been tal king
about allows the conpany or the seller to withdraw from
the contract if this Comm ssion doesn't allow rates
sufficient to allow recovery of the Frederickson costs?

A Yes, subject to nanagenent exercising its
di scretion.

Q And as far as you know, there is no issue
anongst the parties that the conpany's costs for
Frederi ckson should be recovered; is that right? That's
an uncontested issue in this proceeding?

A. Yes, that is how it has eventuated, yes.

Q And if the Comm ssion approves that

recommendati on, then the conpany has the ability to go
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forward with the acquisition?
A Yes.
Q Now with respect to this particul ar

acquisition, isn't that preapproval ?

A. Well, in ny dialogue with the Comm ssion
Chai rperson, | think | described to you how | view the
phrase preapproval. This particular set of facts isn't

within how | would define it.

Q But you are asking -- this clause of the
contract will allow the conpany to withdraw from
acquisition if it does not get rate making treatnent of
the cost?

A If it does not get rate meking treatnent
whi ch in our judgnment allows us to nove ahead.

MR. CEDARBAUM  Thank you, those are all ny
guesti ons.

JUDGE MOSS:  All right, fine, well, now you
can take a second deep breath and relax, M. Markell
Agai n, thank you.

(Di scussion on the Bench.)

JUDGE MOSS: W' Il go ahead and call our next
wi t ness then.

MR, GLASS:. Puget Sound Energy would like to
call M ke Granowski, please.

JUDGE MOSS: Pl ease raise your right hand.
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(Wtness M chael Granowski was sworn in.)

JUDGE MOSS: Thank you, please be seated.

Wher eupon,
M CHAEL GRANOWSKI
havi ng been first duly sworn, was called as a w tness

herein and was exani ned and testified as foll ows:

DI RECT EXAMI NATI ON
BY MR GLASS:
Q Good norning, M. Ganowski. Could you

pl ease state your enployer, title?

A I'"m director at Navi gant Consulting.

Q Are you appearing on behal f of Puget Sound
Ener gy?

A Yes, | am

Q Did you prepare testinony for this

proceedi ng?

A Yes, | did.

Q Were your direct testinony and exhibits,
whi ch have been marked as Exhibit 101 through 123,
wherein you adopt certain portions of Charlie Black's
testi nony and exhibits, prepared by you or under your
direction?

A Yes, they were.



0122
1 Q Have you identified any errata in those

2 testinony or exhibits?

3 A | have not.

4 Q Are you prepared today to answer questions --
5 A Yes, sir

6 Q -- about your testinony and exhi bits?

7 A Yes, | am

8 MR. GLASS: Your Honor, M. Ganowski is

9 ready for cross-exani nation

10 JUDGE MOSS: Did you want to nove his

11 exhi bits?

12 MR, GLASS: Absolutely, | would nove exhibits
13 101, 102, and | believe 105 through 123 into the record.
14 JUDGE MOSS: All right, with a snal

15 correction that it's 106 through 123, is there any

16 obj ection?

17 Heari ng no objection, those exhibits will be
18 admi tted as marked.

19 I will just note for the record that we did
20 not use nunbers 103 through 105 in order to sinplify the
21 nunberi ng conventi ons.

22 And the witness is available for

23 cross-exam nation, M. Cedarbaum

24 MR, CEDARBAUM No questions.

25 JUDGE MOSS: No questions.
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Do any other counsel have questions for
M. G anowski ?

MR. VAN CLEVE: No questions.

MR. BROOKHYSER: No questi ons.

JUDGE MOSS: Well, M. Granowski, likely the
easiest time you will ever have on the wi tness stand.

Does the Bench have any questions?

CHAIl RWOVAN SHOMALTER:  No.

COW SSI ONER HEMSTAD:  No.

COW SSI ONER OSHI E:  No questi ons.

JUDGE MOSS: Even | do not have a question.
Wth that, we thank you for appearing today to sponsor
and present your testinony, and of course it will becone
a part of our record as adnitted, and we will release
you fromthe stand subject to recall should we think of
any questions |ater.

THE W TNESS: Thank you very nuch, Your
Honor .

JUDGE MOSS: Thank you, sir.

Well, we're making such great progress |
think we should exploit the monmentum and call our third
Wi t ness.

MR, GLASS:. Puget Sound Energy would like to
call Julia Ryan, please.

JUDGE MOSS: Ms. Ryan, please raise your
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ri ght hand.
(Wtness Julia M Ryan was sworn in.)

JUDGE MOSS: Thank you, please be seated.

