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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 COMM SSI ON, Docket No. UE-031725
Vol unme |11

Pages 249 to 446

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 24, 2004, from10:00 a.mto 5:25 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 follows:

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 PUBLI C, by SIMON FFI TCH, Assi stant
Attorney Ceneral, 900 Fourth Avenue, Suite 2000,
Seattl e, Washington, 98164-1012, Tel ephone (206)
389- 2055, Fax (206) 389-2058, E-Miil sinmonf@atg.wa. gov.
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PROCEEDI NGS

JUDGE MOSS: Good norning, everyone. |
think, M. ffitch, you will want to enter your
appearance this norning.

MR, FFITCH. Thank you, Your Honor, good
norning, Sinon ffitch, Assistant Attorney General for
the O fice of Public Counsel

JUDGE MOSS: | believe that's our only new
appear ance today.

When we |l eft off yesterday we had M. Gaines
on the stand, and he remnins on the stand and, of
course, remnins under oath, and M. Cedarbaum was
focusing his attention on some confidential matters and
was going to try to get through all that in a set, and
so we will do that this norning.

I just want to make a comment for the benefit
of those who are on the bridge Iine nonitoring this
proceedi ng, whonever they may be, that we anticipated in
this proceedi ng because there is a |arge vol unme of
confidential information, nmuch of which concerns pending
or potential prospective transactions and so forth
that's sensitive, comercially sensitive, that it would
be necessary to go into confidential session fromtine
to time. And so when we do that, we ask that those who

are in the hearing roomwho have not signed the
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1 necessary docunment under the protective order in this
2 proceedi ng, that they |eave the room and we also nute
3 the send function of the tel econference bridge line so
4 that those who are nonitoring renotely are unable to

5 hear us. And, of course, we have that bridge |ine

6 avail able for nmonitoring at other tines in the hearing,

7 and it will be turned back on when we nobve out of our
8 confidential session, so | will be turning that off now
9 MR. CEDARBAUM  Actual ly, Your Honor,

10 believe that | can conplete all of ny questions in a
11 non-confidential setting.
12 JUDGE MOSS: Having said all that,

13 M . Cedarbaum has just informed nme that --

14 MR. CEDARBAUM  You were too fast on the
15 dr aw.
16 JUDGE MOSS: -- he thinks he can conplete his

17 cross-exam nation w thout reference to the sensitive
18 materials in such a way that we conproni se your

19 confidentiality, and so just note ny speech for future
20 reference, and we'll ask M. Cedarbaumto proceed with
21 the m crophones left on.

22 MR. CEDARBAUM  Thank you, Your Honor, |

23 didn't want to interrupt, you were too quick on the

24 button there.

25



0258

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Wher eupon,

W LLI AM A, GAI NES
havi ng been previously duly sworn, was called as a
wi t ness herein and was exam ned and testified as

foll ows:

CROSS- EXAMI NATI ON
BY MR. CEDARBAUM

Q M. Gaines, | don't think this next question
i nvol ves any confidential information to be divul ged,
but | did want to ask you sone clarifying questions on
Exhi bit 91C, and turning to page 2 of that docunent, and
the purpose of ny questions is just to clarify generally
what's in the colums that are listed on the m ddle of
that page 2. And is it correct that the colunmm that's
| abel ed power value increase refers to the val ue of
selling power to the secondary markets?

A Yes, that's right. | believe that's the
val ue of that portion of Tenaska generation that would
be sold in the secondary market.

Q And then the second columm that's | abel ed
cost of gas increase, that refers to the increase in the
cost of gas to serve the conpany's retail |oad?

A No, | don't believe so. | believe that's the

increase in the cost of gas associated with the power
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that's sold in the first colum.

Q And then finally the third colum is just the
net of the first two colums?

A Yes.

Q And | ooki ng at page 9 of the sane exhibit,
which is an E-mail from M. Elsea to you and sone others
of June 8th, 2000, are the colum descriptions that you
just gave for page 2 basically the same for page 9?

A Yes, they are.

Q I have a few lines of questions for you back
in your rebuttal testinmony, and |I'm done with Exhibit
91C, and | would like if you could turn to page 14 of
that testinony, which is Exhibit 45.

CHAIl RWOMAN SHOWALTER: What page was that?
MR, CEDARBAUM |'m sorry, page 14 of Exhibit
45.

BY MR. CEDARBAUM

Q Do you have that?
A. | have it, yes.
Q I'"m | ooking at the sentence that begins at

line 25 that says that nmany states noved rapidly toward
retail restructuring, and simlar legislative efforts
were being explored in Washi ngton state at the tineg,
referring to the mid 1990's. Do you see that?

A | do.
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1 Q Is it correct that one of the |egislative
2 efforts in Washington state involved a bill sponsored by
3 Senator Bill Finkbeiner called the Electric Custoner

4 Choi ce Act; do you recall that?

5 A Yes, that's one of the initiatives that we
6 had in mnd here.

7 Q Woul d you accept subject to check that in a
8 letter dated Cctober 17th, 1997, the conpany comrented
9 on that bill, and with respect to the mtigation of

10 stranded costs, the conpany stated:

11 Uilities as always should seek to

12 mtigate power supply costs, and

13 | egi sl ati on shoul d provi de avenues, for

14 exanpl e financing nmechani sns to perform

15 buyout s/ buydowns, to enhance a utility's

16 ability to performsuch nmtigation

17 Wbul d you accept that subject to check?

18 MR. GLASS: Could M. Gaines reviewthe

19 letter to answer the question?

20 JUDGE MOSS: That can be provided to him
21 MR. CEDARBAUM  Your Honor, | only have one
22 copy. If M. dass would |like me to make a second copy,
23 | can do that.

24 JUDGE MOSS: Maybe if you just have a

25 qgquestion or two, you can hand himthe docunent and do
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that from where you stand.
BY MR. CEDARBAUM
Q M. Gaines, |I'mhanding you a letter dated
October 17, 1997, which is the letter I was just
di scussing with you, and you can go ahead and review it,
but what | was referring to was on page 3 of the letter
under the itemtransition cost nunber 3, and the quote
that | gave you is highlighted there, so take your tinmne.
A (Readi ng.)
Q And | would just ask you to accept that
subj ect to your check.
A Well, this is the first time | have seen this
letter, but the words are there as you quoted them yes.
Q Thank you.

MR, GLASS: Your Honor, | would suggest on
this that seeing howthis is the first tine M. Gaines
has seen this in sone tinme that it mght just be nost
efficient to make that an actual exhibit so the
Commi ssion can read the context of the letter.

JUDGE MOSS: Did you have an interest in
maki ng that an exhibit, M. Cedarbaunf

MR. CEDARBAUM | can do that, that's fine.

JUDGE MOSS: All right, well, why don't we
just do that, and that will give us a nore conplete

record. Let ne give that a nunber.
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MR. CEDARBAUM | will need a chance off the
record to nmake copies, but | can do that.

JUDGE MOSS: Sure, we can do that |ater
t oday.

We're going to mark that as 99, and it's
correspondence fromPSE to is it directed to Senator
Fi nkbei ner ?

MR. CEDARBAUM  Yes, it is.

JUDGE MOSS:  And it's dated?

MR. CEDARBAUM  COctober 17th, 1997.

JUDGE MOSS: All right, we'll mark that again
as 99, and you will make copies for us |ater.

By the way | should nmention while I"mon this
page of the exhibit list, we had handed out this norning
a new Exhibit 98 fromICNU that has been distributed to
the Bench, that will also be used when M. Van Cl eve
does his cross-exam nation, or it's proposed for use
t hen.

BY MR. CEDARBAUM

Q M. Gaines, | would like you to flip the page
in your rebuttal to page 15, and at |ines 13 you refer
to Schedul e 48; do you see that?

A Yes, | do.

Q Is it correct that Schedul e 48 custoners were

not granted retail access, but they remain on the
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conpany's -- as part of the conpany's retail |oad under
tariff?
A That's right. | wasn't involved in the

ori gi nal devel opnment of Schedul e 48 but enjoyed

adm nistrating it for several years. The industria
custoners got what was the econonic equival ent of open
access through Schedul e 48, but the service continued to

be provided by the conpany.

Q So you' re saying they received a market based
rate.

A Yes.

Q Is that right?

A That's correct.

Q But they al so continued to pay what were
call ed PURPA transition cost fees as well; is that
right?

A I don't have a good recollection of that.

That may have occurred for sone early periods.
Q Well, let me just ask you then to accept
subj ect to check that under Schedule 48, Table 1
there's a schedul e of power cost transition charges
begi nning in June for June 1st, 1998, and then there's a
schedul e for '99 and then 2000 and beyond.
A I will accept that subject to check, yes.

Q And the PURPA transition charges are defined
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1 inthe tariff to be the difference between the market

2 based price and the conpany's enbedded cost of service?
3 A | don't have a recollection of how those were

4 comput ed

5 Q Wul d you accept that subject to your check?
6 A I woul d.
7 Q The | ast subject | have for you, and you're

8 wel come to refer to your direct testimony if you would
9 like but 1"mnot sure it's worth all the shuffling of
10 papers, but at page 7 of that testinony, which is

11 Exhibit 11, you state at line 2:

12 At the tine the 2000 to 2001 | east cost
13 plan was filed as docunmented in that

14 plan, it appeared that the nost

15 reasonabl e way to provide custoners with
16 | east cost reliable electric power would
17 be through PSE' s expanded participation
18 and reliance upon the whol esal e power

19 markets and via reduction in PSE's

20 dependence upon long-termfixed cost

21 generating resources.

22 Do you have that generally in m nd?

23 A. I don't have the testinony in front of ne,
24 but yes, | have it generally in mnd.

25 Q If | could have you turn to Exhibit 86, which
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1 purports to be the pages fromthe conpany's 2000 annua
2 report to sharehol ders.

3 A Al right, | have that.

4 Q If you could turn to the second page of the
5 exhi bit, which is the page nunber 3 of the annua

6 report, in the columm on the right, the first ful

7 par agraph, about in the m ddle of that paragraph, it

8 st at es:

9 Qur strategy of covering our core

10 electric loads with our |ong-term

11 embedded cost electric resources

12 protected us from having a net adverse

13 exposure to these markets.

14 Referring back to the power crisis. And then

15 it says:

16 We intend to continue this strategy

17 going forward to help insulate the

18 conmpany and our core electric custoners

19 fromthese markets.

20 Do you see that?

21 A | do.

22 Q Thank you.

23 MR. CEDARBAUM  Your Honor, | would offer for

24 adm ssi on Exhi bit 86.

25 JUDGE MOSS: | think we actually already have
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that in the record, but there's no objection, and it
will be adnmitted.
MR. CEDARBAUM  All right, great.
That compl etes ny questioning of M. Gaines,
t hank you.
JUDGE MOSS: Thank you, M. Cedarbaum
M. Van C eve, you had indicated that you had
sone cross-exam nation for M. Gaines.

MR. VAN CLEVE: Yes, Your Honor, thank you.

CROSS- EXAMI NATI ON
BY MR. VAN CLEVE:

Q M. Gaines, | would like you to refer to
Exhi bit 210, which was a redirect exhibit of Ms. Ryan's.
I think we can work through the questions on this with
you because this is a conpany data response to | CNU
Request 6.15, and it indicates that you were the w tness
on that. And also --

A. M. Van Cleve, is this the single page you
passed around earlier this norning?

Q No, no, this is actually you will need --
this is a redirect Exhibit 210, which is the cal cul ation
of the NYMEX vol unes.

A Yes, what | have here as 210 is the conpany's

response to I CNU Data Request 6. 15.
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Q And you were the witness on that?
A Yes.
Q We think that there is an error in the

calculation in this data response.

A. We think you m ght be right.
Q And we think that we have attenpted to
correct it here. It appears that the -- if you |look at

your exhibit on the first line, if you take the tota
contracts 13,332 and multiply that by 10,000 MVBtu and
t hen you divide the notional value, the $19.29 Billion
that woul d produce an effective NYMEX price of $144 in
MVBtu. So we think we have identified the error that --
in the notional value columm that it assuned that the
10, 000 MvBtu was per day instead of per nonth, so the
noti onal value columm is overstated by approximtely a
factor of 30. And we on exhibit, what's marked as

Exhi bit 98, have recal cul ated what the notional value
is. Wuld you agree subject to check that our

recal culation is correct?

A I will agree to that subject to check, yes.

Q Do you recall testinobny fromyesterday to the
effect that the national gas market was approxi mtely 60
BCF per day?

A | recall it. | don't know that for certain

to be the case.
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Q Assum ng that that is the case, if we | ook at
some of the out nonths, for instance February of 2005
where the volume is .51 BCF per day, would you agree
that that would represent only about approximtely 1% of
t he national nmarket?

A. I would agree with the mat hematics, yes.

MR. VAN CLEVE: Your Honor, we would offer
Exhi bit 98.

JUDGE MOSS: There's no objection, it will be
admitted as marked.

BY MR. VAN CLEVE:
Q M. Gaines, could you please refer to Exhibit
244C.

JUDCGE MOSS: And this is one of
M. Schoenbeck's exhibits?

MR. VAN CLEVE: Yes, it is.

JUDGE MOSS: Okay, just for future reference,
we have such a volume of material in this case, it would
be hel pful if when you're identifying an exhibit that's
for sone other witness, let us know the witness so we
can get the right vol une.

MR. VAN CLEVE: Your Honor, we have
consi derably shortened our cross-exam nati on questions
for M. Gaines as a result of the discussions with

Ms. Ryan yesterday, and | think |I could nove through it
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rather quickly if we could go into confidential session
so | can get right to the nunbers that | would like to
di scuss with M. Gaines.

JUDGE MOSS:  All right, I think that's an
appropriate suggestion then, let's do that.

So |l will ask that those present in the
heari ng room who have not signed the confidentiality

agreenent under the protective order, if they could step

out into the hall, we'll send sonebody out, M. Van
Cleve indicates that he will he fairly brief, and at
this point | will be turning off the conference bridge

| ine send function.

(Confidential session.)
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JUDGE MOSS: All right, we're returning to
non-confi dential session, M. Van Cleve having conpl eted
hi s questions on the confidential exhibits.

So you wanted to move sone exhibits?

MR. VAN CLEVE: Yes, Your Honor, | would like
to nove for adm ssion of Exhibits 78, 80, 92, 93C, and
95C. | will just point out that 92, 93C, and 95C | did
not have any questions about.

JUDGE MOSS: Al right, any objection to the
adm ssion of any of those?

There's no objection, so those exhibits wll
be adnmitted.

Does that conplete your cross-exam nation?

MR. VAN CLEVE: Yes, it does, Your Honor.

JUDGE MOSS: All right.

Just to be sure that | have a clear record,
my notes indicate that you are not offering 79, 81, 94,
96C, or 97.

MR. VAN CLEVE: That is correct.

JUDGE MOSS: All right, thank you.

MR. VAN CLEVE: Your Honor, | think Exhibit
80 shoul d be designated HC.

JUDGE MOSS: Thank you.

Al right, M. Brookhyser, do you have

questions for this w tness?
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1 MR. BROOKHYSER: | do.

2 JUDGE MOSS:  All right.

3

4 CROSS- EXAMI NATI ON

5 BY MR. BROOKHYSER:

6 Q Good norning, M. Gaines.
7 A Good norni ng.
8 Q In your rebuttal testinony you rebut the

9 proposed di sal | omances by Staff, M. Lazar, and

10 M. Schoenbeck related to sone of the Tenaska fue

11 costs; is that correct?

12 A Yes, it is.

13 Q If despite your rebuttal efforts the

14 Commi ssion were to allow any of those disall owances or
15 grant any of them would that have any effect on Puget's
16 performance of its obligations under the Tenaska

17 contract?

18 MR. CEDARBAUM  Your Honor, | will object,
19 I --
20 CHAI RMOVAN SHOWALTER: W I | you use the

21 nm crophone.

22 MR. CEDARBAUM  Sorry.

23 First of all, CCWhasn't presented its own
24 witness, so it's alittle difficult to understand where

25 these questions are going, but it seens to ne like this
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is friendly cross-exanination, and so | would object on
that basis. W usually don't allow that.

JUDGE MOSS: Well, that's true, we don't
allow friendly cross-exanmination. O course, | don't
know what your position is relative to the conpany's
position, so we're going to have to count on you at this
early stage to tell us whether you were trying to elicit
friendly cross-exami nation, M. Brookhyser.

MR. BROOKHYSER: No, | would not consider
this friendly cross. It is supportive of my client's
position. | do not knowthat it is --

JUDGE MOSS: And what is your client's
position with respect to the disall owance as proposed by
Staff?

MR, BROOKHYSER: M client's position is that
t he di sal | owances should not be allowed, but what | am
asking is not a question directly related to the
di sal | owances, it's related to if the disallowances are
granted, what is going to be Puget's further performance
under its contract. | do not see that as either
supportive or in conflict with the conpany's position,
but it does advance ny client's position. So it's not
friendly in ternms of further advancing the conpany's
case.

MR, CEDARBAUM  Your Honor, | guess | don't
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see a difference between the two at this stage. | nean
he's asking this witness what the inpact on the conpany
is of the Staff's disallowance and that -- and his

client's position | believe is aligned with the conpany

on that.

MR, BROOKHYSER: No, | wasn't asking what the
effect on the conpany is, |'masking basically what the
effect is going to be on ny clients. | don't think

there's anything in a rate case that prohibits
i nterveners or other parties fromhaving interests that
are consistent with the conpany's.

JUDGE MOSS: Sure, that's true, but if your
interest is consistent with the conpany's and you
attenpt to cross exam ne the conpany's w tness, then you
are alnost by definition eliciting friendly testinony.
And so your task in the proceeding would be to cross
exam ne the wi tnesses who the outconme of their positions
woul d be adverse to your interests.

But we may have sone independent interest in
hearing this line, so | think Chai rwonman Showalter has a
comment .

CHAl RMOVAN SHOWALTER:  Well, | guess | have a
question. It seens to ne that if your concern is that
shoul d we adopt these recommendati ons, the conpany may

not performin a way that is beneficial to your clients,
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if that is your concern, then | don't think the question
woul d be friendly cross. |'mnot sure that's where
you' re going.

MR. BROOKHYSER: Yes, that | think was
exactly --

CHAl RAOMAN SHOWALTER: But that woul d be an
under st andabl e position | think froma given client's
poi nt of view that should things turn out one way, the
probl em may get solved on their backs. Is that
essentially what your concern is?

MR. BROOKHYSER:  Yes.

CHAIl RMOMAN SHOWALTER:  Well, it would seemto
me then that we should allow the question

MR. CEDARBAUM  Your Honor, |I'msorry to
bel abor this, but if |I now understand the question, |
guess | would add the objection that this calls for
specul ation. There has been no foundation that
M. Gai nes knows how M. Brookhyser's clients may or may
not react or be burdened or not, so | haven't heard any
foundation for these questions.

MR, BROOKHYSER: Again, |'m not asking about

how my clients -- |I'mnot asking himhow ny clients are
going to react, |I'm asking himhow Puget nmay react. It
may be that his answer is, | have no idea at this point.

I'"m sinply asking whether he has a position on that or
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has an answer.

JUDGE MOSS: | think the Bench's ruling on
this indicates that you should be allowed to proceed,
and you may renew your objection as appropriate,

M. Cedar baum

So we have probably | ost the question by now,
could you restate it.

CHAI RWOVAN SHOWALTER: Before you do,
essentially aren't you asking how woul d the conpany
i mpl enent the Staff and | CNU recommendati ons shoul d we
adopt thenf?

MR, BROOKHYSER: Yes, or even nore narrowy,
woul d the inplenentation have any effect on their
performance of the contract.

CHAl RAOMAN SHOWALTER: Al l right.

JUDGE MOSS: Do you have the question in
m nd, M. Gaines?

THE WTNESS: | think I have.

JUDGE MOSS: All right, go ahead and give an
answer .

A Well, | think I would give a two part answer.
First 1 would say that, you know, the conpany takes
seriously its contractual obligations to Tenaska, as it
does all of its power supply contracts, and would intend

to perform But | would add to that that | really
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probably couldn't predict at this point in time what the
conpany m ght need to do to react to econom c pressures
that might be created by these disallowances. And, you
know, you can recall that in the md and late '90's the
conpany took actions around these PURPA contracts that
resulted fromthe econonic pressures that existed at
that time and resulted actually in the Tenaska
restructuring that we're tal king about here now, which
was a nutually agreed restructuring.

So just to recap, you know, prinmarily we
woul d intend to honor our existing contractua
obl i gations, but probably can't predict what we m ght
feel we needed to do if, you know, the economc
pressures becane different than they are now.

MR, BROOKHYSER: Thank you, those are all the
guestions that | have.

JUDGE MOSS: Thank you, M. Brookhyser

Let's see, M. ffitch, do you have any
guestions?

MR, FFI TCH: Public Counsel has no questions,
Your Honor.

JUDGE MOSS: Thank you. So that brings us |
believe to questions fromthe Bench. W have had
M. Gaines on the stand for a bit nore than an hour now,

woul d we want to take a recess or continue ahead.
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(Di scussion on the Bench.)
JUDGE MOSS: All right, we'll take a ten
m nute recess until 11:15.
(Recess taken.)
JUDGE MOSS: | believe we are to the point in

time of questions fromthe Bench

EXAMI NATI ON

BY CHAI RMOMVAN SHOWALTER:

Q Hell o, M. Gaines.
A Hel | o.
Q My questions fall into four general areas.

A, the original finding of inprudence; B, the effects of
the accounting order and Puget's operations under that
accounting order; and C, looking forward on a going
forward basis, what are the appropriate nmechanisnms to
use. D is just cleanup, after | ask nmy questions | will
probably go through the books and ask you various small

clarifying questions.

