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

WASHI NGTON UTI LI TI ES AND
TRANSPORTATI ON COVM SSI ON, Docket No. UE-031725
Vol une 1V

Pages 447 to 569

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 25, 2004, from1:40 p.mto 5:00 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 rworman MARI LYN SHOWALTER and Commi ssi oner

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

The parties were present as foll ows:

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

PUGET SOUND ENERGY, INC., by TODD GLASS and
LI SA HARDI E, Attorneys at Law, Heller Ehrman Wite &
McAuliffe LLP, 701 Fifth Avenue, Suite 6100, Seattle,
Washi ngton 98104, Tel ephone (206) 389-6142, Fax (206)
447-0849, E-Mail tglass@ewmn com

Joan E. Kinn, CCR, RPR
Court Reporter
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| 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

THE PUBLIC, by SIMON FFI TCH, Assi stant
Attorney General, 900 Fourth Avenue, Suite 2000,
Seattl e, Washington, 98164-1012, Tel ephone (206)
389- 2055, Fax (206) 389-2058, E-Miil sinonf@tg.wa. gov.
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W TNESS: PACGE:
HENRY MCI NTOSH
Di rect Exami nation by M. Cedarbaum 457
Cross-Exani nation by M. d ass 460
Exami nati on by Chai rwonman Showal t er 465
Exam nati on by Conmi ssioner Oshie 465
Exam nati on by Chai rwoman Showal ter 466
Exam nati on by Judge Moss 467
Recr oss- Exam nation by M. G ass 471
Examni nati on by Chai rwoman Showal ter 537
Cross-Exanmi nation by M. Van Cl eve 545
Exam nati on by Chai rworman Showal ter 549
THOVAS E. SCHOOLEY
Direct Exami nation by M. Cedarbaum 475
Cross- Exani nation by M. d ass 477
Exam nati on by Chai rworman Showal ter 500
Exami nati on by Conmmi ssioner Oshie 507
Examni nati on by Judge Moss 513
Recross- Exam nation by M. d ass 515
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KENNETH L. ELG N
Di rect Examination by M. Cedarbaum
Cross-Exani nation by M. d ass
Exami nati on by Chai rwonman Showal t er
Exami nati on by Judge Moss

Redi rect Exami nation by M. Cedarbaum

JAMES M RUSSELL
Di rect Exami nation by M. Cedarbaum
Cross-Exanmi nation by M. d ass

Exam nati on by Judge Moss
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PROCEEDI NGS

JUDGE MOSS: | don't think we have any new
appear ances today.

We have been handed up sone revised and new
exhibits. W now have a substitute Exhibit 283C for
M. Elgin, and, M. Cedarbaum would you just explain
briefly what's new about it.

MR. CEDARBAUM  Yes, Your Honor. The reason
why we prepared the revised Exhibit 283 was that
yesterday there was sone di scussion that the Bench had
with M. Story | believe with respect to statenents that
were in the conmpany's accounting petition for Tenaska
and the Conmi ssion's order approving the petition. And
I think that there was perhaps a di sconnect in those
guestions and answers, because there had been a revised
petition along the way which was not included originally
in Exhibit 283. So what we did with Exhibit 283 was to
revise it only to include the conpany's revised petition
that came in in early Decenber and was referenced in the
Staff nmenorandum and that's the only change to the
exhibit. W just added the revised petition and then
renunbered the exhibit.

I would note just for the record that if you
| ook at page 25 of 37, it states, and this is with

respect to Exhibit B to the revised petition, it says
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revision 2. We did not include revision 1 because
revision 2 superseded revision 1, so that just seened
i ke extraneous paper to have in the record.

That is the reason for this revised exhibit
and what's contained in that exhibit.

JUDGE MOSS: All right, we'll reviewit in
due course, but satisfy ny curiosity. Did the revised
petition call for the anortization to begin the first
year, or was that something that came about just as a
result of the Staff recommendation in the case, if you
know?

MR. CEDARBAUM | woul d have to doubl e check
the revised petition.

JUDGE MOSS: All right.

MR. CEDARBAUM | believe that was the result
of discussions with Staff that pronpted the revision,
but 1'm not sure of that.

JUDGE MOSS: Okay, well, we'll check it.

Al right, we also have a new proposed
cross-exani nation exhibit from Puget Sound Energy for
M. Russell, and that's nunmber 318, or was that new
direct?

MR. CEDARBAUM  Yeah, just for the --

JUDGE MOSS: That's new direct.

MR. CEDARBAUM Just for the record --
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JUDGE MOSS: Sorry.

MR, CEDARBAUM The conpany has prepared a
cross exanination exhibit for M. Russell which they
will keep, and that's fine, and that showed a
St af f - conpany di fference portrayal based upon the
conpany's rebuttal and the Staff direct. There are sone
adj ustnments that the conpany nmade in their rebuttal case
to which Staff agrees, so we have kind of gone the next
step in preparing the exhibit to show where Staff and
conpany are as to each other, contested and uncontested
i ssues, and that's what Exhibit 318 shows. | will, with
your pernission when we get to M. Russell, ask him sone
additional redirect on that exhibit.

JUDGE MOSS: All right.

And then we did have two exhibits from PSE
One is an additional exhibit for M., it goes with
M. Schoenbeck's set, and this is an exhibit we have
marked it as 262. Do | understand that this is com ng
in by stipulation, the witness is no |onger on the
stand?

MR. GLASS: Your Honor, a brief explanation
of what it is. M. Schoenbeck at the end of his
testi nony or cross-exam nation yesterday referenced a
filing made on February 17th by Pacific Gas & Electric

conpany, we have | ocated that docunent, and that is what
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the docunent is. And it speaks for itself, there's no
need for any exami nation on it.

JUDGE MOSS: No objection, M. Van Cl eve?

MR. VAN CLEVE: No objection, Your Honor.

JUDGE MOSS:  All right, 262 will be adnmitted,
and we'll describe it for the record as amendnment to
application of Pacific Gas & Electric Conpany, February
17, 2004, in application nunber 03-08-004.

And finally, we have a new proposed
cross-exani nation exhibit for M. Schooley from PSE. |
have marked it as nunmber 310, and the description is PSE
response to | CNU Data Request or DR 6.17, it's PSE
Cross- Exam nati on Exhibit Nunmber 26. Again, that's for
M. School ey.

And with that, | believe we are ready to
swear M. Ml ntosh.

Woul d you please rise and raise your right
hand.

(Wtness Henry Mclntosh was sworn in.)

JUDGE MOSS: Thank you, please be seated.

When you' re ready, M. Cedarbaum

MR. CEDARBAUM  Thank you, Your Honor
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1 Wher eupon,

2 HENRY MCI NTOSH

3 havi ng been first duly sworn, was called as a wtness

4 herein and was exani ned and testified as foll ows:

6 DI RECT EXAMI NATI ON

7 BY MR. CEDARBAUM

8 Q If you woul d pl ease state your nane and spel
9 your last name for the record

10 A. My nanme is Henry Ml ntosh.

11 Q You need to speak into the mke, turn it on
12 perhaps as well.

13 A My name is Henry Mlntosh, and nmy nane is
14 spelled MC capital I-NT-OS-H

15 Q And what is your position with the

16 Commi ssion, M. MlIlntosh?

17 A I'"'ma regul atory anal yst.

18 Q Do you have before you what's been marked for

19 identification as Exhibit 291HC and Exhi bit 292HC?

20 A Yes.

21 Q And does 291 constitute your direct testinony
22 in this proceeding?

23 A Yes, it does.

24 Q And was this exhibit prepared by you or under

25 your supervision and direction?
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1 A Yes.

2 Q Is it true and correct to the best of your
3 know edge and belief?

4 A Yes.

5 Q Turning to Exhibit 292HC, was this docunent
6 al so prepared by you or under your supervision or

7 direction?

8 A What is 292HC?

9 Q It is your Exhibit HM 2C HC

10 A. Oh, yes, it was.

11 Q And is this exhibit true and correct to the

12 best of your know edge and belief?

13 A Yes.

14 MR. CEDARBAUM  Your Honor, | had a

15 di scussion with M. dass earlier yesterday | believe

16 about asking some additional redirect of M. Ml ntosh

17 just to bring the state of the record up to speed as to

18 where there are any remaining issues, if at all, between
19 M. Mlntosh and the conpany, and if | could go ahead

20 and do that, | would appreciate it.

21 JUDGE MOSS: Pl ease proceed.

22 BY MR CEDARBAUM

23 Q M. MIlntosh, there's no di sagreenent between
24 you and the conpany on the Frederickson acquisition; is

25 that right?
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A. That is right.

Q If you could turn to your testinony, Exhibit
291, at page 9 where you begin a discussion of severa
rate maki ng adjustnments that you proposed to the
Commi ssion, and then on page 10 you have a di scussion
about a mai ntenance schedul e for normalization
adj ust ment .

A Okay.

Q Can you please bring the Commi ssion up to
date as to whether or not this is a contested issue
bet ween the conpany and Staff?

A This is no longer contested. Staff and
conpany have reviewed -- in fact, Colstrip adjustnent
St af f suggested has been adopted by the conpany as a
nodel i ng change and nodel ed along with the March Point 1
adj ustment, and the wi nter peaking adjustnment has been
accepted by us with the proviso that new information be
included on it as to actual expenses, and thus there is
no remmi ning i ssue between the conpany and Staff there.
On the adjustnment for prudence of replacenent power at
Tenaska and March Point, after reconputation,
adj ustment, and di scussion, Staff and the conpany are in
agreenent .

Q Okay. So is it fair to say then that with

respect to your testinony that there are no contested
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1 i ssues between the conmpany and Staff?
2 A Yes, | think that's true.
3 MR. CEDARBAUM  Thank you, those are all ny

4 guesti ons.

5 JUDGE MOSS: All right.

6 Now for cross-exam nation we have tine

7 reserved both for ICNU and for PSE. Do you have any
8 guestions, M. Van Cl eve?

9 MR. VAN CLEVE: No, Your Honor.

10 JUDGE MOSS: And do you have any questions,
11 M. dass?

12 MR. GLASS: | do.

13 JUDGE MOSS: All right, well, then why don't
14 you proceed with those.

15

16 CROSS- EXAMI NATI ON

17 BY MR. GLASS:

18 Q Good afternoon, M. Ml ntosh.
19 A. Good afternoon.
20 Q You were the |lead or you are the | ead power

21 cost witness for Staff in this case, aren't you?

22 A Well, in a sense -- well, there's very --
23 various el ements of power cost so in -- not in the
24 accounting sense.

25 Q Okay.
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A For sure.

Q Wth respect to the itens that M. Cedarbaum
just nentioned, in sunmary you have, the Staff and
conpany have agreed to mmi ntenance schedul e
normal i zation, winter calls adjustnent, and finally the
Mar ch Poi nt Phase 2 and Tenaska repl acenent power
adj ustnments that were in your responsive testinony?

A. Oh, yes.

Q Okay. And specifically with the Tenaska
adj ustnent, you have agreed with the conpany's
cal cul ation, or the conpany and you have agreed to the
1. 2% di sal | owance cal cul ation?

A Yes, that's right.

Q All right, good.

Just a few questions about your testinobny on
the Frederickson 1 acquisition.

A Al right.

Q You were the Staff's |lead investigator of the
acquisition cost; is that true?

A That's true.

Q And in your testinony you cite the prudence
standard on page 4 of your testimony. Could you please
turn to that.

A I'"mthere.

Q Coul d you please read the indented first



0462
1 paragraph there beginning, in evaluating, the first two

2 sentences of that standard, please.

3 A Al right.

4 In evaluating prudency, it is generally
5 conceded that one can not use the

6 advant age of hindsight. The test this
7 Conmi ssi on applies to neasure prudency
8 is what would a reasonabl e board of

9 directors and a conpany nmanagenent have
10 deci ded gi ven what they knew or

11 reasonably should have known to be true
12 at the tine they made a decision

13 Q I would like to, using that standard which I

14 believe is the one that you used in evaluating the

15 Frederickson 1, go through some of the steps that you
16 did in your investigation. Did you review PSE's

17 solicitation process?

18 MR. CEDARBAUM  Your Honor, | guess | will
19 object. First of all, these questions have been asked
20 and answered in M. MliIntosh's direct testinony, we're
21 just repeating that same stuff. Second of all, there is
22 no i ssue between the conpany and Staff on Frederickson
23 so this is either friendly cross, which isn't allowed,
24 or beyond the scope of his testinobny, which also isn't

25 al l owed, so | would object on those bases.
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1 JUDGE MOSS: And oddly enough, it does sound
2 like friendly cross-exanination, M. dass, so your

3 response, if any.

4 MR, GLASS: Well, fromthe conmpany's
5 perspective, | think the basic prudency eval uation that
6 is going on with regard to Tenaska and in this case

7 generally is at issue, how the conpany shoul d have
8 reacted or how shoul d the conpany have decided things is

9 sonmething that is the central issue of this case. |

10 think --

11 MR, CEDARBAUM  Your Honor -- I'msorry.

12 MR. GLASS: | think that M. MlIntosh has
13 i nvestigated and the criteria, the analytical tools for

14 meki ng a decision, and | think that that is very

15 illustrative for the type of process that we woul d hope
16 woul d have been used for evaluation of our fue

17 decisions in '97 and '99 and forward.

18 MR. CEDARBAUM  Your Honor, if | could just
19 be heard for a second. | nean the response clearly

20 shows the legitinmcy of the objection. They're not

21 asking M. Ml ntosh about questions on his testinony,
22 they' re aski ng questions about prudency and the

23 application of that standard with respect to the Tenaska
24 i ssue. These are legitimte questions, but they should

25 be asked of the correct witness, and that's not
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M. Ml ntosh.

CHAl RMOVAN SHOWALTER: Don't you really want
to ask the next two wi tnesses whether they agree with
hi s statenment?

MR. GLASS: Well, | doubt, to be honest, |
don't think the next two witnesses did the same type of
i nvestigation and eval uati on of the prudency that
M. Mlntosh does, and if | amnot allowed to follow
this line of questioning, there will be no way for you
to conpare what M. Mlntosh did with regard to the
Frederickson 1 acquisition and what the other witnesses
did with regard to the fuel nmnagenent over the l|last six
or seven years.

COW SSI ONER HEMSTAD: Can't we read his
testi mony?

MR. GLASS: M. --

COW SSI ONER HEMSTAD:  Well, is your |ine of
guestioning then going to go to what he would do with
regard to Tenaska?

MR, GLASS: Absolutely not.