Wher eupon,
JULIA M RYAN,
havi ng been first duly sworn, was called as a wtness

herein and was exani ned and testified as foll ows:

DI RECT EXAMI NATI ON
BY MR GLASS:
Q Good norning, Ms. Ryan. WII| you please

state your position with Puget Sound Energy.

A. I am Vice President of Energy Portfolio
Managenent .
Q Did you prepare testinony for this

proceedi ng?

A Yes, | did.

Q Were your direct testinony and exhibits,
Exhi bits 191 t hrough 200, prepared by you or under your
direction?

A Yes, they were.

Q Were your rebuttal testinony and exhibits,
Exhi bits 201 t hrough 208, prepared by you or under your

direction?
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A. Yes, they were.
Q Have you identified any errata in these

testinonies or exhibits?

A No, | do not.

Q We filed errata | ast week

A. I'"m sorry, okay.

Q And those, | will nmake a statenent, please

correct me if I"'mwong, those errata were filed and
t hey have been passed out to the parties?
A Yes.
Q Very good.
JUDGE MOSS: You filed revised pages?
MR. GLASS: Yes.
JUDGE MOSS: So we have those, they have no
doubt been substituted?
MR. GLASS: Correct.
JUDGE MOSS:  Fine.
BY MR GLASS:
Q Are you prepared to answer questions today
about your testinony and exhibits?
A Yes, | am
MR. GLASS: Your Honor, | shall nove to have
Exhi bits 191 through 208 noved into the record, please.
JUDGE MOSS: Any objection?

Heari ng none, those will be admtted as
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mar ked.
And the witness is available for
cross-exam nation, M. Cedarbaum
MR. CEDARBAUM No questions at this tine.
JUDGE MOSS: Do any other parties have
gquestions for Ms. Ryan? |CNU has an exhibit, so surely
you have a question, Van Cl eve?
MR. VAN CLEVE: Yes, | do, Your Honor.

JUDGE MOSS: Al right.

CROSS- EXAMI NATI ON

BY MR. VAN CLEVE:

Q Good nor ni ng.
A. Good nor ni ng.
Q Can you tell us what the risk managenent

conmittee is?

A The ri sk managenment conmmittee is a group of
of ficers at Puget Sound Energy who direct policy,
approve procedures, and al so approve risk managenent
strategi es proposed by staff.

Q And are you a menber of the risk managenent
conmittee?

A Yes, | am

Q And what is your function on the conmittee?

A | along with other nenbers of the comittee
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1 approve strategi es proposed by staff, and I also work
2 with staff prior to neetings to understand what they
3 wi |l be proposing.

4 Q And what is your role with respect to risk
5 managenent within the conmpany?

6 A. As Vice President of Energy Portfolio

7 Management | direct risk managenent activities in the
8 short-termportfolio as well as the activities of our
9 gas supply operations team and our power supply

10 operations team

11 Q Do you consider yourself an expert in the
12 area of energy ri sk managenent ?

13 A | consider nyself know edgeable in the area,

14 yes. There's always nore to |earn.

15 Q Do you have Exhibit 77 available to you?
16 JUDGE MOSS: Who is that for?
17 MR. VAN CLEVE: That is a cross-exam nation

18 exhibit for M. Gaines.

19 JUDGE MOSS: So that would be one of the ICNU
20 cross-examni nation exhibits for M. Gaines?

21 MR. VAN CLEVE: Yes, it would.

22 JUDGE MOSS: Can the witness with provi ded

23 with a copy of that, M. d ass.

24 MR, GLASS: (Conplies.)

25 A So | have the package here in front of ne,
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coul d you repeat which exhibit nunmber we're | ooking at?
BY MR. GLASS:

Q It's Exhibit Nunmber 77, which up in the
ri ght-hand corner says |ICNU Cross-Exhibit 1.

A. Ckay.

Q And there's a page nunber, and | will be
referring to the page nunbers in the upper right-hand
corner. And this is a data response fromthe conpany;
is that correct?

A Yes, it is.

Q And down at the bottom under assigned witness
where it says JMR, does that refer to you?

A Yes, it does.

Q Let nme explain what this exhibit is first.
Certain materials were provided as described in the
answer fromthe risk nmanagenent conmttee neetings, and
they weren't in chronol ogical order, so what we have
done is reordered the pages so that they are in
chronol ogi cal order just so that it nmkes sense to you.

If you could turn to page 73.

JUDGE MOSS: Under what tab is that?

MR. VAN CLEVE: That is Decenber 13, 2001,
ri sk managenent conmttee neeting.

