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JUDGE MOSS: Let's be on the record. | have
distributed, as | try to do each day, an updated
exhibit list. W have fairly well filled it in as
we' ve gone al ong, and so you nmay notice that | have
reserved sone space at the end. Now, on page 14 of
14, if we have any additional exhibits today, we'l
nunber those in that sequence so as to avoid
confusion in our record. Not that there will
necessarily be any today, just for information.

We are convened today for the limted
purpose of a hearing -- |I'll characterize it as
rebuttal testinony, supplenental rebuttal testinony
in connection with what we have referred to as M.
Schoenbeck Alternative Four. That was an alternative
remedy that was proposed during M. Schoenbeck's
cross-exani nation and specifically in connection with
his responses to some questions fromthe bench

And so we allowed for an opportunity for
parties who are adverse to that idea to present sone
additional testinobny today. It seens appropriate to
me, subject to conments from counsel, that we would
hear first fromthe Conpany's witness, and | believe
that would be M. Gaines.

MR, GLASS: Your Honor, one prelinnary

matter that 1'd like to bring to your attention. On
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your exhibit list this nmorning --

JUDGE MOSS:  Yes.

MR, GLASS: -- Exhibit 262 is not actually
listed. That was the February 17th PG&E anendnment to
application that was admtted yesterday. In
conversation with counsel from I CNU this norning,
they' ve requested that we submt an entire copy of
that application in lieu of the excerpts that we
filed yesterday. We're anenable to that, and we'l|l
provi de that tonorrow.

JUDGE MOSS: All right. Thank you for
bringing that to ny attention.

MR, GLASS: W th respect to today's hearing,
| believe that the rules of the Comr ssion provide
that the party bearing the burden of proof falls | ast
in order, so | would prefer and the Conpany woul d
prefer to have M. Gaines go | ast.

JUDGE MOSS: Al right. | have no
difficulty with that proposal. | will -- we can
proceed that way. | don't have a problemwith that.
| just will sinply note that this is now a proposal
by ICNU, and the other parties, to the extent they're
putting on a witness, |'m presunming are putting that
Wi t ness on because they have sone objection, if you

will, or criticismthat they wish to put into the
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record, so in that sense you are all aligned on
rebuttal in terns of burden. Staff had indicated it

had a desire to put on a witness in connection with

this.

MR. CEDARBAUM That's correct.

JUDGE MOSS: Al right. Wwell, why don't we
proceed with that, then. M. Lott, | believe.

MR. CEDARBAUM Yes, the Staff witness on
this issue is M. Lott. |If he could please cone
f orward.
Wher eupon,

MERTON R. LOTT,

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

JUDGE MOSS: Thank you. Pl ease be seated.

MR. CEDARBAUM  Your Honor, just one point
for the record. M. Lott has not -- did not prefile
testinmony in this case, so | would |ike pernmission to
ask sone prelimnary questions to get his
qualifications on the record. And also, he will be
di scussing the PCA mechanismin the context of M.
Schoenbeck's Alternative Four, and it may be hel pful
to the bench if you have before you Exhibit 17, which

is the PCA settlenent. And it just describes how the
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1 PCA nmechanismis set up.

2 JUDGE MOSS: Seventeen would be one of M.
3 Gai nes' --
4 MR. CEDARBAUM One of M. Gaines' direct

5 exhi bits.

7 DI RECT EXAMI NATI ON
8 BY MR. CEDARBAUM
9 Q If | could please ask you to state your full

10 nanme?

11 A My nane is Merton Robert Lott.
12 Q And who are you enployed by, M. Lott?
13 A Washington Utilities and Transportation

14 Comm ssi on.

15 Q What is your position with the Conm ssion?
16 A | guess |I'mthe energy industry coordinator.
17 Q How | ong have you been enpl oyed with the

18 Commi ssi on?

19 A. Al nost 30 years.

20 Q And have you testified on a nunber of

21 occasions for this Comm ssion, either in contested
22 proceedi ngs, such as this one, or in open neeting
23 situations?

24 A Many ti nes.

25 Q Were you also involved in the settlenent in
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the conpany's | ast general rate case?
A Yes, | was.
Q And were you one of the primary architects

of the PCA settlenent that resulted fromthat case

as well?
A Yes, | was.
Q So you're quite famliar with how that

mechani sm works and with the underlying intentions of
t hat nmechani sn?