COWM SSI ONER HEMSTAD:  Then | don't
under st and what your questions will add that we can't
get ourselves sinply by reading his testinony.

JUDGE MOSS: | think I"mgoing to sustain the

obj ecti on.
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MR, GLASS: No further questions.

JUDGE MOSS: Thank you.

Any questions fromthe Bench?

CHAl RMOMAN SHOWALTER: Just a clarifying

questi on.

EXAMI NATI ON
BY CHAI RWOVAN SHOWALTER:

Q After your colloquy with M. Cedarbaum is
there anything left in your testinony that you regard as
contested still?

A Well, no, | don't think there's any issue
that |'m aware of.

CHAl RWOMAN SHOWALTER:  Thank you, no further
guesti ons.

THE W TNESS: Ckay.

JUDGE MOSS: | have a couple of clarifying

guestions. Are there others fromthe Bench?

EXAMI NATI ON
BY COMM SSI ONER OSHI E:
Q This is a clarifying question as well, but |
think I want to make sure | understand it, M. Ml ntosh,
that the conpany has agreed with the adjustnents that

you reconmended in your testinony.
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A. Well, we have conme to an agreenent. My
adj ustnments and their counter proposals were discussed,
and we have settled on an adjustnent, so yes, we are in
agreenent upon it. So in that sense, they have accepted
my -- | think they would not have made these adjustnents
had I not spoken up, and so therefore I claimcredit for

t he adj ust nents.

EXAMI NATI ON
BY CHAI RWOVAN SHOWALTER
Q Is there something in witing where we can
see the agreed upon adjustnents?
A Yes.
MR. CEDARBAUM  Commi ssioners, if I -- 1
guess there is some confusion. On the winter cal
i ssue, the substance of the agreement | think can be
found in Ms. Ryan's testinmony, which I can't recall the
exact page and reference. But in her rebuttal testinony
she descri bes what she understands to be an agreenent
with Staff about the ampunt of an adjustnent for winter
call costs, and that's what we're agreeable to. It
wasn't that we were agreeable to what M. Ml ntosh
specifically includes in his testinony.
CHAl RA\OMAN SHOWALTER: |'m sure we can read

the record we just have created, but is there any harm
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in submtting a piece of paper that says the conpany and
Staff are agreed upon the followi ng when these are
i ssues that were contested previously?
MR. CEDARBAUM  And | think that
M. Russell's Exhibit 318 gets to that.
CHAl RMOVAN SHOWALTER:  All right, sorry,

t hank you.

EXAMI NATI ON
BY JUDGE MOSS:

Q Al right. Now just a couple of points, and
this may be in your testinony somewhere, M. Ml ntosh,
and if so you can just point me to it, otherwise | think
my questions may go to sone underlying points as to
which | would like sone clarity. M first question is
what natural gas fuel price assunptions did the conpany
use in denonstrating the econom cs of the Frederickson 1
acqui sition?

A. Well, they used the sanme fuel price forecast
for all -- all the -- all of the alternatives
consi dered, and so -- and | believe that was a -- that
was a -- of the long run gas forecast, part of which is
driven by forward forecast and part of -- on -- fromthe
| east cost planni ng database, which was an average out

of | think forecasts from Pl RA and ot her vendors.
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Q So for a portion of the analysis they used
the forward prices from NYMEX, and for another portion
of the analysis they used data that was generated by
their |east cost plan nodel ?

A That's correct.

Q And were you here for M. Schoenbeck's
cross-exani nati on yesterday?

A | was.

Q He produced an exhibit, we had an exhibit
toward the end of the day there that purported to show
the use of forecasts for portions and so, is that
consi stent with your understandi ng of what the conpany
did; do you recall that exhibit?

A No, | don't, no.

Q Let me point you to it.

JUDGE MOSS: Help ne out, M. Van Cl eve, what
exhibit was that, or maybe --

MR. VAN CLEVE: It's 97, | believe, Your
Honor .

JUDGE MOSS: 97, so it was actually one of
M. Gaines' exhibits.

MR. VAN CLEVE: It was |abeled as a
cross-exhibit for M. Gaines.

JUDGE MOSS: That's right, that's the one we

had a little dust up about. Yes, it was Exhibit 97.
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1 M ne actually has witing all over it, do we have a

2 cl ean copy of that 97 either fromyou, M. Cedarbaum or
3 fromM. Van Cleve perhaps. It was an | CNU

4 Cross-Exhibit 12.

5 MR, CEDARBAUM | can provide ny copy.
6 JUDGE MOSS: If it's clean, yeah, mne has
7 handwritten notes. | wouldn't want to taint the

8 witness.

9 And this is -- what you have there is --

10 actually mne is several pages, it looks |like you were
11 just handed one page.

12 MR. CEDARBAUM  Your Honor, you did say

13 Exhi bit 977?

14 JUDGE MOSS: Yes, it's Exhibit 97, it was
15 | CNU Cross-Exhibit 12.

16 MR. VAN CLEVE: Your Honor, | think that is a
17 one page exhibit.

18 CHAI RWOVAN SHOWALTER: It's just one page.
19 JUDGE MOSS: Hm well, that's funny. W'l
20 have to clear this up perhaps at the end of the day, |
21 have a two page exhibit. But anyway, the page that

22 you're looking at is the page |"'minterested in

23 BY JUDGE MOSS:

24 Q There was exam nation toward the end of the

25 day with M. Schoenbeck concerning this exhibit, and he
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basically broke it into three periods there, the periods
in the center for 2004, 2005, he indicated that was per
NYMEX, and then 2006 through 2011 per |east cost plan,
and | see this is actually a response to a Staff data
request, so would this be consistent with your
under st andi ng of --

A Right, it is. | mght point out that for the
resource acquisition studies nore -- a tinme frame past
2011 woul d have been used.

Q Okay.

A So in the sense that this doesn't conpletely

descri be that.

Q Ri ght .
A. It isn't areplication of it.
Q In those years beyond 2011, do you recall was

that al so | east cost plan data?

A | don't recall that.

Q Okay, that's fine, | think I have sufficient
informati on for ny purposes of understanding.

Al right, so hang on a second, | think that
actually -- and when you did your analysis, did you
consi der alternative natural gas assunptions in
eval uating the Frederickson?

A | did not.

Q Okay, so you found these acceptable
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assunptions?

A All the alternatives were held to the sane

standard, and since ranking is the goal, it was the

right thing to do.

JUDGE MOSS: All right, | believe that's al

| have.
Any redirect?

MR. CEDARBAUM  No.

MR. GLASS: Wth regard to the gas pricing,

do have a few qui ck questions.

RECROSS- EXAMI NATI ON

BY MR. GLASS:

Q M. MIlntosh, with the |east cost
PSE filed this last year, isn't it true that
used NYMEX prices for the first two years of
anal ysi s?

A That's true.

Q Wth regard to the PCA settl enent

pl an t hat
t he conpany

t hat

in the

UE- 011570 docket, isn't it true that the PCA settl enent

there was set on NYMEX prices?

A. You nean the base rates that the standard

rates are built on?

Q Correct.

A And which are reflected in the PCA?
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Q Yes.
A That's true.
Q And finally, looking to the fuel managenent

strategy docunment that was appended to M. Markell's
testinony that discussed how the fuel for Frederickson
1, that analysis, which is Exhibit 173C, didn't that

consi der both long-term and short-term gas prices?

A Well, could you tell ne that exhibit nunber
agai n?

Q It is 173, and | can just hand it to you now.

A That woul d be fine, okay. On what part of

t hat page are you?

Q Well, actually, I just would like you to
confirmthat that docunment actually considered both the
| ong-term mar ket fundanmental s analysis as well as the
short-termgas prices in evaluation of the fuel strategy
for Frederickson 1.

A Well, can | hedge that a little bit, yes and
no.

JUDGE MOSS: That was a conpl ete hedge,
t hi nk.

A So the word fundamentals is not a precisely
defined idea. And in some nodelling circles,
fundamental s neans strictly a sinmulation nodel which

nodel s both supply of elements of the product to be
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consuned and the demand for it, and the nodel iterates
to an equilibriumsolution. This is a standard market
simul ati on fundanentals nodel. O her people use the
word fundanentals just to nmean that they have considered
funda -- basic drivers to determ ne the -- of the
requi renent for that conmodity and basic inputs for
deternminations of its price and through other nethods,
maybe statistical snoothing nethods, nore dereistic
common sense net hods, maybe just drawing a line with a
rul er anong a set of points, and cone up with a
forecast. And in a sense, that is a fundanmental
forecast. So it kind of depends on what you're saying.
To some degree fundanental forces are considered here.
Q My question is somewhat nore narrow i n scope
That docunent, which is the fuel managenent strategy,
all | want to know is whether you agree that it was both
a long-termlook at fuel as well as a short-term
assessnment of what prices were available at the tinme?
A. Oh, vyes.

MR, GLASS: Thank you.

CHAI RWOVAN SHOWALTER: What docunent were you
referring to just then?

MR. GLASS: | believe that's Exhibit 173.

JUDGE MOSS: All right, if there's nothing

further fromthe Bench and, M. Cedarbaum you stil
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have no redirect?

MR. CEDARBAUM That's correct.

JUDGE MOSS: All right, fine, then,

M. Ml ntosh, we thank you very nmuch for being here and
testifying today, and we'll release you fromthe stand

subject to recall if we have any questions that come up
before the end.

THE W TNESS: Thank you.

JUDGE MOSS: While we're getting resettled
here and M. Schooley is bringing his materials to the
stand, | will nention that we are going to recess today
at 3:35 until 4:05 so that other inportant Conm ssion
busi ness can be conducted during that period.

And, M. Schooley, if you will remain
standi ng, raise your right hand.

(Wtness Thomas E. School ey was sworn in.)

JUDGE MOSS: Thank you, please be seated.

Wher eupon,
THOMAS E. SCHOOLEY,
havi ng been first duly sworn, was called as a wtness

herein and was exani ned and testified as foll ows:
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DI RECT EXAMI NATI ON
BY MR. CEDARBAUM
Q Woul d you pl ease state your full nane,
spel ling your |ast nane.
A. Yes, ny name is Thomas School ey, that's
spelled S-CH OOL-EV.
Q M. School ey, what is your position with the

Commi ssi on?

A I'"'ma regulatory anal yst in the energy
section.
Q Do you have before you what's been marked for

identification as Exhibit 301HC?

A Yes.

Q Does that constitute your direct testinony in
this proceedi ng?

A Yes.

Q Is that docunent, was it prepared by you or
under your supervision and direction?

A Yes.

Q And is it true and correct to the best of
your know edge and belief?

A As revised, yes.

Q Those revisions were previously filed with
the Commi ssion; is that right?

A Yes.
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Q Turning to Exhibits 302 through 306.
A Yes.
Q Do those exhibits -- are those exhibits that

are exhibits that are referenced in your direct
testi nony?

A. Yes, they are.

Q And were all those exhibits also prepared by
you or under your supervision and direction?

A Yes.

Q And are they true and correct to the best of
your know edge and belief as previously revised for the
Commi ssi on?

A Yes, they are.

MR, CEDARBAUM  Your Honor, at this point |
woul d of fer Exhibits 301 through 306.

JUDGE MOSS: If there's no objection, those
will be adnmitted.

And it's probably a failing in my notes,
M. Cedarbaum but | did not mark M. MlIntosh's
exhibits as being admtted, so | think you may have
offered themand | may have forgotten to rule. |'msure
there was no objection, and they will be adnitted al so.

(Exhibits 291HC and 292HC were admitted.)

MR, CEDARBAUM  Thank you, M. Schooley is

avail abl e for questi oning.
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JUDGE MOSS:  All right, then for M. School ey
the only party indicating a desire to cross exanine is

PSE, so, M. d ass.

CROSS- EXAMI NATI ON

BY MR. GLASS:

Q Good afternoon, M. Schooley.
A Good afternoon
Q I would like to start with an exhibit that

was premarked as PSE Cross-Ex. 26 which was just brought
i n today.

JUDGE MOSS: And that's --

MR, GLASS: Exhibit 310, sorry.

JUDGE MOSS: That's all right.

BY MR. GLASS:

Q Have you revi ewed this docunment?
A Thi s document originally was given to us
perhaps two days ago. | have only had a chance to give

it a cursory review.

Q Okay. WIIl you accept subject to check that
PSE provi ded this docunment request or a response to
| CNU s Data Request 617 on February 19th, 20047

A It's dated as such, but |I'm not sure when we
actually received it.

Q On page 2 of that exhibit, the docunent
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appears to be a nmenorandum from Jim El dri dge, who is the
corporate secretary for Puget Sound Energy, to John
Story.

MR. CEDARBAUM  Your Honor, | will object if
that was a question, but I will object to any questions
on this exhibit of this witness. This is an exhibit
that was not prepared by M. Schooley. It was received
only recently, | believe |ast Friday, and he has not, as
he indi cated, he has not had a chance to thoroughly
reviewit, sothis isn't -- this was not prepared by
him and he really can't answer any questions about the
detail of it.

Moreover, all of the documents that are
contained in Exhibit 310 are dated on dates prior to the
conpany's filing of its rebuttal case. |If the conpany
felt that this was an exhibit that should be part of
this record, they certainly could have nade it a part of
their rebuttal case either when it was prefiled or
through redirect of any witness in the prior tw days of
hearing. They chose not to do either of those things.

So | would object on the basis of this,
again, this witness -- it was not prepared by this
wi tness, and the conpany had its opportunity on a nunber
of occasions to make it an exhibit through an

appropriate witness and did not do so.
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JUDGE MOSS: Well, is your objection
basically that the witness hasn't had an opportunity to
prepare to respond to questions on this, or if the
witness is unfamliar with the exhibit and can't respond
to questions, then in a sense that sort of boots the
obj ection because he just won't be able to answer.

MR, CEDARBAUM | guess ny concern is, Your
Honor, that we go through a long line of questions about
this exhibit before it's offered, and then whatever
informati on cones in or not through these questions and
answers is on the record, and it's difficult to dea
with at that tine. So | wanted to get the objection
stated early on so we can find out whether this w tness
will be asked questions about it at all

And so | -- the objection is on the basis
that he did not prepare it, and the conpany had the
opportunity to offer it through w tnesses who are
famliar with it and they did not.

COW SSI ONER HEMSTAD: M. dass, if | can
ask you, why wasn't this offered through a conpany
Wi t ness?