A Okay.

BY MR. VAN CLEVE:
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Q Are these the mnutes of the risk managenent

commi ttee from Decenber 13, 20017

A Yes, | believe they are.
Q And were you in attendance at that neeting?
A. Yes, | was. This was one of ny first

neetings after joining the conpany.

Q Were you an advisor to the risk managenent
conmittee prior to joining the conpany?

A I was a guest at the RMC neetings, sorry,
ri sk managenent committee neetings and working in an

advisory relationship for risk advisory services to the

conpany.
Q And - -
A Prior to Decenber 1, 2001.
Q And for what period of tine did you perform

that role?
A I was invited to cone to the neetings from

approxi mately October 2000 forward until July or August

of 2001.
Q And who did you work for at that tinme?
A I worked for Merchant Energy G oup of the

Ameri cas, which al so goes by the nane of MEGA
Q And when you attend the risk managenent
committee nmeetings, do you typically take notes?

A No, typically the staff takes notes, and then
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the notes are put into neeting mnutes, and that becones
our record.

Q Okay, | would like to ask you sone questions
speci fically about the Tenaska contract. Let me ask you
an introductory question. |If you could refer to the

July 25th, 2000, tab

A Okay.
Q And if you | ook at page 37.
COW SSI ONER HEMSTAD:  |'m sorry, | was

di stracted, page 37 of the sane exhibit?

MR. VAN CLEVE: Right, I'mgoing to be on
Exhibit 77 for a while here, and this is the July 25,
2000, tab.
BY MR VAN CLEVE:

Q Okay, what is this document?

A | believe this is a docunent, a presentation
made by some of mny colleagues to the risk nanagenent
conmittee neeting, risk nmanagenent conmittee who was
convened on this day.

Q And this is the conpany that you worked for
Mer chant Energy Group?

A Yes.

Q And they were, this conpany was advising the
ri sk managenent committee on ri sk nmanagenent issues?

A | believe this was one of the first neetings
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where we were advising on risk managenent issues
associated with the portfolio. Prior to this tinme we
were working nmore on procedures and processes.

Q Do you know i f you were involved in the
preparation of this document?

A No, | was not.

Q If you could refer to page 48, which is part
of the sane MEGA presentation, do you see the second
bul l et there?

A Yes, | do.

MR. VAN CLEVE: Your Honor, | would like to
ask if this statenent here is confidential. It was
produced -- | can refer to it without nentioning it, but
it mght be easier.

JUDGE MOSS: We'll put the question to
M. Gass. On this particular page you are talKking
about, page 487

MR. VAN CLEVE: Right.

JUDGE MOSS: Second bul | et.

MR, GLASS: | don't have any objection to
reading it into the record for our discussion here
t oday.

JUDGE MOSS: Thank you.

BY MR. VAN CLEVE

Q It says that:
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It is inportant to manage each item

along with the entire portfolio, e.g.

Tenaska and Encogen gas purchases.

Is that correct?

A. That's what it says, correct.

And do you agree with that statenent?

| do. | read that statement as saying that
it is inportant to look at all itens in a port -- as
part of an entire portfolio.

Q But isn't it also saying that it's inportant
to manage each item al so?

A Knowi ng how we nanaged our portfolio and how
we advi sed the conmpany, | think the proper reading of it
is that it is inmportant to ook at all the itens
t oget her.

Q If you could please turn to the Decenber
13th, 2001, risk nmanagenent comrittee m nutes, which are
in this same Exhibit 77. And I think that you have
al ready indicated that you were in attendance at this
nmeeting, but focusing on page 77, are you fanmliar with

this docunent ?

A Yes, | recall it fromthe neeting.
Q Do you know who created it?
A My staff did, the energy risk nmanagenent

staff.
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Q So you were involved in the preparation of
the strategy?

A I was aware that they were going to be
presenting this at the neeting.

MR. VAN CLEVE: Your Honor, |I'm going to ask
a series of questions about this docunment, pages 77
t hrough 86 of Exhibit 77, and | think | need to refer to
i ndi vi dual statements and nunbers in the document, so
guess we should -- maybe we could ask the company again
if this is all confidential at this point.

JUDGE MOSS: G ve ne a minute.

(Di scussion on the Bench.)

JUDGE MOSS: Let ne ask, M. dass, unless
you can just tell us right now that there's no
possibility that any of this stuff can be disclosed into
the record, if this would be a good nonment for our
norni ng recess, and you and M. Van Cl eve coul d di scuss
whet her there are portions or whatnot that he could
refer to and other portions where perhaps he could
construct his questions in a way as to just do it hy
reference, would that be a useful exercise?