A. G eat.
Q And on Al don't have nmuch to ask, it's
really to set the stage. |If there had been no

i ntervening regul atory events since the finding of
i mprudence, do you agree that Puget would have been

bound by the amounts all owed under the order that found
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i mprudence, the 1.2%reduction off of a fixed anmount?
A Yes, and in fact that's what has been done

even though there was an intervening regul atory event.

Qur review of the 19th and 20th suppl emental order

al l omwed us to reexam ne how that 1.2% disall owance was

conputed. It was related prinmarily to the

di spatchability of the power plants and is sinply a

per cent age di sal |l owance conputed on that basis, and we

have applied it to our Tenaska costs in each regul atory

proceedi ng since those orders.

Q Are you saying then that had there been no
subsequent regul atory events, that even under the
prudence or inprudence finding, the conpany could have
proceeded to purchase gas or conduct various operations
wi t hout an intervening regulatory event?

A Oh, | see, | may have m sunderstood your
question originally. The thing that really in my view
gave rise to this change is the renegotiation of the gas
supply contracts. It was really a change in the
commerci al arrangenents that put the conpany in the
position of being a gas supplier, and it turned out of
course that the way that that restructuring was done
necessitated a regulatory ruling on the accounting for
t he buyout cost.

Q And that's ny area B, and that's really where
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1 nost of mnmy questions are, but | was just trying to get a
2 starting point.

3 A Oh, okay.

4 Q If all that had happened to date in a

5 regul atory sense was the original finding of inprudence
6 and the 1.2%reduction, then do you agree that the

7 conpany woul d be responsible for the costs as outlined
8 at that time?

9 A Well, 1I'"mnot sure | understand. The

10 original contract here was a set price per negawatt

11 hour, and so the conpany pays so many dol |l ars per

12 megawatt hour for each negawatt hour produced by the

13 power plant and then applies this 1.2% disall owance of
14 so-called net contract costs. And so absent any

15 regul atory event since 1992, we presunably woul d have
16 continued to do just that.

17 Q Al right. Well, then | would like to nove
18 to area B

19 A Mm hm

20 Q Which is the accounting order and what its
21 effects are, and | think my questions revolve around

22 asking whether there is a distinction that's relevant to
23 this case between expectations and pronises. Do you

24 agree that the expectation at the tine was that the

25 conpany woul d save nmoney for the rate payers?
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A. Definitely. | nmean that was the basis for
entering into this transaction in the first place, that
there was an expectation that there would be significant
savings fromthe gas cost restructuring.

Q And then | think maybe the nub of this issue,
maybe not, is whether that expectation was in fact a
bi ndi ng prom se on behalf of the conpany, either because
that's what it was at the time of the accounting order
or there was an upper constraint set by the inprudence
finding. |Is that your understanding of the conflict in
this case?

A Well, | believe there are two issues in your
guestion there, at |least the way that we view it, and
will take the first one first. Ws there a binding
prom se that the | evel of savings projected at the end
of '97 at the time of the restructure would be realized,
and no, there was not. W made clear to the Comm ssion
and all of the parties in the accounting proceedi ng, we
made cl ear to our board and others that our intention at
the tinme of the restructuring was to provide gas to the
Tenaska plant in the short-term market.

And general ly what was neant is that we woul d
procure spot market gas and apply the sort of near-term
hedgi ng and ri sk nanagenent techni ques that Ms. Ryan was

tal ki ng about yesterday, and that is what we have done
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since the tinme of the restructure. Now over that six or
so year period, we have periodically taken a | ook at the
i dea of locking the price in long termfor the remainder
of the termthrough 2001 for various reasons, and al so
for various reasons we have not found opportunities to
do that that we felt were economically attractive.

So that's part one, and | think the second
part of your question had to do with is there a cap, and
t hat goes back | think to your initial area A of inquiry
about the inprudence determ nations back in '94
associated with suppl enental orders 19 and 20.

Q Yes, all right, but then | guess maybe it's
proceedi ng on part one of your previous answer, | would
like to take ourselves back in time, as difficult as
that is, and ask you a few questions about what woul d
have happened had certain events played out differently
bef ore you knew what woul d have happened. And
specifically let's go to the |egislation, Senator
Fi nkbei ner's legislation was nentioned. |If the
proponents of that |egislation had prevailed and there
had come about retail restructuring in which retai
customers were free to select their supplier of
generation, what would that have neant about your | oad
or at least | guess your certainty of |oad, and how

woul d you have gone about -- |let ne stop the question
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1 with what would that have done to your | oad?

2 A Well, we believed and were concerned that it
3 m ght have reduced our load. And I think in, if |

4 could, in answering that question, | would like to

5 provide just a little bit of context for what was

6 happeni ng at that tine.

7 W're in the late '90's, say the end of 1997.
8 There's a |l ot of uncertainty about whether and how

9 deregul ati on m ght proceed across the country and here
10 in the state. The conpany had at that point intime a
11 power supply portfolio whose costs were alnost entirely
12 fixed, not sensitive to market price, not sensitive to
13 gas price. And although we of course did not have

14 formal retail deregulation, we did have at the time of
15 our nerger application the industrial custoners

16 agitating for access to nmarket, and they were granted
17 that just prior to our nmerger through Schedul e 48.

18 So we had already transitioned sonmewhere

19 bet ween 200 and 300 nmegawatts of our |oad, about 10% or
20 15% to market responsive pricing. So froma risk
21 managenent point of view now, |'ve got a fixed price
22 power portfolio that originally was structured to serve
23 100% of ny | oad needs, but |'ve got 15% of ny sales
24 revenues fluctuating with market. So a part of what |'m

25 trying to do by restructuring the Tenaska contract for
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exanple, is not only to reduce costs overall, but to
reformat ny portfolio in a way that |'ve got sone
portion of it responsive to market pricing. |It's really
a risk managenment approach.

Q So in that period before there was
restructuring, you wanted to align your portfolio
somewhat with your Schedul e 48 custoners?

A I was, yes, | was hoping to nove towards a
situation where | had fixed price supplies to serve ny
fixed price | oads and nmarket responsive supplies to
serve ny narket responsive | oads.

Q Al right. Now had you locked in long-term
Tenaska prices at the time of the accounting order, and
had there been restructuring legislation along the |ines
of Senator Finkbeiner's bill, would that have given rise
to stranded cost issues or not?

A We were concerned that it could, because
energy prices had been declining for, you know, severa
years leading up to this period, custoners were
agitating to | eave enbedded cost service, not only of
the retail distribution utilities, but even the
Bonnevill e customers were agitating to | eave what at the
time was one of the | owest cost hydro suppliers in the
country, because market prices were so low. And so we

were concerned that if in late '97 we after
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restructuring locked back in to a fixed price again and
energy prices generally and gas prices particularly fel
further that we woul d further exacerbate what was a
fairly significant stranded cost problem for the conpany

at that tine.

Q And when was the Schedul e 48 entered into,
what year?
A | don't renenber precisely, but | think it

was in 1996, the year before our nerger was finalized.

Q So that was prior to the accounting order?
A It was.
Q And | don't recall whether it is in Schedul e

48 itself or it was a surroundi ng expectation, but
wasn't the expectation that at the end of Schedul e 48
the customers would not be returning to Puget?

A | don't recall whether that was the
expectation in the original incarnation of Schedul e 48;
I don't know.

Q Okay. 1'mgoing to shift nowto area C
which is going forward. |Is the exercise that we're
trying to do here is to find an appropriate benchmark, a
m d point around which up or down there's symetry of
ri sk between the conpany and the sharehol ders?

A Yes, that's one of the things | think that's

at issue here yesterday and today is what should be the
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gas price forecast that's used for setting the base |line
rate in this forward PCORC period. And there was a | ot
of testinmony and di scussion about that yesterday, and

t he conpany's proposal and actually its practice in the
| ast several proceedings both on the power side and on
the gas side is to use recent historical forward market
prices to set that base line. W have done that in the
prior PCA, and we have done it in our PGA s as far back
as | can recall

Q I guess the question | have is the NYMEX is
objective in that it is actual trades not affected by
t he conpany, but what if the conpany's own projections
t hrough maybe sone ot her anal yses, including fundanenta
anal yses, show that the conpany expects the prices to be
| ower than the objective forward prices show, is that,
will call it a md point or this benchmark, does a
benchmark that is higher than the conpany's own anal yses
show a reasonable line for this md point?

A. It's an interesting question | think. You
know, Ms. Ryan spoke sone yesterday about the forecasts
that the conpany has devel oped and the third party
forecasts that it uses fromprivate forecasting
services. | think she indicated yesterday that the
conpany's own fundanmental analysis nmodel is, you know,

still in a fairly early stage of devel opnment. And even
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when devel oped, it will be a forecast, not a price |eve
at which transactions could actually occur or at which
participants in the marketpl ace, the buyers and the
sell ers together, settle actual forward prices.

Q Well, then if we were to set this md point
at sonet hing other than prices you could actually go out
and execute, how woul d the conpany handl e that?
Supposing we set this md point at some projection based
on a fundanental analysis, how would the conpany operate
under it?

A Well, we mght want to ask Ms. Ryan about
that, because she now is responsible for our near term
gas supply management and hedgi ng. But the concern
think that the conpany woul d have is that, you know, the
price |l evel would be biased, we would no | onger have a
normal distribution around the expected outcone of the
PCA, which I think was, you know, the original intent,
that we woul d have a normalized distribution and sone
sharing bands around that distribution. The concern
woul d be that the mid point, if you will, of our
probabl e power cost distribution would be skewed
unfavorably to the conpany.

Q But isn't this really trying to decide what's

nor mal ?
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Q Well, on that count then, you heard the
di scussi on yesterday of ny concern that ten days m ght
not be sufficient, so we asked for nore tine. Do you
have any opi nions yourself on how -- what an appropriate
benchmark m ght be assum ng the NYMEX nodel ? OCbviously
you put the ten days in yourself, but at |east can you
answer ny concern that ten days plucked out of Septenber
m ght not be indicative of that md point?

A I think it's a good question. W use the ten
days because we used it historically, and there was sone
precedent both in our gas cases and our electric cases
for that, but | think it's a good question. | don't
think that | have a view about exactly what period
shoul d be used to average the NYMEX prices.

Q Al right. Do you have any views on whet her
gas buyi ng behavior varies seasonally? | think it was
nmy general understandi ng, and pl ease correct ne, that
conpanies tend to get busy in the spring buying forward
for the heating season, and then things slack off, and
maybe that's a shorter termthan we are thinking of in
this md point.

A vell --

Q But | guess my concern is whether a period of
time in say Septenber is not very useful if npbst of the

buying is going to be in April, for exanple?
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A. Well, | listened to that discussion yesterday
with sonme interest, and | think my response to that
woul d be that the forward market prices at any given
time are what they are, and they reflect all of the
dynani cs that are going on around the market, you know,
at that point intime. And it is typical in the forward
mar ket prices that there's seasonality, you know, the
forward prices in the winter generally are higher than
the forward market prices in the sunmer because of the
heating | oad effects. But it's all sort of in there, if
you will, and to try and nake adjustnents sonehow to the
forward market prices or to try to choose a period of
time to snapshot the prices that sonehow are not subject
to these effects | think is difficult or maybe not even
needed.

Q Al right. Now the answer to this question
i s probably somewhere in the testinony, but | have | ost
track of how long this benchmark is going to be good for
under the conpany's proposal

A It's going to be good for what we're calling
the PCORC period, which is April of this year through
March of next year.

Q And then what is anticipated that will occur
in a regulatory sense?

A Well, | guess it would continue unless we
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reset it.

Q And as a general matter, isn't it appropriate
to reset this benchmark periodically?

A I"'ma little fuzzy honestly on the fine
mechani cs of the PCA, and we mi ght have to ask M. Story
to tal k about that. But generally the idea was when the
PCA was established in the settlenment of our |ast
general rate case that yes, the benchmark would be reset
peri odical ly.

Q And ny next question would be, is one year or
so the appropriate period, is that a better question for
M. Story?

A He will have better answers about what was
agreed to in the settlenent for the PCA nechanics.

Q Al right, I"'mnoving to area D and j ust
going to ask you a series of clarifying questions on
exhibits. If you could turn first to Exhibit 77, page
79, this is a confidential exhibit, but I think I can
ask the question probably w thout going into
confidential session. Have you got page 797

A Yes, | have.

Q " m | ooking at the second bullet, and am|l
correct that probably what's confidential, if anything,
about this is the nunerical nunber?

A Yes.
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1 Q Ckay. So what does this nean, filing gas

2 cost savings?

3 A VWhat | believe it means is that at the time

4 that the restructure was done at the end of '97, and

5 based on the forward market gas price quotes that we had
6 at that time, that this nunber was the expected savings
7 over the 14 year life of this transaction.

8 Q And maybe | just don't understand the term

9 internal rate of return very well, but is IRR just the

10 same as a percentage anount savings in operations?

11 A It is, but it involves present val ue math.
12 Q Okay.
13 A So that over the life on a discounted cash

14 flow basis this would be the nunber.
15 Q Al right. And then can you then turn to

16 Exhi bit 85, the |last page of that exhibit.

17 A This is our 1998 annual report?
18 Q Yes.
19 MR. CEDARBAUM  Your Honor, for the record

20 believe it's 1999.

21 JUDGE MOSS: Yes, | have it as the 1999

22 annual report, the one with the interesting picture of a
23 mountain on the front.

24 That's the one, that's '99.

25 THE WTNESS: All right, I"'mthere, thank
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you.
BY CHAI RWOVAN SHOWALTER:

Q Al right, in the |ast page of that exhibit
under the first colum.

A Yes.

Q There's the phrase that under the terns of
the order the conpany is allowed to accrue as an
addi ti onal asset one half of the carrying cost of the
deferred bal ance. Cbviously the termcarrying cost is
in our order, but can you just explain to ne what that
means, one half of the carrying cost?

A I can, and | think | can do it even better if
| provide a little context.

Q Ckay.

A. Again, this was a transaction that bought out
gas contracts that would have continued for 14 years
t hrough the year 2011. And so the conpany at the tinme
of the restructuring made an estimte of what the
savi ngs woul d be year by year and was attenpting through
this accounting nechanismto |line up the anortization of
the buyout cost with the expected savings year by year
And if you | ook over the entire 14 year life of this
transaction, the savings were expected to be nuch | arger
in the future years than in the early years.

So with that as background, what's being
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referred to here in our annual report is that for the
first five years of the transaction the conpany was
allowed in accounting to capitalize 50% of the annua
carrying cost of the initial buyout payment.

Q So this is |ike a house nortgage?

A. Li ke a reverse nortgage al nost for the first
five years.

Q I think | understand, but | will think about
it sone nore.

Coul d you turn to page 89 of that sanme

Exhi bit 77.
A Yes, | have it.
Q Oh, | hope | have the right -- | think I
mght -- just a mnute here. |1'msorry, Exhibit 91C.
A Yes, | have that.
Q Page 2. M. Cedarbaum asked you sone

guestions about this exhibit, but it says that updated,
and | realize this is a confidential exhibit, but it
says updated power and gas prices cone from sonething

call ed the power cost outlook. Can you tell ne what

that is?
A Yes, the conmpany has an internal process for
forecasting its earnings on an ongoi ng basis, we call it

the outl ook process. So each nonth there is an update

to this forward | ooki ng outl ook of earnings through the
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1 end of the cal ander year

2 And | might say while we are on this exhibit,
3 I had a chance to examne it a little bit during the

4 break, and | think I may have m sspoken when | was

5 responding to M. Cedarbaum s questions about the gas

6 costs here. | think I --
7 Q Why don't you correct your testinony then.
8 A I think M. Cedarbaum asked nme if the gas

9 costs represented all of the gas costs or just the gas
10 costs associated with that portion of generation that is
11 surplus to | oad needs, and | think the answer to that
12 can actually be found on the next page in the mddle
13 where it says it's all of the gas costs. And | just
14 wanted to clean that up, because | think I mght have
15 m sspoken earlier
16 Q Okay. Also Ms. Ryan testified on this page
17 that this page does not include an option analysis,

18 which was also a factor in the July 2000 RMC neeti ng.

19 Do you know what the option anal ysis was?

20 A Generally | recall that discussion and --

21 Q Just what does it refer to, what is an option
22 anal ysi s?

23 A. The idea is that as we got into the early

24 nont hs of the West Coast energy price crisis, prices

25 becanme very volatile. And so when narket prices are
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volatile, the option value of a resource like this
rises. Option value is a function in part of

volatility, so that not only was the absolute heat rate,
the spark spread value of this generator grow ng, but
the option value of it was growing as well because price
volatility in the underlying narkets was ri sing.

Q | see. So its relative value was changi ng;
is that what you nean?

A It's the value of holding this asset, holding
this heat rate, was rising not only in an absolute or
intrinsic sense, just spread itself, but on the chance
that there m ght occasionally be price spikes, the val ue
of that was rising as well.

Q Ckay, | think I'"mjust about done.

You state several places in your testinony
that the purpose of the accounting order was to drive
Tenaska gas prices toward market, and maybe that's true
of the Encogen too, I'mnot certain. But as inplenmented
by the conpany, did the prices go toward market and
mar ket prices went up, or did the prices not go to
mar ket ?

A Well, the prices did go to nmarket. | nean
the underlying gas supply that we're providing to
Tenaska has been at market since late '97. |In the first

year or two of our experience, the market prices that we
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supplied to the generator were actually | ower than our
original projection. The West Coast energy price crisis
then occurred, and everything went crazy for a couple of
years. So we have had the experience of market prices
bei ng hi gher and | ower, and we have eight years left to
go in this transaction.

CHAI RWOVAN SHOWALTER:  Al'l right, | have no

further questions, thank you.

EXAMI NATI ON

BY COWM SSI ONER HEMSTAD:

Q | believe all of the questions | had have
been answered either in cross or by the Chair, | have
only one clarifying matter. In Chai rwoman Showalter's
description of the issues, the first one -- the second

is the accounting order and the issue of whether it was
an expectation or a prom se. Assunming the conclusion is
that it was not a promi se but an expectation, there is
of course still the issue of whether the conpany acted
appropriately in the managenent going forward in | guess
purchases. So the issue isn't ended by a determ nation
that it was not a prom se but an expectation. | think
you woul d agree to that, wouldn't you?

A I would agree to that, yes.

COW SSI ONER HEMSTAD: That's all | have
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EXAMI NATI ON
BY COWM SSI ONER CSHI E:

Q M. Gaines, were you a nenber of the
managenent team that negotiated the restructuring of the
Tenaska and Encogen agreenents?

A Yes, | was.

Q I just want to focus on Tenaska, but it's a
| egal maybe answer, generally the questions that | have,
but the -- | don't recall the exact nunber for the cost
of the restructured agreenent to Puget, but | think it

was $213 MIlion; is that right?

A Yes, it was on that order.

Q Ckay. M question really is how the conpany
reached agreenent as to that nunmber. You know, | know
you didn't just pull it out of the air and the other

party did too, or you didn't throw darts at a dart
board, you know, with a group of numbers on it and
decide that, but I'mcurious as to how that nunber

t hrough the negotiation process becane the final nunber
for the cost of the restructuring and was agreed to by
the seller?

A. Sure, | could give you just a little bit of

the negotiating history around that. The original gas

supply to the Tenaska plant was provided by five
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separate gas suppliers, independent gas suppliers, who
were supplying gas to Tenaska. And Tenaska in turn
bundl ed that all up with the capital costs of their

pl ant and sold us power at a fixed escalating rate. So
what was done in this transaction was to unwind the five
underlying gas supply contracts.

Now each of those five contracts had a fixed
and escal ating price stream and those were very rapid
escal ations, and the prices got very high in the latter
periods. And so actually not Puget but Tenaska, who was
the counter party to each of these suppliers, went
i ndi vidually and negotiated buyout arrangenents with
each of those five suppliers based on the known
escal ating gas prices in the contracts, based on
prevailing forward narket prices at the tine, and based
on prevailing interest and discount rates. Tenaska then
packaged up those five proposed buyouts and brought to

Puget this roughly $213 MIlion buyout price.

Q And | assune that Puget's analysis of the
Tenaska offer or the Tenaska -- | guess their -- |I'm
trying to think of what their -- it would be their
managenment offer | guess, assunme -- knowing that it was

just a bundling of the gas contracts and then offering
to you that value, | would assune that you, Puget,

conducted the sane anal ysis as Tenaska woul d have to
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determi ne that the offer that was nade by Tenaska was
reasonabl e?

A We did. The analysis that -- the sort of
analysis that we did is reflected in this so-called
Exhibit B to our original accounting petition, and that
Exhibit Bis | think in exhibits in a nunber of places
in this proceeding. It showed a significant savings
even after recovery of and on the $213 M1 1lion buyout
price. So that as long as the IRR nunber in that
calculation were positive, positive at all, the
custoners are better off even after having paid the
costs of and the return on the $213 MIIion buyout.

COW SSIONER OSHI E: | don't have any further

questions, thank you.

EXAMI NATI ON

BY JUDGE MCSS:

Q | just have a couple. W tal ked about the
accounting order inplenentation involving ny
recoll ection was the buyout cost was $215 M I1lion, but
then the conmpany under the order was allowed to add one
hal f of the carrying cost to the bal ance, which would in
turn be partially offset by the annual anortization
anount. And, in fact, during the first few years the

regul atory asset grew on the conpany's books. Now the
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other half of the carrying costs would have been treated

how?
A It woul d have been expensed, | believe.
Q And recovered in rates as an expense?
A. Wel |, remenber that during nmuch of this

period the conpany was in its nerger rate stability
period. From 1997 through early 2002, the conpany's
rates were set by the merger stipulation, and so the
econom ¢ or incone statenment effects during that period
were born by the conpany.