A. | hope so.

Q You're here to testify in response to M.
Schoenbeck's Fourth Alternative that he provided on
the stand, | believe on Tuesday. Can you just
briefly describe, as a prelimnary matter, your
understandi ng of his alternative?

A I can only describe what -- and | thank the
conpany, by the way, for providing me a copy of a
rough draft of the transcript fromthat day, and
was able to go back and review the transcript.

M. Schoenbeck started off with this
Proposal Nunber Four, which was to start with what he
referred to as the Schedule B, which | believe is the
gas cost, which | believe are the gas costs that M.
Elgin is using, or close to it, that cane fromthe

expected values in the buyout of the Tenaska
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contract.

He then proposed that that be used as the
baseline of costs in the PCORC and in general rate
cases going forward, and that the PCA then be used to
share fluctuations, so if the actual gas cost was
above that, then the difference would be shared using
the PCA formula, and if the costs were bel ow that
basel i ne, you would then be bel ow t hat.

In di scussion, M. Schoenbeck then said that
that was a concept and not that the $1.93 was the
i nportant value. | mean, he used the $1.93, was his
exanple, | believe, but he was saying that nunber was
not the exact concept, but at sone gas |evel you
could start, use that nunber, and use -- pick a
nunber. | think he referred to a solid gas nunber.
He gave a range of $3.40 to $3.60 as an exanple, not
as a nunber to choose. And that was -- he basically
said it would be the same thing.

When asked whether his original proposal in
his original testinony of disallow ng the regulatory
asset, he indicated that, no, there would be no
di sal | owance of the regulatory asset utilizing this
met hod. I n other words, the regulatory asset and
anmortization would continue to flow.

I'"'m not 100 percent sure that that's what
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M. Schoenbeck neans, because he was nodifying his
proposal at the tinme. Therefore, it's tough to say
whet her it would -- whether there couldn't be some

di sal | owance of the regulatory asset or, you know,
dependi ng on how high of a gas price you chose in the
first place as that baseline to share around. That's
nmy remenbrance through reading it |ast night, also,
agai n, of his proposal, Nunber Four.

Q Before we get to your particular response to
t hat proposal, can you just explain your
understandi ng of the intent of the PCA and how that's
i mportant to this proposal?

A Okay. The PCA cane about as a settlenent,
whi ch included just the PCA and al so the adoption of
al l omance of this type of proceeding that we're in
today, which is the power cost-only rate case
proceedi ng or single-issue rate case proceeding.

That settlenment did both of those things.

And the PCA nmechani sm as established, from
Staff's intent, anyway, and as di scussed nmany tines
in our settlenent discussions, was intended to allow
the Conpany to recover mmjor fluctuations in
short-term power costs. What our attenpt was, for
exanple, is if the streamflow went bad, the Conpany

woul d be able to recover the excess cost if it went
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over a band that they can manage around. That's why
the bands were set up in the PCA settlenent, were
established, was to try to figure out a range that

t he Conpany should be able to manage around and try
tolimt their damage if it was extrene.

And the sane thing on the good side. In
ot her words, we put sonething on the plus side if the
Conpany was able to have good years. That was not
just for streamflow, it was also for fuel cost. It
woul d al so be for secondary sal es and secondary
purchase cost. So if the secondary market in
electricity either greatly favored themor greatly
damaged themin a particular year, the PCA nechanism
was intended to pick up these inpacts.

It was not intended -- and there are nany
mechani sns established in the PCA and the design of
the PCA. It was not intended to pass through genera
i ncreasing costs that the conpany was incurring. So
for exanple, the increased costs of a contract such
as -- and I'll use one that's not an issue in this
proceedi ng, March Point One. So to accept that March
Poi nt One contract had increasing costs was not
intended to pick up those costs, nor was it intended
as a balancing point to pick up the decreases due to

depreciation on the Colstrip plant or the other ngjor
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pl ants now, the Fredonia, Freddy One, | nean, plant,
Fredoni a, any other plant the conpany owned.