MR. CGLASS: That woul d be useful.

JUDGE MOSS: All right, well, let's take a 15
m nute recess, and we will resune at about 11:00 there

on the wall clock
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(Recess taken.)

JUDGE MOSS: | have discussed with the
parties off the record the protocol for proceeding with
this line of questioning that involves certain
confidential information, and | have asked and | wll
repeat that anyone who is present in the roomat this
nmonment who is not a signatory to the confidentiality
agreement under the protective order in this proceeding
will need to | eave the room we are going into
confidential session. | amalso going to mute the send
function of our teleconference bridge line so that those
who are connected will also not be able to hear for the
duration of this line of questioning.

Once we have finished, M. Van Cleve is going
to tell us, and we will then turn the conference bridge
line send function back on, and we will send soneone out
into the hall to informthose who are waiting there that
they may return to their confortable seating. So with
that, I"'mgoing to hit the nute send, and | think ny
earlier announcenent apparently was effective so that
t hose who need to be out of the roomare out of the
room Qur doors are shut, and, M. Van Cl eve, you may
proceed with your questions.

MR. VAN CLEVE: Thank you.

(Confidential session.)
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JUDGE MOSS: All right, it appears that we
have conpl eted our confidential session with Ms. Ryan,
and so we will go back into non-confidential session at
this point where M. Gaines has been called to the
stand. And if soneone would inform anyone who is out in
the hall, | would appreciate that, and | have turned on
the tel econference bridge send function.

And, M. Gaines, once you are settled, if you
will rise and raise your right hand.

(Wtness WIlliam A Gaines was sworn in.)

JUDGE MOSS: Thank you very much, please be

seat ed.

Wher eupon,
W LLI AM A. GAI NES,
havi ng been first duly sworn, was called as a wtness

herein and was exani ned and testified as foll ows:

DI RECT EXAMI NATI ON
BY MR. GLASS:
Q Good afternoon, M. Gaines, please state your
position with PSE.
A. My position is Vice President Engineering and
Contracting.

Q Did you prepare testinony for this
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proceedi ng?

A Yes, | did.

Q Were your direct testinony and exhibits,

Exhi bits 21 through 26, prepared by you or under your
direction?

A. Yes, they were.

Q Were your suppl emental testinony and exhibits
adopting Charlie Black's testinony and exhi bits prepared
by you or under your direction?

A Yes.

Q Were your rebuttal testinony and exhibits,
Exhi bits 44 through 76, prepared by you or under your
direction?

A. Yes, they were.

Q We have filed on your behalf errata with
regard to sonme of these testinonies and exhibits; is

that correct?

A Yes, that's right.
Q Are there any additional errata?
A I think beyond the corrections nade this

norni ng, there are no others.
Q That is correct, Exhibit 58 which was the pie
charts has been corrected, thank you.
Are you prepared today to answer questions

about your testinony and exhibits?
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A Yes, | am
MR. GLASS: Your Honor, | would offer
Exhibits 71 and 76 into the record at this time, excuse
me, 11 to 76 into the record.
JUDGE MOSS: Okay.
MR, GLASS: | am ably hel ped here.
JUDGE MOSS: Had nme wondering there for a
m nute. That would shorten things considerably.
Al'l right, 11 through 76 have been noved for
adm ssion, any objection to any of these exhibits?
Hearing none, they will be admitted as
mar ked.
And | believe M. Gaines then will be
avai | abl e for cross-exam nation, M. Cedarbaum

MR, CEDARBAUM  Thank you.

CROSS- EXAMI NATI ON

BY MR. CEDARBAUM

Q Hell o, M. Gaines.
A Good afternoon.
Q I wanted to start off by asking you a

hypot heti cal question, and | would Ilike you to take
yourself back in time to 1997 when the conpany cane
before the Conmmission with its petition to restructure

the Tenaska contract and get Comnmi ssion approval to book
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the regulatory asset. Do you have that generally in
m nd?

A Yes, | think we will be going back in tine
often over the next day.

Q I would like you to assune that rather than
t he Conmi ssion approving that petition, the Comm ssion
reached the conclusion that the natural gas and electric
i ndustries were in a state of upheaval which presented
fundanment al uncertainties, and so the Conm ssion denied
the petition rather than granting it. Do you have that
hypot hetical in mnd?

A Yes, | have.

Q And if that had happened, | assunme then or is
it correct that the conpany woul d not have gone through
with the restructuring?