Q So the expense portion of that, are you
sayi ng the expense portion of that was absorbed by the
shar ehol ders?

A Yes.

Q Now once out of the nerger rate plan period,
then you had a rate case, and so fromthat point forward
| take it the carrying costs or some portion of them
woul d have been expensed?

A. Well, in the -- yes, in the nornalized rate
maki ng process and historical test year process that we
foll ow, yes.

Q And so today we have -- are those fairly
steady? They certainly appeared to be fairly -- the
carrying cost appeared to be about 8, between $8 and $9

MIlion a year in the first few years based on the
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things | have seen in the record. Is that fairly
constant over the life?

A | saw that just this norning for the first
five years, and | didn't ook at it for all the years,
so we mght ask M. Story about that.

Q Okay, fine. But whatever it is today, all of
it is being expensed?

A. Yes.

Q Okay. | have just one other brief area. You
made reference earlier today in response to a question
to the ongoi ng process of evaluating the virtues of
bei ng short, |ong, or balanced. Now we had sone
testimony from Ms. Ryan yesterday basically describing
the short position as being two years out and earlier
the long position being two years and nore or nore than
two years | should say, and then bal ance presumably
woul d be sone blend of short and | ong?

A You're referring now !l think to the tine

frames over which we manage our portfolio.

Q Yes.

A Yes.

Q I"'mtrying to get some sense of the
paraneters of what bal anced neans. | think when you

gave your testinony --

A | see.
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Q -- | wasn't clear on what that nmeant, what
you meant .
A Well, as | think you know, presently and

| ooking forward the conpany is deficit in firm power
supply, and that occurred because of |oad growth and
because of the expiration of some |ong-term supply
contracts, and so now both in the near termand in the

long termthe conpany is deficit on a firm supply basis.

Q Okay, now - -

A. | hope that's responsive.

Q Well, you're tal king about the electric
portfolio, I want to focus on the gas.

A Okay.

Q The fuel gas portfolio for Tenaska, | think

that's the context in which the testinony was given.
And t he conpany has the option in terns of that
portfolio of fuel of being |ong, being short, or being
bal anced. And what ny question is, what does it nean,
what would it mean to be balanced? | think the conpany
has in fact operated on a short basis.

A Well, it's a good question, so what does it
mean to be balanced. As | nentioned earlier, this
resource and others with sinmlar heat rates are margina
resources for the conmpany, if you will. So in our nerit

order dispatch stack, these are sone of the first
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resources to be displaced and the | ast resources to be
di spatched. And so |looking forward, it's difficult to
know exactly what it neans to be bal anced, because we
have vari abl e | oads, we have variable hydro supply, al
of those things. So it's not as sinple as just going
out and purchasing forward for the next eight years
50,000 MvBtu's per day of gas. Because the anount of
gas that's needed by this generator fluctuates with the
fluctuation in |oad, hydro, and econom cs actually, the
mar ket price of replacement power. So it's not actually
as sinple as what was portrayed in the presentation
materials that were in the exhibit yesterday.

JUDGE MOSS: That's all | have

Anyt hing further fromthe Bench?

Al right, did the Bench's questions cause
ot her counsel who had cross exami ned M. Gaines to have
any follow up?

MR. CEDARBAUM  Your Honor, | just have one
guestion. I'mactually not sure it was in response to
the Bench's questions, it was just a conment that

M. Gaines made that | would like to clarify.

RECROSS- EXAMI NATI ON
BY MR. CEDARBAUM

Q M. Gai nes, you had indicated |I believe that



0319

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

you thought that all of the risk nmanagenent comrittee
nmeeti ng docunents that have been provided in your
rebuttal case were all that have been preserved by the

conpany. Do you recall that?

A. I think I was asked if | kept ny own persona
notes, and | think I indicated that | didn't, and
then --

Q I think you indicated that you didn't have

any, that you didn't take any.

A Mm hm

Q But | thought you also said that you
under st ood that the docunments that had been supplied to
the parties in this case were all the docunents that had
been preserved?

A Yes.

Q So ny question is, were there other docunents
that were not preserved that you're aware of ?

A No, none that |'m aware of.

MR, CEDARBAUM  Ckay, thank you.

JUDGE MOSS: Well, our luncheon recess today
is going to need to run until 2:00 and so we can
continue on until 12:30. If you think you can finish
your redirect fairly pronptly, it mght be beneficial to
proceed. What do you think?

MR, GLASS: W can proceed.
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JUDGE MOSS: Do you think you can finish up
in 30 m nutes?

MR. GLASS: | hope so.

JUDGE MOSS: (Okay, why don't we press on
until 12:30 then, and we'll break then, and again we

will be gone until 2:00.

REDI RECT EXAMI NATI ON
BY MR. GLASS:

Q M. Gaines, the first question | have is a
clarification with regard to a question that Chairwoman
Showal ter asked. She asked if the '92 order inposed a
fixed cap or somehow set a fixed anmount that would be
allowed in rates |l ess a disallowance. Do you agree that
there was an actual cap on the costs that could be
recovered?

A No, | don't, | think those orders are fairly
cl ear and speak for thenselves, and they talk about a
percent age di sall owance of net contract costs associ ated
wi th Tenaska

Q What were those excess costs? M. Cedarbaum
asked you and | believe pointed you specifically to --
let's just get the exhibit in front of you. This is the
19t h suppl enental order, which | believe has been marked

as Staff Cross 82.
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JUDGE MOSS: Exhibit 82.

Q Right, and in particular on page 47 of that

order.

CHAl RAMOMAN SHOWALTER: \What page?

MR, GLASS: Page 47, Conclusion of Law Number
3 at the bottom

JUDGE MOSS: | think we all have that.

MR. GLASS: Great.
BY MR. GLASS:

Q M. Cedarbaumreferred to the mddle or to
the second line, the excessive costs. Could you explain
your understandi ng of what the excessive costs were?

A My under standi ng of the way that this was
conput ed was based on a conpari son between the conpany's
avoi ded costs at that tinme, its avoi ded costs under
PURPA, and the cost of these particular contracts, that
conmpari son was nmade subject to some adjustnments. And
one of the adjustments that was nade was one that
criticized the conpany for not adequately accounting for
the displaceability of the Tenaska power plant. So that
when the conparison is nade with that adjustnent, the
cost of this power was 1.2% hi gher than the avoi ded
cost, and so that was the basis of the disallowance.

Q So the disallowance, that 1.2% was

specifically related to the dispatchability val ue?
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A. That's my understandi ng. And while
probably couldn't point you to it precisely, | think you
will find that |aced through these two orders.

Q And just to reiterate a question that was
asked, that 1.2% has been applied, or has that 1.2%

di sal | owance been applied since this tine in 19947

A Yes, consistently.

Q To the extent that the contract charges have
fluctuated over tine, no party has ever advocated that
there was a cap set in this order in 19947

A | have never heard that before, not even at
the tinme of the restructuring in '97.

Q I would Iike to nove forward to the context
of the time that you made the decision to restructure,

and |'mlooking for the reference to the pie charts

exhibit.
A My Exhibit 31
Q Yes, your Exhibit 31, which was corrected a

few days ago.
JUDGE MOSS: That would be our Exhibit 58.
MR. GLASS: Correct.
BY MR GLASS:
Q M. Gai nes, could you please explain the
signi ficance of the before and after?

A I can. What we are trying to illustrate here
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is the nature of or the cost characteristics of the
conpany's power supply portfolio both before and after
the restructuring. As | nmentioned in ny

cross-exanm nation earlier today, before the
restructuring the conpany had very little of its supply
portfolio responsive to market. It was alnost entirely
fixed price. About 6% only was responsive to market, as
you can see in this exhibit. After the restructuring,
we had increased the market responsive conponent to
about 18% and it just turned out that that corresponded
approximately with the anount of industrial |oad that
had gone to market price service.

Q When you refer to going to nmarket, was that
pure reliance on spot markets as you found them or was
that sonething el se?

A No, as we indicated at the time and has been
di scussed yesterday and today, our approach to the gas
supply managenment for Tenaska is to procure the physica
gas itself primarily in the spot markets and then to do
the sort of near-term hedgi ng and ri sk nanagenent that
Ms. Ryan was tal ki ng about yesterday.

Q I would like to now shift to Exhibit 95,
pl ease, which is ICNU Cross-Ex. 9, specifically page 4.

A | have it.

Q Do you recall where this docunent cane fronf?
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A It |ooks Iike one of the exhibits to the
Tenaska accounting petition back in late '97.

Q Can you explain what the two col ums, what
that information is?

A. I can. | believe this is the expected
savi ngs year by year that would result fromthe
restructuring based on the gas price projections at that
tine. So in other words, this is the allocation of the
savi ngs year by year.

Q So if 2004 is roughly a md point, what
al l ocation of the savings occurred from'98 to 2004
versus from 2005 to the end?

A Well, if | just eyeball this, probably |ess
than half the savings were expected to happen in the
early years through 2004, nore than half in the latter
peri ods.

Q | believe M. Van Cl eve asked you for a |lega
conclusion, and | didn't quite get fast enough to
actually bring it up, but he asked you whether you
believe that fuel costs have been prudent from'97 or
whet her this case centers on the prudency of fuel costs
from 1997 to the present. Do you recall that question?

A. Ceneral ly, yes.

Q Aren't the relevant tine periods in this case

the PCORC rate period and the reasonabl eness of the
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costs in that period and by reference of the case in the
PCA compl i ance docket the relevant tine frames there?

A Well, | think that's right, those are the
only two periods really at issue in this case and that
hit custonmer rates. Those are just two annual peri ods.

Q So, for instance, as you have expl ai ned,
there were short-termgas prices and nanagenent in the
'97 and ' 99 periods, do those costs affect in any way
the two time periods that are at issue here?

A. None of the gas supply purchasing or hedgi ng
that we did in the early years of this transaction have
any lingering effect in the PCA period or the PCORC
peri od.

Q You have provided in your testinony Exhibit
51, which is atime line, and | would like you to refer
tothe time line as we discuss a fewreally rel evant
points in tinme.

A Al right, | have it.

Q Sorry, | need to catch up

Can you pl ease explain what this graph
represents?

MR. CEDARBAUM  Your Honor, | will object,
this witness was not asked on cross -- this is beyond
the scope of redirect. This witness was not asked any

guestions on this exhibit during cross or anything
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really about the tinme sequence or events that he
describes on that exhibit. This is beyond the scope.
JUDGE MOsS:  Well, | think we have had
consi derabl e testi nony back and forth concerning the
historic setting in which we find ourselves and events
that transpired through that period, so in terns of the
general objection, | will overrule it
You may proceed.
BY MR GLASS:

Q M. Gaines, could you please explain in the
context of the time leading up to the decision in 1997
and how that related to the gas prices which are
portrayed at the bottom of this exhibit?

A Well, let me set alittle context for this
exhibit. This is a retrospective | ook at the conpany's
gas supply managenment going all the way back to late
1997, and so we thought it would be hel pful to provide
an exhibit like this to set in context not only the gas
prices but a nunber of the events that were unfolding in
the industry, and so that's the purpose for the exhibit.

And as we march through it, you know,
particularly |ooking at the first page, we can see the
gas prices both on NYMEX and in the Pacific Northwest at
Sunmas were pretty stable and hovering around $2 per

MVBtu. And then as we begin to march forward through
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the exhibit, and the format changes a |little so that we
have only one year per page going forward, gas prices
again particularly in the Northwest | ow and stable in
'96 as a lot of the inmpetus for retail access and
i ndustry restructuring continues to unfold up above. In
'97, again relatively flat and stable gas prices.
And it's at the end of '97 here that the

Tenaska restructuring was done, and it is at this point
as | understand it that sone of the parties in this case
assert that gas prices should have been | ocked by the
conpany for Tenaska. And | think what's inportant in
the determination of prudence around gas supply
managenment is this context of what the conpany knew or
could have known at the tine. So that's a large part of
the purpose for this denonstration.

Q So in Decenber of 1997, which is at the end
of page 3, you were seeing gas prices that were
continuing and had for a precedi ng nunber of years

relatively stable at the $2 to $3 range or the $1 to $2

range?
A That's correct.
Q Pl ease expl ai n what happened during the tine

frame of '98 to '99.
A Well, as we got into 1998, the gas prices

continued | ow and stable. And as | indicated before, in
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1 this year our gas supply costs for Tenaska were actually
2 alittle lower than what we had forecast in the initia

3 restructuring petition. And as we nove along, simlarly
4 in 1999 relatively I ow and stable gas prices. And it

5 was really not until 2000 in the early nonths of the

6 West Coast energy price crisis that prices began to

7 escal ate both unpredictably and uncontroll ably.

8 Q Wuld it be a fair question to ask that at

9 the end of 1999, at the end of -- at the edge, the

10 ri ght-hand edge of that page 5 there, there was no way
11 to anticipate what woul d occur at the end of 2000?

12 A Well, we certainly didn't have an

13 anticipation of that, and | think it's pretty evident

14 t hat nost ot her market participants didn't either just
15 j udgi ng by what happened to even other utilities in this
16 region in terns of the rate inpacts and gas fuel costs.
17 Q On page 6, the middle of 2000, there have

18 been a nunber of questions about a set of documents in
19 the June 2000 tine frame. Could you place that in the
20 context of this chart?
21 A I can. There were a couple things going on
22 here. This was June of 2000, approximately the niddle
23 of the time line on this page, and so prices in the gas
24 mar ket s had begun to rise, that was part of the inpetus

25 for the retrospective that we did in June. The other
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part of the retrospective was that the conpany was
continuing its efforts to inplenent and devel op an
internal risk managenent capability, systens,
procedures, all those things. And so the conbination of
those two things drove the interest in a status update
and a | ook back at this point in tine.

Q In just a minute we're going to return to the
exhibits, the June 9th | think exhibits that was the
hi ndsi ght self assessnent, but let's continue on finally
to through 2001. At the end of 2001, please describe
what sonebody active in the gas trading markets woul d
have been assum ng then about the gas narkets?

A Well, it's pretty clear fromthis chart that
prices were falling during this period, and | think it
m ght be an interesting exercise for all the parties
here to hypothetically position thenselves in Decenber
of 2001, that's what we knew about the gas markets at

the time, and ask thensel ves what the conpany shoul d

have done at that point. |Is that a tine to | ock gas
prices? |Is that a dip? Do we know? |'mnot sure.
Q I would like to turn nowto | believe it was

Exhibit 77, which was the risk managenment documents in
June of 2000, June 9th, 2000. And in particular on page
28, | believe M. Van Cleve quoted a portion of that

par agraph starting, since the transaction.
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A. I may not have the right exhibit.

Q Okay.

A June 9th of 20007

Q Yes, this is page 28. This is ICNU Cross

Exhibit 1. This is behind the tab June 9th, 2000.

A. Al right, | have it now

Q Coul d you please read the entire sentence
into the record, since the transaction, which is | think
the third paragraph.

A It reads:

Since the transaction, PSE should have

devel oped and i npl enmented short,

i ntermedi ate, and long-term plans for

hedgi ng Tenaska gas costs that should

have included specific trigger prices,

hedge quantities, and hedge durati ons.

What does the shoul d have nean?

It means that that's what a prudent gas
manager should do. And, in fact, it's what we did do
during this period.

Q So this should not be read as a concl usi on
that the conmpany had not done the things nentioned here?
A. Ch, no, no, it's not intended that way at

all. It's --

Q The docunents here in this risk managenent,



0331

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

which is the June 9th period, you briefly nentioned them
before, there are actually three separate docunents.
Coul d you explain the hindsight review that was goi ng on
at this tine?

A. Well, as | was nentioning a m nute ago, |
think there were two drivers for this review One was
the fact that the conpany was in the niddle of
i mpl ementing and devel oping its risk managenent
capability, hiring people, devel opi ng procedures,
installing systens. At the sane tine, gas market prices
had begun to rise in early 2000 in what turned out to be
the early periods of the West Coast energy price crisis.
And both of those things caused the conpany to take a
pause and a | ook back not only at the status of its risk
managenment capability, but also to focus in on two
particul ar transactions and gas nanagenent situations
and do a retrospective of its activities.

Q Do you think it's a prudent or a reasonable
thing to do to continually reassess contract decisions
and these types of decisions?

A It's not sonething that we do often, but we
thought it was a useful exercise at this tine.

Q I would I'ike nowto focus on the 12, well
the Decenber 13th, 2001, risk nmanagenent neeting

m nutes, which are in the sanme exhibit, | think we're
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| ooking at page 73. In particular, please refer to page
78. There was some di scussion yesterday about what the
conpany -- whether the conpany should hedge | ong term or
short term and what actually the result was. As a
menber of the risk managenent committee at that tinme,
what do you recall the decision nade or the
recommendati on and how, what occurred afterwards?

A Well, ny recollection about this is actually
not very good. So | do recall that there was some
di scussi on about this and sone analysis that was brought
by the staff, but | really -- | really don't renenber
nmysel f how it was acted on.

MR, GLASS: | might -- we -- the conpany
recently reviewed this and revised a data request with
regard to this, with regard to this tine frame. | would
like to make sure that the revised copy is actually in
the Commi ssion's record. It happened early Monday
morning. And with regard to 6.11, sorry, the old
version | believe was admitted as Exhibit 92.

JUDGE MOSS: | have 92 as an | CNU
Cross-Exhi bit Nunber 6, PSE response to | CNU Data
Request 6. 11.

MR, GLASS: Does it say response or revised
response?

JUDGE MOSS: Just response.
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1 MR GLASS: kay, this is the revised

2 response we have provided to counsel Monday norning.

3 Sorry for the confusion.

4 JUDGE MOSS:  All right, we'll just use it to
5 suppl enent the existing Exhibit 92 as the updated

6 response.

7 BY MR GLASS:

8 Q M. Gaines, we won't go into great detail on
9 this, but would this refresh your recollection, do you
10 now recall what transpired at that tinme?

11 JUDGE MOSS: Haven't we al ready covered this,
12 M. d ass?

13 MR. GLASS: W can nove on

14 BY MR GLASS:

15 Q One final question or two. The Chairwonman
16 asked you if there was a nornmal gas price. For the

17 purposes of setting rates, is there a normal gas price
18 or a normalized gas price that we used in this

19 proceedi ng?
20 A I"mnot sure | foll ow
21 Q The conpany has used the NYMEX gas prices; is
22 that correct?
23 A That's correct.
24 Q Okay. And the NYMEX gas prices are based

25 upon market i nformation?
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A That's correct.

Q Okay. Wuld it be a correct thing to
normal i ze those forward prices in sone manner?

A Vell, | don't think so, and in fact |'m not
even sure how you would go about it, because all of the
factors that affect the market prices are already
factored into the prices, if you will.

MR. CGLASS: No further questions.

JUDGE MOSS: Well, are we going to be able to
rel ease our witness fromthe stand?

MR, CEDARBAUM | just have a short two or
t hree questi ons.

JUDGE MOSS: Does the Bench?

CHAl RWOVAN SHOWALTER: Go ahead.

JUDGE MOSS: All right, we'll indulge a short
two or three questions.

CHAl RMOMAN SHOWALTER: We're getting hungry.

MR. CEDARBAUM I know what that neans.

RECROSS- EXAMI NATI ON
BY MR. CEDARBAUM
Q M. Gai nes, my questions have to do with your
under st andi ng of the Staff case. And is your
understanding that the Staff's position is that the

conpany shoul d have | ocked in | ong-term gas prices when
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it restructured the Tenaska contract or that the conpany
has not denmpnstrated that what it did do was a prudent
and reasonable thing to do?

A You know, | can't really tell. They seemto
want to use the prices in late '97 as a benchnmark of
some kind, but | can't really tell

Q Well, isn't it correct that the use of those
prices is for measuring the anount of the disallowance;

is that right?

A. They certainly proposed that, yes.

Q And so you're not clear then -- let ne ask it
this way. |In the 1994 prudence revi ew case, the
Commi ssi on went through sort of a two part process. It

first determ ned whether or not the conpany had been
prudent in acquiring Tenaska, it concluded that the
conpany had not been prudent, so it then tried to
nmeasure an adjustnent to nake sure that rate payers were

not har ned.

A. General ly, yes.

Q Is that basically it?

A M1 hm

Q Is it your understanding that Staff has or

has not done a simlar kind of thing where it | ooked at
-- it tried to determ ne whether or not the conpany had

shown that it was prudent, reached a conclusion that the
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conpany did not nmake that showi ng, and then neasured a
di sal | owance based on that concl usion?

A Well, | really can't tell. There seens to be
a |lot of discussion about a damage cal culation in the
Staff's case, but |I'mnot sure where the foundation for
it is.

Q Isn't it true the foundation for it was the
savi ngs, stream of savings that the conpany showed in
its petition to the Comm ssion?

A | can't tell how that's a denonstration of
i mprudence.

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

JUDGE MOSS: | think we may now be in a
position, yes, it appears that we are.

So, M. Gaines, we did get you off the stand
prior to the luncheon recess.

THE W TNESS: Thank you.

JUDGE MOSS: So that you nmay enjoy a nice
[ unch.

And | think after lunch then we'll have
M. Story; is that right, M. d ass?

MR. GLASS: Pardon me?

JUDGE MOSS: We'll have M. Story after

| unch?
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1 MR GLASS: Yes.

2 JUDGE MOSS:  All right, very well, we will be
3 in recess until 2:00 this afternoon, see you all then

4 (Luncheon recess taken at 12:30 p.m)

5

6 AFTERNOON SESSI ON

7 (2:05 p.m)

8

9 JUDGE MOSS: We had earlier in this

10 proceedi ng the stipulation between PSE and WUTC St af f
11 regardi ng the weat her normalization adjustnent. The

12 Conmmi ssion entered an order approving that. | have

13 marked it as a Bench exhibit for purposes of our record
14 Nunber 1, and so | will adnmit that on the Bench's own
15 noti on today.