So as the costs of these plants went down,
these were offset by the increases in their contract
costs. We were not trying to use the nechanismto
pi ck up these slow noving or just general increases.
It was only the major fluctuations due to things that
were outside of the Conpany's control, things that
t hey woul d have a tough tinme coming in and filing
general rate cases for or power cost-only rate cases.

Because of the ECAC and the PCA, we were
very concerned about new resources. W put
limtations in the PCA about how new resources could
flow directly into the PCA and said that if the
conpany -- back up just one step. The conpany,
however, was concerned about new resources, and there
came the PCORC, or the power cost only rate cases.

We made the settlement with the conpany, but allowed
the conpany to bring in new resources when they had
them such as Freddy One, so that they could get
these into rates in a very quick tine frane.

That was the intent of allow ng the PCORCs,
was -- the one thing that the conpany al so wanted was
this ability to get new resources into rates with

|l ess regulatory lag. | hope that's enough
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Q Wth that background in mnd of the PCA, can
you now turn to your specific concerns with respect
to M. Schoenbeck's Alternative Four?

A Okay. 1'd like to start with the first part
-- the first description of it, as you will read in
the transcript later and you may renenber, was this
using the -- | think he referred to it as the
Schedule B or the -- he referred to it as about the
$1.98, which was the expected buyout prices, what
sonme people may have terned the prom se or the
expected val ue, whatever you want to refer to it,
but he said you could use that as the baseline.

Utilizing that nay seem|ike the ratepayers
woul d get -- the conpany would then have to share in
some of the damage above it, because the way the PCA
works is that the conpany has the dead band of 20
mllion, and then a sharing band of 50/50 for the
next 20 mllion. So the conmpany woul d, out of the
first 40 million, would have to suffer the first $30
mllion of additional cost due to increased gas cost.

There are a couple reasons, however, that
that creates a problem Renenber, the PCAis a
bal anced nmechanism It is intended to be bal anced.
You have to start off at a point of neutrality and

you' re supposed to have -- you know, the dead band
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was set, | believe, at what we called one standard
devi ati on of stream flow variance. That was the $20
mllion. | think | testified to that two years ago.

If, however, now you started off at this
$1. 93 nunmber and you would kind of anticipate -- |
mean, M. Schoenbeck's | ong-term vi ewpoi nt of gas
cost is substantially above 3.60, the conpany's
projection of gas cost in this case is 4. 35,
bel i eve. These are substantially above it.

Those woul d drive you well into the top of
-- well into the dead band, above the dead band, and
you would be in a situation where your neutral point
is no longer a neutral point. All of a sudden, you
woul d start to share fromthat point, you woul d
al ready be hal fway or maybe all the way through the
50 percent sharing band, and benefits fromthe good
hydro year would go mainly to the conpany, but
di sbenefits froma bad hydro year woul d be
automatically passed on to the ratepayers, because
you were already heavily into these debt bands.

That's not even taking into consideration
the $40 mllion band put around the first four years,
a band that may be re-asked for, an issue that, just
because we have $40 million in the first four years

doesn't nmean the conpany m ght not ask for 40, 50,
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60, 100 million dollar band for the next four years
dependi ng on the financial situation and how much
ri sk should the conpany take in the next four years.

That's not an issue that's been deci ded,
it's not an issue that's been asked for yet, but I
woul d assune that ultimately the conpany may ask for
a new curul ati ve dead band for another period of
tine. And | think the Conmission will have to
consi der how much risk they want to put the conpany
at over a period of tine.

One of the reasons why we, Staff, accepted
this 40 mllion dead band was to hel p the conpany get
to the capital structure that Staff and other
parties, including the conpany, wanted to get to,
whi ch was the 40 percent equity ratio that they at
that time did not have.

But going into the future, you still have to
consi der how much risk is out there. So ny problem
is -- it's twofold. Nunber one, you've unbal anced
the PCA by sharing through the PCA, and, nunber two,
you woul d have this -- the question about whether
you' d get any benefits to the ratepayers or any of
the disall owance to the ratepayers because of the $40
mllion dead band that was there.

It just to me is not a nethod that's -- that
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gets there. One of the problenms with the proposal is

it's not specific, because he went on, as | said

earlier, he went on to say, Well, $1.93 is -- that's
only -- I"'monly testifying to a concept. So what is
the nunber? Is it $1.93 or is it 3.60? | nean, he

proposes 3.40 to 3.50 range.