MR. GLASS: The conpany did not at the point
of its rebuttal testinony understand that the finer
poi nts of the application of FAS 71 and FAS 144 woul d

become an issue in this case. | believe that the
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questioni ng yesterday between yoursel ves and vari ous

Wi t nesses brought these questions to light, and we're
sinmply trying to provide the information that the
conpany has with respect to the accounting treatnment of
the Staff and | CNU proposal s.

| don't have a long line of questions for
M. School ey, | sinply want to ask hi mwhat is his
opinion and if there are any mi stakes or errors in this
docunent .

MR, CEDARBAUM  Your Honor, | guess just to
interject, M. Story has testinony in his rebuttal case
where he refers to FASB 71 and 144. The conpany has
testimony in its case on this subject, and they chose
not to use this docunent. To suggest that this was an
unknown issue is just not denonstrated by the record.

JUDGE MOSS: And certainly, M. dass, this
Wi t ness already has established through your foundation
guestion he's not going to be able to confirm any
cal cul ati ons or nunmbers in this docunent that he did not
prepare and has not had an opportunity to review, so to
the extent your questions go to that, we'll sinply be
wasting tinme, and we're not going to ask himto do
cal cul ations on the stand.

(Di scussion on the Bench.)

JUDGE MOSS: Okay, the objection is
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sustained. Qur thinking at the Bench is that this is an
effort to essentially put in surrebuttal through
cross-exanmination. |If that's sonmething the conpany
woul d care to nove to do, we would hear your argument as
to why that is inportant to your case. O herw se, the
objection is sustained and you will not be allowed to
guestion M. School ey concerning this proposed exhibit.

MR. GLASS: We'll nove on.

JUDGE MOSS:  All right, then 310 will be
treated as not offered.

Actually, let me amend that. | should give
you the opportunity to offer it and to have ne rule on
it if you w sh.

MR GLASS: | don't foresee ny chances as
bei ng very high.

JUDGE MOSS: | don't either, but | thought
you might wish to preserve the point for appeal

MR. GLASS: | woul d nove for adm ssion of
Exhi bit 310 into the record.

JUDGE MOSS: |s there an objection?

MR. CEDARBAUM  Yes, Your Honor, for the
reasons previously stated.

JUDGE MOSS: The objection is sustained, the
exhibit will not be accepted for the reasons previously

st at ed.
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BY MR GLASS:

Q M. School ey, please turn to Exhibit 307,
which is PSE Cross-Ex. 18.

A Yes.

Q This exhibit is the Staff's answer to PSE' s
Dat a Request Nunmber 3, is it not?

A That's true.

Q And specifically the question that was posed
to Staff is:

Pl ease provide all docunents that rel ate
or support the idea that a fixed cap was
i mposed in Docket UE-921262.

I's that correct?

A Yes.

Q And your response is that, your response or
the Staff's response here is that the docunents to
support that are the 19th and 20th Suppl enental Orders;
is that correct?

A Yes.

Q Pl ease turn to this is Exhibit 83, no 82,
which is the 19th Suppl enmental Order, please.

JUDGE MOSS: And that was offered and
received in connection with M. Gaines for those of you
who have your books organi zed that way.

MR, CEDARBAUM |f | could just confirmwith
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the witness that he has that order with him

THE WTNESS: 1Is it part of M. Elgin's as
wel | ? No.

MR. CEDARBAUM This is the 19th Suppl ementa
Order?

MR. GLASS: Correct.

MR. CEDARBAUM No, it's the Commission's
19th Suppl emental Order that you referenced in your data
request response. You can be provided a copy if you
need it.

THE WTNESS: Unfortunately | don't have a
copy with me, I"'msorry. | have read it a nunber of
times in the past week.

JUDGE MOSS: Unless you have it nenorized, it

m ght be best to have a copy. Have you been provided --

THE WTNESS: | have it, yes.
JUDGE MOSS: | think we're all on the sane
page.
CHAl RWOMAN SHOWALTER:  |'m not on a page yet.
MR GLASS: On page 28.
BY MR. GLASS:
Q Staff's response to Request Nunber 3 points

at it, and | quote, "particularly pages 28 to 33". Are
you on page 28?

A Yes, | am
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Q The title of the section that Staff cites
here under sub (a) is:
An adjustnment is appropriate because of
Puget's failure to analyze
di spatchability.
I's that correct?
A Yes, and | might point out that the headi ng
for nunber 2 says:
Adequat e study by Puget woul d have shown
that the avoided costs of the contract

were |lower than the prices it paid.

Q Is there a subsection (b)?
A Apparently not.
Q So the subsection and adjustnent is

appropriate because of Puget's failure to analyze
di spatchability using the subsection applicable to pages

28 to 33; isn't that true?

A | guess | don't understand what the question
is.

Q Staff has cited pages 28 to 33 for the
proposition of the disallowance -- for explaining where
the cap is found. | amsinply stating that the context

and the words and things cited by Staff here fall within
the title, an adjustnent is appropriate because of

Puget's failure to analyze dispatchability; is that
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correct?

MR, CEDARBAUM  Your Honor, | will object to
the formof the question if the intent was to limt
Staff to these particul ar pages, because that's not what
the data request response says.

JUDGE MOSS:  Well, and furthernore | think,
you know, the docunent is an order, it speaks for
itself. The headi ngs say what they say, the order says
what it says. These are the page references, and we can
be referred to the order on brief, so | don't see where
you're going with this, M. d ass.

BY MR. GLASS:

Q M. Schooley, | would like to talk about how
t he Conmi ssion cal cul ated the disallowance, and |I'm
nmerely -- | asked or we asked Staff in the data request
to point us to where the fixed cap woul d appear, and
am quoting your response, particularly pages 28 to 33.
| amtrying to figure out where the word cap or ceiling
apply, and you have pointed ne toward these pages, so
am just going to wal k through this disallowance. At the
bottom of that page it states that what Puget failed to
do was neasure the value of the difference between
di spatchability of its build option and that of its
purchase option to properly value its purchase options.

Is that correct?
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A. Coul d you repeat that, please? | was
t hi nki ng ahead.

Q The | ast sentence on the page.

JUDGE MOSS: Page 28.
A. Yes, if we're only going to be reading the
order, perhaps we can skip along. [If you would like ne
to get to the essence of your question, | could do that.
Q | just need you to confirmthat the
Conmi ssion stated that it was |ooking to the val ue of
the difference between dispatchability of the build
option and the purchase options; is that correct?
A That's what they say.
Q On page 29 the Comm ssion nakes a finding,
and the finding is specifically that the Comm ssion
finds that Puget's failure to evaluate dispatchability
was a fundanmental flaw. Wbuld you agree that that
sentence is there?
A That Puget adnits after the fact that
di spatchability does have val ue.
Q Yes, and then it continues that:
We nust now consi der what the
appropriate value is and whether a
di sal | owance i s warranted.

A Yes.

Q The next three pages contain a sunmary of
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various parties' estinmates of the val ue of
di spatchability; would you agree?

A Yes.

Q And the variety of those val ues vary
sonewhere between .2 mls and 4.55 nmils roughly?

A Correct.

Q And on the final paragraph of page 32, the
Conmi ssi on announces its concl usion

A Yes, and | might say that in the next to |ast
par agr aph on page 32, the Comm ssion points out that
they are using the npbst conservative estimate of
vari abl e gas costs, and those choices nean we'll nmake an
adj ustnment only to the anounts of the cost of March
Poi nt and Tenaska contracts, which will be passed on to
rated payers, having used that conservative approach
where they determ ned that the avoi ded cost was the
maxi mum t hey should be allowed in rates. G ven that
conservative approach, they determ ned that the Sunas
contract did not exceed the ampbunt that they were going
to be disallow ng, so that avoided cost is what creates
the cap. And that avoided cost was deternined to be
1.2% | ess than the contract cost.

Q Can you point ne to where in this order it
says that the recovery shall be capped at the avoi ded

cost as determned in this order?
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A. If it had correctly, this is in the nmiddle of
the next to | ast paragraph:

If it had correctly analyzed its avoi ded

cost to purchase rates which properly

val ued the two specific projects as

conpared to a conpany built CCCT, it

woul d not have agreed to purchase at the

prices it's paid.

In other words, the prices it paid were
greater than the maxi mum al |l owed costs that will be
passed through rates.

Q Did the Commi ssion in this order concl ude
t hat the disall owance woul d be avoi ded costs m nus 1.2%

A No, those avoi ded costs were 1.2% 1| ess than
the fixed rate contract. The fixed rate contract itself
creates a cap. In other words, if you have a dollars
per nmegawatt hour that is greater than what woul d have
been paid, then you can't exceed that dollars per
nmegawatt hour. And the Comm ssion determined 1.2% 1 ess
than that was an appropriate penalty to assess Puget.

Q So it would be your opinion that this order
establishes a cap at a dollar figure, the avoi ded cost
dollar figure, in perpetuity and, well, for the life of
the contract; is that true?

A I wouldn't -- it's not a dollar certain
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1 ampunt, but it's a dollar per nmegawatt hour maxi mum on
2 the production of the plant, yes.

3 Q So in the |l ast paragraph when the Comm ssion
4 says that it is going to assess -- please |look at the

5 final paragraph on page 32. Wuld you agree that the

6 first sentence:

7 The Commi ssion finds that Puget's

8 failure in the value of dispatchability
9 caused Puget to pay too nuch for the

10 contracts.

11 Woul d you agree with that?

12 A | agree it says that, yes.

13 Q Okay. Would you agree that for future --

14 that two sentences further it says:

15 For future rate nmking treatnent, these

16 contracts should reflect disallowances

17 for the following as follows for the two

18 contracts, 1.2% of net contract charge

19 for Tenaska.

20 Do you see where that is witten?

21 A Yes, and they state that the net charge wll

22 be the ampunt paid to the contractor plus any paynents
23 for replacenent power resulting fromeconom c dispatch
24 Q Ri ght, they use the termnet charge, and they

25 have defined the disallowance to key off the net charge
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and contract; is that true?

A They did. There was al so another place in
the order that says that the rate payers will not be
responsi bl e for any excess costs.

Q I think we're going to get there.

Let's go to page 33, which I think you
al luded to before. And as you say here, the Conmi ssion
expl ained that it has chosen the damages option with the
| east inpact on Puget's bottomline. Do you see that,
that's right below or right above the heading Roman [11?

A We have chosen the danmages or disall owance
option with the |east inpact, yes.

Q Finally on page, getting towards the end

anyway, on page 45, Finding Nunmber 6.

A. Page 447

Q Page 45.

A Okay.

Q | believe this is one of the findings of fact

that your data response pointed to. Again, that first
sentence of Finding of Fact Nunmber 6 specifically goes
to the value of dispatchability, doesn't it?

A That's what they were using as a neans of
determ ni ng the disall owance, yes.

Q And in Findings 7 and 8 which follow this,

which actually 7 and 8 are nearly identical to each
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1 other | think ny --

2 A It appears there was a typographical error
3 Q Exactly. It is following on the finding of
4 i mprudence fromthe value of dispatch -- it is follow ng

5 on this finding of inprudence due to the val ue of
6 di spatchability, isn't it?
7 A Wel |, beginning of 8 which seens to be the

8 nore conpl ete paragraph, it says:

9 As a result of Puget's actions, it has

10 not obtai ned sone resources at a

11 reasonabl e cost. Because this is

12 Puget's responsibility, rate payers

13 shoul d not bear the extra costs.

14 And they determ ned those extra costs on a

15 fixed rate contract to be 1.2% | ess than the contract

16 fixed rate, which creates a cap

17 Q Actually, | believe the third sentence says:
18 For Tenaska and March Point Phase 2

19 Puget's failure to factor in the val ue

20 of dispatchability caused Puget to pay

21 too nmuch for the contracts.

22 Isn't that true?

23 A. That's what it says.

24 Q And then in | think the next sentence, which

25 ends due to dispatchability, and the final two
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sentences, dispatchability is a central point in the
formation of this disallowance; isn't that true?
A That was one of the nmain faults they found

with these contracts, yes.

Q Does the word cap appear anywhere in this
order?
A No, but | do think it does get to the issue

of whether a maxi num amount of cost should be allowed to
rate payers, and they continuously state throughout this
section of the order that there will be no npre costs

than what the fixed rate contract woul d have passed

t hr ough.
Q Does the word ceiling appear --
A No, but --
Q -- in this order?
A -- excess cost does.
Q Does the Conmmission's order say, all costs

t hat exceeded avoi ded cost cap are disall owed?

A. When you have a fixed price contract, even
t hough those fixed -- those prices may increase each
year, | do see that as being a maxi mrum al | owed anount of
expense.

Q My question is, does it say, all costs that

exceeded the avoi ded cost cap are disall owed?

A No, because you used the word cap.
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Q Does it say that the cost to the rate payers

shall be fixed at an exact sum for the bal ance of the

contract?
A No.
Q And does it use the words, the rate payers

shall be held harm ess in excess of a certain sun®

A No, but it still just does not seemfair to
me that the conpany could sone years |later be exceeding
the costs that it would have paid under this contract
and expect recovery of that.

Q I would Iike to turn to the 20th suppl ement al
order, which is Exhibit 83.

MR. CEDARBAUM  Again, the wi tness may need
to be provided a copy.

THE WTNESS: It's right here.

MR. GLASS: It's there.
BY MR GLASS:

Q Woul d you confirmthat between the 19th and
the 20th suppl enental orders that PSE sought
clarification of the calculation of the disallowance?

A I don't know why Puget sought clarification
unless it states so in here, that may be.

Q Your data request refers to Finding of Fact 6
in the 20th Suppl enental Order

A Is that on page 21?
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1 Q You beat ne to it.

2 Once again the Comm ssion after significant

3 briefing revised Finding of Fact Number 6, once again

4 Fi ndi ng of Fact Nunmber 6 which you pointed to in your DR

5 reads in the first sentence:

6 Puget was i nprudent because it failed to

7 anal yze the val ue of dispatchability,

8 and continues on

9 I's that true?

10 A Yes.

11 Q In the 20th Suppl enmental Order, do the words

12 cap or ceiling appear?

13 A No, but they still refer to a contract which
14 had ambunts certain in it, and the disall owance was

15 based on an anpunt certain.