16 And in addition to that, we have as part of
17 that stipulation the agreenment that the testinony of

18 Dr. Yohannes K. G Mariamwould be admtted along with

19 his single exhibit, prefiled direct exhibit, as evidence

20 in support of the stipulation and that cross-exani nation
21 wi |l be waived. The Bench has no questions for
22 Dr. Mariam and therefore | will propose that we enter

23 his exhibits by stipulation without requiring himto
24 take the stand.

25 MR. GLASS: That's fine.
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JUDGE MOSS:  All right, then Exhibits 321 and
322 will be admitted along with Exhibit 1.

And with that, although Conmmi ssi oner Henstad
has not joined us, he had another appointnment and
instructed that if he was not back by 2:00 that we
shoul d resune without himand he will join us as soon as
he can, so if you would call your next w tness,

M. d ass.

MR. GLASS: Puget Sound Energy would like to
call John Story.

JUDGE MOSS: Pl ease raise your right hand.

(Wtness John H Story was sworn in.)

JUDGE MOSS: Thank you, please be seated.

Wher eupon,
JOHN H. STORY,
havi ng been first duly sworn, was called as a witness

herein and was exani ned and testified as foll ows:

DI RECT EXAMI NATI ON

BY MR. GLASS:
Q Good afternoon, M. Story.
A Good afternoon.
Q Pl ease state your position.
A I"'ma Director of Cost and Regulation with
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1 PSE.

2 Q Did you prepare testinony for this

3 proceedi ng?

4 A I did.

5 Q Are your direct testinony and exhibits,

6 Exhi bit 211 through 219, prepared by you or under your

7 direction?

8 A. They were.

9 Q Were your rebuttal exhibits, Exhibits 220
10 t hrough 227, prepared by you or under your direction?
11 A They were.

12 Q Have you identified any errata in your

13 testi noni es?

14 A Yes, | have.

15 Q And those were filed | ast week?

16 A That's correct.

17 Q Are you prepared today to answer questions

18 about your testinony and exhibits?
19 A Yes.
20 MR. GLASS: Your Honor, | would offer

21 Exhi bits 221 through 227 into the record at this tine.

22 JUDGE MOSS: What about 211 through 220 or
23 219?
24 MR, GLASS: Oh, 211 through 227, excuse ne.

25 JUDGE MOSS: That's quite all right.
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MR GLASS: Going too quickly.

JUDGE MOSS: No problem

Hearing no objection, those will be adnitted
as marked.

And the witness is available for
cross-exani nation, M. Cedarbaum

MR, CEDARBAUM  Thank you.

CROSS- EXAMI NATI ON

BY MR. CEDARBAUM

Q Hello, M. Story.

A Hel | o.

Q Thi s nmorni ng Judge Mbss had a colloquy with
M. Gai nes about carrying costs, and I just wanted to

make sure the record was clear froman accountant's
perspective on what that is. |Is it correct that the
carrying costs that were discussed involved interest on
the noney that the conpany borrowed in order to

restructure the Tenaska contract?

A Well, they were actually an 8% rate, so it
was a rate determined in the order. | don't knowif it
was the exact cost of borrowing. It was just an 8%

rate, and then it was applied to half of the bal ance.
Q But the 8% rate was intended to represent the

i nterest on the noney the conpany borrowed to



0341

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

restructure the contract?
A That's correct.
Q Okay. And then half of that interest the

Commi ssion all owed the conpany to include in the

regul atory asset as well; is that right?
A That's correct.
Q And the regulatory asset is a part of rate,

the conpany's rate base?

A. It is now, yes.

Q And so there may have been sone di scussion
this norning about the carrying costs bei ng expensed.

By that what we nmean is that the carrying costs are
recovered essentially through a rate of return

cal cul ation and the revenue departnent determ nation; is
that right?

A Si nce 2002, that's correct.

Q And when we tal k about expensing sonething
with respect to the reg. assets that we're tal king
about, the anortization of the regulatory asset itself;
is that right?

A That's correct.

Q Okay. Let ne turn to your rebuttal testinony
in Exhibit 220. Can you tell me in what FERC account
t he conpany books the anortization of the Tenaska

regul atory asset?
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A | believe it's account 407.
Q | amtold actually that it's account 555 for

pur chase power; am | wong on that?

A I was just going to double check that.
will accept that subject to check
Q Can you tell me in what FERC account the

conpany books the anortization of the Encogen Cabot
regul atory asset, or would you accept subject to check
account 547 for fuel?

A. I will accept that subject to check

Q On page 12 of your rebuttal testinmony you

reference Financial Accounting Standard Board Statenent

Nunmber 71.
A Yes.
Q If | could have you turn to what's been

mar ked for identification as Exhibit 228; do you have
that with you?

A Yes, | do.

Q Do you recogni ze this docunment as portions of
what | will call FAS or FAS 71?

A Yes, it's the original FASB.

Q Is it your understanding that these sections
of FAS 71 remain in their current form today?

A No, they don't. Paragraph 9 has been anended

by 144.
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Q Is that the only anendnent ?

A Wel |, paragraph 9 was anended by SFAS 144,
and then paragraph 10, which isn't here, was al so
anended, and it amends paragraph 9 al so.

Q Sticking with this exhibit though, paragraph
9, which is on the second page of the exhibit that
actually has the page nunber 3 at the bottom the
subpar agraphs 9(a) and 9(b), are they essentially

par aphrased by you in your rebuttal testinony at the top

of page 127
A That's correct.
Q If you could turn to the first page of the

exhi bit, paragraph 5, this paragraph has three
subsections which set forth other criteria that need to
be met in order for FAS 71 to apply; is that right?
A That's correct.
Q In |l ooking at subparagraph (c) it says:
In view of the demand for the regul ated
services or products and the |evel of
conpetition, direct and indirect, it is
reasonable to assune that rates set at
levels that will recover the
enterprise's costs can be charged to and
collected fromcustoners. This

criterion requires consideration of
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antici pated changes in | evels of demand
or conpetition during the recovery
period for any capitalized costs.
Are you famliar with that provision?
A Yes, | am
Q In your opinion, when the conpany cane before
the Commission in 1997 to restructure the Tenaska
contract and receive perm ssion to book that regul atory
asset on its books, did the conpany neet that criteria
in 5(c)?
A When we received the order it nmet the

criteria, right.

Q Do you believe the conpany still meets that
criteria?

A. Currently if the Comm ssion were to adopt
Staff's proposal, it nmay not.

Q ' maski ng you whether you think the conpany

under its case neets that criteria?

A. Under the conpany's case, it does, yes.

Q Is it correct that the conpany has nmai ntai ned
the Tenaska regul atory asset on its financial statenents
conti nuously since 1997?

A 1998, correct.

MR. CEDARBAUM  Your Honor, | would nmove the

adm ssion of Exhibit 228.
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JUDGE MOSS: It will be admtted as marked.

BY MR CEDARBAUM

Q M. Story, would you agree that just from
general accounting theory that in order for an asset or
an expenditure to be considered for capitalization
rat her than expensing that there has to be an el enent of
future benefit for that asset?

A I"msorry, could you repeat the question
again for ne?

Q The question is whether you agree fromthe
general theory of accounting that in order for an
expenditure to be considered for capitalization rather

t han expensing that there has to be an aspect or a

characteristic that that expenditure will have future
benefits?

A No, not necessarily.

Q Let me ask you to turn to page 3 of Exhibit

228, paragraph 58, and this is the page that has
actually the page nunber 24 at the bottom do you know
was paragraph 58 amended by FAS 1447

A No, it wasn't. These are basis for
conclusions, and this is actually the exact exanple |
was tal ki ng about where |I was thinking an answer would
be no, it doesn't have to have a future benefit. Storm

damage you can accrue |i ke sonme utilities can accrue
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1 prior storm damage, but it doesn't create a future

2 benefit. All it is is recovery of those costs.

3 Q Let me ask you to look at the first sentence

4 of paragraph 58. It says:

5 The econom c effects cited by nost

6 respondents is the ability of a

7 regul atory action to create a future

8 econom ¢ benefit, the essence of an

9 asset .

10 Do you agree with that statenment?

11 A Right, that's a future econom c benefit to

12 the conpany. The way | was taking your question, was

13 there a future econonmic benefit like say to the customer
14 or anot her party.

15 Q Looki ng at paragraph 66 of the exhibit, which
16 is on the page nunbered 26 at the bottom do you know if
17 par agraph 66 has been anended by FAS 1442

18 A ["mhaving a little problemw th the word

19 anmended. These are reasons for concl usions, and they

20 don't get amended. You nay have a change in a future

21 SFAS pronouncenent that may change the reasoning, and it
22 may i npact this type of reasoning, but these normally do
23 not get anmended because they were the reasons at the

24 tine.

25 Q | guess | was picking up on either ny word or
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your word, one of us or both of us used that word
before, so | was trying to use it again. But | guess
the question is, did FAS 144 have an inpact or change
this reason, what did you call it, a reason for

di scussion, a basis for a conclusion, I'"'msorry, did it
change that at all?

A | believe it could, yes. The changes that
they put into 144 basically say that a comm ssion can
create an asset, but they can also do away with an asset
by their actions. |If a cost isn't recovered in a future
regul atory proceeding, then you may have to wite off
the underlying asset. But then 144 al so changed how you
can put an asset back on the books. | think 66 could
have been changed.

Q Can you point ne to the specific |anguage in
par agraph 66 that you believe was changed by FAS 144?

A I'"'m not saying that the | anguage was changed,
' m saying the reasoni ng may have changed.

But regardless of the actions of the
regulator, if the market for the
enterprise regul ated services or
products will not support a price based
on costs, enterprises rates are at |east
partially controlled by the market. In

that case the cause and effect
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rel ationship, the cost and revenues that

is the basis for the accounting required

by the statenment can not be assuned to

exi st .

So if you were to change the underlying costs
that the conpany can recover on a regulatory asset, in
my mind you would fall under 144, and you nmay have to
write off the underlying asset.

CHAl RMOVAN SHOWALTER:  |'mjust going to
interject, we're tal king about accounting itens, it's
very hard for us to follow, can you just be sure that
you each speak fairly slowly and clearly and project
your voices and not go over things too rapidly.

THE WTNESS: It's exciting stuff.

BY MR CEDARBAUM

Q Looki ng at paragraph 66, the begi nning of the
second sentence says, regardless of the actions of the
regulator, is it correct that FAS 71 as it may have been
i mpacted by FAS 144 would still lead to the concl usion
that there could be actions outside of actions taken by
a regulator that could affect the ability of the conpany
to maintain a regulatory asset on its books?

A. The way | would interpret that statenent is
that if the market were to change, like if you were to

| ose custoners and you hadn't rechanged, you hadn't
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reset your rates, it may not take action. | nean you
don't have to wite off the asset because you're not
recovering the cost just because you don't have the
revenues coming in. But if the market were to change
and it was to get built into rates, then the underlying
costs could be witten off.

MR, CEDARBAUM  Okay, thank you, M. Story,
those are all ny questions.

JUDGE MOSS: M. Van Cl eve?

MR. VAN CLEVE: No questions, Your Honor.

JUDGE MOSS: M. Brookhyser?

MR. BROOKHYSER: No questi ons.

JUDGE MOSS: M. ffitch?

MR, FFITCH. No questions.

JUDGE MOSS: Questions fromthe Bench?

EXAMI NATI ON

BY CHAI RWOVAN SHOWALTER:

Q Do we have copies of FAS 71 and FAS 144 in
this record?

A We have a partial 71 that Staff just put in
228. We do have a full copy of 71, and we can provide a
full copy of 144 if you would Iike.

Q Going first to 228, is the first two pages of

228 the relevant portions of FAS 717
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A. No, there's about 24 paragraphs in SFAS 71
give or take a couple of paragraphs. Paragraph 9 and 10
are kind of inportant. Paragraph 9 has been anmended by
-- it's been anended by SFAS 90, 92, 121, and 144.
woul d say the mmjor anendnent came in 144. |t added a
paragraph to the end of paragraph 9 and then al so
anmended paragraph 10, which refers to paragraph 9.

Q I think I"mhaving trouble with what is a
standard and what is a reason for a conclusion. Can you
explain to ne what is here in Exhibit 2287

A Exhibit 228 is the first two pages. The
first two pages are a part of the standard. The
standard actually gives the guidelines that the
accounting profession has to follow as far as handling a
certain type of item In this case it's dealing with
regul ati on.

Q Al right. But then with respect to
paragraph 9, that's a standard, but you say it was
anmended by standards 92, 121, and 1447

A And 90 al so.

And 907

Ri ght. As accounting has progressed, they do
conme out with new standards that may anend the way you
treated accounting itens in the past. And what they

would normally do is they put out a new standard, and
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then they tell you what it supersedes or anends. And
they will mark the old standard so that you can
understand that it's no longer the way it's witten, you
have to go to a new standard to read the update

Q But at what point in tinme was paragraph 9
here in effect, and when was it superseded?

A Par agraph 9 becane effective in 1982 when
SFAS 71 became effective. And SFAS 144, | don't have a
date on that one, but | believe it was just recently.
And | can read you the anmendnents on paragraph 9 if you

woul d i ke.

Q No, | would rather get a witten copy.

A Okay.

Q Thank you.

A. The way you have to read these standards is
you will, when you get a new standard 71 which we can
provi de, paragraph 9 will have a line beside it. And at

t he begi nning of that paragraph or SFAS 71, they will
tell you every paragraph that's been anended or
superseded. And then you have to go to the new
standard, and at the back of the new standard it will
tell you what's changed in each of those paragraphs of
the standards that you're | ooking at, so we will provide
a 71 and a 144.

Q Okay, | would like to nake that a Bench
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request, sonething that makes it evident what changed in
this standard as time went on.

A Okay.

Q And then just continuing on the next two
pages begi nning with paragraph 55, those are reasons
supporting the standards?

A Yes. Cenerally what the Accounting Standards
Board will do is they will have a witeup at the back of
a pronouncenent or a new standard tal ki ng about the
process they went through in deciding why they're going
to go with a certain standard, and that's what these
are.

Q Al right. So in these amendnents that
you're going to provide, are they acconpani ed by
addi ti onal reasons for why they were, why the standards
were revised?

A Yes, but it may not address a certain
paragraph within the old standard. It's just the new
reasoning as to why they're amendi ng an accounting

pronouncenent .

Q Can you provide those as well in this Bench
request ?

A. Yes, they're part of the standard.

Q Thank you.

JUDGE MOSS: And this will be Bench Request
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Nunber 2, M. G ass, and we'll reserve Exhibit Nunmber 3.
BY CHAl R\OMVAN SHOWALTER:

Q There was one other question that | believe
M. Gaines said | should ask you, which is about how the
benchmark is changed fromtine to time, and | believe he
expl ained that in this proceeding the benchmark is
established for the period ending March 2005?

A That's correct.

Q VWhat happens after that? |Is there sone kind
of automatic mechanism or that does the benchmark
remai n unl ess the conpany conmes in and asks that it be
changed?

A A particular cost would remain the sanme unti
it's changed for setting the rate. Wth the natura
gas, that happens to be one of the variable costs within
the PCA, so the actual cost that we incur during the PCA
period is run through the PCA. And unless we're in one
of the bands, you know, sharing bands, that cost gets
passed through. [|f we happen to be in the first $20
MIlion of the band, the conpany woul d eat the
di fference between what's built into rates and what the
new cost is, receive a benefit if the cost were |ower.
As far as the changing of the PCA rate, there's two ways
to do that. W can do it through a PCORC nechani smlike

we're in right now, or we can do it in a general rate
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1 case.

2 Q I"'mtrying to determ ne the default. Let's

3 say we accept the conpany's proposal and adopt the NYMEX

4 benchmar k.

5 A MM hm

6 Q And now it is March 2005

7 A Yes.

8 Q And neither the company nor anyone el se has

9 conme in tous. First of all, is that possible under the

10 order setting up the PCA nechanism and if it is, what
11 happens in April of '05?

12 A The rates would still be set using the NYMEX
13 set in this rate proceeding, and it would just go

14 forward until it was changed either through a new PCORC
15 case or a general rate case. There is no mechanismto
16 change it other than those two nethods.

17 Q And if the parties other than the conpany

18 feel that the current benchmark, the then current

19 benchmark is inappropriate, is not in the appropriate
20 md point, is the burden then on those parties to cone
21 forward and propose a new benchmark?

22 A Well, | suppose they could, but there's a

23 couple of things built into the PCA where if the

24 conpanies conme in and ask for a rate increase and it's

25 nore than 5% during the PCA periods, then we have to
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file a general rate case within three nonths of the
final order that would give us over 5% of a rate change
between the start of the PCA and whenever that happens.
And then there's an additional provision that says if we
have a PCORC case after three years and we woul d have to
cone in for a general rate case. So there are sone
provisions to cone in and change those rates.

If the individual or a party felt that the
rate was inappropriate, they could bring it up in a
conpliance filing. That wouldn't change the rate, but
it could bring the conpany in for -- it wouldn't -- |
nmean there's no real nechanism | know of other than for
themto suggest that that rate be changed in a
proceedi ng, and the Comm ssion could nost probably order
the conpany to cone in and have it changed.

It's -- but that's only one conponent of the
PCA. You've got to renmenber too it's all of the other
costs are changing. Wat we're trying to do is conme up
with a rate that will give the conpany its recovery of
power costs. One conponent |ike any rate nay be out of
line, but sonmething else will be changing so that you
hopefully in the future you recover your costs. | nean
we're not trying to recover the costs exactly, we're
trying to set a rate that will recover our costs over

time.
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The ot her safeguard within the PCA is that if
you get a credit bal ance, the custoner will get a
benefit of a credit balance also. You know, it goes
both ways, the bands. So like right now the conpany has
eaten, not eaten but absorbed about $40 MIIlion worth of
power costs. It could go the other way.

CHAI RWOVAN SHOWALTER:  Thank you.

COW SSIONER OSHIE: | don't have any
questions of M. Story.

JUDGE MOSS:  All right, M. Story, it |ooks
like you may be on the stand briefly, but | do have a

coupl e of questions.

EXAMI NATI ON
BY JUDGE MOSS:

Q I was just actually | ooking through your
testimony, | thought | recalled reading in your
testimony that you were involved in the restructuring;
is that correct?

A No, | was involved in the PRAM proceedi ngs,
the nmerger, and | was actually in a different position
during the restructures.

Q | see. But you have or you should have a
good fanmliarity with the accounting treatnment of this

regul atory asset.
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A | do.

Q For nmost of its life.

A Yes.

Q Okay, good, because that's what nost of ny
questions relate to. | think for ease of reference, and

it my be elsewhere in the record we could | ook as well
but, and maybe your counsel will have to provide you
with a copy of this, I"'mactually |ooking at one of

M. Elgin's exhibits, it's marked in our record as 283,
and it was his KLE-3C for the benefit of those who are
using that system This is PSE's petition for the

accounti ng order.

A | have that.

Q Do you have that?

A Yes, | do.

Q Good. And | would like then for you to turn

in the exhibit that | have here it's the upper
ri ght-hand corner page nunber 6, and it says at the

bottom petition for accounting order - 5. Are you on

t hat page?

A Yes.

Q Okay. And |I'm |l ooking specifically at
paragraph 12, and that paragraph tal ks about, well, it
says:

To achi eve the targeted savings, the
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1 conpany requires an accounting order

2 that obtains the desired effect for rate

3 maki ng purposes and satisfies the

4 conmpany's financial reporting and

5 accounti ng needs.

6 And so, it didn't say this but | will add it
7 in, and so:

8 It is proposed that the order authorize

9 t he conpany to do the follow ng for

10 accounting and rate nmaki ng purposes.

11 And (a) is:

12 Capitalize for recovery and rates the

13 purchase price paid by the company for

14 the gas supply contract.

15 Now t hat was, that's the $215 M I1lion buyout

16 costs?
17 A That's correct.
18 Q That's what that's tal king about. And then

19 it says:

20 Defer anortization of the purchase price
21 for five years.

22 So | think this goes to a point | asked

23 M. Gaines about. | was speaking with himin terns of

24 t here havi ng been sone offset between carrying costs and

25 anortization over the first five years, and it appears
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to me that | had that wong, and perhaps nmy question
therefore was -- threw himoff, but there was
anortization, but it was actually added to the bal ance
of the regulatory asset rather than expensed?

A. Ri ght, you're tal king about the interest, it
was capitalized, that's correct.

Q And that was a debt rate of interest, and
that's the $8 MIIlion per year we see there added in for
the first five years?

A That's correct.

Q Okay. And then at (c) actually relates back
to that, that's a reference to earn a return at a debt
rate, that's when you're tal king about carrying costs,

that's what you're tal king about?

A Yes.

Q Okay. And the debt rate | believe you said
was 8%

A For this calculation, yes.

Q Correct. And on one half, only on one half

of the deferred bal ance?

A Yes.

Q Okay. And then in paragraph (d), and I'm
sorry to wal k you through this step by step, | just want
to make sure | understand it all, step (d) there, the

conpany was to commence anortization of the deferred
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bal ance including the accunul ated debt return fromthose
early years and the capitalized purchase price, so now
we're up to say what, $239, $250 MIlion, sonething |ike

that; do you recall?

A It would be close, it would be about $8
MIllion a year, so you would have another $40 M1l on.

Q So you're |ooking at $255 M lion?

A. In that range.

Q In that range. And so that's at year six.

And the basis for that, the comrence the anortization
the basis for that is the pro rata allocation of power
cost savings as set forth in Exhibit H for the renmaining

years. Now are you familiar with Exhibit H?