So the indefiniteness of the nethod and
where you woul d establish that gas cost in order to
gi ve ratepayers a benefit, make sure the ratepayers
don't pay an unfair cost, | guess is the right way to
say it, it's difficult to say.

Utimately, | nmean, he used the band of 3.40
to 3.60. Interesting enough, the 3.60 is M.
Schoenbeck's proposed gas cost in this case. Under
that proposal, and coupled with the 3.60 proposal, he
has a di sal |l owance of the regulatory asset. So if
you set the base at the 3.60, you'd be basically
throwing out his -- if you accepted his 3.60 proposa
as a normalization |level, then using the 3.60 |eve
for this -- what did he call it -- firmgas price, or
I can't renmenber the exact word, but you end up with
his case m nus the disallowance of the regul atory
asset. So it doesn't look at all like his origina
proposal

This is sonething |I'mnot sure where M.
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Schoenbeck would be. This is why | earlier

i ndicated, after having talked to M. Schoenbeck, and
I'"'mnot sure that he's saying that there would be no
regul atory disallowance. | think he m ght say,
dependi ng upon where you set that baseline gas cost.
So if you use 4.35, | think he woul d be saying throw
the regul atory out for sure. |f you use 3.60, maybe
-- and I'mnot sure, because he didn't say it, but he
m ght propose sone di sal |l owance of the regulatory
asset .

But the point is we don't really have any
testimony on this, we have no definite position on
this, and it's -- it doesn't really seemto be
consistent with his own testinony, if you use the
hi gh end of that band, the 3.60 range.

Let me just check through and nake sure that
|'ve said everything that | wanted to say. Yes.

Q I guess just -- probably not really a
required question, but just for the record, based on
that reasoning that you've just given, is it the
Staff's position that the Conm ssion not adopt the
Schoenbeck Alternative Four?

A Yes, in fact, | don't think that there is a
speci fic proposal of M. Schoenbeck's.

MR, CEDARBAUM  Thank you. Those were al
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my questions. The witness is avail able for any
qgquestions fromthe bench

JUDGE MOSS: Well, and we need to offer M.
Van Cl eve an opportunity for cross-exam nation, as
wel |

MR. VAN CLEVE: Thank you, Your Honor

CROSS- EXAMI NATI ON
BY MR. VAN CLEVE:

Q M. Lott, if we assunme that what M.
Schoenbeck proposed was, one, a partial wite-down of
the regul atory asset and, two, setting a baseline gas
cost around which there would be sharing between the
conpany and custoners, would that kind of framework
be acceptable to you?

A Depends on how it's structured. |If you set
a baseline for the gas cost that was bel ow an
anticipated level of the gas -- of what the gas costs
are going to be and, therefore, there would be an
expectation that, unless gas costs drop
substantially, there was going to be, you know, a
| oss or a sharing of gas cost, | think the proposa
that utilized the PCA -- there m ght be sone other
nmet hod, but just a nethod that utilized the PCA stil

creates the inbal anced PCA probl em
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I think that you could create a mechani sm
that all owed sharing of those higher gas costs in a
second mechanismor away fromit. | nean, | don't
know how many mechani sms you want, but | think you
could do that. But to use the PCA | think it stil
creates this problem of how nuch -- how nmuch -- if
you're using the right nornalized gas cost, that's
exactly what M. Schoenbeck's original proposal was
in this case, which was disallow the whole regul atory
asset.

Staff was not necessarily saying that the
whol e regul atory asset needs to be witten off, but
that m ght be a nethodol ogy to get there.

Q So are you saying that it would inprove the

proposal to have the sharing mechani sm be outside the

PCA?

A Ri ght, | mean, the sharing mechanism-- the
PCA -- the two would not -- are not the sane thing.
Therefore, | think that there's a problemthere.

Unl ess you're using the actual nornmalized gas costs
that are appropriate going forward, if you bias that
cost in any fashion in your normalized gas cost, then
in order to give sone benefit to the ratepayers for
the expected values that were anticipated at the tine

of the buyout, then |I don't think the PCA should be
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1 used.