A | think that's a fair |ikelihood.

Q And we woul d be sitting here today in this
power cost only rate case applying an adjustnment based
on the prudence review 1.2% di sal | owance?

A That's correct, which | think is essentially
what we have done since 1994.

Q And that adjustnment would mrror Staff
wi tness M. School ey's adjustnment that he has presented
in his testinony; is that right, with respect to the

rate period?
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A. Well, | think M. School ey has a number of
adj ustnents that he suggests in his testinony, but |
think it includes the 1.2% prudence disal |l owance.

MR. CEDARBAUM Okay, and for the record,
Your Honor, that would be in Exhibit 304 for the rate
revi ew period and Exhibit 303 for the PCA audit period.
BY MR. CEDARBAUM

Q Let me turn fromthat hypothetical. On pages
6 and 7 of your rebuttal testinony, which is Exhibit 45,
at the bottomyou just outlined a bullet that describes
the first elenment of disagreenment you have with Staff
with respect to the Tenaska issues; do you see that?

A I hope | have the same pagi nation, but |I'm at

the bottom of page 6.

Q That's what | neant to say if | did not.
A Okay.
Q On the bottom of page 6 you have a bull et

that references the Tenaska di sall owance, the issue with
respect to the Tenaska di sall owance that Staff
recommends concerning the prudence review?

A Yes, that's the subject of this bullet.

Q And the prudence review orders that were
under discussion by Staff | think in the conpany's case
were the 19th and 20th suppl enental orders in that

UE- 921262 case?
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A That's correct.

MR. CEDARBAUM  Your Honor, | have marked for
i dentification Exhibits 82 and 83, those suppl enenta
orders, and | would offer themat this tine just for the
conveni ence of the Commi ssion. | understand that they
can always be referenced by official notice, but it
seened |ike a convenient way to go.

JUDGE MOSS: Yes, | have thought about that,
and | believe we will allow one set of themto be nade
part of our record. | wll note, however, while we're
on the subject that these are the sane as what have been
mar ked as 247 and 248, so we won't need to have them a

second ti me whenever we get to whoever's exhibits those

are.
And do you want to go ahead and nove thenf
MR. CEDARBAUM  Yes, | would, Your Honor
JUDGE MOSS: Al right, well, | can't inagine

there woul d be any objection to that, so they will be

admitted as marked.
BY MR. CEDARBAUM

Q On page 7 of your testinony, M. Gaines, you
state at the bottomthat the Comm ssion found that Puget
paid too much for the Tenaska agreenent because it
shoul d have factored in the value of dispatchability; do

you see that?
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A. Yes, | do.
Q Isn't it also correct that the Comm ssion
found that the -- reached the factual |egal conclusions

that the Commi ssion's management of Tenaska wasn't

prudent ?
A. Par don nme?
Q Didn't the Commission in its orders in the

19t h suppl enental orders reach the factual |ega
concl usions that the conmpany's decision to acquire
Tenaska was i nprudent?

A Yes, those orders talked a | ot about process
and docunentati on and determ ned inprudence.

Q And didn't the Comnr ssion after it reached
that inprudence conclusion, it |ooked at whet her or not
a di sal l owance was warranted in order to ensure that
rate payers woul d not pay the excessive costs with
respect to the Tenaska acquisition?

A It fromny reading of the supplenental orders
found i nprudence largely on process and docunentation
grounds, determ ned that there should be a disall owance,
and then proceeded to fashion a renmedy by working with a
nunber of alternative remedies that were proposed in
t hose proceedi ngs.

Q And all of those alternative renedies were

designed to ensure that rate payers would not be
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responsi ble for the excessive costs of Tenaska?

A O not responsible for the portions
deternmined to be inprudent.

Q If you could | ook at page, in Exhibit 82,

Fi nding of Fact 7 and 8, and this is on page 45 and 46
of that order, doesn't the Commission specifically state
that rate payers should not bear the extra costs with
respect to the Tenaska acquisition?

A I"m | ooking at paragraph 7 at the bottom of
page 45, and there's a phrase, rate payers should not
bear the extra cost.

Q And a sinilar sentence is used in Finding of
Fact Number 8 on the next page?

A. It says again, rate payers should not bear
the extra costs.

Q And as you indicated, the Comn ssion | ooked
at a range of disallowances with respect to Tenaska; is
that right?