16 Q If the anpunt certain was known, why didn't
17 it appear within the body of the contract?

18 A At this point in tine in the contract, the
19 contract did allow for dispatchability under conditions
20 that were perhaps a little onerous to obtain. As |

21 understood the contract, and | don't believe this gets
22 into confidential information, the conpany had to seek
23 perm ssion sone time in advance of turning the plant off
24 fromthe Tenaska partners. That created the ability and

25 the conpany did dispatch or displace that contract
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occasionally during the next few years, so there was
some di spl acenent available to the conpany. So the
maxi mum anount if they took 100% of the power would have
been the nost the conpany woul d have been allowed to
collect, and then that was discounted by 1.2% In tines
when they actually did reduce the production of the
pl ant for econonic reasons, then that 1.2% was applied
to a small er anobunt, because presumably it was
economically valuable to do so

Q In the next page, which actually |I think is
page 22, revised finding of fact nmakes a clarification

on how t he di sall owance woul d be cal cul at ed; woul d you

agree?
A. It clarifies the calcul ation, yes.
Q And the calculation is 1.2%tines the net

contract charge; is that true?

A. Yes.

Q And the net contract charge in the revised
finding of fact is the net cost of the contract, which
i ncludes the follow ng three conponents; is that true?

A Yes.

Q And the three conmponents are the amount paid
to the contractor, the anpbunt paid to the contractor
under the displacenent provisions, and the anmount paid

for replacenent power; is that true?
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A Yes.
Q It does not say in that sentence or anywhere
in this paragraph that the cost will be |linited to the

avoi ded cost figure established in 19947

A. Wel |, again, that avoided cost figure was
used to deternm ne whether the fixed rate contract was
prudent or not. As a fixed rate contract, as | have
said before, there is in essence a maxi mumthey would
have paid even if this was a prudent contract. So how
can you exceed that maxi mum at that point in tine or any
point in tinme and consider that to be an allowabl e
expense in rates.

Q The Commission in its 20th Suppl enental Order
does say that this is the final decision on this matter,
doesn't it? It's actually on page 20.

A I wouldn't -- it may say that, but every
order that has cone out since then concerning the

Tenaska contract contains clauses that say that the gas

purchases will be revi ewed.
Q Well, that's exactly where | want to turn
next. You had a -- Puget Sound Energy filed a request

for adm ssion; do you have that before you?

A | believe so.
Q I"'mtrying to find the exhibit nunber, just a
m nut e.
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1 MR. CEDARBAUM  309.
2 JUDGE MOSS: M. Cedarbaum suggests 309.

3 BY MR GLASS:

4 Q And in Exhibit 309, the request for adm ssion
5 is

6 Pl ease admit or deny that the 1.2%

7 di sal | owance and the net cost of the

8 Tenaska contract have been reflected in

9 the variety of rate proceedings from

10 t hat Septenber 1994 period to date.

11 I's that true?

12 A Yes.

13 Q And with respect to PRAM 3, you say that

14 actually PRAM 3, it did not -- PRAM 3 had cl osed, isn't

15 that true, by that tinme?
16 A Yes.
17 Q And so there was a retroactive application of

18 a $1 MIlion prudence disallowance to the PRAM 3 peri od;

19 is that correct?
20 A | think that's how it occurred, yes.
21 Q And in PRAMS 4 and 5, the 1.2% disall owance

22 was applied times the net contract charges; is that
23 correct?
24 A The 1.2% was applied as it was in the order

25 Q And subject to check, would you agree that
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the Comm ssion's order in the nmerger proceedi ng included
or referenced the settlenment that included the PRAM 5
power costs?

A Yes.

Q So the PRAM 5 power costs, which you have
al ready admitted included the 1.2% disal |l owance, then
fl owed through to the nerger proceedi ng?

A Yes, and for PRAMS 3, 4, and 5, the contract
was still operating as a fixed price contract. The
conpany took the power at a set dollars per megawatt
hour, which was not exceeded because it could not be
exceeded, so therefore there was no excess cost over the
amount of the contract.

Q So the next significant regulatory proceeding
t hen woul d have been the 2001 rate case, UE-011570; is
that correct?

A. Yes.

Q And you state in the answer to the request
for adm ssion that you can't say one way or another
whether it included the application of the disall owance;
is that true?

A Yes, | was not assigned to that case and
didn't participate except in other tangential issues.

Q Woul d you accept subject to check that there

was an audit perforned of the power cost adjustnent
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1 nmechani sm after the settlenent in that matter was

2 approved?

3 A | don't -- after the settlenment?
4 Q Yes.
5 A | don't know. | know that M. Lott on our

6 staff did include the 1.2% di sall owance on the Tenaska
7 contract cost in his exhibit, and apparently Puget did
8 not include the disallowance at all in their origina

9 filing. But as far as the settlement and the anmount of
10 costs that were allowed init, | don't know.

11 Q So you're not aware of the audit that took

12 pl ace after approval of the settlenent?

13 A. No.
14 Q Ckay.
15 MR. GLASS: Your Honor, | would nopve for

16 adm ssion of 307, 308, 309, and 310.

17 JUDGE MOSS: We have already ruled on 310.
18 MR. GLASS: Right.
19 JUDGE MOSS: And that one was deni ed

20 adm ssi on.

21 Any obj ection on 307 through 3097
22 MR. CEDARBAUM  No
23 JUDGE MOSS: Hearing no objection, those will

24 be adm tted as marked.

25 Does that conplete your cross-exam nation?



0500

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

MR. GLASS: Yes, Your Honor.

JUDGE MOSS: Thank you.

Do we have questions for M. Schooley from
t he Bench?

CHAI RWOVAN SHOWALTER:  Yes.

EXAMI NATI ON
BY CHAI RWOVAN SHOWALTER:

Q I would like to ask you what effect you think
the petition and approval of the accounting order had,
and | think I will ask you a hypothetical question to
test whether you think as a matter of theory a cap was
i nposed or as a matter of facts, the circunstances at

hand. Assune that the Conm ssion had found a facility

to be prudent, and the total cost was $10 MIIion.
A Okay.
Q As a matter of fact, let's assune that it was

$11 MIlion but the Conm ssion approved $10 MI1lion of

it in absolute doll ars.

A Okay.

Q This is what's prudent.

A Okay.

Q And there was a gas conponent to it. And now

five years later the conpany and the Staff and the

Conmi ssion agree to a different arrangenent for the gas
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conponent, and let's say that the proposal is to buy gas
at an indexed market into the future. And suppose the
Commi ssion and the Staff and conpany all say under the
current contract these gas prices are very high, we
think that if we buy on an index basis we'll do better
but we don't know, we don't know, so we're going to
basically take a chance that market prices will be
| ower, but it could go higher

VWhat | would like to know fromyou in that
situation is, do you think that the Conm ssion would be
and the conmpany would be limted to an upper linmt of
that original $10 MIlion, or the Conmission could if it
were explicit about the whole thing say, well, we think
this is a better bet, we don't know that it's going to
be a better bet, we think it will be a better bet, so
therefore we are approving this new gas arrangenent, and
it mght go higher than $10 MIlion overall. Do you
think that's a perm ssible outcone?

A. I's your question getting to the explicitness
of the orders and the Commission's intent at that
finding?

Q I guess ny question is getting to whether you
think there's any scenario if totally explicit whereby
the Commi ssion could allow an arrangenent that night go

hi gher than an earlier finding of a prudent amount, the
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$10 MI1ion?

A | think the Comm ssion of course could state
it as such. Absent that statenment, | think there's room
for future judgnents.

Q Al right. So now let's assume that none of
this is explicit. W'Il assune there was an origina
finding of $10 MIlion on an $11 MIlion contract, and
now we cone forward five years later -- let's see, what
is my question. Maybe ny refined question is, if it
seemed absolute at the beginning, the $10 MI1lion seened

absolute, this is the absolute anpunt rate payers need

to pay.
A Okay.
Q But do you think that at a later period in

time the matter can be reopened, a reformation of the
contract in a different way?

A It can be, yes.

Q Okay. So is your issue in this particular
case that it either clearly was capped or wasn't
expressly stated, therefore it is a cap?

A I think it's nore that the Conmi ssion has
never relaxed the constraint of the '92 orders, and
those are still in place. |[If the conpany has reforned a
contract that cures sone of the problens that were

originally used to determ ne a disall owance, the conpany
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could cone back and say, we have changed our ways, we
have refornmed the contract, we would like to relax that
constraint, and that has not happened.

Q Al right. Then could we turn to the m nutes
of the neeting of the open neeting at which the
accounting order was discussed.

CHAI RWOVAN SHOWALTER: And soneone is going
to have to help me with what nunber, 52 maybe?

JUDGE MOSS: That is, Exhibit 52 is the
transcript fromthe Conm ssion's open neeting of
Decenber 10th, 1997. That was offered and accepted into
the record with M. Gaines.

MR. CEDARBAUM | just want to confirmwth
the witness that he has a copy of it.

THE W TNESS: Not before me, no, | don't.

CHAl R\MOVAN SHOMWALTER:  And | will say in
passing, this is the exhibit where | noticed that we are
m ssing a page, not of the exhibit, the exhibit is
nunbered 1, 2, 3, and 4. But if we [ook at the
underl yi ng docunent here, there is page 1 of the m nutes
of the neeting, and the next page is actually page 3 of
the minutes of the neeting.

MR. GLASS: It was our exhibit, we would be
happy to provide page 2. It was intentional at the

time, but we would be happy to provide that.
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JUDGE MOSS: Do you have that, we raised this
with you a couple of days ago, do you have that with you
t oday?

MR, GLASS: It's not actually in the room
ri ght now, but we could have it first thing tonorrow
nor ni ng.

CHAl RMOVAN SHOMALTER:  Well, let nme you ask,
you said it was intentional, is that because in your
judgment it didn't bear on this issue?

MR. GLASS: Correct.

CHAl R\OVAN SHOWALTER: Wl l, | do want to see
t hat .

MR. CGLASS: Certainly.

CHAl RMOVAN SHOWALTER: | had wanted to see it
by this point.

MR GLASS.: |'msorry.

CHAl RMOVAN SHOWALTER: But | will take your
word for now, for the tine being.

JUDGE MOSS: Are you furnishing a copy of
that to your witness, M. Cedarbaun?

MR, CEDARBAUM It's ny copy, so | don't have
an addi tional one.

JUDGE MOSS: Thank you.

The witness has the transcript before him

BY CHAI RWOVAN SHOWALTER:
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Q Well, I'mlooking at the discussion with

Conmi ssi oner Henstad. This is on page 2 of the exhibit.

A Okay.
Q And the question is raised first whether
there is an intention -- whether anyone understands that

the conpany is going to lock in prices, and | think you

woul d agree that the answer is no; is that correct?

A That's correct.
Q So at this point, even though that's the
case, it would still be your understanding that the risk

is all on the conpany. That is they may not decide
today to lock in prices long term but that's their
problemif they don't; is that right?

A. Especially given the setting at the tinme of
the conpany being in a rate plan such that differences
woul d not pass through to the rate payers, and that was
true for the short term the next few years.

Q Okay. Well, then when Conmi ssioner Henstad
asks what risks are the rate payers facing here and how
shoul d those risks be addressed, that's at the bottom of
page 2 of the exhibit, and then at the top of page 3 you
say:

The risks to the rate payers do exi st,
what was a known ampunt of gas supply at

an increasing rate has now been repl aced
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by a risky gas supply and/or a risky
price for the gas supply, and that |
guess will need to be addressed as
future rate proceedi ngs cone up.
Well, what risk would that or could that have
been to the rate payers in your mind if there is a cap?
A Well, 1 guess the risk would be that it would
fluctuate, that it wouldn't be adding a known anount or
even a known al t hough increasing amount. And there was
the risk at the tine that, as | stated, there may not be
explicitly cost based rate nmaking in the future. What
woul d then occur for how rates would be set for either
power or gas or the gas underlying the power woul d
i ntroduce fluctuations that may not be antici pated.
Q So is the risk just a downward risk, there's
a cap underneath of which but never above which costs
fluctuate, that's the risk?
A There is that risk, and | state that that
will be addressed in future rate proceedi ngs, which
guess i s now.
Q Al right, is there anything else in this
record that in your view establishes cap? W have
di scussed the 19th and 20th Orders, and | think there is
di scussi on here, not necessarily of a cap, but around

t he issue.
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1 A Not that | can think of.

2 Q Different topic, | just want to know who the
3 ri ght person, who the right witness is to address

4 guestions to regarding the forward | ooki ng benchmarKk,

5 for lack of a better term the NYMEX versus CEC type

6 issue. | don't want to let you get off the stand if

7 you're the right person.

8 A [t woul dn't be ne.
9 CHAIl RWOVAN SHOWALTER:  Al'l right, | will
10 | eave it at that, thank you.
11 COW SSI ONER HEMSTAD: | don't have any

12 further questions.

13

14 EXAMI NATI ON

15 BY COWM SSI ONER OSHI E:

16 Q M. School ey, let nme refer you back to

17 Exhi bit 52.

18 A Was that the '92 orders?

19 Q No, it was the reference to the open neeting.
20 A Okay.

21 Q The m nutes of the open neeting in '97

22 And | want to just -- | want to go back to an

23 answer that you gave to Conmm ssioner or Chairwonman
24 Showal ter, and that | guess, you know, having read the

25 transcri pt and read your answer to Conmi ssioner
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Henmstad' s question that is on page 2, | assune that part
of the risk that you were discussing there was the risk
that the noneys paid to restructure the contract, that
the benefits that were at | east asserted by the conpany
woul d not be realized. And so | guess | took it to be
nore than just the fact that the, you know, that the
price of gas may vary, which, you know, in float with
the market, but that the risk also included the benefits
that the rate payers would receive fromwhat is now the
regul atory asset. But your answer to Conmi ssioner or to
Chai rwoman Showal ter did not include that. Now | --

A That's a valid point. | think the issue of
what is in essence a loan fromthe rate payers to the
conpany, the creation of the regulatory asset which
woul d be recovered over tine, does create the need for a
| ong-term view of what those -- what the benefits would
be. The conpany said that they woul d not necessarily
lock in a long-termcontract, because they feared that
really would be replacing one fixed price contract with
anot her fixed price contract and not avoiding the risks
associ ated. However, they would be replacing the one
contract with another contract at a half to a third the
costs, so it seens |like that al one would reduce the risk
considerably. The benefits projected and what seened to

be quite realistic at the time were very great, and it
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was difficult for us to say no to this regul atory asset.
Therefore, with the full expectation that there would be
benefits in the future, we, we the Staff, agreed to
recommend approval of this regulatory asset.

Q M. School ey, how did -- what analysis did
Staff undertake to determine that the regul atory asset
could deliver at |least the projected benefits that the
conpany asserted in its petition for an accounting
treat ment ?