A Yes.
Q It's not part of this, what was Exhibit H?
A Exhi bit H cal cul ated the di fference between,

and this is frommenory so | would like to subject to
check nmy own self, but they calculated the difference
between the old contract rate and the market rate that
was projected in the '97 order. They got a stream of
savi ngs that were basically the difference between those
two rates, and then it took this anortization and shaped
it into that savings so that proportionately you woul d
have the cost of the purchase, the restructure, put into

years that have nore or |ess savings, and you would have
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sone savings com ng through in each of the years.

Q So you woul d have higher anortization in the
out years to reflect the projected greater savings in
t he out years?

A That's correct.

Q And | ess anortization in the early years to
reflect the fact that in those early years the savings
woul d not be as great?

A That's correct.

JUDGE MOSS: That's basically how t hat
wor ked. And rather than bel abor the point and stretch
our nmenories too far, I'mgoing to make Bench Request
Nunmber 3 that the Bench be provided with and the record
be provided with Exhibit Hto the petition.

(Bench Request 3 to be Exhibit Number 4.)
BY JUDGE MOSS:

Q Now t hat paragraph (d) goes on to say:

The unanortized balance will be included
for rate mmking purposes for recovery in
any future proceedi ngs.
When it says included for rate naking
pur poses, that neans as part of rate base | take it?
A That's correct.
Q And so on that unanortized bal ance, the

conpany earns a return?
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A Its authorized rate of return.
Q Aut hori zed rate of return, okay.
A Ri ght .
Q VWhat does that |ast sentence of paragraph (d)
mean?
Interest cost in excess of the anpunts
initem(c) would be considered for
recovery by the Commission in future
proceedi ngs.
What does that nean?
A Not havi ng been involved in the case, |'m not

sure, but I would interpret that to nmean that the second
hal f of the interest m ght have been taken up for
consi deration instead of -- even though it had been
expensed as an additional itemto be included. That has
never occurred.

Q Okay, well, that sounds a little different
fromwhat M. Gaines said, which was that the
shar ehol ders woul d have absorbed that, so |'mgoing to
ask as Bench Request Nunmber 4 that the conpany clarify
t hat point, whether the sharehol ders absorbed the other
hal f of that interest. |Indeed the question can be put
quite directly, what does that sentence nean that | was
just asking about, because it's now sonewhat confused in

my m nd.
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1 A. I think we're saying the sane thing,

2 M. Gai nes and nyself. The sharehol der did take that

3 cost, it's just that it could have been considered in

4 future rate proceedings. It never has been, we have

5 never brought that cost in, soit's -- but we can

6 provide clarification on the sentence.

7 Q Just maybe clarify it alittle bit for ne, |
8 woul d appreciate that.

9 Al'l right, paragraph (e) says that the

10 conpany needs to flow through for tax purposes the

11 straight line tax anortization of the purpose price. |
12 don't have any trouble with that one.

13 (F) says defer power costs savings of $3

14 MIlion in 1998, $5 MIlion in 1999, and so on and so
15 forth, I won't read themall into the record. How would
16 that be reflected in the books in accounting for this
17 asset? |If you're deferring the power cost savings,

18 where does that show up?

19 A. I"'msorry, | don't know the interpretation of
20 that sentence either. W can clarify that.

21 Q Okay, and we'll just role this into that sane
22 Bench request. | want a clarification of how the

23 conpany accounted for these deferred power cost savings,
24 whet her they're in sone fashion added back in as part of

25 the regul atory asset or treated in sone other fashion, |
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1 don' t know.

2 But then (g), and |I'm concerned you're not
3 going to be able to answer this one either, M. Story,
4 but then the conpany says it will flow back the power
5 cost savings in (f), doing the math quickly, it |ooks
6 i ke about $40 M1 lion, for accounting and rate making
7 purposes as follows, $17 MIlion in 2003, $16 MIllion in
8 2004, and $8 MIlion in 2005, and | have a couple of

9 guestions. Well, | guess the basic, the overal

10 guestion is how are these conmtnents being nmet in the
11 context of the conpany's PCORC filing? | haven't seen
12 those nunbers, and | would |ike to know how those are
13 bei ng handl ed. Basically is the conpany living up to

14 these comm t nents and how?

15 A. This is the -- we will have to provide
16 clarification on that. | think what the difference is
17 here -- well, | won't even speculate. | believe this

18 was the original petition, and that's not the way the
19 final accounting came about in the petition, you know,
20 in the settlenent, but we'll provide clarification

21 Q Well, now | am confused, because this is the
22 conmpany's petition, and the Conm ssion approved that

23 petition on the basis as an open neeting item and

24 entered an order in that proceeding with respect to that

25 matter and basically approved the conpany's petition or
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granted the conpany's petition so --
CHAl RMOMAN SHOWALTER: Al | owed.

Q Al | owed, thank you. In fact, |I'm]looking at
that if you have -- | think actually I'm |l ooking at a
portion of the order, perhaps not.

CHAl RMOVAN SHOWALTER: What exhibit are you
on?

JUDGE MOSS: Right now | am on Exhibit 283.
BY JUDGE MCSS:

Q But we al so have, well, | guess it's actually
part of that sane exhibit it |ooks |like, yeah, part of
283 is the Comm ssion's nenorandum order. This is page
19 of the exhibit. This is in the Matter of Petition of
Puget Sound Energy for an Order Regarding the Accounting
Treatment for the Purchase of the Gas Sales Contract,
Docket Nunber UE-971619. And so the Commi ssion approved
t he accounting petition, and I am | ooking at page 23 of
the exhibit, which is page 5 of the order, the second
ordering paragraph, with one caveat that | will state in
a nonent, basically restates what is in paragraph 12 of
the accounting petition or paraphrases it. And the
caveat is, and I was going to ask you about this too,
this ordering paragraph says about mdway to a little
nore than mdway through, it says:

And conmence anortization of the
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deferred bal ance i ncl udi ng the debt
return and capitalized purchase price in
the first year based on, et cetera and
so forth.

Shoul dn't that say sixth year?

A. That's where |'mhaving a little bit of a
confusion here. | can go back to the work papers on the
Tenaska, which I'msorry is not part of the record, the
wor k papers have been provided to others. And the
anortization on Tenaska actually started in year 1
that's why | think the accounting changed between the
petition and what was ordered.

Q Well, and the order does say in the first
year.

A Ri ght, and we did anortize $1, 952,000 in the

first year, $3,863,000 in the second year. So not

havi ng been part of the process for '97, | think it
woul d be best if | just clarify that.
Q | understand. And again, | think what the

conpany did appears to be consistent with what the order
says first year, but of course the petition itself said
-- well, and | think the order said sonewhere that it
approves the petition except as otherw se stated here,
so maybe that was one of those otherw se stated.

wasn't around at that tinme either, so |'moperating in
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the dark, which is why | have these questions.

JUDGE MOSS: All right, so the genera
gquestion is how the conpany has in fact followed this,
and if there are deviations fromit such as, fromthe
petition, such as we just discussed, then please explain
those as well. And I, you know, a narrative response
may be suppl enented by a table or sonething like that is
the sort of thing I'mlooking for, sonething witten in
pl ain Engli sh.

(Di scussion on the Bench.)

JUDGE MOSS: You know, excuse me, M. Story,
M. dass, we haven't been setting tinme frames for the
response to these Bench requests, and | know we have a
fairly short turn around in our briefing schedule in
this proceeding, so can you give ne sone sense of when
you might be able to provide responses to these, could
this be done by the end of the week?

MR. CGLASS: Certainly.

JUDGE MOSS: | woul d appreciate that.

CHAl RWNOVAN SHOWALTER:  And in connection with
that | ast request, just draw your attention to the Staff
meno at the open neeting on page 3, itemc, the Staff
recomendation is that anortization begin in the first
year. So apparently the Conm ssion adopted the Staff

recommendati on. What went on prior to that, | don't
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know.

MR. CEDARBAUM  Your Honor, Commi ssioners,
will just note for the record that M. Schooley is a
Staff witness in this case, and he will be on the stand,

and perhaps he can be hel pful on these subjects.

JUDGE MOSS: And perhaps if | don't get back
to my notes he will be m ndful of it and sonmeone will
draw himout on this subject so that | can better
understand all of this. | do appreciate the comment.

And | think with that, M. Story, that
conpletes my questions as well. |[|f there's nothing
further fromthe Bench, we always give counsel an

opportunity to junp in one nore tine before we go to any

redirect.

MR, CEDARBAUM No questions.

MR. VAN CLEVE: No questions.

JUDGE MOSS: Fine, then do we have any
redirect?

MR. GLASS: No redirect.

JUDGE MOSS: No redirect, all right, very
wel | .

M. Story, we appreciate your help with our
case and your testinony today, and you may step down
subject to being recalled if needed.

And we never do use the termrest your case,
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but | do believe that conpletes your witness |ist,
M. d ass?

MR, GLASS: Excuse ne, Your Honor, yes, we
have no further wi tnesses to call

JUDGE MOSS: All right, then just briefly off
the record during the lunch recess | nentioned to
M. Van Cleve and M. Schoenbeck that | had himlisted
next, so if he's ready to go.

MR. VAN CLEVE: He is, Your Honor.

JUDGE MOSS:  All right.

Pl ease rai se your right hand.

(Wtness Donald W Schoenbeck was sworn in.)

JUDGE MOSS: Thank you, please be seated.

Wher eupon,
DONALD W SCHOENBECK,
havi ng been first duly sworn, was called as a witness

herein and was exani ned and testified as foll ows:

DI RECT EXAMI NATI ON
BY MR. VAN CLEVE:
Q M . Schoenbeck, do you have in front of you
what's been nmarked as Exhibit 231C t hrough 2467
A Yes, | do.

Q And are these docunents your direct testinony
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and exhibits in this proceedi ng?

A Yes, they are.

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

A. Yes, they are.

Q Do you have any changes or nodifications to

t hese exhibits?
A Not at this time, no.

MR. VAN CLEVE: Your Honor, we would nove for
the adm ssion of Exhibits 231C through 246.

JUDGE MOSS: Hearing no objection, those will
be adnitted as narked.

MR. VAN CLEVE: And M. Schoenbeck is
avai |l abl e for cross-exam nation.

JUDGE MOSS: Now I'mthinking that we'll go
directly to PSE on this, noting however that while Staff
and Public Counsel and CCW may be positionally aligned
with ICNU, there are also sone differences, and so
just want to ask if any of you have any intention of
cross exanm ning M. Schoenbeck

MR. CEDARBAUM | did not off the bat,
sonmet hi ng m ght cone up.

JUDGE MOSS: Well, clarifying question or
sonmething |ike that, but | neant going in.

MR. BROOKHYSER: Yes, | did have one
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questi on.

JUDGE MOSS: One question, all right, then
we' || probably get away with that.

Whul d you prefer to have the one question
from CCW prior to your cross-exan nation, or would you
prefer to go first?

MR. GLASS: That's fine. | would note that
we are also, as M. Cedarbaum was this norning,
sensitive to friendly cross-exam nation, so.

JUDGE MOSS: M. Brookhyser is apparently
friendly to everyone, or perhaps hostile to everyone.

MR. BROOKHYSER: Hostile, | like the idea.

MR, GLASS: | would be happy to have
M. Brookhyser go ahead.

JUDGE MOSS:  All right, M. Brookhyser, you
may ask your one question.

MR. BROOKHYSER:  Thank you.

CROSS- EXAMI NATI ON
BY MR. BROOKHYSER:

Q M. Schoenbeck, you're proposing an
adjustnment related to the regulatory asset grow ng out
of the Tenaska buyout; is that correct?

A Yes, | am

Q And in making that reconmendation, do you
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i ntend any recommendati on or do you intend that your
recommendati on have any inplication regardi ng how Puget
manages or fulfills its obligations under that contract?
A No, | do not. | do not intend that the

i npl emrentation of my reconmendati on woul d cause Puget to
abrogate that contract.

MR. BROOKHYSER: That's all | have, thank
you, Your Honor.

JUDGE MOSS: Okay, thank you, M. Brookhyser

And, M. Van Cl eve, you have been silent, so
| assune you have nothing. ©h, this is your wtness.

MR. VAN CLEVE: This is nmy wtness.

JUDGE MOSS: Just being overly polite.
Soneti mes accused of being in this case foolish.

Al right, M. d ass.

MR, GLASS: Thank you, Your Honor

CROSS- EXAMI NATI ON

BY MR. GLASS:

Q Good afternoon, M. Schoenbeck
A Good afternoon, M. d ass.
Q Pl ease, by ny count there are three issues

out st andi ng between | CNU and Puget Sound Energy at this
time, the winter capacity cost, the Tenaska fuel, and

the gas pricing in the PCORC tine period. Do you agree
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with that Iist of three?

A Actually, since the testinony was prepared |
did review the rebuttal testinmony with respect to the
Wi nter capacity option issue, and | would be willing to
support the joint Staff and conpany position in that
matter, therefore | think we're really down to just a
significant two issue rate case at this point in tine
bet ween the conpany and us.

Q Two is better than three. Let's go to the
two then. On pages 26 to 31 of your testinony, which is
mar ked as Exhibit 231, you outlined your proposal for a
rather significant disallowance of the fuel cost for
Tenaska. At the top of page 27, you recite that 2.1%
di sal | owance

A Is it 1.2%

Q Let's get to page 27. At line 10 on page 27
of your testinony, the last bit of that quote there is a
statement or is a copy of something out of the 19th
suppl enental order; is that correct?

A Yes, that's correct, and | thought you had
said 2.1, and that's why | just corrected it to be 1.2
for the Tenaska contract.

Q Ckay, 1.2% Do you actually -- in your
testinmony, do you state that the Conm ssion inposed a

fixed price cap in that order?
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A No, | don't believe | stated that
specifically at all. | obviously think there were
expectations with regard to the reformati on of that
contract, but | have not stated in ny testinony that
there was a fixed price cap. However, | think that is
one reasonable interpretation to take out of the
process, that given the fact that the contract was a
nmust -take contract at a constant price, it would --
could naturally be considered as a fixed price cap

Q Woul d you agree that in the 19th suppl enent al
order in the definition of the remedy and in the 20th
suppl enental order that the Conmmi ssion defined the
remedy to be 1.2%tinmes -- defined the disallowance to
be, excuse nme, to be 1.2%tines the net contract charges
for Tenaska?

A Yes, | do agree with that, and | guess what |
was trying to say is at that tine that determ nati on was
made it was a fixed price contract. So if the fixed
price contract was $83.7 a negawatt hour and you took
1.2% of that, you would end up with a fixed price
contract of $82 a kilowatt hour or however the math
woul d work out, and it would still be a fixed price for
that contract.

Q The Conmmi ssion did not, however, set the

fixed price in the 19th or 20th suppl enental orders?
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1 A. No, it set a percentage of 1.2%

2 Q Very good. | would like to switch to gas

3 pricing. Your testinony is that PSE s forecasted gas

4 prices based upon the NYMEX market based i ndexes shoul d
5 not be used as the base power or the base power cost in
6 this proceedi ng?

7 A That's exactly right.

8 Q And in lieu of the market based gas price

9 forecast, you suggest that the conpany should use a

10 fundanment al s based forecast?

11 A Yes, it gets even a little bit nore specific
12 than that. You're looking for a fundanental forecast
13 t hat does not take into account near-termor short-term
14 nuances. So put another way, in a fundanentals forecast
15 you could take into account, if it's a short range

16 forecast, very recent fundanental information such as
17 supply and dermand and wi thdrawal. What | was | ooking
18 for is a fundanental forecast that did not take into

19 account short-terminformation. Cbviously |I was

20 famliar with the CEC nodel, and it was also publicly
21 avail able, so | thought in selecting such a nodel that
22 it would be readily available, it would be transparent,
23 it would be done by a third i ndependent party.

24 Q A point of definition before we continue

25 You said short termand near term do you agree or will
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you for the sake of continuing in this exam nation agree
with Ms. Ryan's testinobny yesterday that the near term
at least as far as the conpany is concerned is within

t he next two years?

A. Well, we can use that definition. But again,
inm mnd | think in response to sone of the data
requests to you | noted how there can be a very recent
like a cold snap event in the nation and on the East
Coast, and it can result in an upward tic in the NYMEX
gas price for each of the 30 nonths of the NYMEX strip
And what | was trying to say in that data request, that
that type of a near-term event has actually kind of
long-terminplications on the NYMEX strip, so that's the
exact type of short-termor near-term event that | was
trying to avoid in determ ning a base gas price
forecast.

Q I would appreciate it if you, that was far
nore answer than the sinple question of the definition
of the near term this will go a little bit nore quickly
if you answer the question.

So you woul d agree that the definition of
short termfor use of our discussion today will be
within the two year period?

A Well, if you want to define it, what | said,

if you want to define short termas being two years,
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will be willing to accept that in ny answers to you.
Q As you just nentioned, you reconmend a nodel
that basically does not take into effect fluctuations in

the short-term market that would depart froma long-term

fundanental s based nodel; is that correct?
A Yes.
Q And t he nodel that you suggest the conpany

shoul d use is the North American Regi onal Gas Mode
published by the California Energy Comm ssion?

A. Yes, and again because it is a -- | think
it's a unique nodel for the circunstances we have before
us in this case, and also the results of it are free.
It's made by an independent party that publishes the
results to anyone who wants to review them

Q Pl ease refer to Exhibit 259, which is PSE
Cross-exani nation Exhibit 13.

JUDGE MOSS: 253, I'msorry, you said 259,
didn't you?

MR GLASS: 259, yes.

JUDGE MOSS: |'msorry, 259

THE WTNESS: |'msorry, M. dass, what was
t he nunber then?

MR. GLASS: That was 259, and that was PSE
Cross-Ex. 13. Specifically this is the Decenber 2003

California Energy Conmi ssion report.
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1 THE W TNESS: Yes, | have it.

2 MR. GLASS: Geat.

3 BY MR. GLASS:

4 Q Have you been provided with a copy of this

5 report prior to today?

6 A. | obtained a copy for nyself prior to today,
7 yes.
8 Q Okay. And this is a docunent or severa

9 chapters of a docunent published by the California

10 Energy Conmi ssion entitled Electricity and Natural Gas
11 Assessnent Report, and it is a conm ssion report on

12 Decenber 2003; is that correct?

13 A Yes, that's correct.

14 Q This commi ssion, this report, you would

15 agree, wouldn't you, that this report presents the

16 results of a natural gas, the NARG nodel results for
17 2003 woul dn't you?

18 A For 2003, no, | would not. Are you talking
19 does this report produce a gas price forecasted fromthe
20 North Anerican nodel for the year 2003? Did

21 m sinterpret your question?

22 Q I will take that question.
23 A No, it does not.
24 Q Okay. You indicated in your testinony that

25 on line 3 and 4 on page 19 of your testinony that you
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used the NARG nodel results that were used for the CEC s
Decenber 2003 publication; is that correct?
A I"'msorry, I'"'mreally sorry, could you give

t hat reference again?

Q Your testinony, page 19, line 3 and 4.

A From t he NARG nodel results used for this
publication, that's correct, | see it now

Q So just to nmake clear here, the results that

you used in preparation of your testinmony are the sanme
nunbers that were used to produce this comm ssion report
t hat was from Decenmber 20037

A To be clear, there is a NARG nodel run that
was used as a portion of the results reported in this
report.

Q Continuing on that sane |ine 4, you propose a
$3.60, well, | guess it's the next line, the Sumas price

projection of $3.61?

A Yes, that's correct.

Q Pl ease turn now to Exhibit 252, which is PSE
Cross-Ex. 6.

A Okay, | have it now.

Q This is ICNU s response to PSE's Data Request

Nurmber 9; do you agree?
A Yes, | do.

Q Did you prepare this?
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A Yes, | did.

Q In the response you were asked to describe
how you came up with the $3.61 figure, and | would like
to summari ze roughly three steps and see if |I've got it
accurately portrayed. The NARG nodel prices are annua
val ues as stated in 2000 dollars; is that correct?

A Real doll ars.

Q Real dollars. And you converted those NARG
val ues, those NARG nodel values to nominal dollars using
the CEC s GNP deflator; is that correct?

A Which is the same deflator they used in the
Decenber report, right.

Q And t hen you wei ghted between 2004 and 2005
75% in 2004, which is nine nonths, and then three nonths

of 2005 to account for the PCORC rate year; is that

correct?
A That's exactly correct.
Q And you indicated in your response the NARG

prices were froma run date in April of 2003; is that
correct?

A Yes, that the gas price projection that was
used in the report that was published in Decenber, but
t he workshops and the consultation effort that went into
devel opi ng those prices actually started in January of

2003.
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Q So they started in January, and then the run
results were in April of 2003?

A That's correct.

Q I would Iike to turn to yet another exhibit,
Exhi bit 258, please.

A. I"'msorry, | don't have those nunbers, so can
you give me your correspondi ng cross nunber?

Q Sure, it's PSE Cross-Ex. 12. And while
you're getting there, I will explain what the cover page
states, Natural Gas Market Assessnent. This is another
report by the California Energy Conmission, it's a staff
report from August of 2003.

A Yes, | have this as well

Q Very good. Have you been previously given a
copy of this?

A Actually the first tine | saw this one was
when it was provided by you.

Q Okay. Please turn to chapter 2, page 5, |
guess this is page 11 of 60.

A Yes, | have it in front of me.

Q Great. Please direct your attention to the
NARG nodel assessnent net hodol ogy.

A. I"msorry, I may be | ooking at the wong
page. Are you tal king about the nunbers up at the top

| eft or bottonf
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1 Q Yes, the top left is page 11 of 60

2 A Okay, sorry, |'mon page 17.

3 Okay, excuse ne, now so it's page 11 of 60

4 it's also page 5 of the report.