A. That's my understandi ng, yes.

Q And is it correct or would you accept subject
to check that the range of disallowances went fromthe
1.2% that was adopted to 19.4%

A. I would accept that subject to check

Q I'"'mnot sure you need to reference it

specifically, but in your direct testinony in this
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proceedi ng you refer in pages 28 and 29 of that docunent
to the conpany's petitions on Tenaska and Encogen, and
you refer to the econom ¢ anal yses that were presented
to the Comm ssion at that time; do you recall that?

A Yes, | do.

Q Is it correct that the petitions and the
econoni ¢ anal yses that were presented to the Conmi ssion
in the Tenaska restructuring docket showed an
expectation of significant savings fromthe
restructuring?

A Well, they showed a projection or an
estimate, yes.

Q My question was, didn't they show an
expectation of significant savings fromthe
restructuring?

A Particularly in the case of Tenaska.

Q And is it your understanding that Staff
witness M. Elgin has included those, the petitions both
for Tenaska and Encogen, in his direct testinony?

A Yes, | believe | recall seeing those as
exhibits to his testinony.

Q Is it also correct that the conpany presented
to the financial comunity its expectations that there
woul d be significant savings fromthe restructuring of

the Tenaska and Encogen contracts?
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A ["msure it did in AK rel eases that were
prepared at the tinme and also in its 10-K and annua
report talk about the savings that were expected or
projected at that tine.

Q And if you could refer to Exhibit 84 for
identification, do you recognize this as the cover page
and then sone sel ect pages of the conmpany's 1997 annua
report to sharehol ders?

A Yes.

Q Looki ng at the second page of the exhibit
which is page nunber 5 of the annual report that's shown
at the bottomleft, bottomright, in the mddle colum
toward the bottomthere's a sentence that says, good

progress was achi eved; do you see that?

A Yes.

Q Is that with reference to the Tenaska
contract?

A Yes, |I'mal nost certain it is.

Q And so the conpany was telling sharehol ders

that there would be a reduction in power supply costs of

about $30 MIlion in 1998 and nore in com ng years?
A That's right.
Q On the next page of the exhibit, which is

shown as page 8 of the annual report, again in the

m ddl e colum, the second sentence down and the
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remai nder of that paragraph, is there also reference to
savi ngs in power supply costs with respect to the

Tenaska restructuring?

A That was a question?
Q Yes.
A. Yeah, it appears to be largely a restatenent

of what was on the prior page.

MR. CEDARBAUM  Your Honor, | woul d nove the
adm ssion of Exhibit 84.

JUDGE MOSS: All right, no objection, 84 will
be adnmitted.
BY MR. CEDARBAUM

Q Turning to Exhibit 85 for identification, and

| apol ogi ze, Your Honor, ny copy at least didn't quite
show very well the year that this is, but, M. Gines,
do you recognize this docunent on the first page as the
cover page to the conpany's 1999 annual report to

sharehol ders and then sone sel ected pages fromt hat

report?
A Yes.
Q And if we turn to the second page of the

exhibit, which is the third page of the annual report,
we see M. Weaver and at the top of the page, well, does
this also reference the Tenaska contract buyout?

A Yes. Again, this is reflective of our
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1 estimate of the cost savings at that tinme.

2 Q And the cost savings that you expected were a
3 17% reduction in the cost of power?

4 A At that tinme.

5 Q On the next page of the exhibit, which is

6 page 31 of the annual report, the right-hand col um

7 about in the mddle, that paragraph that begins in

8 Decenber 1999, that relates to power supply savings,

9 power cost savings fromthe Encogen restructuring; is
10 that right?

11 A You're at the paragraph that begins in

12 Decenber ' 99?

13 Q Yes.

14 A. This relates to the restructuring of the gas

15 supply contract that underlies Encogen, yes.

16 Q So that's the Cabot contract?
17 A Yes.
18 Q The conpany actually owns the Encogen

19 facility itself?

20 A It does as a result of an earlier purchase
21 transaction.

22 Q And then finally in this exhibit on the |ast
23 page, the first colum at the bottom the sentence that
24 begi ns, these revised arrangenents, there's also

25 di scussi on about power supply cost savings from Tenaska,;
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do you see that?
A Yes.
MR. CEDARBAUM  Your Honor, if | haven't
noved the adm ssion of 85, | would do that now
JUDGE MOSS: You have not, there apparently
is no objection, and it will be admtted as narked.
BY MR. CEDARBAUM
Q If | could have you just turn back to Exhibit
84 just for a second, this is the 1997 annual report,
the | ast page of the exhibit, there's a chart in the
m ddl e, and under the 1997 colum there's a nunber of
$215 MIlion. That's the Tenaska buyout; is that right?
A | believe that's right.
Q So that shows that the conmpany booked that
rate asset on its books?
A As a result of the accounting order being
approved.
MR. CEDARBAUM  Just give nme a mnute, Your
Honor, | will find ny place.
BY MR. CEDARBAUM
Q If you could turn to Exhibit 65, and at page
24 of the exhibit, and this is WAC 38 that's been narked
and admitted as Exhibit 65, just tell nme when you're
there and | wll continue.