A. Ot her than revi ewi ng what the conpany
presented in its petition and the exhi bits which showed
avail abl e gas prices at the tine and going forward that
were substantially less than the prices they would be
payi ng under the contract, we didn't have tinme to go
into any further review than that. The origina
petition was filed on Novenmber 10th, and this open
neeti ng was on Decenber 10th.

Q Do you know i f the conpany based its forward
| ook at natural gas prices on | will just call it a bear
forecast, or were they |ooking at what they could
acquire in the market at the time that the regulatory
asset was established?

A. It was represented to us that these were
offers that they could take and have a gas supply at

those prices for the long term And by long term
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don't mean just a year or two, which is often what's
been spoken of in the last couple days, but long term
out to 2011.

Q If I remenber fromthe petition, the conpany
asserted that it had four offers then on the table?

A Yes.

For long-term gas prices?

A There were four offers, not all of them went
out to 2011. Only one of them went in beyond about
2006.

Q Did the Staff have an expectation that the
conpany would lock in at least part of its gas
requi renents for Tenaska in the |longer termcontracts?

A. I don't know if we had an expectation then
but I think we had an expectation that the conpany woul d
achi eve the savings, and substantial savings at that.
The testanent to that is the scul pting of the
anortization schedul e such that there was very little
anortization in the beginning with virtually all of the
anortization occurring in the last few years. It was
brought up that we are now about five, six years into
this, and so far there's -- we're hal fway through it,
and there's only about a third of the anortization
that's occurred so far. So | think that the expectation

of greater savings in the out years shows that we really
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t hought that they would be acquiring gas at
substantially |ess price.

Q Is the regulatory asset reflected in Puget's
base rates today?

A Yes.

Q Is there any exhibit in the record to show
what the base rate is now including Tenaska?

A I think M. Russell might have that. It's in
the PCORC filing itself showing all the regul atory
assets, and it's one of the nmajor items in there.

Q When you say it's in rates, you just --
there's been recovery by the conpany of the regul atory

asset both in principal and interest and rate of return?

A Yes.
Q Okay. Let's goto, if you don't mnd, if |
can find it here, | think it's been narked as it's an

exhibit of M. Elgin's, and | believe it's 282, excuse
me, it's 283, and if you think M. Elgin would be the
appropriate witness, we can ask him but it has to do
with the accounting treatnent for the regul atory asset.
A I can address those questions.
Q Excuse ne, I'mon page 7 of 24, it's page 6
of the petition for an accounting order.
MR, CEDARBAUM  Commi ssi oner, just for the

record, this was the exhibit that we revised today, and
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it has different pagination, so | wanted to make sure
that you and M. School ey are on the sane page.

COWM SSI ONER OSHI E: Okay.

MR. CEDARBAUM  You may just want to refer to
t he exact docunent. That way | think we'll find it.

COW SSI ONER OSHIE: What was the, well, it's
the petition for accounting order.

MR. CEDARBAUM |'msorry to interrupt, |
just wanted to nake sure that you were on the right
page, because this is the docunent where the petition
was revised.

COWM SSI ONER OSHI E: Okay.

MR. CEDARBAUM And that starts at page --

COW SSI ONER OSHI E:  Page 21.

THE W TNESS: Page 15 of 37.

MR, CEDARBAUM | f you need another copy to
make sure you have it, | can give another copy to you.

COW SSI ONER OSHI E: Well, |'ve got --

COWM SSI ONER OSHI E:

Q Okay, |'mon Exhibit 283, M. School ey.

A Yes.

Q VWhat's been marked as 283C, and |'m on page 9
of 37.

A Okay.

Q And it has to do with the discussion that we
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1 had yesterday about the deferral of power cost savings.
2 A Yes, this part is what was anended in the

3 revised petition.

4 Q | see.

5 A So this did not conme to pass.

6 Q That did not cone to pass?

7 A True.

8 COWM SSI ONER OSHI E: Okay, no further

9 questions then, thank you.

10 JUDGE MOSS: Any further questions fromthe
11 Bench?

12

13 EXAMI NATI ON

14 BY JUDGE MOSS:
15 Q Fol l owi ng up on Conmi ssi oner Oshie's question
16 there, we were |ooking at page 9 of 37 of the revised

17 exhibit, that was the original petition we were |ooking

18 at ?
19 A Yes.
20 Q In the revised petition, what woul d be the

21 correspondi ng page?

22 A The revised petition is after the set of

23 yel | ow pages, the first set, and it's on page 20 of 37,
24 or for the ordering requested order section on page 22

25 of 37, paragraph 16.
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1 Q Did Exhibit H change as between the origina

2 petition and the revised petition?

3 A Yes.

4 Q All right, yesterday | requested that the

5 Bench be provided a copy of Exhibit H | think

6 actually put that request to the conmpany. [|I'm

7 i ndi fferent who provides it actually, but | would Iike

8 to be sure that we have the Exhibit H the revised
9 edition. | do understand correctly, don't I,
10 M. Schooley, that it is the revised petition on which

11 t he Comm ssi on acted?

12 A Yes.

13 Q So the original petition was never acted on?
14 A True.

15 JUDGE MOSS: All right, well, that's

16 i mportant to know, it may explain sone of our confusion

17 regarding trying to wal k through what's happened, and of
18 course PSE has a Bench request to give us a ful
19 expl anation of what's happened in an accounting sense

20 and what is going on currently.

21 MR, GLASS: We're working on it.

22 JUDGE MOSS: So we'll have a full explanation
23 in the record, and that's what |'m concerned about.

24 Al right, if there's nothing further from

25 the Bench, is there any follow up before we ask for
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redirect?

MR, GLASS: Three questions.

JUDGE MOSS: Three questions, I'mgoing to
start counting and hol ding people to this.

MR, GLASS. 1've been good to nmy tinme limts
so far.

JUDGE MOSS: All right.

RECROSS- EXAMI NATI ON
BY MR. GLASS:

Q The first one, was the avoi ded cost ever
di scussed at the tinme of the '97 proceedi ng?

A No.

Q Did you understand that the conpany was goi ng
to lock in?

A | didn't say that.

Q No, did you understand at the tine that the
conmpany was going to lock in a fixed rate or a fixed
cost for fuel?

A We nmade no clainms that they would be | ocking
in a fixed price for the fuel, that was represented to
us that there were substantial savings over tine and
that there would be by this day.

Q I would direct you to the revised Exhibit

KLE- 3C, page 29.
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A Yes.

JUDGE MOSS: And that's still 2827

MR, GLASS: Yes.

BY MR. GLASS:

Q And it states --
JUDGE MOSS: | don't think he's on the page
yet.
THE WTNESS: | have page 29 of 377
MR. GLASS: That's what it |ooks like to ne,
yes.

THE W TNESS: Ckay.
JUDGE MOSS: Okay.
BY MR GLASS:
Q Thi s docunent is your Staff menorandumto the
Commi ssion dated Decenber 10th, 1997; is that correct?
A Okay, |I'mwith you.
Q On the next page it says, and | quote, I'm
quoting from your meno:
PSE's stated objective in entering into
the agreenment was to buy out the gas
supply in order to drive the gas cost
el enent of the purchase power contract
t owar ds mar ket .
Is that what that says?

A (Readi ng.)
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At a price and at a tinme that provides
maxi nrum overal |l benefit to the conpany
and its customers.

Q Yes.

A. I have not seen any maxi num benefits from
this contract.

Q Al right, but it does say that the conpany
was doing it to nmove toward market, does it not?

A Well, it doesn't say it's nmoving towards a
short-termdaily market. It says it will be noving
towards a market. There's sonme confusion | think as to
what a market is. There's long-term markets, there's
short-term markets. The conpany represented to us that
there was a long-term market that they could buy gas for
many years at a substantially |ower price.

Q That description you just said is not in your
Staff memorandum is it?

A It doesn't say it's at a daily nmarket either

MR, GLASS: No further questions.
JUDGE MOSS: Any redirect?
MR. CEDARBAUM  No
JUDGE MOSS: Al right, thank you, noving
ri ght al ong.
M. School ey, we thank you very nuch for your

testimony, and we'll release you fromthe stand subject
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to recall if we have any ot her questions before the
proceedi ng is concluded. Thank you very rmnuch.

Well, let's see, | believe this brings us to
M. Elgin, doesn't it? So we may as well get started,

we have 20 ninutes before we need to take our recess,

so.
M. dass, do you have an estimate for
M. Elgin?
MR. GLASS: It would be nice to get done in
15 minutes, | wll be close.
JUDGE MOSS: Thank you.
Pl ease rai se your right hand.
(Wtness Kenneth L. Elgin was sworn in.)
JUDGE MOSS: Thank you, please be seated.
Wher eupon,

KENNETH L. ELG N,
havi ng been first duly sworn, was called as a w tness

herein and was exanm ned and testified as foll ows:

DI RECT EXAMI NATI ON
BY MR CEDARBAUM
Q If you could please state your full name for
the record.

A Kenneth L. Elgin, E-L-GI-N
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Q M. Elgin, what is your position with the

Commi ssi on?

A I'"'mthe regul atory services division case
strategist.
Q Referring you to what's been marked for

identification as Exhibit 281, does that docunent
constitute your direct testinony in this case?

A. Yes.

Q And this docunent, was it prepared by you or
under your supervision and direction?

A Yes.

Q Is it true and correct to the best of your
know edge and belief?

A Yes.

Q During the course of your direct testinony,
you refer to other exhibits, are the exhibits that have
been marked for identification as Exhibits 282 through
286 the exhibits that are referenced in your direct
testi mony?

A Yes.

Q And were those exhibits prepared by you or
under your supervision?

A Yes.

Q Are they true and correct to the best of your

knowl edge and belief?



0520

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A Yes.

MR. CEDARBAUM  Your Honor, | would offer
Exhi bits 281 t hrough 286.

JUDGE MOSS: Hearing no objection, they wll
be adm tted as marked.

MR, CEDARBAUM M. Elgin is available for
guesti oni ng.

JUDGE MOSS: Thank you, and let's see, well
M . Brookhyser is not with us, so though he had
i ndicated sone tine, he just decided not to do that.

And so, M. dass, you are the only counse

who has indicated the desire to cross exam ne, go ahead.

CROSS- EXAMI NATI ON

BY MR. GLASS:

Q Afternoon, M. Elgin.

A. Hel | o.

Q Coul d you please tell ne when you becane
i nvol ved in the Tenaska fuel, well, in this issue in

this case, in the Tenaska fuel price issue in this case?

A | don't recall the exact date.
Q Coul d you give me nonths or a rough time?
A. My recollection is | can tell you that when

the conpany filed the PCORC testinobny | read that, and

so as case strategist that was the begi nning of ny
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i nvol venment. And then | recall being -- raising sone
i ssues and some concerns about rate base and the PCORC
mechani sm and then beconing invol ved. So naybe a nonth
to six weeks after the case was filed, sonmewhere in that
time franme, maybe a little |onger

Q So if the case was filed on October 24th, it
was roughly end of Novenber, early Decenber?

A Yeah, Thanksgi ving would be a -- holiday
woul d be good.

Q Are you aware or subject to check that the
conpany filed its PCA conpliance filing in Docket

UE- 031389 on August 20th, 2003?

A Yes.
Q Are you aware that the Comri ssion filed and
the conpany responded to data requests in early -- on

October 31st and thereafter with regard to the Tenaska
fuel issue?

A That's my under st andi ng.

Q Did you participate in the conversations in
the PCA conpliance docket in October and Novenber?

A Yes, | believe | did.

Q Did you participate in the settlement
di scussions in early Decenber?

A Not directly.

Q Are you aware, or excuse ne, did you attend
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the pre-hearing conference proceedi ngs before Judge
Wallis during the first two to three weeks of Decenber,
in that docket, excuse me?

A Was | physically present in the hearing room

during the pre-hearing conference, is that your

guestion?
Q Yes.
A No, sir.
Q Pl ease turn to Exhibit 289, which was PSE

Cross- Ex. 22.

A Yes, | have that.

Q On page 3 of that exhibit, M. Cedarbaum was
describing the settlement or the partial settlenent in
that docket. On line 18, could you read that paragraph?

A. (Readi ng.)

That stipulation, well, as part of our
agreenent the parties have al so agreed,
we believe, to have the remmining issue
t hat has not been resolved in this
particul ar case noved into the power
cost rate case that's pending in Docket
UE- 031725, and that's the issue related
to the fuel costs for Tenaska and
Encogen.

Q And, |I'msorry, | should have asked the
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questi on,
2003; will

A
yes.

Q

pl ease read the paragraph that

this transcript cones from Decenber 18t h,

you confirmthat?

That's what page 1 of this docunent says

And on the foll ow ng page, page 4, wll

begins on line 15.

A

Q

The entire, the entire text?

Pl ease, it will go quickly.

Okay.

Let me just add a couple items. One is
that there was discussion in ternms of
noving the, we call it the inpasse

i ssue, over to the power cost only rate
case docket that, at |east anong Public
Counsel, Staff, and the conpany, the
proposed approach was that the parties
in the response testinony could raise
what ever issues, specifics they wanted
to with respect to the inpasse issue and
that the conpany woul d then address
those in its rebuttal testinony so that
suppl enental direct testinony is not
contenplated. And that's, you know,

part of the reason, that is, the

you

Ms. Dodge stated that
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conpany's insistence that all along the
power cost only rate case not be sl owed
down in any way because of this issue.

Q Thank you. When you becane involved in the
Tenaska matter in |ate Novenber, early Decenber, did you
neet with the conpany to di scuss those issues?

A No.

Q So you never nmet with Ms. Ryan or M. Gai nes
to di scuss your concerns about fuel managenent strategy
or the history or the docunentation?

A That's correct.

Q Did you take up the conpany's offer in
several data requests to do so?

A No.

Q But you do acknow edge that the conpany did
of fer to have such neetings and explain its fuel
management strategy?

A Well, what | at that tinme had read was

response to interrogatories that indicated that the

conpany would be willing to have those neetings. But
no, | did not take advantage of that.
MR. GLASS: Your Honor, | would nmove for the

adm ssion of Exhibits 287, 288, and 289 into the record.
JUDGE MOSS: Hearing no objection --

MR, CEDARBAUM |'m sorry.
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JUDGE MOSS: Oh, you may have an obj ection.

MR, CEDARBAUM | don't think so, | just
forgot what the first two were.

MR, GLASS: | did not actually discuss them
They were Comm ssion Staff's responses to two ot her, and
yesterday | think I was too quick to not bother bringing
themin, so I'mactually fine either way.