5 Q Ckay, that first paragraph under there reads

6 on the second sentence:

7 The general equilibrium nodel predicts

8 quantities and prices of natural gas

9 needed to bal ance supply and demand

10 t hroughout North Anerica over a 45 year

11 forecast horizon in 5 year increnents.

12 A Uh- huh.

13 Q Is that accurate?

14 A. Well, that's what this report says.

15 Q And --

16 A The NARG nodel, the way it was done for the

17 April run actually produced annual results.

18 Q But the NARG forecast works in five year
19 i ncrenents, doesn't it?
20 A Well, it's a supply and denmand nodel. You

21 can run Aurora in hourly increnents, you can run it in
22 typi cal week increnents, you can run it in hourly

23 increments or nonthly increnents, annual increnents.
24 The NARG nodel for the results that were produced in

25 April were run in annual increnents.
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Q Annual increnents, and so to obtain nonthly
figures, you would interpol ate?
A You woul d have to shape them
Q Okay. One minute, please.
I would like you to | ook at page 26. Let ne
get there and | will tell you what --
A I"'msorry, are you referring to the top again

or the bottonf

Q I think the top.
A. Okay, yes, | have it.
Q Excuse ne, | need to find the correct page

here.

MR. GLASS: Your Honor, | would ask for one
mnute to find exactly where | need to be.

JUDGE MOSS: Just take your time, find your
pl ace.
BY MR GLASS:

Q Okay, | figured it out, it's on page 17 of 60
on the top, which is 11 at the bottom and pl ease direct
your attention to the nodeling assunptions and data
sources. Are you fanmiliar with the general vintage of
the historical data upon which the NARG nodel is based?

A. I guess can you be nore specific on the
general vintage, are you talking in ternms of sone of

these publications or --
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Yes.
Well, they're stated here. For exanple, the
Canadi an natural gas demand data was based on 2001 data.
Q Correct. And the annual energy outl ook which
is roughly in the nmddle of the page is based upon a
2002 report out of the EIA; is that correct?
A That's exactly right.
Q And you woul d accept subject to check that

that is based, that 2002 report is actually based upon

2001 data?
A Well, if you could provide ne sonmething with
that, | could accept that subject to check
Okay.

But again, that's, you know, the vintage of
the data of -- | don't believe is that significant when
you're trying to do what -- | was selecting a nodel that
does not take into account short-terminplications, and
this would also go with respect to short-term
differences in load. | think actually in |ooking at
this report for cross-exam nation | thought this was
actually a critical paragraph that really summarizes
what | was | ooking for and why | chose this nodel, and
it's on page 30 of 60, at the bottomit's page nunbers
24. And that's what | think really cuts to the chase on

this issue is | was interested in a nodel that did not
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take into account the short-termfluctuations, as I
believe the NYMEX price series does.

Q So if you're trying to find a nodel that does
not reflect fluctuations within the next two year
period, which is the short-term period, you would
actually seek to have a price set without regard to the
actual prices that would occur within the next two
years?

A Well, that's why to call two years a short
termin the gas industry is | think a little bit
extended. | would never refer to two years personally
as a short-termperiod of tine. But certainly | think
if you start at the other end, | think it would be, you
know, a tragedy if this Comr ssion were to update the
NYMEX price series right nowin the nonth of February
for rates to go in effect on April 1st. Because while
woul d say that the NYMEX prices for April 1st are a good
predi ctor of what the market price is, | do not believe
that's the correct nornalized val ue that should be used
for setting the base cost in a PCA, just as PSE has
recogni zed in their own long-termforecasts that the
near-term years 2004 and 2005 are high. Prices were
lower in 2003, they're predicting themto be lower in
2006, 2007, 2008. So using the NYMEX price in this

proceedi ng has too nuch near-term nmarket pressures that
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are not reflected in a base fundanental approach

Q Well, that may be true, but doesn't the
conpany if it has to go out and buy gas, isn't it
subj ect to those near-term market pressures?

A. It absolutely is, but there again that's what
| think is the critical difference is what I'mtrying to
testify to is what should be a nornmalized price of gas,
not is what is what | call the next year or the next
month price of gas. Because that differential, that
risk of the next nonth's price being either above or
bel ow the nornmalized price should then be flowed through
t he PCA nechani sm and apportionately shared between rate
payers and sharehol ders.

That's why | think the very sinple analogy is
the 40 water years. This case before you today does not
rely on a single water year, they have used 40 different
hydro conditions to determ ne how nuch generation wll
be used on a normalized basis for the next nmonth, for
the nonth of April. Well, undoubtedly the forward price
of electricity in the forward near-termreports can give
you a nuch better estinmation of what the actual power
generation will be fromthe hydro facilities rather than
the 40 year, than the average of the 40 year runs. |
was trying to do a conparable thing for the gas price

what is a normalized gas price that does not take into
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account near-termrisk that should be shared through the
PCA mechani sm

Q Near-termrisk and also near-termreal prices
that the conmpany will experience?

A. Yes, that's right, because what woul d happen
if we take into account those real-termprices? If we
said we will set rates, that was ny onmiscient exanple
in my testinony where if we set rates know ng precisely
what every cost was going to be next nonth, that would
absol utely make neani ngless the risk sharing nmechani sm
that was negoti ated between the parties in the last rate
case where the first $20 mllion fluctuation in power
cost is absorbed by the conpany, and then there's three
nore brackets with different risk sharing percentages.

If we set the base power cost price based on the exact
cost that would be incurred by the conpany in this
period, they would capture all the benefit, and the rate
payers woul d have no -- the rate payers would not

benefit fromthe PCA nechani sm

Q Conversely if the rate is set at a nodel's
base price significantly | ess than what the conpany wil |
actually be able to go out and buy power for, that wll
be on the conpany's side of the |edger?

A That's correct, that's why | think this is a

very critical issue that the Conm ssion get this gas
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price right.

Q So you would find the CEC NARG nodel produced
based on this 2001 and 2002 data to be a nore accurate
reflection of the power cost price than the actua

forward prices?

A. Did you mean to say gas price or power price?
Q Gas price, you're right.
A I thought in putting this testinony together

it was the best price available at the tinme, and | stil
believe that, because it's in the believable range.
When you | ook at, you know, potential long-termoffers
on a cogeneration devel opnent, you hear certain gas
price val ues, you know, for sustainable |ong-term
values. And | think it also, the $3.61 also is in that
range of reasonabl eness for ne just as a price of $4.35
at Sumas for long-termis not within that zone of
reasonabl eness.

Q | believe you just testified that the best
price available, that you believe the California NARG
nodel is the best price available. | would Iike you to
turn to page 26, which is the page or two right after
this is page 32 of 60 in the same CEC report under the
headi ng | ong-term versus short-term forecasts.

A Yes.

Q The first paragraph says:
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Provi di ng an annual average price does
not provide insight into the volatility
of the day-to-day market for seasona
mar ket price. Four factors are not
included in this analysis, weather
hydro electricity availability, seasona
demand swi ngs, and changes in economc
paranmeters. This is a linmtation of

| ong-term anal ysis describing in this

report.
A I'"'msorry, are you reading the same paragraph
| noted earlier? | think | was on the wong page again.

VWhat page at the top?

Q Page 32 of 60.
A. Okay.
Q And under the heading |ong-termversus

short-term

A Oh, well, yes, and what | was trying to point
out before when | said the current passage, for ne, it's
basically the sane paragraph at page 24 where it says
the prices in the base forecast, it's basically saying
t he exact sane thing, you know, that --

Q Ri ght .

A -- showing long-term prices does not capture

the seasonal price variability that occurs in the
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market. But in ny mind it's the base case forecast
assunes average weat her conditions and availability of
hydro in the WCC region, and it does not include the
short-term consequences of tenperature extrenes,
droughts, abundant hydro or financial difficulties
within the natural gas industry. And also add to that
list inmy mndit would not include short-term
injections or withdrawals from storage that | do not
beli eve shoul d be taken into account in the base gas
price forecast, as | believe are absolutely taken into
account in the NYMEX gas strip.

Q I would like to refer still to the sanme
paragraph in the August report, page 32 of 60, first
paragraph under |ong-term versus short-term forecast.
It continues:

Staff has research underway to
i ncorporate these factors into future
assessnents.

A. Yes, that's what it says.

Q Continuing in the next paragraph, the | ast
two sentences are:

These effects can result in higher
prices over fluctuating time frames.
Quantifying these factors requires

conprehensi ve anal ysis of short-term
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mar ket fundanent al s.

Is that correct?

A Yes, that's correct.

Q I would Iike to refer you to then the
Decenber 2003 CEC report, which is Exhibit 259.

A. I"'msorry, is that 137

Q Yes, I'msorry, that's 13.

A. Yes, | have it.

Q Pl ease direct your attention to the | ast
par agr aph on page 101

A 101 at the botton?

Q Yes,

Cl ose enough,

CHAI RWOVAN SHOWALTER

m nut e.

COW SSI ONER HEMSTAD: |

the record if you woul d,
t he pages of the exhibit
forth.

MR, GLASS: |
41 of 59.

THE W TNESS:
BY MR GLASS:

Q The | ast

101 at the bottom

| have it.

Can you wait for a

Page 41 of the exhibit.

think it would help
t he page references would be to
so we're not junping back and

This will

under st and. be page

Yes, | have it in front of ne.

par agr aph reads:

The long-term analysis is based on an
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1 annual average natural gas supply and

2 demand conditi ons and does not, as we

3 have di scussed before, reflect the

4 i nfluences of seasonal and spot market

5 behavior. In order to capture these

6 current market conditions, experience in
7 t he power generation sectors,

8 electricity generation simulations and

9 price assessment incorporate NYMEX price
10 information for the early years in this
11 anal ysi s.

12 And then it goes on to describe figure 4.11

13 which is actually a revision of the August data.

14 A. No, this actually uses the April data.

15 Q vell --

16 A For the NARG report.

17 Q Did the April, well, did either the April or

18 t he August data include NYMEX for the short ternf

19 A. The NARG is a natural gas fundanental s nodel.
20 What they did to produce this forecast, the decline in
21 the prices from 2004, 2005, and 2006, or excuse nme, only
22 goi ng through 2005, are reflective of the NYMEX strip at
23 the time the report was produced. For the years 2006

24 t hrough 2007, that's the NARG reports, that's exactly

25 why | wrote nmy testinony the way | did. | wote ny
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1 testinony to say the NARG run that was used as the basis
2 for this report. Wiile they published the NARG results
3 in this graph for the year 2006 on, they actually had

4 produced a forecast for the year 2003 on. That's why |
5 answered earlier the NARG results for 2003 were not in

6 this report, but they are for the year 2006 goi ng

7 f orwar d.

8 Q You woul d agree, however, that figure 4.11
9 has been -- includes NYMEX prices in that first year?
10 A. Yes, it absolutely does, nmore than one year
11 Q So in other words, when the California Energy

12 Conmmi ssion issued its report in December, it chose to

13 i nclude data with this NYMEX near-term market

14 information in its report?
15 A. Yes, that's exactly right. But again, you
16 know, | think | have been pretty clear on why | wanted

17 to use the NARG results for the year 2004 and 2005,

18 because it does not have these short-term swings in

19 t hem

20 Q You're not aware of any proceeding in which
21 the use of the CEC gas price forecast was proposed or
22 advocated for use by the Commi ssion?

23 A. We're tal king about the WUTC Comnri ssi on?

24 Q Yes.

25 A | am not aware.
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1 Q Ckay, Exhibit 254, Cross-Ex. 8
2 JUDGE MOSS: While M. Schoenbeck is | ooking

3 for that would be a good nonent for us to take a recess,

4 so we'll take 15 minutes and return at 3:50 p.m

5 (Recess taken.)

6 JUDGE MOSS: While we're settling in here, |
7 will make sure that |I'mclear on Bench Request 4. One

8 of the pieces of information that | want to be sure is
9 in your response to Bench Request Nunber 4, M. d ass,
10 is the ampbunt of recovery of and on the Tenaska and

11 Encogen regul atory assets that are included in this

12 PCORC filing.

13 (Bench Request 4 to be Exhibit Nunmber 5.)
14 All right, then let's resunme our

15 cross-exani nation of M. Schoenbeck by M. d ass.

16 MR, GLASS: Thank you, Your Honor

17 BY MR. GLASS:

18 Q We are currently at Exhibit 254, PSE CX-8
19 A Yes, | am
20 Q Okay. This is your response to our data

21 request confirmng that you're not aware of this

22 Commi ssi on ever using the CEC gas forecast; is that

23 correct?

24 A Yes, that's correct, |'mnot even sure it's

25 ever been proposed before.



0395

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Q Continuing to PSE Cross-Ex. 10, which is
Exhi bit 256, there you were asked if any other utility
or utility comm ssion has used the CEC nodel to
calculate rates for an electric utility, and you cite a
few dockets there, and you suggest that PG&E may or has
used the CEC benchmark for gas; is that correct?

A That's correct.

Q Okay, very good. And the last exhibit | wll
go to is Exhibit 261, which is PSE Cross-Ex. 15.

A Yes, | have that.

Q Okay. This docunent purports to be Pacific
Gas & Electric Conmpany's 2004 Energy Resource Recovery
Account. Do you confirmthat that's what it says?

A. Yes, that's the August version, and as |
noted in ny response to Exhibit Nunmber 256, | was
anticipating a February 13th filing for the CEC
benchmark gas val ue woul d be used, and, in fact, that
filing was made on February 17th, and it did indeed use
t he CEC val ue.

Q Is that filing for the sane period as this
2004 Energy Resource Recovery Account?

A Yes, it absolutely is. It's just marked -- |
believe it's just sinply marked updated, but it's for
the sane application nunber, it's application 03-08-004,

it's dated February 17th, 2004, and it's entitled 2004
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1 Ener gy Resource Recovery Account Update Vol unme 1

2 For ecast .

3 Q Referring to PSE Cross-Ex. 15 again on page

4 29 of 30.

5 JUDGE MOSS: Exhibit 2612
6 MR, GLASS: Sane exhibit, yes.
7 A Yes, | see that.

8 BY MR GLASS:

9 Q In the middl e paragraph that begins:

10 P&E used current forward market prices
11 for energy and natural gas to sinmulate
12 t he economi ¢ dispatch of P&E' s

13 resources.

14 W Il you read the sentence that begins

15 natural gas?

16 A Natural, on line 147

17 Q Correct.

18 A It says:

19 Nat ural gas prices are cal cul ated based
20 on the June 23rd, 2003, closing prices
21 for NYMEX gas futures contracts plus

22 br oker quotes received on June 23rd,

23 2003, for basis differences to PG&E s
24 city gate delivery.

25 MR, GASS: At this tinme, Your Honor, | would
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like to nove to have Exhibits 252, 254, 256, 258, 259,
and 261 nmoved into the record, please.

JUDGE MOSS:  All right, et me go over that
with you, 252, 254, 256, 259, 261.

MR, GLASS. Yes, 258 was m ssing.

JUDGE MOSS: Do you wish to offer 258?

MR. GLASS: Pl ease.

JUDGE MOSS: All right, is there an objection
to any of those exhibits?

Hearing no objection, those will be admtted.

Are you electing not to offer the renmaining
exhi bits designated for this w tness?

MR. GLASS: That is correct.

JUDGE MOSS: So we will list as not offered
Nunmbers 259, 250, 251, 253, 255, 257, and | had
previously marked as not offered 247 and 248 because
t hey duplicate nunbers 82 and 83.

Does that conplete your cross-exam nation?

MR, GLASS: At this tine, yes.

JUDGE MOSS: All right, do we have questions

fromthe Bench?

EXAMI NATI ON
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BY CHAI RWOMAN SHOWALTER

Q First, M. Schoenbeck, | mssed the very
begi nni ng of the cross-exam nati on here when M. d ass
identified three issues, it had turned out you have
reached sone agreenent in your own mnd on one of them

and there were two |eft.

A Ri ght .
Q What were the three, and what are the two?
A. Well, the three was the cost associated with

t he Tenaska contract, second one was what woul d be the
appropriate normalized gas price series to use for
setting the base rights, and the third had to do with
the cost associated with neeting the test year w nter
peak, and it was with regard to this latter issue or the
third that having reviewed the rebuttal testinony of PSE
that | agree with the value. Basically it was they
decreased the cost associated, their rejected cost of
neeting that peak, by somewhere in the range of $8 to
$10 M1 1ion.

Q Al right, so the remaining two are the cost
of Tenaska and what forecast is used to determ ne base
gas rates?

A. Ri ght .

Q Now turning to the first one, cost of

Tenaska, | thought you testified that a nust-take
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contract at a constant price "could be considered as a

fixed price cap". That's what | wote down.
A That's correct.
Q And so ny question to you is today on the

stand what is your view of what we should do with
respect to what we could consider? W can consider it,
should we turn it into a fixed price cap?

A My testinmony addresses three possibilities
directly on what could be done. | guess subsequently
sitting through this hearing | guess | have come up with
a fourth. But the three were take the origina
contract, discount it for the 1.2% and consider that a
price cap that you would use for both base cost
purchases and PCA purchases. The second approach would
be to take, you know, basically the Exhibit B anal ysis,
whi ch woul d hold PSE's feet to the fire that the cost
savi ngs they had projected should be used to determ ne
rates. The third one which | addressed was just the
notion that in looking at it fromwhat we know today,
this regulatory asset that was created basically has no

value, so wite it off, and that's the one | chose anobng

those three. | believe there potentially could be a
fourth now as well, and that would be using a, if you
will, | hate to use the word, but using a nornmlized

Tenaska cost based on such as the Exhibit B revenue
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stream

Q When you refer to Exhibit B, what exhibit are
you tal ki ng about in our record?

A | believe it's nmy Exhibit 244.

MR, VAN CLEVE: | think it's page 1 of 244C,
Your Honor.

A Yes, that's correct. So what you would do
woul d be to inpute a price of Tenaska using the
proj ected or expected prices at that tinme, which would
-- which is reflected on the last line if you | ook at
the first colum, the values that -- $1.73 for exanple.
So for the rate year if you go over to 2004, 2005, you
woul d be | ooking at a price of gas of approxi mately
$1.92 to $1.98 versus the $4.35 that's currently
reflected in their base filing. But what you would then
do is use the PCA nmechanismto reflect what the actua
costs end up being for Tenaska.

So in other words, just |ike we have argued
so much over what would be a reasonable nornalized cost
to use for gas, you could do the sane thing with respect
to Tenaska to at least get a little bit of sharing then
bet ween the conpany sharehol ders and the conpany rate
payers. Because under the current circunstance, what's
happened is while there was this perceived benefit, it's

basically gone away with the net present val ue of the
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1 transaction being zero. But this would allow a

2 mechani sm under whi ch the actual cost of Tenaska would
3 be fl owed through the PCA and go through the

4 shar ehol der-rate payer savings bands.

5 Q Al right. So | have witten down four

6 options. On nunber two, well, | have nunber two, is

7 that essentially changing or transfornming the

8 expectation that was present at the tinme of the

9 accounting order into a binding prom se?

10 A. Right. In the nuance there between two and
11 four is that under number two you would hold their feet
12 to the fire for both the base cost deternination and for

13 the PCA adjustnent, so they would net out.

14 Q Well, actually I was just at this nmonent

15 still on nunber two trying to understand it.

16 A Okay, sorry.

17 Q Whi ch we woul d transformthe expectation at

18 the tine of the accounting order into its own cap?

19 A That's correct.

20 Q Al right. But then was nunber four taking
21 t hat expectation and making it the m d point around

22  which risk is shared?

23 A. Yeah, you know, | use that as an approach
24 Basi cally what you would have to do, | used that as an

25 exanpl e but that would be the notion, you would conme up
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with a normalized gas price, and maybe it's $3.61
i nstead of the $1.90 or the $4.35, but then you would
use that, and you would use that over the |ong term of
t hat contract.
What triggered this thought was your

di scussion with M. Gaines when it was basically, well
let's wait to see how we performed at the end of the
contract after the year 2011. But what woul d happen at
that point? | don't know what incentive there would be
or contentious argument over who had benefited to what
extent between sharehol ders and rate payers. But if you
could come up with a bench gas mark right now today as
part of this hearing and say we'll allow you to nanage
around that, and to the extent you can beat that
benchmark through the PCA bands, those savi ngs woul d
accrue to shareholders. And if you would be above that
band, those additional costs would be born again between
shar ehol ders and rate payers. So it's the notion of
giving theman incentive to truly manage under that
contract when there would be sonmething at risk or
sonmething for their reward.

Q But | just want to nake sure | understand
what your idea is under option four

A Mm hm

Q What |' m understandi ng you to say, which
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m ght not be accurate, is that for Tenaska gas prices we
use the expected gas prices at the tinme the accounting
order was approved and fluctuate the risk around that
line; is that what you're saying?

A No, but -- don't focus on the value as nuch
as the idea. | gave as the value say the $1.93 for what
the accounting order said, but that would basically give
virtually a significant amount of the benefit that would
then flow to the rate payers. So what | was thinking to
cone up with a solid value, a solid gas val ue, whether
it's $3.50, $3.60, $3.70, but it's certainly not $4.35,
and set that price constant for each year through 2011
So then to the extent Puget can beat that price in their
actual acquiring of gas for Tenaska, they would
basically get a benefit fromthat. And to the extent
they could not, those costs would be, again ny nmindis
it's going through the PCA mechani smwould be -- fall in
within the bands of whatever, whatever the band was for
that year, whatever the -- it would be shared between
rate payers and sharehol ders.

Q Do you agree that this concept that you're
now articulating as distinct fromusing NYMEX or the CEC
forecast would require us or would be prenmised on this
idea that at the tine of the accounting order there was

nore than an expectation, or at least if there was no
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nore than an expectation we are now going to transform
it into something nore than an expectation, i.e., a
prom se of delivery?