MR, CEDARBAUM  And for the Conmi ssion, ny
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1 reference will begin on page 24 of that exhibit.

2 A Al right, | have what was narked as WAC 38,
3 and | am at page 24.

4 BY MR CEDARBAUM

5 Q Ckay, and this is a -- page 24 shows an

6 agenda that was presented to the conpany's board of

7 directors with respect to Tenaska restructuring on

8 Decenber 8, 1997; is that right?

9 A That's right.

10 Q And if you |l ook at page 26 of the exhibit, at
11 the top of the page in this presentation that was given
12 to the board, the board was informed that the

13 antici pated savi ngs, tax savings from Tenaska

14 restructure are approximtely $395 MIlion over the

15 remai ning 14 year life of the contract. Do you see

16 t hat ?

17 A As with the documents that you showed ne

18 previously, that was the anount of savings that we

19 esti mated based on the indicative gas price quotes that
20 we received at that time.

21 Q So the board of directors was inforned of

22 this expectation of significant savings over the

23 remai ning termof the contract?

24 A That's right, and also of the fact that the

25 savings mght not all nmaterialize or that nore savings
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m ght materialize as gas prices changed over tine.

Q Was there ever a presentation to the board
t hat showed that there would be no savings?

A No, | don't believe so.

And there would not be such a presentation

t oday.
Q If | could have you now turn to Exhibit 90.
Do you have it?
A Yes, | believe Exhibit 90 is a board

presentation dated April 4th, 2000.

Q That's correct. This is a, as you indicated,
a docunent that was provided to the board of directors
of the conpany on April 4th, 2000, with respect to the
restructuring of the Tenaska and Encogen contracts. It
was a di scussion including those topics.

A It included that. Wen | reviewed this
exhibit before, it appeared that this was in response to
a request fromthe board to review our then current
position with respect to stranded cost, total stranded
costs across the whol e power supply portfolio.

Q And part of the position with respect to
stranded costs was the conpany's restructuring of these
contracts? In other words, the restructuring reduced
the conpany's stranded cost exposure?

A Yes, that's correct.
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1 Q And that what's shown at the bottom as page
2 190 of the exhibit, that shows -- it's a bar chart

3 showi ng savi ngs that the conpany was presenting to the
4 board of directors with respect to Cabot, Encogen,

5 Tenaska, and Montana Power ?

6 A. Yes, again, and this tinme in April of 2000,
7 this was a projection of savings based on conditions

8 that existed at that time.

9 MR. CEDARBAUM  Your Honor, | would nove the
10 admi ssion of Exhibit 90.

11 JUDGE MOSS: Hearing no objection, it will be
12 admitted as marked.

13 BY MR. CEDARBAUM

14 Q I would like you to --
15 MR, CEDARBAUM  Wel |, Your Honor, just for
16 the record, | don't know how you want to handle this,

17 but Exhibits 87 and 89 are already part of Exhibit 77,
18 and | could either offer them again or w thdraw those
19 particul ar exhi bits, whatever your preference is.

20 JUDGE MOSS: Why don't you just not offer
21 them and we can refer to Exhibit 77 that's already in
22 the record.

23 BY MR CEDARBAUM

24 Q M. Gaines, if |I could refer you to Exhibit

25 88 for identification.
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A Yes, | believe | have that one.

Q And do you recogni ze this docunent as a risk
managenent conmmittee neeting notes and docunentation for
a June 13, 2000, neeting?

A Yes.

Q These were provided in response to discovery
requests in this case?

A. Yes.

Q If you could turn to the second page of the
exhibit, there's a reference to an El sea study,

E-L-S-E-A, study for 1998 to 2000, big net gains; do you

see that?
A Yes, | see the reference
Q Do you know what was neant by big net gains?
A. Well, as we responded to a data request in

this proceeding, which | believe relates to this
reference, we produced studies that | ooked at the
increase in the spark spread value of the Tenaska and
ot her gas fired generation.

Q Bef ore we nove on, can you just give a
definition of what you nmean by spark spread.