MR. CEDARBAUM | have no objection. Again |
just forgot exactly what they were.

JUDGE MOSS: All right, so 287, 288, and 289
will be adnmitted.

Does that conplete your exam nation?

MR. GLASS: Yes, it does.

JUDGE MOSS: Eight mnutes, ooh.

Any questions for M. Elgin fromthe Bench?

EXAMI NATI ON
BY CHAI RWOVAN SHOWALTER:

Q | ama little unclear if the Staff has a
position on the | will call it the NYMEX issue. Do you
concur with the conpany, not contest the conpany,

di sagree with the conpany on the going forward
benchmark, for lack of a better ternf

A I don't have a position on that. | think the

appropriate witness to re-call would be M. MlIntosh and
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inquire of him but | have not taken a position on that.
And | think the Staff -- the Staff has anal yzed that,
but M. Ml ntosh was responsible for that.
CHAIl RMOVAN SHOWALTER:  Okay, thank you, |
think I have no ot her questions, thank you.
COW SSI ONER HEMSTAD: | have no questi ons.
COW SSI ONER OSHI E:  And | have no questi ons.
JUDGE MOSS: This is beginning to sound |ike

a gane show. | have questions.

EXAMI NATI ON

BY JUDGE MOSS:

Q I just want some clarification though
M. Elgin. M. Schooley |I believe it was, and perhaps
M., well, maybe it's just M. School ey, M. Russell too
| guess, filed sone revised exhibits in the proceedi ng
that involved sone adjustnents to the proposed
di sal | owances, and it sonehow relates to the gross up
for taxes. You, however, did not file revisions, and so
if I could refer you to page 12 of your prefiled
response testinony, there's sone discussion there about
adjustnents 12 and 13, which are the adjustnments in
M. Russell's exhibits that relate to Tenaska and
Encogen. And you talk here in terns of the adjustnents

are presented so that the Conmi ssion may consider them
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i ndividually or in conbination

And ny question to you is, is there any --
how shoul d we understand the revised nunbers relative to
this testinony by you? Because here you're referring
back to the original anpbunts, 33 and 11, and now those
anmount s have changed significantly. So how should we
view this concept of conbining them or considering them
i ndi vidual l'y?

A Well, if you turn to the previous page, for
the PCORC rate year ny adjustnent renmi ns unchanged.
Essentially the adjustnment says that because the conpany
has failed to adequately show that it denonstrated
prudence and its actions with the reformed contracts
result in reasonable rates, we were proposing an
adjustnent to the cost of fuel for Tenaska. Wthin that
adjustnent, if that's accepted by the Comm ssion, then
M. School ey's adjustnent is not necessary.

And so the reason why we presented
M. School ey' s adj ustnent separately was that we felt
that the Conmission's prior '92 prudence order as a
stand alone matter is -- should be presented that way,
that that is inplenenting a prior order and the
Commi ssion's decision to cap the anount of cost for
Tenaska. Then if the Conmm ssion were to accept our

proposal with respect to the total cost of fuel, that
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adj ust mrent woul d not be necessary.

Q And so the net figure we're |ooking at here
really then is the difference between M. School ey's
adj ust ment under his theory and your total adjustnent,
and that other figure falls out, right?

A That's correct.

And that's why they bal ance?

Yes.

JUDGE MOSS: That got us there very quickly
and within the time necessary, thank you very much.

Oh, you do get an opportunity |I guess for
follow up and so forth, any follow up and any redirect?

MR. CEDARBAUM | do have sone redirect, but
if M. dass wants to.

JUDGE MOSS: All right, redirect.

REDI RECT EXAMI NATI ON

BY MR. CEDARBAUM

Q M. Elgin, you were asked sone questions
about whet her you had any contact with the conpany, any
di rect conversations with the conpany during this
proceedi ng. You have reviewed a substantial anount of
i nformati on though in this case, haven't you?

A Yes, sir.

Q And can you just descri be what you have
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| ooked at and the tinme frames that you were engaged in
t hat work?

A Well, the work began with the review of the
PCA di scovery and both the request propounded by | CNU
and Public Counsel and PCA review, and then additiona
responses that | had asked, and then suppl emental
responses and approxinmately two feet, well, sinmlar to a
stack that you see here on the table, which is about
what, 18 inches, of materials with responses to data
requests and prinmarily risk managenent comittee
nmeetings. | also as case strategist regularly review
the conpany's report to sharehol ders, financia
statements, so the conpany's performance and financia
profile I"'mintimately famliar with

Q And did your review of these materials, |'m
assum ng they took place before the Staff filed its
case?

A Yes, they did.

Q Did you continue to review materials after
you filed your case?

A Yes.

Q And did you continue to review nmaterials
after the conpany filed its rebuttal case?

A Yes.

Q In Exhibit 289, which is the transcript from
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the pre-hearing conference, you were asked to recite
some sections of that. |Is there anything about the
Staff presentation in this case just froma procedural
perspective that you believe is inconsistent with
anything that was stated at the pre-hearing conference

fromthe PCA audit case?

A No.
Q And why is that?
A We are proceeding as we were anal yzing the

conpany's rebuttal case, and we are proceeding within
the tinme frane, and the conpany has presented its
rebuttal case, and we are anal yzing that and respondi ng
toit and will file the brief on that and let our
position to the Conmm ssion be known at that time within
the tinme schedule that was contenplated in the PCA
settl enent agreenent.

Q Was there anything in your presentation that
shoul d be interpreted to have precluded the conpany from
filing its rebuttal case?

A No.

Q And in your direct testinony, you do have a
section which di scusses what woul d happen if | believe
you used the term new evi dence or new di scovery was
presented and how the Commi ssion may want to treat that.

Can you please clarify what that -- what you -- what
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that testinony was?

A Well, ny -- the reason why | drafted that
testimony was that if the conmpany had filed new
evidence, | felt that it was only fair to the parties to
have an opportunity to respond to that new evi dence.

And so ny testinobny was very, very clear in that regard,
that should the conpany on rebuttal file sonething new,
that the parties should be able to respond to it. And
tried to use a mechanismthat the Conm ssion itself had
previously adopted in trying to fashion what | think
what be an appropriate process should that happen.

Q When you say new evi dence though, do you nean
evidence within the scope of rebuttal or outside the
scope of rebuttal ?

A. | mean outside the scope of proper rebuttal

Q And what is your reconmendation to the
Conmi ssion about the what | will call a prudence spinoff
review, or do you feel that that is necessary?

A. That is not necessarily at this tine.

Q So Staff is prepared just to proceed on
schedule in this case?

A Yes, it is.

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

JUDGE MOSS: Thank you.
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M. Elgin, that appears to conplete the
questions for you at this tinme, and so we thank you for
your testinony, release you fromthe stand subject to
recall if we cone up with sonething we need to ask you
about later.

THE W TNESS: Thank you, sir.

JUDGE MOSS: We do need to take our recess
here in about two mnutes. We will conme back at about
4:05. | wonder should -- Chairwoman Showalter will have
to go ahead and | eave, and the other conm ssioners may
choose to stay. This would be a good opportunity for us
to tal k about the case managenent issue concerning
M. Lazar.

We had sone discussion earlier today off the
record, M. ffitch, concerning M. Lazar's availability
and so forth. | appreciate your telephone call. M
understanding is, and of course yesterday, M. d ass,
you said that the company is prepared to waive
cross-exam nation of M. Lazar.

MR, GLASS: It is so long as he doesn't nmke
nore direct.

JUDGE MOSS: Well, we'll talk about that.
The Bench can al so forgo asking M. Lazar questions,
whi ch neans that we won't have to have himlive unless

there is sone problemw th stipulating his testinony
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into the record. | understand that there has been sone
di scussi on between you, M. ffitch, and M. d ass
concerning that process, and maybe you could just brief
us on that.

MR, FFITCH: Well, there has been a
di scussion. | think perhaps the issue that we need to
just talk a bit nore about is our proposal to withdraw
M. Lazar's numnerical exhibit, his one exhibit, which
has some cal culations init. And we had intended to, as
| advised the conpany, intend to withdraw that, and we
need to just talk to thema little bit nore about how we
woul d present that to the Commri ssion in a way that
woul dn't require any further exam nation. So we haven't
had the chance to have that conversation yet, but other
than that | think we're fine just offering his narrative
testimony and without any further exam nation.

JUDGE MOSS: What woul d be the effect of
offering his narrative testinony unsupported by his
exhi bit, what would be the inpact on the narrative
portion?

MR. FFITCH: Essentially the purpose of the
-- if he had taken the stand, he would say I'mgoing to
adopt cal cul ati ons propounded by other parties, and
actually have in witing sonme -- the specific answer to

your question, how it would change his testinony, a few
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m nor corrections, if you will, that we could provide to
you that would answer that question in detail. And
haven't had a chance to talk to the conpany about that
yet, but that's the kind of specific arrangenent | woul d
propose if we can get agreenent with the conpany.

JUDGE MOSS: Okay, well, | think the
appropriate thing to do then is for you to have that
di scussion during this break, and perhaps when we cone
back, or perhaps we'll get M. Russell up and off. O
anot her point conmes to mind, which is that the Bench may
wish to recall M. Mlintosh for a brief period, and so

we do have sone additional business to conduct beginning

again at approximtely 4:05, and this will be anpbng that
busi ness.

COW SSI ONER HEMSTAD: | have a different
t opi c.

JUDGE MOSS: |'m fini shed.

COW SSI ONER HEMSTAD:  This is really posed
to the conmpany. There are two issues where | was
possi bly expecting you would consider a notion to nake
oral surrebuttal, and |I'm going to pose the question.
O course, other parties may have concerns about it.
One is the testinmony of M. Schoenbeck with his fourth
alternative that he hadn't described in his prefiled

testimony, as to whether you would wi sh an opportunity
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for one of your witnesses to respond to that. And
secondly is the proffered Exhibit 310, whether you w sh
to do that with regard to that exhibit. As | say, other
parti es may have concerns to meke that notion, but you
may want to consider it over the brief recess here as to
whet her you wi sh to do so.

MR, GLASS: Thank you, Your Honor, we will.

JUDGE MOSS:  All right, | think is there
anything further fromthe parties of this nature?

Then with that we will be in recess, and we
will see you all back here at shortly after 4:00.

(Recess taken.)

JUDGE MOSS: | am passing around the room
copi es of Bench Request Nunbers 5 and 6.

Bench Request Nunber 5 is to ICNU in which we
ask that you pl ease provide any avail abl e anal yses t hat
exami ne the historical relationship between NARG
forecasts of average annual natural gas prices at Sumas
or other Western trading points and actual average
annual gas prices for each of the followi ng five
cal endar years. And | know M. Schoenbeck is not with
us today, but perhaps you could consult with your
Wi tness and see if there's such material avail able.

MR, VAN CLEVE: | will certainly do that,

Your Honor.
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JUDGE MOSS: Thank you.

And Bench Request Nunmber 6 is directed to
Puget Sound Energy, please provide any avail abl e
anal yses that exam ne the historical relationship
bet ween the average of NYMEX future prices offered in
Sept enber for the next cal endar year adjusted for basis
differential for Sumas and actual average annual gas
prices at Sumas for each of the follow ng five cal endar
years. And again, if you will consult with your
Wi tnesses, M. dass, and see if there's such anal yses
avail abl e.

And provide those if possible by the end of
the week, if not, certainly by early next week since we
have a short briefing schedule in this case.

We have |l eft a couple of case managenent
i ssues pending. | believe we asked that M. Ml ntosh be
made avail able for the possibility for sonme additiona
gquestions, and | see he is in the room and we had
di scussed the situation with respect to M. Lazar. |
think I would propose to defer further discussion on
M. Lazar for the nonent, and we can take that up at the
end and -- give nme a moment.

(Di scussion on the Bench.)

JUDGE MOSS: Okay, | think the best way to

proceed at this point is before we call M. Russell, who
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is | believe your last witness, we'll go ahead and ask
M. Mlntosh if he will take the stand again at this
time for some questions fromthe Bench

And, of course, you remai n under oath.

THE W TNESS: Yes.

Wher eupon,

HENRY MCI NTOSH
havi ng been previously duly sworn, was called as a
wi t ness herein and was exam ned and testified as

foll ows:

EXAMI NATI ON

BY CHAI RMOMAN SHOWALTER

Q Thank you for returning.
A No probl em
Q It seens that in every case sonmehow | m ss

the witness that | want to ask the questions of, but not
this time, | mssed you once.
I want to ask you about your views of the
NYMEX approach versus the CEC approach for shorthand,
and first of all, what is your position?
A. Wel |, our position -- ny position as Staff
witness on this topic is that the NYMEX price series

generated is adequate for the purposes of this filing.
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It'"s not to say it's the best thing to do. It's not to
say that if there were a general rate case with a ful

i nvestigation of every issue available then other things
woul dn't be done. However, that doesn't nean that |
think this was inproperly done.

My position is that it's a very interesting
i ssue. The gas price for Puget is becoming a lot nore
i nportant because it's beginning to rely nore and nore
on fuel. As | said in ny testinony on Frederickson,
didn't | ook at gas supply cost for that as part of its
actual acquisition because it hasn't been acquired,
there's no specific fuel elenment there. It was
evaluated with other alternatives with the general gas
costs and the random variables to sinulate variation
around that, and everything was held to the sane
standards. So in ternms of ranking that, it was properly
done.

For normalized rate making, | think what we
have before us is adequate. Nonetheless, it depends,
you use these nunbers in a way that's consistent with
their purpose. |If you're forecasting gas prices for a
region |ike what Northwest Power Pl anning Council does,
for exanple, the goal there is to get a general idea
over a long nunber of years of a trend, a base and a

trend in gas prices, because you're sinmulating interplay
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of lots of resources, and the goal there isn't to set
anybody's prices.

CHAI RWOVAN SHOWALTER: Can you sl ow down j ust
a bit.

THE WTNESS: |'msorry.

CHAl RMOVAN SHOWALTER: | thought maybe the
court reporter was having trouble, but I do know I was
al so.

THE W TNESS: Should | go back a bit?

CHAl R\MOVAN SHOWALTER: No, that's okay.

JUDGE MOSS: | think she got it all so far

THE W TNESS:  Okay.