2 Q Do you think it would be appropriate to

3 measure the original projected savings fromthe

4 buyout and conpare that with the -- use the sane

5 Exhi bit B analysis to see what the savings woul d be

6 with the new baseline gas cost and use that

7 conparison to determine the amount of the regulatory

8 asset that should be witten down?

9 A Staff didn't actually go out and wite down
10 the regul atory asset, but | think that's, in essence,
11 what Staff's two positions, two pieces of testinony
12 do, yes. They don't go to the regulatory asset, they

13 go to the gas cost, but --

14 MR, VAN CLEVE: Thank you. That's all

15 have.

16 JUDGE MOSS: Questions fromthe bench?

17 CHAIl RWOVAN SHOWALTER:  No.

18 COW SSI ONER HEMSTAD: No

19 JUDGE MOSS: Okay. M. Lott, we appreciate

20 you being here today, and | suspect you had to work

21 | ast evening, and we appreciate your efforts there,
22 as well. So with that, we'll release you fromthe
23 stand. |'ve released all w tnesses subject to

24 recall, and I'Il do that, although we don't expect

25 we' Il need you back
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THE W TNESS: Thank you.

JUDGE MOSS:  Now, Public Counsel had
suggested yesterday that he m ght have sonething on
this. Do you?

MR, FFITCH May | have one nonment to
confer?

JUDGE MOSS: Sure.

MR. FFI TCH: Thank you. Thank you, Your
Honor. Yes, Public Counsel would like to call Jim
Lazar.

JUDGE MOSS:  All right.

Wher eupon,

JI' M LAZAR,
havi ng been first duly sworn by Judge Miss, was
called as a witness herein and was exam ned and
testified as foll ows:

JUDGE MOSS: Thank you. Pl ease be seated.

MR. FFI TCH:  Your Honor, just for the
record, M. Lazar's direct testinony has been
previously admitted in this proceeding as Exhibit
271-C. That testinobny contains M. Lazar's

qual i fications.

DI RECT EXAMI NATI ON

BY MR FFI TCH
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1 Q Good norning, M. Lazar
2 A Good nor ni ng.
3 Q You are the consultant for Public Counsel in

4 this case; is that correct?

5 A That's correct.

6 Q And have you had an opportunity to revi ew
7 M. Schoenbeck's fourth option, based on the

8 transcript of his testinmony in this hearing?

9 A Yes, | listened to a portion of his

10 cross-exani nation on the conference bridge and

11 reviewed the draft transcript |ast night.

12 Q And have you formed an opini on about M.

13 Schoenbeck' s proposal ?

14 A Yes, | have.

15 Q And do you have any concerns or do you see
16 any problenms with the proposal ?

17 A | have a couple of concerns with the

18 proposal. The first is that the figure of $3.61 for
19 gas cost, as | understand it, is a nodeling result,
20 whereas the figures that Staff and my testinony used
21 were known and neasurabl e gas costs fromoffers that
22 t he conpany had and presented to the Conm ssion at
23 the time of the contract restructuring. Those

24 figures were, | think, better defined and nore solid

25 than using a nodeling result.
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My second concern, | think M. Lott has
spoken to pretty well, that it consunmes a fair anount
of the dead band in the PCA nechanism | think the
PCA mechani sm coul d be adapted to that. | did a
rough calculation. It looks to nme |like the
di fference between 3.61 and 4.35 eats up about $8
mllion of the dead band. It would be possible to
restructure the PCA to accommpdate that, but it
woul dn't be sonmething that we have enough information
to do in this proceeding.

Finally, the size of the regulatory
di sal | owance of the regulatory asset is also unclear
M. Schoenbeck has indicated that you would plug 3.61
into -- he calls it Exhibit B. | guess it's Exhibit
244-C, and see how big the regulatory disall owance
woul d be. One could do that. That hasn't been done,
it hasn't been exam ned, and it's not an
i nsignificant rate base disall owance that goes, as |
understand it, part and parcel with that proposal

So you know, it would be possible to exanm ne
this under the normal course of exam nation, it would
be possible to adapt the PCA nmechanismto this
proposal, but without a restructuring of the PCA it
woul d severely damage the effectiveness of the PCA in

acconpl i shing the purposes that the parties brought
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to the discussion that led to the creation of it, and
I don't think that this proposal should be adopted

Wi t hout restructuring the PCA nmechanismto adapt to
it.