A Yeah, I"'msorry. | believe what was
happeni ng during this period was that of course we were
in the beginning of what ultimately becane the West

Coast energy price crisis, and both power and gas narket
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prices began to increase at rates and to |levels that
wer e unprecedented and unpredicted by anyone. But even
as this began, the power market prices noved up nore
rapidly than the gas market prices, so that the heat
rate or spark spread value of a gas fired generator
increased as a result. Anyone that controlled gas fired
generation could convert natural gas into power, and the
val ue of that conversion grew as a result of the

di vergence between gas prices and power prices.

Q And so just to return to Exhibit 88 again was
the June 13th neeting that refers to the El sea study,
and you indicated that that study was provided to Staff
in response to a data request, and is that data request
response what's now marked as Exhibit 91C?

A. | don't believe |I have that data response in
front of ne here.

MR. CEDARBAUM | did provide it to counsel

MR, GLASS: We're catching up, just a mnute.

JUDGE MOSS: Are we still searching for a
copy of 91C?

MR, GLASS: Yes.

We' ve got one.

A. Al right, I have in front of ne our response
to Staff Data Request 89.

BY MR. CEDARBAUM
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Q And when M. El sea spoke of big net gains,
his study was what's in Exhibit 91C, and if we | ook at
page 2 of 15 of the exhibit, what he did was he conpared
t he val ue of power from Tenaska with the cost of gas to
run Tenaska, and then the next columm of net better or

worse is the difference?

A That's right.
Q If you could turn to page 9 of this exhibit.
A I mght also say before we nove on though

| ooki ng back at the risk commttee neeting handwitten
notes --

Q M. Gaines, | actually don't have a question
pending to you about that, unless it's related to the
question | did ask you.

A. Well, it is. Wat M. Elsea' s study talks
about here is just exactly what you described, the
increase in the spark spread value of the plant. But
back on the handwitten notes where we started, there
was also a nmention of the increased option value of the
plant, and that's not a part of the analysis that we
have here from M. El sea.

Q But the analysis we do have for M. Elsea is
the support for the statement in the handwitten notes
of 1998 to 2000 big net gains?

A Particularly with respect to the increased
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heat rate val ue.

Q On page 9 of Exhibit 91C, and you will have
totell ne if you can speak freely about this, because
just don't know. Are you there?

A Yes.

Q Toward the bottom of the page there's a
sentence that begins, you can see that. And then at the

end of that sentence the words, heat rate play, appear

A Yes.
Q Can you just define what heat rate play is?
A I think | can describe howit's being used

here, and this is going to be inportant to the
under st andi ng of this throughout this whole proceeding.
We had a situation back in this period of time in the

| ate 1990's and around 2000 where the Tenaska generator
and the Encogen generator were essentially the nargina
resources on our system That is that in a nmerit order
di spatch based on variabl e operating costs, these would
be the last units to be dispatched and the first units
to be displaced in the service of our retail | oad.

And so | believe what M. Elsea is talking
about here is that when the generation from Tenaska and
Encogen is surplus to | oad needs, then it | ooks |like a
heat rate in the whol esale market. The conpany woul d

use that heat rate, buy gas, generate, sell power,
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realize revenues, which of course are netted against its
power costs. And then so that as our |oad grows over
time, as our retail custonmer needs grow over tinme, the
anount of this generation that's surplus to | oad needs
is reduced absent other changes.

Q M. Gai nes, does this exhibit say whether or
not Tenaska is available as a heat rate play?

A This page by itself does not indicate what
portion of Tenaska is needed for service to | oad and
what portion is needed -- is surplus to those needs and
therefore available for secondary sales. This page by
itself would not show that.

MR. CEDARBAUM  Your Honor, | guess | don't
know how I ong we'll need to be in a confidential session
or not, but I"'mfeeling cranped in ternms of how | can
ask this question.

JUDGE MOSS: Well, we have recogni zed
t hroughout this proceeding that there is a fairly
signi ficant amount of confidential information that's
been exchanged under the protective order and that it
m ght be necessary to go into confidential session from
time to time, so it cones as no surprise to anyone. And
| think if that's what we need to do, then let's do
that. |Is that what you think we need to do?

MR. CEDARBAUM | would I|ike to, Your Honor
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Again, | don't knowif it would |last very |ong or not,
but | think it's preferable.

JUDGE MOSS: All right, well, again then
those who, if any are in the room who have not signed
t he necessary agreenment under the confidentiality under
the protective order, | will have to ask you to | eave
the room and | will nmute the send function for the
tel econference bridge, and | will ask the reporter to
mark the transcript and so on as we are in confidentia
sessi on.

(Confidential session.)
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