A Well, in a way.

Q Ei ther an absolute pronmise or a prom se
around which there is a little bit of sharing?

A In away. |In ny view what the accounting
order said is, | think you're right, there was an
expectation, but then there was the quote in there that
talked in terns of however their managenent of gas would
have to be prudent for the remaining tinme. You know,
obvi ously we have rai sed sonme concerns in our testinony
with regard to that gas menagenent. But it's a tough,
tough issue, but what | was trying to get at was the
price used just for Tenaska. So we would -- you would
still have the argument on what price should be used for
all of their gas fired resources, but it's to focus on a
base val ue for Tenaska, put it in there, and then keep
it set through the year 2011 even though we get to
continue to have arguments over what woul d be the
appropriate gas value for all of their gas fired
resources for the next ten years.

Q Al right. Now just switching gears a little
bit, if we, if the Conmission takes a different tack and

deternmines that there was no pronise, there was an
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expectation, but the only managerial expectation was
that the conpany woul d buy gas prudently as
opportunities arise.

A MM hm

Q Under that scenario, do you think that the
conpany's purchasing patterns were inprudent?

A Well, you know, trying not to use hindsight,
which is, you know, always difficult to do, having gone
t hrough many RMC docunents, the ones that have been nade
available to us by the conpany, in nmy mnd there is |
believe a critical series starting actually with the
Decenber 13th RMC, Decenber 13th, 2001, RMC neeting
docunents and m nutes when that was the last time they
talked in ternms of potentially going |ong for Tenaska
t hroughout the renmi nder of the contract.

You know, there's fractured information,

there's very limted information in the mnutes. Even

t hough they're talking in terms of tens of millions of
dol l ars of decisions, if not hundreds of nillions of
dollars in the case of Tenaska, the only summary you see
is one or two sentences in the nmeeting mnutes, so it
doesn't tell you nuch what went on. But trying to glean
fromthe docunments | had seen, what it |ooked like to ne
they said we've got a market price, we think it's a good

mar ket price, however we think the market is going to go
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down further. That's why there was a discussion with
regard to getting a price that's 10% bel ow t he market
because of their expectations. And then that may or may
not have been a reconmendation, but there's at |east a
di scussion on that.

In the subsequent, the next two neetings
after that Decenber neeting, there was again
fundamental s report talking in ternms of bearish
circunmstances with the expectation the price may go down
again. And then cones the March RMC neeting report
where then they -- wherein there's kind of a big whoops,
you know, the market has turned around, things are
bull'i sh, and since then they absolutely have had no
opportunity to consider any type of a long transaction
for dealing with Tenaska.

The other part of the RMC docunments that when
you go back even further, when you go back into the
sketchy notes that are provided from 1999 and sonewhat
in the year 2000 as well, certainly what you see tine
and tinme again is managi ng gas cost around a budget. W
have a budget, how are we deviating fromthat budget.
And in ny thought fromreview ng those documents, it was
a very, very short sighted view of managing their fue
supply at that tinme during that era. So | believe that

there fundanentally was fault with their nanagenent of
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the Tenaska contract up until at |east that whole series
that ends in, you know, March 2002.

Q Well, | wanted to ask you a little bit about
the approach that was reflected in the Decenber 13th
m nutes, the idea was prices would probably go down, and
so let's have our target be current prices mnus 10%

I's that your understandi ng?

A That was my under st andi ng.

Q Al right. | would like you to conpare that
situation with what the conpany could be faced with if
we adopt your recommendation if the CEC prices are bel ow
what the conmpany concurrently buy for.

A MM hm

Q Isn't the instruction nore or less wait unti
they get to those prices or go bel ow them before you
buy; is that a fair characterization?

A Not quite | don't believe. And again, it's
because of the what you're seeing in the near-term
prices versus what | believe the goal of this proceeding
should be. And then again is, in ny mind, again we're
talking in terns of what the prices are today versus
what they should be for a base nornalized rate making
determ nation.

When you think in terns of |ike the

integrating the NYMEX prices or the short-terminto the
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long-term forecast, that's basically exactly where the
conpany itself is today with respect to their analysis,
how t hey eval uated, you know, the acquisition of
Frederi ckson. They incorporated the near-termprice
expectations with long-term forecasts, so you have that
same kind of hockey stick approach where the prices
decline and then they start going up

So where are we here today when they're
asking for a Sumas price in the range of $4.35 for the
current rate year when their |east cost planning
docunents say our prices continue to drop after that al
the way down to $3.70 in the year 2008. So you have
this problemthat you got in -- that you discussed a
little bit with M. Gaines and M. Story, you know, what
happens next year. |f you base the price of gas on
$4.50 or if you think the PGT -- or should the, heaven
forbid, the PGT pipeline blows up and gas prices becone
$11 at Sunmas, you should not set a base price for gas at
$11. You should set it at what woul d be a reasonabl e

normal i zed val ue.

Q But you're flipping over into what's w ong
with the conpany's proposal. [|I'mtrying to stick to how
t hi ngs woul d operate under your proposal. So assuni ng

that we adopt your recomendati on and take the CEC

forecast, exactly what is the conmpany supposed to do?
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What happens if the prices don't fall, don't fall close
to the forecast levels? This nmay be a problemw th any
benchmar k, not just yours.

A I think we have to keep on trying to renenber
there's a critical aspect here, and that's the PCA
mechanism and | think either M. Story or M. Gaines
testified how t hey have achieved their cap of risk under
that mechanismto the $40 MIlion level. So basically
if that would stay that way and it would not go down
over the next several years, what woul d happen is the
di fference between the gas price that we refl ected based
on the CEC forecast of $3.65 or $3.61 versus their
actual prices would be recorded as a deferred power
cost. But what happens if things turn around, you get
an abundant hydro year, you get |ow prices, you' re not
giving the conpany a windfall fromhaving artificially
used a gas price that's far above a reasonable | evel.
And that's what our concern is, and that's why we have
brought this issue to you.

Q But your assunption is that the CEC forecast
is nore durable and nore reasonable for a benchmark over
a period of one year or nobre years; is that correct?

A Well, that's what | said earlier, | think
there's sonething just in my gut saying that a price of

$3. 61, ignoring your short-term expectations, is a
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reasonable price for gas at Sumas. |f PSE can decide
the appropriateness of acquiring Frederickson is based
on sonething akin to $3.70 gas in the year 2008, | think
a price of about $3.61, $3.65 in the year 2004 is
reasonabl e.

Q I want to ask you about whatever index or
forecast or md point we pick, does it nmke sense to
assune it will endure for year after year?

A It may not endure for year after year, but |
definitely agree with what M. Story had to say, that's
why you want a normalized val ue, because that nornmlized
value is set, and it is not changed until either the
conmpany woul d seek relief through the PCORC PCA
mechani sms or they submit a general rate case.

Simlarly customers could not seek relief unless they
brought a conpl ai nt proceedi ng agai nst you. So yes,
it's set once, and under the existing nechanisns for the
base case it can only be altered basically under another
PCORC rate case or under a general rate case.

Q Al right. Going back for a mnute to the
1999, 2002 period when | asked you about prudence, do
you agree that Puget's future load in that period was
uncertain in part due to Schedul e 48 and perhaps al so
the possibility of restructuring |egislation?

A Wel |, Schedul e 48 gave the custonmers a market
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pricing, it did not give them market access. | think
there's a big difference there. They were still captive
custoners of the utility during that Schedul e 48 period
with all the CTC charges.

Wth regard to retail direct access, it's
hard to go back that far in time, but frankly |I never
t hought that would be nmuch of a risk for Northwest
utilities. Wen you saw the EElI type reports during
that time when they showed the potential for stranded
costs on an aggregate base, not on just a 4QF project
basis but on an aggregate basis, what they generally did
was conpare the production related cost to the market
val ue of energy at that tine. And generally with
respect to nost of the states in the Northwest, the
production rel ated conponent of the retail rate was at
or bel ow market .

Q | think the, | don't want to go too far back
into Schedul e 48, but the sentence that | did renenber
fromit said that the conpany is not responsible for
power resources for a custonmer followi ng the termof the

service agreenent .

A Right. But during '99 and 2000 they were
still under the term of the agreenent.
Q Well, 1 know that, but the conpany is |ooking

forward, isn't it, in terns of what its |oad may be?
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You' re saying --

A Yes.

Q -- that the end of the agreenent was too far
away - -

A. Ri ght .

Q -- for it to be particularly concerned about
it?

A Right, it's looking at the risk of the | oad,

and it's also |looking at the potential loss to their
resources. | think M. Gaines referenced that how they
had had a series of contracts expire or wthdrawals of
hydro capability, that type of thing, but it's both

| oads and resources.

Q Al right. Shifting alittle bit, if we are,
if we do adopt a NYMEX approach, what in your view would
be the best NYMEX approach in terns of ten day periods
or one nonth periods, that sort of thing? And
recogni ze that's not your recomrendation

A. What you're going to see is, when you go out
several nmonths in the NYMEX and even in the near term of
NYMEX, you will see very volatile prices where sonetines
they will change 10, 30 cents fromone day to the next
in the near termof the NYMEX strip. And that's what |
was trying to say earlier is you al so see those sane

pri ces danpened all the way down to the bottom of the
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1 strip. So I'mnot sure if there is a good period, but I
2 woul d certainly make it much further away under ny basis
3 than much cl oser

4 And again, why |I'msaying that is | believe
5 that the gas price should not absolutely reflect

6 near-term expectations. So in other words, | would not
7 say use a NYMEX strip for February or January or

8 Decenber to deternine the gas price that should be used
9 for April. | would go back extrenely far, but then that
10 gets you right into the robustness of the market.

11 And in nmy mnd when you | ook at the response
12 to ICNU 6. 15 and you see a market that's half a BCF per
13 day, you have to really realize that is nothing in the
14 gas industry. When you talk in terns of a nationa

15 i ndex, a half a BCF per day of gas usage is the

16 equi val ent of about one half the capacity of the

17 Nor t hwest pipeline at the Sumas inmport point into the
18 United States. So if you | ooked at a Pennwell map and
19 you see gas pipelines going up and down every state in
20 the union, a significant nunmber of pipelines going up
21 and down every state in the union, you represent -- you
22 understand that a half of a BCF of a market is just a
23 drop in the bucket. So |I would never set rates on so
24 ill liquid of a market.

25 Q Wel |, supposing it took NYMEX prices for
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1 January 1 through October 30 of 2003, forward prices for
2 the period April 2004 through March 2005, so you had al
3 of those transactions.

4 A. Ri ght .

5 Q Well, let me start, is that better than ten
6 days in Septenber?

7 A It may be. It's hard to say sitting here

8 today if it is. It would certainly address nmy concern
9 about being further away fromthe i medi ate period. But
10 then I would again want to |look at the volunes that are
11 bei ng transacted, and that's what you see in the NYMEX,
12 and that's what | said in ny testinony. NYMEX is always
13 great for the next nmonth or the next quarter, and as |
14 say that's a robust nmarket. But when you see an order
15 of magnitude drop off fromone nonth to the next to the
16 next nonth, that's just then the standard deviation, if
17 you will, of the expected value just starts

18 exponentially increasing because the NYMEX price 30

19 nont hs out or 29 nonths out fromtoday is just going to
20 have that much greater variability associated with it
21 t han obviously the price the next week. So that's why |
22 really have a fundanental problemwth trying to apply
23 NYMEX as a base gas cost.
24 Q Al right. Shifting back to the CEC nodel

25 is the one that you are recomendi ng one that was
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created in April 20037

A The nodel itself was first published in 1989,
and it still to this day is a Fortran program but there
have been inprovenents to it since 1989. The data, the
fundanental data in this forecast is basically a vintage
primarily in the year 2002.

Q But you have a recommendation of $3.61; is

that correct?

A Yes, based on the output for that nodel for
Sumas.

Q And was that nunber produced in a run in
April 20037

A Yes, it was.

Q Do you have any concern that that run is too

old, or do you think that when a forecast is on
fundamentals it's not going to vary nmuch say fromthis
year, last year, to April 20047

A It could, but I would hope it would not be
dramatic. If it would be dramatic, you would need to
see the reason why it produced a wildly varying result.
It's a tough issue, it's just sinply a tough issue.
Because what |'m saying is you should have a reasonabl e
| ong-term expectation price that doesn't take into
account these near-term fluctuations.

Q Do you have --



0416

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A. So you can -- you have a tension between how
recent is the nodel result.

Q Do you have any conparable results for years
prior to April 2003 for April 2002, 2001, 2000, so that
we coul d see how much that forecast varies year to year?

A. | have actually tal ked about that with
M. Popoff, | have not done any back casting of the
results fromthe CEC nodel, so the answer is no, |
haven't done that.

Q | have one question on the you tal ked about
averagi ng water years and that you -- | understood you
to say that you were doing sonething simlar in the
forecast nodel .

A MM hm

Q And it struck me that water years is a
natural event, and gl obal warmi ng aside, we (a) have no
control over the water and we do figure that it does
average out over time, and it struck nme that markets
bei ng manmade events affected by all kinds of things but
i ncluding regul atory issues or issues that can be
altered, | didn't know if 40 years of markets, if that,
or even sonething analogous to it, is valid in the sanme
way.

A Well, | think what | was trying to get to,

it's the notion that the gas nodel uses nornmlized
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tenperatures and nornmalized hydro conditions. That's
what | was really trying to get to. As opposed to doing
the sane thing with the normalized hydro condition where
you -- where there is this variability about near-term

i mredi ate circunstances just with water as there is with
tenperature as there is with, and particularly for gas,
injection withdrawal from storage. Those all have rea
ti me consequences on market prices. Wiat |I'mtrying to
say, let's use a result that tries to normalize all of

t hose variables out to create kind of a base val ue.

Q And | understand the desire to normalize the
short-termvariables out, but unlike water and
tenperature, it would seemto nme that in the nmarket
areas there could be big events |i ke another pipeline or
restructuring or a war, | don't know, but there's
various things that can't be gotten out of a long-term

mar ket forecast and also can't be predicted.

A well --
Q O expected.
A An expl osion of a pipeline can not be

predi cted, but the addition of a pipeline can be and is
used in the nodel, just like within -- maybe anot her way
totry this is let's |look at the Aurora nodel. The
Aurora nmodel used in this proceeding is a fundanentals

electricity nmodel. It produces expected market prices
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based on gas as an input taking into account what it
bel i eves are the resources available to nmeet that |oad
and all the transm ssion constraints. That's what |'m
trying to do with regard to the gas in this case.

Where PSE instead of using an Aurora run to
cone up with the expected market price for their deficit
energy, they could have just gone to a forward
electricity strip, right. They could have gone to a 12
nonth strip at Md-C to deternmine the nmarket electricity
price to use in this rate case. But instead they tried
to use a fundanentals approach to conme up w th what
woul d the market price say based on this assunption with
respect to resources, this assunption with respect to
| oads, and this assunption with respect to tenperatures.
And | guess that's all | was really trying to do with
regard to the gas side of the equation as well

Q So you're saying that the CEC forecast is as
useful in a gas case as an Aurora nodel would be in an
electricity case?

A Absol utely.

Q And by the way, if we're going on your tack
are there other forecasts other than the CEC nodel that
woul d al so be an option, and if so, why did you sel ect
CEC?

A | tried to -- there -- many consulting firms
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have gas nodel s and many that are fundanental gas
nodel s, and many consultants will provide those nodels
to you at a certain fee, at a subscription charge. And
that's why | sinply chose the CEC nodel because it was
in the public domain, it had been in the public domain
for many years, and it's free.

CHAI RWOVAN SHOWALTER:  Thank you.

EXAMI NATI ON
BY COWM SSI ONER HEMSTAD:
Q Chai rwonan Showal ter's | ast question was a
guestion | was going to ask you about other nodels. You
say there are nmany other nodels, but they are then

proprietary?

A. That's exactly right.

Q If the CEC nodel is free, why isn't that
used?

A Well, | personally believe for severa

consulting firms, particularly back in the late '80's,
early '90's, that in fact was their fundanmental s nodel.
| think several consulting firnms, particularly within
California, started, you know, making nuances to it,
changi ng the data, and using that as their proprietary
nodel. It's a good question. | don't know why ot her

people don't use it nore.
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Q Well, could it be that there are criticisnms
of it as a fundanmental nodel that --

A well --

Q -- or are the others sinply trying to carve
out a proprietary market?

A. It's probably both where what you have, what
you have to understand about the CEC of course is they
don't regulate, they're not the CPUC, so they don't go
t hrough and regul ate annual rate charges. They're just
purely a planning function, so they're always interested
in looking at the costs associated with acquiring
| ong-term generation, the cost associated with
conservation renewabl es, the cost associated with
transm ssion or the cost benefits of transm ssion
projects. So they're looking at it on a little bit of a
|l onger term so it doesn't have -- it has incorporated
some of those short-term deficiencies M. G ass was
pointing out, but in ny viewthis is precisely the type
of thing we need for this case, and that's why | thought
it was appropriate.

Q Well, if the CEC nodel were not avail abl e,
what woul d you have done in view of a recomrendation?

A. Well, | was very intrigued, | was very
intrigued with their -- with the -- what PSE does for

their risk managenent neetings now with their
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fundanental s reports. Certainly given the very
abbreviated time frane we had, we did not ask nmany
record requisitions or data requests with respect to

t heir K3000 system or their what we thought was possibly
a nore mature fundanmental s nodel than what they have
stated in this case. So that woul d have obvi ously been
a natural second best if time would have been avail abl e
is to investigate the proprietary software that PSE uses
for their fundanmental gas forecast, to see the inputs
they use in that nodel, to see the logic, and see if
that would be a reasonable thing to use for rate making
purposes. That woul d have been the natural tendency if
t here woul d have been sufficient tine for this
proceedi ng, to explore the use of that nodel.

Q When you tal k about using a constant price
for the remaining termof the contract, nom nal dollars
as a constant price or not?

A Well, | would be willing to discuss an
inflation adjustnent, but in my mind | was thinking in
terms of a nominal dollar constant.

COW SSI ONER HEMSTAD:  That's all | have

EXAMI NATI ON
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COMM SSI ONER OSHI E:

Q M . Schoenbeck, under your -- you discussed
the fourth option in your discussion with Chairwonman
Showal ter, and | guess one of the issues that | don't
beli eve was addressed, and maybe | missed it, was what
your proposal would be under your fourth option with
regard to the regul atory asset.

A It would stay on the books.

Q That woul dn't be -- are you -- would you
consi der any adjustment of the anpunt of the regulatory
asset to reflect the historical performance of the
utility with regard to the Tenaska contract, for
exanpl e?

A. I don't believe so. Certainly that had a
great deal to do with our primary recomendation that
the historical performance, and particularly the 2003,
4, 5 performance, vis a vis the expectations or pronises
at that tinme, but | would have the regul atory asset stay
as it is.

Q It wasn't clear to ne, I'mjust staying -- |
want to nove to your option two or what you consider to
be your second option in your testinmony, which was the
elimnation of the regulatory asset, and it wasn't clear
to me fromyour testinmony, and | think you touched on it

a bit in your testinony earlier, as to the reason why
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you believe the regul atory asset, at |east in your
initial testinony, should be witten off, and neaning --
| guess what I'm-- it wasn't clear whether you were --
you believe that essentially, as | think Chairwoman
Showal ter had initially discussed with you, whether
there was a contract made with the Conmission, if you
will, that was a promise that the benefits that were
reflected in their initial petition would be, you know,
could be attained throughout to the life of the
agreenent, or that they had not nmanaged properly the
acqui sition of the gas resource with Tenaska even if it
were | ooked at as just an opportunity for gain.

A It's primarily the latter, how they have
managed the resource, there's no | onger a val ue
associated with the asset.

Q And woul d you -- how would you take into
consi deration nmoving forward with the asset?
Essentially what you're arguing then is that based on

past performance, the asset should be witten off

conpl etely?
A Yes.
Q And that noving forward, how would the

utility's managenent of Tenaska be reflected then in
rates?

A Basically as it has been done to date, it
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just would be reflected as market purchases of gas. The
gas they acquired for Tenaska would be flowed through to
rates at whatever they acquired it at.

Q And if the conpany didn't change their market
purchase strategy for Tenaska, would you be arguing that
goi ng forward those purchases would be inprudent, or are
they only inprudent because of the regulatory asset?

A No, | think they were m ssed opportunities
with regard to the managi ng today, just what | was
trying to say earlier. 1n going forward, | think that's
what | keep on going back to this pre PCA world versus
post PCA world, we're nowin a PCA. What I'mwilling to
say is with the witeoff of the regulatory asset, they
try to manage their cost to the extent they can, and
those either risks or rewards would be flowed through
t he PCA mechani sm

COWM SSIONER OSHIE: | don't have any further

questions, thank you.

EXAMI NATI ON
BY CHAI RAMOMAN SHOWALTER
Q | have one nore. Supposi hg we adopt your
$3.61 marker, if prices, if gas were avail able at that
price through 2011 and the conpany bought gas at that

price through 2011, is that first of all pernmtted under
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t he PCA?

A | don't see why it would not be pernmtted
under the PCA

Q And is that -- would that be prudent, and by
that | mean is that per se prudent under the PCA, or is
there another analysis at some other tine as to whether
that woul d be prudent?

A Well, inmy mnd, if you talk in terms of
entering into a long-termcontract, there should be one
prudency revi ew associated with that, and that should
occur as soon as possible to when that contract was
executed. So if they would say we have an opportunity
to buy gas at $3.61 for the next ten years, there's one
prudency review on it, and then that's it. It would be
deened prudent at that fixed price for the renmaining
life of the contract.