A In nornmalized rate making, the idea is to
capture a nunber which reflects nore or | ess a base
around which markets vary in the term the tine frame in
which that rate is probably going to be used. Since
PCORC s are available to the conmpany at their whim and
they are in definitely need of nore resources, we expect
to see nmore PCORC' s. W also have been led to believe
that a general rate case mght be in the offing, and
sooner than later. Therefore, the duration that this
nunber has to be good is shorter than | woul d otherw se
expect. So in other words, | think one of the things
you have to take into account is the cycle of -- between

rate cases.
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BY CHAI RMOMAN SHOWALTER

Q So --
A So if I were God and knew the right numnber, |
woul dn't tell you. Okay, | would tell you, but it

woul dn't be a single nunmber, it would change in tinme
periods. So | wouldn't be able to recommend a nunber or
a short series of nunbers. Because it's a rate case
where if no one challenged that and the case |lived on
for maybe ten years like in this jurisdiction they
sonetines have, then it would be very hard to pick one
nunber that would do the service necessary, because the
rate year is really 12 nonths. So | would have to pick
a nunber that represented sort of a say upward sl oping
or wiggling shape of that price factor, and every year
woul d have to be close to or reasonably close to the
representation of the rate year

In short, it's not an easy thing to do, one,
and I"'mtrying to say that ny viewis that we have done

an adequate job for the purpose in front of us. And if

given a chance for a nore general case, | will probably,
and ny colleagues too, will join nme in investigating
other alternatives. It doesn't nean to say that we find
this unacceptably weak, it's just that every -- every

i ssue beconmes nore or |less inportant over tine. This

particular one is going to grow in inportance, so it
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will observe a greater scrutiny, and | think
M . Schoenbeck has raised an interesting point.

Q So one thing that seens to weigh with you is
that you would predict that we will be revisiting this
i ssue even though for |egal purposes we're set -- we are
asked to set a rate that will not change until either
the conpany cones in or a conplaint against the rate is
made?

A Yes.

Q And | think that perhaps it's com ng off of
the gas benchmark case, but there are just sone
interesting contrasts. |If we were in a traditional rate
maki ng setting, we would have a test year, pick a rate
that is a gas rate that figures into the overall rate,
and like any rate case there is a rate, and it stays
there until the conpany conmes in or a conplaint is
i ssued, and | presume we would be [ ooking at, in
general, prices fairly close intine to the test year
forward prices.

A Ri ght .

Q On the other hand, in the gas benchmark case,
whi ch the Comm ssion rejected, but in any event the
theory there was pick an index that noves in tinme, and
the conpany buys half its gas on a yearly basis based on

an index, nonth to nonth based on an index, and then
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there's some wiggling around those and then with
i ncentives above and, well, incentives that work to
i nduce the conpany to beat the average, the index. But

my point there is that it's the benchmark itself noves

intime.
A. Ri ght .
Q So it strikes me that, well, neither the

NYMEX nor the CEC noves in tine, although I think

M. Schoenbeck feels that his is nore durable over tine
t han what happens to be ten days of a NYMEX forecast.
And there's a little, there's a bit of the incentive
mechani sm here in that there are proposed side boards.
At least it is risk sharing, and | think that whenever
there is risk sharing, the conpany has an incentive to
avoid the up side if it can.

A Ri ght .

Q Up side meaning cost to them And | guess ny
gquestion is, does it make sense to have this kind of
arrangenent of risk sharing with a figure that doesn't
vary, it doesn't nove, it's not dynam c over time? And
maybe your answer is, well, it probably won't |ast very
I ong.

A. Well, that's part of ny answer. | think,
yeah, as a matter of fact that is an interesting thing

about the rate making in the PCA PCORC system However,
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in electric rate maki ng usual ly, unlike the gas LDC
system you usually use a notion of regulatory lag in
that a nunber is used, a rate is fixed whether or not
there's a band of sharing, and the conpany nanages
around that. And to sonme extent that's true in LDC s as
well, but there's nore of a cost flow through concept
there in the LDC. That's partly because that is the
primary cost, the variable cost for the LDC, whereas in
the electric conpany there's, for exanple, coal costs
and el ectric power contracts bought froma market or
direct fromhydro electric resources. So there's one of
many el ements.

As | was saying, the cost of gas is going to
becone nore inportant, because it -- certainly the gas
turbine is the margin resource technologically. If the
conpany is facing a period of acquisition requirenents
and may face PPA' s which have a fuel, a variable fue
driver in them so the cost of gas will become of
i ncreasing inportance to them

Getting back to your question, it is tenpting
to want to float the base rate, but on the other hand
then that sort of undercuts the general idea of giving
the conpany a basis to which to nmanage.

Q Well, in for either the Tenaska contract or

Frederi ckson, what is the percentage of the cost in a
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bal |l park sense of the gas cost versus the fixed and
ot her costs?

A Well, I would say for Tenaska | can't tel
you. For Frederickson, let's see, | would say gas cost
is going to be around 60% of the | evelized cost of
Frederickson. That neans in annualized dollars per
megawatt hour, it's going to be gas will conprise about
60% of that annual cost.

Q And for natural gas service, probably isn't
directly conparable, but what is the -- what percentage
are gas costs say to the end user --

A The LDC

Q -- versus distribution costs? O you can
give it to ne in another way too.

A. Well, okay. For the LDC end user, who i s not
conparable to the whol esal e buyer, nanely Puget, there's
about 60% 45%to 50% maybe 60% driven by the commdity
and transportation of it. So in other words, nost of
the cost of the LDC end user is gas. An awful lot of it
is infrastructure if nmy nenory serves. | haven't been
doing gas for a while but -- on the other hand if an
integrated electric conpany owns several kinds of
technol ogy, as they do Col strip, hydroelectric
resources, and so forth, the anpbunt -- the cost of gas

as part of their total revenue requirement which is
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1 passed on to the eventual rate payer is nmuch smaller.
2 Q Right. And not only that, but you don't
3 al ways -- you're not using the gas plant in the sane

4 regul ar way that a gas conpany is providing gas --

5 A. That's right.

6 Q -- to its customers.

7 A That's right.

8 Q Al right. Well, anything else you want to

9 add on this?
10 A. No, | think it's a very interesting question
11 that M. Schoenbeck has brought up, and |'msure we will

12 be looking at it in the future.

13 Q Thank you.
14 A You' re wel cone.
15 JUDGE MOSS: All right, do counsel wish to

16 follow up with anything they have heard fromthe Bench?
17 MR, GLASS: No, thank you.

18 MR. VAN CLEVE: | have a couple of questions,
19 Your Honor.

20

21 CROSS- EXAMI NATI ON

22 BY MR VAN CLEVE:

23 Q M. Mlntosh, I"mtrying to understand your
24 distinction that you're trying to draw between a general

25 rate case and this power cost only rate case. Isn't it
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true that you're | ooking at all of the conpany's power
costs in this case?

A Well, that's true.

Q And does the conpany have an obligation to
show that all of its power costs are just and
reasonabl e?

A That's true, all costs, right.

Q And are gas costs a significant conmponent of
t he conpany's power costs?

A Yes.

Q So why is it not appropriate to ook in
detail at gas costs in this case?

A Well, | didn't say they weren't |ooked at in
detail. | said that they weren't chall enged, they were
-- Puget's nunbers were used.

Q Have you | ooked at M. Schoenbeck's testinony
regardi ng the transaction volunmes on the NYMEX?

A. Well, 1 think I was present when he di scussed
it, yeah, and while you circulated a revised exhibit.

Q Do you happen to have M. Schoenbeck's

testimony with you? |It's his direct testinmony, Exhibit

231.
A. I think I just have the original testinony.
Q That's it, it's DWs-1T.
A Oh.



0547

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

And if you can refer to page 14.

Okay, | think that is -- you said it was page

1472
Q Yes.
Ckay.
Q Okay. Do you see the chart there with the

NYMEX vol unmes fromthe Septenber 5th to 18th, 2003, for
the NYMEX strip that PSE is using in this case?
A I have a list of nunbers on nmy page, you're
referring to a chart.
Q Right, there's a list of nunbers with the
NYMEX vol umes.
CHAI RMOVAN SHOWALTER: Let us see what your
page | ooks liKke.
JUDGE MOSS: Yes, that's where he is.
THE W TNESS: Ckay.

BY MR. VAN CLEVE:

Q You understand what these numbers represent,
correct?
A | understand these are vol une -- nunbers of

contracts of standbys contracts at 10,000 MvBtu total

Q And the rate year in this case begins in
April of 2004 and runs through March of 2005; is that
correct?

A That's the basis, correct, yeah.
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Q And is it your opinion that these contract
vol unes on the NYMEX represent a |liquid market?

A Well, that's hard to accept.

Q Do you think that it's inmportant that there
be a liquid market if you're going to use those market
prices to set rates?

A Well, yes and no. | nean it certainly --
it's certainly inportant if you're going to trust those
markets to transact in. |If you're |ooking at themas a
matter of price discovery, they could still |ose val ue.
I wish they were nore liquid, as do others. But on the
ot her hand, of course, Puget isn't using NYMEX, it's
usi ng NYMEX plus a displacenent to sinmulate a | oca

del i very point.

Q That's the Sunmms basis differential?
A That's right.
Q So do you think that it would be appropriate

if there was one contract traded on the NYMEX to set
rates in this case based on that?

A That woul d bot her ne, yeah.

Q So there is sonme point at which a | ack of
liquidity would argue that the NYMEX prices shouldn't be
used to set rates; isn't that correct?

A There is a limt, and |"msure at this time |

don't know what it is.
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MR, VAN CLEVE: Thanks, that's all | have.
CHAI RMOVAN SHOWALTER: | have a follow up to

t hat .

EXAMI NATI ON
BY CHAl R\OMVAN SHOWALTER

Q If you have nore prices over a |onger period
of tinme, that is instead of ten days you have three
nont hs of prices, does that make a difference in terns
of the validity of the prices, or is an illiquid nmarket
for three nonths the same as ten days?

A Well, no, liquidity would change over tine,
because the NYMEX is really the average of transactions,
forward transactions conmtted to by buyers and sellers,
and over tinme, of course, the nunber of people
committing change, and so a | arger nunber of days m ght
danp out sone of the difficulties with a less liquid
sanpl e point, that's right.

Q Because we're tal king about buyi ng ahead say
12 nmonths, 18 nonths, but yet you have 365 days in any
particul ar year to execute that contract. So is it, if
we i magi ne collapsing 3 nonths of prices and | ook at it
that way, is that fair? Such a market, such a coll apsed
price set of prices would |ook nmore |iquid than I ooking

at it day by day. |Is a narket made of decisions nade
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over tinme in a way that each day doesn't tell you? For
exanpl e, one hour of the day m ght have no trades, and
one hour of the day m ght have a |ot.

A That's correct.

Q We don't see that difference, so we happen to

be able to see the daily difference here.

A Ri ght .
Q But if we took it in quarters, quarters of
years, it would | ook nore -- it would | ook more |iquid,

woul dn't it?

A Yes, that's true.

Q But would it be nore liquid, or at |east
woul d it be nore dependabl e for our purposes here?

A. Yeah, the liquidity would be a matter of the
mar ket itself rather than the purposes to which we put
it, and it still is a matter of comng up with a
reasonabl e price estinmate for the future. You nmean you
thi nk that maybe averaging quarterly results m ght cone
out with nore robust estimators of the market price,
which is a --

Q That's my question to you, but robust, |
t hi nk that was one of the words | was | ooking for

A. Ckay. Well, yes, it mght.

So do you have anot her question?

CHAI RWOMAN SHOMALTER:  No, | don't, thank
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you.

JUDGE MOSS: All right, does that conplete
our questions?

Al right, M. MIlntosh, thank you for
rejoi ning us and bei ng responsive to the Bench's
guestions and those of counsel, and we will yet again
rel ease you subject to recall. Gven the late hour, you
may be safe this tine.

Wy don't we get M. Russell onto the stand.
Oh, he is here, | was looking for himin the wong part
of the room

Pl ease rai se your right hand.

(Wtness Janes M Russell was sworn in.)

JUDGE MOSS: Pl ease be seated, thank you.

And | believe in this instance the conpany
has indicated sonme interest in cross-exam nation, and no
one el se has, so why don't you put on the w tness, and
we' || proceed.

MR, CEDARBAUM  Thank you.

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

herein and was exanm ned and testified as foll ows:
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DI RECT EXAMI NATI ON
BY MR CEDARBAUM

Q If you could please state your nanme and your
position with the Comm ssion

A. Yes, ny name is Janes M Russell, and |I'ma
regul atory analyst with the Washi ngton Commi ssi on

Q M. Russell, do you have before you what's
been marked for identification as Exhibit 311?

A Yes, | do.

Q Does that constitute your direct testinony in
this case?

A Yes, it does.

Q And is this testinony true and correct to the
best of your know edge and belief, and was it prepared
by you or under your supervision and direction?

A Well, since the conmpany filed its rebutta
case, we have agreed to sone of the adjustments in the
conpany's rebuttal case, so sone of the numbers in ny
testi nony have changed. But other than that, yes.

Q We'll get to it, but what's been narked as
Exhibit 318 is a docunent you produced which will show
where the differences and agreenents are?

A Yes.

Q Let's get to that in just a couple mnutes.

Referring you to what's been narked for
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identification as Exhibits 312 through 316, are these
exhi bits associated with your direct testinony?

A Yes, they are.

Q And were they prepared by you or under your
supervi sion and direction?

A Yes.

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

A For the same reason, they m ght change, sone
of the nunbers woul d change, yes.

Q Turning now to Exhibit 318, can you pl ease
describe what this exhibit is.

A Well, this is basically an update of the
conpany and Staff differences in this case.
originally provided a case difference in ny JVMR- 2,
Exhi bit 312 at page 18, but this is an update since the
conpany filed its rebuttal case. And again, the shaded
nunbers have been changed to match the conpany's
adj ust nent s.

And basically the testinony included -- the
testimony that supports those nunbers are included in
M. Story's rebuttal testinony. For adjustnment 1, he
expl ai ns power costs on page 4. For adjustnment 2, he
expl ains the reason for that adjustnment on page 5. And

the adjustnent 7, Montana Energy Tax he di scusses at
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page 7. And the production adjustnent changed just a
tweak, and he di scusses that on page 9 of his testinony.
Q So if | understand correctly, the first
colum that's | abel ed PSE Rebuttal, those are nunbers
fromM. Story's exhibit and perhaps other wtnesses

based on their rebuttal case?

A That's correct.

Q The conpany's rebuttal case?

A That's correct.