Q And perhaps you've just answered this
question, M. Lazar, but would you recomend to the
Commi ssi on, based on your review, that the Conm ssion
adopt M. Schoenbeck's fourth option?

A | don't believe that there is enough
information in the record to adopt it. It would need
anot her round of examination in order to be fleshed
out and understood wel|l enough. The conponents woul d
i nclude a regul atory di sall owance, the magnitude of
whi ch has not been cal cul ated on the record. It
woul d involve a restructuring of the PCA, which
hasn't been discussed at all on the record, and so |
think there'd have to be another round of testinony
and hearing to nove forward with this approach.

MR. FFITCH: Thank you, Your Honor. That
concl udes ny direct exam nation.

JUDGE MOSS: Anything, M. Van Cl eve?

MR. VAN CLEVE: No questions, Your Honor.

JUDGE MOSS: Anything fromthe bench?

CHAI RWOVAN SHOWALTER:  Not hi ng.

JUDGE MOSS:  All right. M. Lazar, we
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appreci ate you being here this norning and
testifying, and we'll release you fromthe stand,
subject to recall if we have any further questions.

THE W TNESS: Thank you.

JUDGE MOSS: | see M. Gaines stirring back
there. | think it's time for himto cone up. M.
Gai nes, of course you have been previously sworn and
you remai n under oath.

THE W TNESS: Thank you.
Wher eupon,

W LLI AM A, GAI NES,

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

foll ows:

DI RECT EXAMI NATI ON
BY MR. GLASS:
Q Good norning, M. Gaines. What is your

under standi ng of M. Schoenbeck's Alternative Nunber

Four ?
A Well, of course, |ike everyone else in the
proceeding, | only heard about Alternative Four on

Tuesday afternoon, as M. Schoenbeck was being
cross-exam ned.

At the top level, my understanding of it is
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t hat he suggests picking a benchmark gas price and,
as nearly as | can tell froma review of the
transcript, it's not a definitive benchmark price,
but rather one that is chosen arbitrarily or | think
the term he used was based on his gut feeling of what
a nornmal gas price would be, and that then, in turn,
the actual costs of the conpany's gas purchases for
Tenaska woul d be conpared with this benchmark on an
ongoi ng basis through the remaining termof the
restructuring contract through 2011. And the
overages or underages that resulted fromthat
conparison then finally would be flowed through the
sharing bands that are built into the PCA

Q What i ssues nmight be raised by adoption of
thi s approach?

A Well, | think there are several, and the
Conmpany woul d have several issues with this. Sone of
them are the same as the ones that M. Lott
identified, and then there are others.

First, it seens awkward and i nappropriate to
set rates based on an arbitrarily-chosen gas price
benchmark. There's been a lot of testinony in this
proceedi ng al ready about what the nechani sm shoul d be
for setting the gas price benchmark, and |I'm sure we

can find a better and nore sophisticated nethod than
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picking it out of the air

O course, fromthe conpany's point of view,
this proposal |ikely would hard wire in an
under-recovery of costs and, as M. Lott testified,
woul d skew the distribution around the set point for
cost recovery in the PCA

Al so, the proposal attenpts to single out
t he gas managenent and costs associ ated with Tenaska
fromall of the other gas costs in the conpany's
portfolio. And as Ms. Ryan testified previously, the
conpany, as its risk managenent techni ques have
mat ur ed, now nanages its gas supply as a whol e
portfolio, and it is not clear to ne nechanically how
we woul d now separately identify those gas purchases
that are for Tenaska

I think M. Lott mentioned inconsistencies
with the PCA, and | think M. Lazar even suggested
that the PCA mechani sm m ght need to be altered or
anmended in order to accommodate this proposal, and
think that's right. And | think that's not sonething
that we are about in this proceeding.