Q But in other words, you're not -- you
woul dn't say today that it would be prudent if they do
that once it hits $3.61? Wuld you -- are you saying
that you would have to look at that tinme were gas prices
com ng down and that sort of thing?

A Yeah, what | think -- what | was trying to
say is a prudency review should be done with the best
information that's avail able on why the decision was

made, and the best information that's available is as
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cl ose as you can get to have the review occur al nost
simul taneously with the deci sion maki ng process that
executes that transaction. That's what | was trying to
get to.

As opposed to now where you're trying to put
together this nosaic where you're | ooking at one or two
sentences that describe or summarize actions fromfive
years ago. It's much nore difficult to determ ne an
appropriate prudency review under that nuch of a tine
| apse. So | think the prudency review would have to
occur as close as possible to when that contract was
execut ed whether it be -- because who knows, nmaybe five
years fromnow $3.61 isn't a good price

Q Al t hough | think under ny scenario this is
the first tinme it got there. |In other words, | was
assum ng a scenario in which it was above $3.61, and at
the point it reaches $3.61, clearly it nust have been
com ng down, so then the question would be is it going
to go down even further | suppose.

CHAI RWOVAN SHOWALTER:  All right, thank you

EXAMI NATI ON
BY JUDGE MOSS:
Q Just a couple of quick points,

M. Schoenbeck. Does anyone in the Pacific Northwest
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region do a gas forecast along the lines of the CEC?

A Well, the Northwest Power Planning Counci
woul d be anot her regul atory agency that frankly | don't
know. | know they have done gas price forecasts in the
past. | do not know if they still focus on that type of
thing or not, so l'mreally not sure.

Q Okay. The other question | have for you
concerns your prefiled testinony, Exhibit 231C in our
proceeding. |I'm |l ooking at pages 29 and 30, and | just
want to understand how you get fromone figure to
anot her or what the difference between the two is. On
page 29 at line 16, you testified that if Puget had been
able to achieve the gas prices the conpany assuned at
the tine of the buyout, $1.93 per MVBtu, then the
overall revenue requirenent currently proposed by Puget
woul d have been (Stricken - Confidential nunber), then
you explain a little bit about the basis of that.

CHAI RMOVAN SHOWALTER: | think you m ght be
gi ving confidential nunbers.

JUDGE MOSS: You're quite right, | apologize
for that, |I did just state a confidential nunber in the
record, so | will ask that that be marked as
confidential in the transcript, and it should be treated
as confidential having not been waived by the conpany.

BY JUDGE MOSS:
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1 Q However, havi ng nade that notation, | note

2 that on the next page 30 in non-confidential testinony,

3 you say:

4 In other words or better, a third

5 approach would be to inmpute the gas cost
6 savings used in the reformation

7 analysis, in other words, the gas price
8 used for Tenaska in this proceeding

9 woul d be $1.93 per MMBtu. This would
10 reduce the revenue requirenent by $29
11 M1lion

12 So is one looking historically and one

13 | ooki ng forward, or what's the --

14 A No the --
15 Q Let's not use the figure.
16 A The val ue on page 29 is predicated on a |

17 guess confidential gas price that PSE is using at Sunms.
18 The $29 MIlion figure on line 12 of page 30 is based on
19 the CEC output of the $3.61. So as the price of the gas
20 is lower, then | would assunme the difference between the

21 CEC price and the $1.93 is a snmmller val ue.

22 Q | see.
23 A. Than between the PSE nunber and the $1.93.
24 Q Okay, | see the difference now.

25 JUDGE MOSS: That's all | had, | just wanted
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to clarify that point in my mnd.

| guess, M. dass, you might have sone
foll ow-up questions, and then we have an opportunity for
redirect, so it looks like we're pushing the 5:00 hour
so in ternms of your thoughts about redirect, how much?

MR. GLASS: Five mnutes.

JUDGE MOSS: |'msorry, not redirect, but
foll ow-up questi ons.

And then redirect, M. Van Cl eve?

MR. VAN CLEVE: Probably five m nutes.

CHAl RMOVAN SHOWALTER:  All right, we're
hol ding you to it.

JUDGE MOSS: And the other point is that we
do need to discuss before we | eave today our own hearing
managenment issues, because we have the question of what
we're going to do about M. Lazar's unavailability, the
fact that we have at this juncture you have estimted
approxi mately four hours of cross-exam nation for
Staff's witnesses, what is your realistic estinmate
t oday?

MR. GLASS: Less than that.

JUDGE MOSS: Hal f?

MR GLASS: Yes.

JUDGE MOSS: All right, so we're probably

| ooking at two nore hours of cross-exanination for
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Staff's witnesses, and then M. Lazar is our only other
witness. As | understand, he's still unavail able
t omor r ow?

MR. FFITCH: As we advised previously, he is
avail able for a tel ephone appearance. | have conferred
wi th counsel for the conpany, however, and we have had a
di scussi on about the possibility that they m ght waive
cross-exanination on their part. W haven't sort of
finalized that discussion yet, but -- and, of course, |
don't know if anybody else is interested in exam ning
M. Lazar, but he is available for speaking by or
cross-exani nati on by tel ephone tonmorrow at a tine --
he's got sone flexibility if we can schedul e that today
or, you know, tonorrow norning, he can be made
available, so. But as | say, it may be that there's not
a need for that if we can confer some nore with the
conpany and no one el se has questions for him so.

JUDGE MOSS: Well, there may be sone
questions fromthe Bench. | don't know definitively
that that's the case. | would suspect it is the case.
We don't have a definitive answer from PSE regardi ng
whet her they m ght wish to cross exam ne him And
will say that | think I amclear in ny own mnd that
appearance by tel ephone is not sonmething that we are

prepared to do.
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MR, GLASS. Your Honor, | would say that the
conpany is confortable with waiving cross-exam nation of
M. Lazar.

CHAl RMOVAN SHOWALTER:  Just | know that this
came up recently, when did you becone aware that
M. Lazar couldn't be here?

MR. FFI TCH: Last week as we were | ooking
ahead to the pre-hearing conference or the date of the
virtual pre-hearing conference, | discussed with him he
drew to ny attention the fact that he had a conflict and
asked about the hearing schedule and the witness
schedule. And so | -- he had to travel for another
conmitnment this week, and | conferred with counsel for
the other parties, and we took our best estinate at
whi ch part of the week would be better to have him be
avai l able. And given the fact that there were ten
Wi t nesses and that the hearing was schedul ed for at
| east four days this week, we determnmined that his other
conmmitnent fit better in the front part of the week, and
so we -- he took the first part of the week to be out of
town, so.

CHAIl RMOVAN SHOWALTER:  And when were those
arrangenents nmade that he woul d appear in the later part
of the week and not the earlier part of the week and had

anot her conmm t nent ?
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MR, FFITCH. | can check ny notes here, but
probably | believe it m ght have been Wednesday or
Thursday of |ast week that there was an E-nmil exchange
bet ween counsel, and then on Thursday, | believe it was
on Thursday | advised the Bench. Again, | better check
ny notes, my E-mail notes, but.

JUDGE MOSS:  Your E-mail to me was on
Thursday afternoon at approxi mtely 1:30 and said that
you had infornmed counsel the previous week that
M. Lazar woul d not be avail able.

MR, FFITCH: Well, it may have been the
previ ous week.

JUDGE MOSS: That's just ny recollection.

MR FFITCH. And |, you know, | apol ogize.
Again, I'mnot sure there's a problem perhaps it
appears there may be. W certainly nmade a reasonabl e
effort to predict when it would be -- he would be
appearing and the length of the hearing, as we do in
many hearings that cone before the Conmission. You try
to schedul e when your wi tnesses can be here. Many
Wi t nesses conme fromout of town and can only be here for
one day, and you have to figure when and try to sl ot
themin. |In this case he had another conmtnent, and we
tried to work, figured that the latter part of the week

woul d be nmore likely for his appearance, and it appears
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that we are getting to his tine slot a |ot nore quickly,
so | apol ogi ze for our poor estinmate.

(Di scussion on the Bench.)

JUDGE MOSS:  All right, what we will do is
we're going to finish M. Schoenbeck this evening based
on the conmitnments of counsel. W will resume our
proceedi ngs tonorrow afternoon at 1:30 with the first
Staff witness.

WIlIl that be M. Elgin, | assune?

MR. CEDARBAUM  No, Your Honor, the Staff
lineup, | think | e-nmailed this to you on Thursday or
Fri day.

JUDGE MOSS:  You did actually, and I think I

-- well, no, | don't have anything different, tell nme

MR. CEDARBAUM It's M. Ml ntosh,
M. School ey, M. Elgin, M. Russell.

JUDGE MOSS: Al right, | had one out of
order, sorry. Al right, so we'll start then with
M. Mlntosh on Wednesday at 1:30, and we'll figure out
what to do about M. Lazar. W'II|l see how things go on
Wednesday and figure out what our cross-exam nation
needs are and figure out what we're going to do in terns
of tim ng his appearance tonorrow.

MR. FFI TCH: Thank you, Your Honor. | will
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just say that the nore advanced notice | can give himif
the Bench's pleasure is to have himon the tel ephone
tonorrow, that --

JUDGE MOSS:  No, no, we don't want himon the
t el ephone.

CHAl RMOVAN SHOWALTER: It's not a
possibility.

MR. FFI TCH: | understand.

COW SSI ONER HEMSTAD: | think that he should
antici pate being here on Thursday.

MR. FFITCH: Well, that we can -- we had
al ways offered that he could be avail abl e Thursday
nmorning for live testinony, so we would be happy to nake
hi m avai | abl e on Thur sday.

JUDGE MOSS: | will just say in general for
everyone's benefit that in the future when this sort of
thing cones up, it is always best to coordinate with the
Bench with respect to the scheduling of w tnesses and
not sinply anong yoursel ves, because we have our own
scheduling i ssues as well, and | sonetines have
informati on that you all do not that can be useful in
inform ng those sorts of decisions, so just for future
reference so we can all benefit.

So let's proceed with foll ow up questions by

M. dass, five mnutes or |ess.
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MR. CEDARBAUM  Your Honor, excuse nme, | did
have a couple of, less than five mnutes, perhaps a
mnute and a half or two minutes of questions for
M. Schoenbeck.

JUDGE MOSS: We will give you 120 seconds by
the clock, M. Cedarbaum Let's let M. G ass go first

t hough since he did question the witness before.

RECROSS- EXAMI NATI ON
BY MR. GLASS:

Q M . Schoenbeck, | believe you just testified
that your gut tells you that a reasonable price during
the PCORC tinme period would you $3.61; is that true?

A. Not during the tinme period. |I'mtalking in
terms of for a fundanental gas price, not -- I'mtrying
to make the distinction again between a fundanenta
result versus what | think the actual gas prices may be

for that period.

Q You are advocating the use of a $3.61 --
A For a base --

Q -- price --

A For a base price.

Q -- during the PCORC rate period?

A That's correct.

Q Ckay. Can we buy gas at $3.61 today?
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A No, you can not.

Q Do you anticipate we will be able to buy gas
at $3.61 on April 1st?

A I would say it would be very doubtful. But
again, that is the point is it should not be the next
year or the next nonth gas price, it should be a base
gas price.

Q I f under your Tenaska scenari os or even under
your gas pricing scenario there is established this
fundanmental price of $3.61 as | think was just
di scussed, that would likely lead to the opinion that or
lead to the strategy that the conpany would fix as much
as it possibly could or hedge as close to that price as
possible; isn't that true?

A. Not necessarily at all, because of the --
because of again the PCA nechani sm and what woul d be
going on there. Because you would have to | ook at the
potential market fundanentals to decide if you could
either gain or lose fromfixing the prices at $3.61
Certainly if you fixed the price at $3.61, then you
woul d be at the break even. There would be no deviation
in that cost item between your base power rate and your
PCA rate.

Q Right. |If the conpany could get to $3.61, it

woul d be worthwhile | ocking in or hedging at that price
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so there woul dn't be any greater exposure on a going
forward basis; isn't that correct?

A That's correct.

Q Okay. Do you think that Puget Sound Energy
has the credit to lock in its volunes of gas from 2004
through 2011 at a price of $3.61 or even a price close
to that?

A If PSE has the credit to lock in that price
and | guess could you reword the question?

Q Does PSE have the credit sufficient to | ock
that volunme, to hedge or fix in long-termcontracts that
vol une of gas at that price?

A You say that volume of gas, you're talking in

ternms of 50,000 MvBtu per day?

Q Yes.
A I haven't done that analysis, it's an
interesting question. |If in fact you could get the

price of $3.61 today, you nmight be able to do it. |
haven't | ooked at that.

Q Under your scenarios in which the price is
established at $3.61, if as you suggested there is a
pi peline burst and the price goes up to $11, under your
suggested anal ysis the conmpany would be at risk for the
price differential between $3.61 and $11; isn't that

true?
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1 A. Yes, just as they're at the reward situation
2 right nowif they would get the Conmission to put in a
3 price of $3.35, or excuse nme, $4.35, and then their

4 forecast is right and the prices would go down to $3. 86
5 or $3.78 or $3.70 or $3.72, they would get that reward,
6 so it goes both ways.

7 Q One final question, your testinobny was that
8 the regul atory asset no | onger has any value; is that

9 correct?

10 A That's correct.

11 Q Okay. In order to nmake that statenment, don't
12 you need to presune that you know the outconme of the

13 next seven years of gas prices?

14 A. Yes, you have to take that into account,

15 that's correct.

16 MR, GLASS: No further questions.

17 JUDGE MOSS:  All right, M. Cedarbaum let's

18 have your two m nutes.

19 MR, CEDARBAUM  Thank you, Your Honor
20
21 CROSS- EXAMI NATI ON

22 BY MR. CEDARBAUM
23 Q M. Schoenbeck, ny questions concern the
24 fourth alternative that you gave this afternoon, and

25 that's the one where we set a nornalized gas price and
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then run it through the PCA; is that right?

A That's correct.

Q Okay. | believe that there was testinony
fromone of the conpany's w tnesses which -- well, let
me back up. In the PCA there are sharing bands around
the base line, and then there's a $40 MIIlion cap above

and below the base line; is that your understandi ng?

A Yes, | think there's a tine limt on the cap.

Q All right.

A. An expiration date on the cap.

Q Right. |If you look at exhibit, | don't think
you need to do this, but for the record Exhibit 17 has
the PCA settlenent, and on page 2 it says that there's
an overall cap for the period July 1st, 2002, through
June 30th, 2006, of the $40 MIlion band cap. And if we
go above that cap with respect to costs or benefits,
rate payers pay or receive 99% and the conpany pays or
receives 1%

A That's correct.

Q Do you have an opinion as to whether or not
we woul d be into that, above the cap, under your fourth
alternative where we set a normalized cost of gas for
Tenaska and run it through the PCA?

A Are you taking as a -- | think someone said

in the hearing that they were at 43, that cap was at $43
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today, so to the extent you would use a value |less than
their market purchases of Tenaska, that would go to

i ncrease that anount, that capped amount, which would
then have to be shared 99%to rate payers, 1%to

shar ehol ders.

Q Of those costs?
A O those costs.
Q Right. 1In your proposal you also indicated

in response to Conmi ssioner Oshie that under this
alternative the conpany -- the reg. assets would stay on
-- could also stay on the books?

A Yes, the value of the -- | my have been a
little too quick in responding to that question, but in
my mind it kind of -- the value of the reg. asset would
be connected to the normalized gas price you woul d use.
In my response when | said the whole reg. asset would
stay on the books, | was thinking if you would get
sonmet hing cl oser to what the price had been assunmed when
the reg. asset was created vis-a-vis the $4.35 price.

At that range then again the reg. asset has little
val ue, at $1.93 it has maxi mum val ue.

Q So you weren't talking about the unanmortized
bal ance today of the regulatory asset?

A Actually | was.

Q Well, | guess nmy bottomline question to try
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to cut this shorter is, can you explain why this
alternative four is fair in your opinion if we have the
reg. asset remain on the books and the conpany is

al ready above the cap and then your proposal would just
put the conpany farther above the cap but rate payers
have to pay 99% of those additional costs?

A Well, there's a | ot of things going on here.
First of all, they are at the cap today, and the cap
goes through the year 2006. Just as there can be upward
pressures that have created the cap to be achieved
within a two year period, those same types of things
could potentially occur to make the cap go down given
mar ket prices, where market prices are, where surplus
hydro is. But in addition, it's the determ nation of
the cap, | guess |I'mthinking beyond 2006, once you get
beyond 2006 and the cap is not there. | was really
focusing nmuch nore on the sharing bands that woul d be
2007, 2008, through 2011

MR, CEDARBAUM  Ckay, thank you.

JUDGE MOSS: Thank you, M. Cedarbaum

M. Van Cleve, any redirect?

MR. VAN CLEVE: Yes, Your Honor, a couple of

questi ons.

REDI RECT EXAMI NATI ON
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BY MR VAN CLEVE:

Q M. Schoenbeck, if you could refer to page 17
of your testinmony, which is Exhibit 231, and you were
asked a nunber of questions about the CEC forecast, and
t he suggestion was made that it might not be valid
because it was based on data from April of 2003 or maybe
from 2002. And on page 17 is there a, w thout
di scl osi ng any confidential information, is there
results of a fundanental forecast from Puget Sound
Ener gy depi cted?

A Those woul d be the three dashed |ines, the
two standard deviations about the niddle dashed |ine.

Q And in the, on that page, the table above the
chart, the columm | abel ed RMC nedi an, did that cone from
t he Decenber 2003 risk managenent committee neeting?

A Yes, it did.

Q And if you | ook down at the bottom of that
colum RMC nedi an where it says average, does the nunber
there in your mind tend to validate the nunber that

you' re proposing fromthe CEC forecast?

A They're relatively close without speaking the
val ues.
Q And in contrast, how would you say that the

NYMEX cost or prices proposed by the conpany in this

case conpare to that nedian forecast fromthe Decenber
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2003 ri sk managenent conmittee neeting?

A Well, that's really the whol e purpose of the
chart. The solid line on the chart that's |abel ed 09-03
forecast is actually the conpany's NYMEX derived
forecast with their Sumas basis adjustnent, so it's
substantially above the nedi an.

Q Next | would like to refer you to a | CNU
cross-exhibit which was nunber 12, and it's been
identified as Exhibit 97C.

JUDGE MOSS: |Is that one of M. Gaines's?
MR. VAN CLEVE: Yes, it is.
A Yes, | have it.
BY MR VAN CLEVE:

Q And can you tell me where the data in this
exhi bit came fron®?

A The data was cut and pasted fromthe third
suppl enental response to a Staff data request which was
nunber 58 in this proceeding.

Q And were you the person that did the cutting
and pasting?

A Yes, | was.

Q And can you just describe in general terns
what the data represents here?

A It's the -- it's a -- there's three different

sources of data. There is actual prices for the cost of
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Tenaska t hrough the Novenber 2003 value, so the -- that
value that's shown is still an actual value on a dollar
per MVBtu basis. The subsequent value in Decenber is a
forecasted val ue representative of the September NYMEX
anal ysis done by Puget with their basis adjustnment. And
the NYMEX prices track through the year 2005. Then
commencing in 2006 you have the conpany's |east cost gas
prices that were used, the average prices used in
eval uating the Frederickson plant and showi ng the cost
ef fectiveness of that plant. The bottomrow on the
chart is a sinple average of the 11 nonths shown. My
is mssing because this was in response to a Tenaska
i ssue, so Tenaska does not run in May, so no May prices
were reported. So you can see the annual average or the
sinmpl e average of the 11 nonths for the years. In
particular you go from 2003, 4, 5, and then once they
hit into the | east cost plan fundanentals type of
forecast what those prices are.

Q So when you | ook at the average --

MR, GLASS: Your Honor, at this point I'm
going to have to object. This exhibit was not brought
in through M. Gaines. This is brand new information
that is not currently in the record, and that would be a
new exhi bit coming in through redirect.

JUDGE MOSS: Well, that's not unheard of, but
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are you saying this isn't part of the record?

MR. GLASS: Correct.

MR. VAN CLEVE: Your Honor, | would offer
this into the record. As M. Schoenbeck has testified,
it's based on data provided by the conpany, and he's
nerely explaining what it neans. In his answers to the
qguestions during cross-exam nation, he made numerous
references to the expectation that the conpany thought
that gas prices was going to go down in the future, and
this tends to support it, and it is based on the

conpany's own data.

JUDGE MOSS: | think | will overrule the
objection, and we'll admt this. |It's been previously
mar ked and identified as 97, so we'll just leave it with

t hat nunber even though that was identified for
M. Gaines.

So go ahead.
BY MR VAN CLEVE:

Q M . Schoenbeck, would you agree that this
does indicate that the conpany forecast that gas prices
will decline fromthe NYMEX prices that it has proposed
in this case?

A That's what it shows.

Q And is there anything else you would like to

poi nt out about this exhibit?
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A No, | would not.

MR. VAN CLEVE: That's all | have, Your
Honor .

JUDGE MOSS: Scared me with that |ast one,
M. Van Cl eve.

Al right, | think mybe we did nmanage to
conpl ete our exam nation of M. Schoenbeck today and --

Was there something, M. -- no.

So we thank you very much for your testinony,
and we rel ease you fromthe stand. W' ||l make you
subject to recall as we have everyone else in case we
have a further question for you at some point.

THE W TNESS: Thank you.

JUDGE MOSS: Thank you very rmuch.

Again, we will resune tonorrow at 1:30.

MR, BROOKHYSER: Judge, one matter, | will
not be present tonorrow, | waive nmy right to
Cross-exam nation.

JUDGE MOSS: All right, thank you very nuch
for letting us know.

Al right, we'll see you then.

(Hearing adjourned at 5:25 p.m)