Q And then the Staff post rebuttal colum woul d
be your -- the Staff direct case, except that what's
shaded woul d be adjustnents in which -- of the conpany's

that the Staff now agrees with?
A. That is correct, yes.
Q And if we | ook at the differences colum, the
di fferences then appear on lines 14 and 15 for
adjustnents 12 and 13; is that right?
A Yes.
Q So those adjustments represent the contested
i ssues as between Staff and the conpany in this case?
A Yes, they do.
MR. CEDARBAUM  Thank you.
Your Honor, at this tine I would offer
Exhi bits 311 through 316 and 318.

JUDGE MOSS: There is no objection, and so
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those will be admtted as marked.
And is your w tness available for
Cross-exam nation?
MR. CEDARBAUM Oh, |I'msorry, yes, he is.
JUDGE MOSS: Thank you.

M. d ass.

CROSS- EXAMI NATI ON

BY MR. GLASS:

Q Good afternoon, M. Russell
A Good afternoon.
Q One quick question, and as | think we just

went over or you just went over with M. Cedarbaum in
| ooki ng at your Exhibit 318, the conpany and Staff have
agreed to nunbers acceptable to both parties on

adjustnments 1 through 11 or lines 2 through 13; is that

correct?
A Correct, yes.
Q So for the lines on PSE Exhibit 318, which

was the cross-examnination exhibit --
JUDGE MOSS: No, we're looking at 318, that's
M. Russell's.
Q I was noving, excuse ne, to 317, which was
the conpany's, it's the same or similar statenent of the

adj ustnents, that there is no difference in the
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settlenent of the numbers there?
A Correct.

MR. GLASS: Your Honor, | would nove for
admi ssion of Exhibit 317 into the record.

JUDGE MOSS: No objection, it will be
admi tted.

MR, GLASS: No further questions.

JUDGE MOSS: And your -- oh, those are al
direct, sorry.

Any questions fromthe Bench?

CHAl RMOVAN SHOWALTER:  Well, | just want to
correct a question that | inplied that while there were
12 nmonths or 18 nonths to buy for you had 360 days to
buy themin, it actually would be a subset of that, the
wor k days.

JUDGE MOSS: Okay.

EXAMI NATI ON
BY JUDGE MOSS:
Q | just have one clarifying question, and
may show nyself up to be a total |oss at math, but
| ooki ng at your Exhibit 312, which was previously
identified as JMR- 2.
A Okay.

Q And | ooki ng at page 2 of 18. As | analyzed
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your exhibits, | could not nake the nmath work for myself
in the total adjustnent colum, the very final nunber
down there, you cone up with 37,705,936 and | canme up

with a negative 7,581, 253.

A. Ckay.

Q And |I'mwondering if |I got it right, you got
it right, or --

A Are you adding in the 41 nmillion above?

Q Yes.

A You don't do that.

Q Okay, yeah, so --

A Yeah, those are the assets, and basically the

return on those assets tax effective are included down
below the 41 nmillion, so.
Q | think what | actually did was add the

nunbers in that row fromleft to right.

A Oh, across?

Q Yes.

A. Okay, that should add to 37.

Q Al right, well, mybe --

A Well, you don't want to include the first

colum. You don't want to include --
Q Well, right.
A -- the first colum. But from adjustnent 1

t hrough adj ustnent 13, yes, that should equal 37
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mllion.
Q Okay, well, let's look at it this way, and
this is what threw ne. You start with a test year

actual there of 862 mllion sone odd.

A MM hm

Q And then you end up with a restated of 854
mllion sonme odd.

A Correct.

Q And - -

A Ch, | see.

Q -- so the difference between those is the 7
mllion some odd that | nentioned.

A | see, | see.

Q So that's again | kept sticking on that

nunber when | would analyze this exhibit, and I want to
make sure that our record is correct.
A Well, that doesn't appear to be correct, so

54, 62 mnus, plus 37, definitely not.

Q Well, we don't need to bel abor the point on
the stand. | pointed it out.

A Okay.

Q And if there does need to be a correction

made there, perhaps Staff could sinply subnmit sonething
for the record that would correct that, it would be

fine.
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1 A. Ckay.

2 Q It's not a big issue, | think it's just --

3 A Okay.

4 Q | wanted to namke sure the exhibit was

5 accurate --

6 A. Ri ght .

7 Q -- for our record.

8 A Okay.

9 JUDGE MOSS: Okay, | have lost track of where

10 we are, we have had our Bench questions opportunity,

11 foll ow up, no, redirect, no.

12 Al right, then, M. Russell, we thank you
13 for your testinony, and we will release you fromthe
14 stand subject to recall if we think of anything in the

15 next 17 mi nutes.

16 Al right, that | believe conpletes the

17 presentation of our wi tnesses with the exception of

18 resolving any lingering i ssues about M. Lazar. W had
19 previously di scussed that Public Counsel and the conpany
20 woul d have sonme conversation concerni ng how best to

21 treat his testinmony. Could you report on that for ne,
22 M. ffitch.

23 MR, FFITCH. Yes, thank you, Your Honor. |
24 will represent what | believe our understanding is, and

25 M. Gdass can interrupt me if | get it wong.
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First of all, it's ny understanding that the
conpany will stipulate to the adm ssion of M. Lazar's
prefiled response testinony, which has been premarked as
Exhibit 271C in this case, and will waive
cross-exam nation of M. Lazar. And it's ny
understandi ng that no other party has cross-exam nation
questions for M. Lazar.

Secondly, M. Lazar's Exhibit 272C nunerica
cal culations in support or in connection with his
narrative testinony will be withdrawm, and M. Lazar
wi || adopt cal cul ations presented by M. Schooley with
the Commi ssion Staff. Wth respect to that adoption,
have a statenment which |I have shared with M. G ass that
I can read into the record regardi ng the adoption of the
calculations. | also have a nunber of specific
corrections to exhibit references that are in the nature
of testinmony corrections to Exhibit 271C. Very sinply
what those would do is replace M. Lazar's reference to
his own exhibit with references to M. Schooley's
Exhi bits 3C through 6C.

| have those all witten down, | can read
those specifics into the record or can sinply provide a
written version of those corrections for the Bench
And, in fact, | would urge the Bench to accept the

written version, because | have just realized that the
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specific references are to the very first version of the
confidential testinobny that was filed and don't track
quite specifically with the nost recent confidenti al
version that was filed, so | need to just fine tune

t hem

JUDGE MOSS: | think the Bench would prefer a
witten errata.

MR. FFI TCH. Thank you.

So | guess | would just like to state for the
record then that with regard to the UE 92 di sal |l owance,
Ken El gin presents testinmony regarding this, and
M. Lazar woul d adopt the cal cul ati ons prepared by
M. School ey in support of M. Elgin's testinony.

Wth regard to the 1997 restructuring of the
Tenaska contract, M. School ey presents cal cul ations
regarding that, and M. Lazar woul d adopt those
cal cul ati ons.

JUDCGE MOSS: Did M. ffitch represent the
agreenent as you understand it, M. dass?

MR. GLASS: Yes, Your Honor.

JUDGE MOSS: Okay. And there's otherw se no
i mpact from your perspective on M. Lazar's narrative
testi nony other than the references you have given us
generally and that you will provide by errata?

MR. FFITCH. That's correct, Your Honor.
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JUDGE MOSS: Well, that would seemto be a
satisfactory resolution then. | take it you would nove
the adm ssion of 271C, and being no objection, that wll
be admitted, and then just sinply not offer 272C.

MR. FFITCH. That's correct.

JUDGE MOSS:  All right.

MR. FFITCH: | have one other matter, Your
Honor, which was to request an exhibit nunmber for the
publ i c exhibit docunent.

JUDGE MOSS: Yes, all right, and let ne give
you that. Let's see, | think |I distributed Bench
request Numbers 5 and 6, and those will occupy Exhi bit
Nunbers 6 and 7. | think I will skip 9 for the tinme
bei ng and assign the public comments exhibit as Number
10.

MR. FFI TCH: Thank you, Your Honor

JUDGE MOSS: And when can that be provi ded?

MR. FFITCH I1t's under preparation right
now, Your Honor, and we woul d propose to file it by the
end of Friday of this week.

JUDGE MOSS: Great.

Is there anything further fromthe parties to
i nform our record?

MR. GLASS: Conmi ssioner Henstad before the

break suggested two possibilities of notions for
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surrebuttal. We could either proceed as a notion for
surrebuttal or pursuant to WAC 480-07-470 | understood
that we woul d have the opportunity to put on wtnesses
after having heard the other cases. The only two things
we would do is nove to put M. Story on to provide the
foundati on necessary and his understanding of | believe
it was Exhibit 310 that we brought before the Comm ssion
earlier today, and the second thing would be to bring

M . Gai nes back for a few questions with regard to and
make him avail able for other parties and the Comm ssion
to answer questions about M. Schoenbeck's scenario
nunber four or alternative nunber four.

JUDGE MOSS:  All right, we will want to hear
fromother parties with respect to the proposal to have
some additional direct.

Is there any objection to the idea?

MR. CEDARBAUM  Yes.

JUDGE MOSS: Then state your objection

MR, CEDARBAUM  Thank you, Your Honor. First
of all, this was not the Staff's notion to present
additional testinmony on the Schoenbeck alternative four
but if the Conmission is going to allow that, then we
woul d al so like the opportunity to put a witness on just
for that |limted purpose.

Wth respect to the other aspect of the
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conpany's notion to put on really what's not surrebutta
but additional rebuttal testinony that was not prefiled
on the Exhibit 310, we woul d object for two basic
reasons, and these sonmewhat are duplicative of what |

i ndi cated before, but I would like to -- | think they
bear repeating.

The first is that we're operating under an
expedited schedule in this case, and we're on the
schedul e the conpany wanted to have. And we certainly
agreed to have an expedited schedule in these PCORC
proceedi ngs, but we are also at a di sadvant age when t hat
happens, because all of the evidence that we look at is
with the conpany, the conpany gets rebuttal. And we
understand those rul es of the ganme when we go in, but
when the conpany is allowed essentially to file and
present what is additional rebuttal testinony that was
not prefiled, that puts that di sadvantage | think into
the unfair category. It's just unfair to the Staff and
remai ni ng parties that when the conpany rests its
rebuttal case that there's this possibility that there
is additional rebuttal that is presented live.

And | think that unfairness really is
exacerbated in this case because this could have been
avoi ded by the conmpany. This is an exhibit again that

was in the conpany's possession at the tinme it filed its
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rebuttal case. It could have put it in its rebutta
case, and we would have had a week to analyze it and
review it, questions about it. They could have al so
done it through redirect of M. Story yesterday. They
chose not to do that as well. So this was a -- it's an
unfair situation that we did not create and that was
avoi dabl e fromthe conpany's perspective, so we would
object to that aspect of the notion.

And we al so would, with respect to the first
part of the notion to deal with the Schoenbeck
alternative four, we would just |ike an equa
opportunity if the Conmm ssion is going to grant that
part.

JUDGE MOSS: Would your witness on the
Schoenbeck issue four be adverse to M. Schoenbeck's
proposal ?

MR. CEDARBAUM  Well, the witness would be
M. Lott for one. It would not be an existing Staff
wi t ness, because M. Lott is nost famliar with the PCA
and how it works. And | believe his position would be
adverse, although it's critical, | don't knowif | could
say how critical, howcritical he is against that
proposal, but he would not be supportive.

JUDGE MOSS:  All right.

Anybody el se want to be heard on this?
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MR. VAN CLEVE: Yes, Your Honor. W would
support M. Cedarbauni s objection.

Wth respect to putting M. Story back on the
stand for the reasons that he stated. Wth respect to
putting M. Gaines on the stand to discuss
M. Schoenbeck's alternative four, if the Conm ssion
woul d I'ike to hear nore discussion of that alternative,
we' re not opposed to doing that, but I think it would be
useful if we're going to have two witnesses on the stand
tal king about it to have M. Schoenbeck here, because
there may be sone uncertainty about what his proposal
actually is, and | have been advised that he could be
here in the norning if that woul d work.

JUDGE MOSS: All right, so you don't object,
you woul d just propose a process that woul d include
M. Schoenbeck?

MR. VAN CLEVE: That's correct.

JUDGE MOSS: Al right.

MR. FFI TCH:  Your Honor, we're in a simlar
position, concur with Staff with regard to M. Story.

If there is going to be further testinony regarding the
scenari o number four, we would |like an opportunity to
have a witness address that. M. Lazar will be
available tonorrow if we felt a need to tender him so.

JUDGE MOSS: All right, we'll have a
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conference at the Bench.

(Di scussion on the Bench.)

JUDGE MOSS: All right, we have had an
opportunity to confer at the Bench. The decisions are
t hese.

Wth respect to the request to put M. Story
back on the stand for purposes of sponsoring the exhibit
previously identified as 310, that request is denied.

Wth respect to the proposal regarding
M . Schoenbeck's alternative four that was presented
fromthe stand yesterday, we are going to grant sone
process on that, so we can have M. Gaines back for the
conpany if he is the appropriate witness. It appears
that Staff may have some critical view of the matter
that they woul d have an opportunity to put a witness on
for, and | suppose if Public Counsel were in the sane
position we would allow that for Public Counsel as well.
As for M. Schoenbeck hinmself, he has presented his
alternative, and we are disinclined to give himan
opportunity to further testify subject to you renew ng
that request. W certainly have no difficulty with him
bei ng here, and of course he may be able to support the
cross-exam nation that you would be allowed as to these
ot her witnesses. So again, that's the ruling and

Wi t hout prejudice.
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Al right.

MR. GLASS: Your Honor, | have one | ast
matter. During the last two hours we have been able to
obtain a full and conplete copy of Exhibit 52, which was
the UTC open neeting in Decenmber of 1997, the conplete
transcript. M. Hardie will pass it out, and
apol ogi ze for not having it in the record earlier

JUDGE MOSS: And nicely marked | mght add, |
don't have to wite nunbers.

Al right, thank you for that.

If there is nothing further this afternoon
that we need to take up, we are approaching the 5:00
hour, anything further?

I'"'mforgetting something, | can tell by the
expression, M. Cedarbaum

MR. CEDARBAUM So M. Gaines and M. Lott
will testify on the Schoenbeck subject tonorrow?

JUDCGE MOSS: That is correct, and if
M. Lazar, if Public Counsel finds that there is sone
adversity with respect to that proposal, then they would
be all owed as wel |

(Di scussion on the Bench.)

JUDGE MOSS: All right, then | think we are
finished for the day. W'Il reconvene tonorrow norning

at 9:30 unless there is sonething el se.
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1 No, okay, good, we are in recess until 9:30
2 t omor r ow nor ni ng.

3 (Hearing adjourned at 5:00 p.m)
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