And then, finally, there was sone testinony,
I think at | east by M. Lott, about the regulatory
asset and what the inpact of this proposal on the

regul atory asset nmight be. And | gather, fromthe
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1 earlier testinony, there's sone thinking that there
2 may be sone discretion around what is done with the
3 regul atory asset, and that might be right, but | --
4 based on ny understanding of the FASB rules, | think
5 that if a gas price benchmark were set that did, in
6 fact, hard wire a disallowance, that there may, in

7 fact, be a wite-off or wite-down of the regulatory
8 asset, as a matter of fact.

9 So those would be, | think, the primry

10 concerns and objections that the conpany woul d have
11 to Alternative Four.

12 Q Do you have any further thoughts on the gas
13 price benchmark in M. Schoenbeck's proposal ?

14 A. Well, | do, the broader gas price benchmark
15 that has been discussed | think by alnost all the

16 witnesses in this case. Earlier, Chairwonan

17 Showal ter asked nme how | thought the benchmark shoul d
18 be set, and |'ve been reflecting on that sonme over
19 the last day or two, and nuch of the concern that's
20 energed here seens to be that, by setting the
21 benchmark too high, the conpany m ght over-recover
22 its gas cost. And that is not the conpany's
23 obj ecti ve.
24 The conpany is not interested in trying to

25 ganme the gas market or the gas price. Rather, what
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the conpany is attenpting to do is just recover its
costs. And while we think it's inportant to use
actual nmarket indicators to set the gas price, the
conpany itself has had internal deliberations about
what the appropriate neasurenent period or averaging
period for the nmarket prices should be.

And as | think about this sonme nore, you
know, one approach that the Comr ssion and the
parties m ght consider going forward is to provide
for recovery of the actual gas cost by exenpting this
one conponent of power cost fromthe sharing bands in
the PCA nechanism And that approach woul d then
elimnate the concern that there m ght be over or
under-recovery. And actually, I think it would be
fairly consistent with the approach that's taken to
gas fuel costs in other regulatory jurisdictions, and
al so woul d be consistent with the approach taken in
this jurisdiction for gas costs for LDC conpani es and
all of the theories that underlie the passing through
of gas costs in those circunstances.

Q So the final question is what's the
conmpany's position with respect to M. Schoenbeck's
Al ternative Number Four?

A For a variety of reasons, we would not

support Alternative Nunmber Four
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MR, GLASS: Thank you.

JUDGE MOSS: Let ne just clarify one point
before we go on. You said -- your words were exenpt
this one conponent from the sharing mechani sm under
the PCA. Did you nean by that the Tenaska gas cost
or all fuel gas costs?

THE WTNESS: | neant all fuel gas costs.

JUDGE MOSS:  All right. M. Van Ceve, do
you have any cross-exam nation?

MR. VAN CLEVE: No questions, Your Honor.

JUDGE MOSS: Does the bench have any

guestions?

EXAMI NATI ON

BY CHAI RWOVAN SHOWALTER

Q Wel |, your having just clarified the
guestion that you neant all gas costs, not just
Tenaska, pronpts another question in nmy mnd. Does
that mean that you would exenpt all gas costs from
the PCA and those gas costs would sit out there
subj ect solely to a prudence review |later? |n other
words, the conpany would sinply buy gas as it needed
it and determined it needed it and there would be a
review of those prices at sone point in the future?

A Yes, and essentially the prudence review
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woul d take place on a regular schedul e as the PCA
results are reviewed annual ly.

CHAl RMOVAN SHOWALTER: | see. Thank you.

JUDGE MOSS: Okay. |If there's nothing
further fromthe bench, then I believe that wll
conpl ete our exam nation of you, M. Gaines, and we
appreciate you returning to the stand to assist our
record.

THE W TNESS: Thank you.

JUDGE MOSS: Thank you. Well, we nmy be at
t hat happy nonent when our evidentiary proceeding is
concluded. |s there anything further that counse
wi shed to raise?

MR, GLASS: No, Your Honor.

JUDGE MOSS: Anything further fromthe
bench?

CHAI RWOVAN SHOWALTER:  Thank you all .

JUDGE MOSS: Then we thank you all for the
-- | think we've had very good witnesses in this
case. We certainly enjoyed their presentations. And
counsel have al so done their usual excellent job in
presenting the respective cases of the various
parties. So we thank you, and with that, we'll be in
recess.

(Proceedi ngs adjourned at 10:15 a.m)



