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

In re the Matter of
the Petition of
DOCKET NO. UE-011514
AVI STA CORPORATI ON d/ b/ a
AVI STA UTI LI TI ES
Vol une ||
For an Order Finding Avista's Pages 67 to 132
Deferred Power Costs Were
Prudently Incurred And Are
Recover abl e

WASHI NGTON UTI LI TI ES AND
TRANSPORTATI ON COWM SSI ON,
Conpl ai nant, Docket No. UE-011595
V.
Vol ume 11
AVI STA CORPORATI ON d/ b/ a Pages 67 to 132
AVI STA UTI LI Tl ES,

Respondent .

e e N N N N N N N N N N N N N N N N N N N S N

A hearing in the above natter was held on
February 25, 2002, at 10:00 a.m, at 1300 South
Evergreen Park Drive Southwest, Room 206, O ynpia,
Washi ngton, before Administrative Law Judge DENNI S MOSS
and Chai rwoman MARI LYN SHOMALTER and Conmi ssi oner

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

The parties were present as follows:

Joan E. Kinn, CCR, RPR
Court Reporter
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THE WASHI NGTON UTI LI TI ES AND TRANSPORTATI ON
COWM SSI ON, by DONALD TROTTER and JONATHAN THOMPSON,
Assi stant Attorneys General, 1400 South Evergreen Park
Drive Sout hwest, Post Office Box 40128, O ynpia,
Washi ngt on, 98504. Tel ephone (360) 664-1189, Fax (360)

586-5522, E-Mail dtrotter @wtc.wa. gov.

THE PUBLIC, by ROBERT W CROWELL, JR.,
Assi stant Attorney General, 900 Fourth Avenue, Suite
2000, Seattle, Washington, 98164-1012, Tel ephone (206)
464- 6595, Fax (206) 389-2058, E- Mi

robertcl@tg. wa. gov.

AVI STA CORPORATI ON, by DAVID J. MEYER,
General Counsel, E. 1411 M ssion Avenue, Spokane,
Washi ngton, 99202, Tel ephone (509) 495-4316, Fax (509)

495-4361, E-mail dneyer @vi stacorp.com

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

241-8160, E-Mail mmil @vcl aw. com
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PROCEEDI NGS

JUDGE MOSS: Good norning, everyone. W are
assenbled in the matters styled Washington Utilities and
Transportati on Commi ssi on agai nst Avi sta Corporation
doi ng business as Avista Utilities, Docket Number
UE- 011595, which concerns requests for both interim and
permanent rate relief. And also in the joint hearing
session the matter styled In the Matter of the Petition
of Avista Corporation doing business as Avista Utilities
for an Order Finding Avista's Deferred Power Costs Were
Prudently Incurred and are Recoverable, and that's our
Docket Number UE-011514.

We are convened for purposes of hearing from
the witnesses and the counsel perhaps as well with
respect to a settlenent stipulation that was filed
during the mddle of |ast week, and we have assenbl ed
here our panel of wi tnesses we will hear fromshortly.

Qur basic agenda will include taking
appear ances, and | ooking around the room it appears the
short formw || be adequate, your nanme, your affiliation
if you wish, and whom you represent will be adequate
unl ess you're entering an appearance for the first tine.
We will take a status report from counsel and | suppose
have the settlenent agreenent presented as an exhibit,

which | have pre-marked as Exhibit Nunber 1 for purposes
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of identification. W have also been handed up a 1 page
spreadsheet entitled | npact of Settlenent on Financi al

I ndi cators 1999 through 2003 Wth Rate Increases, and |
have pre-marked that for identification as Exhibit
Nurmber 2. | understand it will be sponsored by

M. Eliassen. Once we have discussed the proposed
exhibits, well, | suppose actually we will call and
swear the witnesses first, and then we will deal with
exhibits, and we will take any narrative testinmony from
the witnesses, and we will have exam nation perhaps by
counsel, certainly fromthe Bench, and we will take up
any ot her business that we have.

So let's begin with the appearances, and |
will start with you, M. Myer.

MR, MEYER: Thank you, Your Honor, appearing
on behal f of Avista, David Meyer.

JUDGE MOSS: M. Van Cl eve.

MR. VAN CLEVE: Your Honor, Brad Van Cl eve on
behal f of the Industrial Customers of Northwest
Utilities.

JUDGE MOSS: M. Cromnel | .

MR. CROWELL: Thank you, Your Honor, Robert
Cromael | on behal f of Public Counsel.

JUDGE MOSS: And M. Trotter.

MR, TROTTER: Donald T. Trotter and Jonat han
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Thonpson, Assistant Attorneys General for Conmm ssion
Staff.

JUDGE MOSS:  All right. | think at this tine
since we have pre-nmarked the settlenent stipulation and
the ot her spreadsheet, | will go ahead and swear the
witnesses, so | will ask that you all stand and raise

your right hands, please.

Wher eupon,

MATT STEUERWALT, DON SCHOENBECK, ALAN
BUCKLEY, TOM SCHOOLEY, JON ELI ASSEN, and KELLY NORWOOD,
havi ng been first duly sworn, were called as w tnesses

herein and were exam ned and testified as foll ows:

JUDGE MOSS: Thank you, be seated.

Al right, M. Myer, did you wish to present
the exhibits or M. Trotter?

MR. MEYER | believe M. Trotter had
pre-di stributed what has been marked as Exhi bit Nunber
1, and that was a settlenent stipulation. And then |
have distributed Exhibit Nunmber 2, which you have
indicated is an exhibit with financial indicators to be
sponsored by the conpany and testified to by
M. Eliassen. Those are the only exhibits that |I'm

aware of that would be introduced, with the exception |
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believe M. Crommell may have a conment or two about
publ i c subm ssi ons.

JUDGE MOSS: Okay, M. Cromnel |, go ahead.

MR. CROWELL: Thank you, Your Honor, | would
ask that the Comm ssion assign an exhibit nunber to the
public coments which have been solicited by the
Conmi ssi on, received by both our office and the
Conmi ssion. Ms. Hansen and | have been accumnul ati ng
those, and | would propose to subnit those as an
exhibit. | believe | have the concurrence of al
parties on that subni ssion.

What | would like fromyou is an indication
of when you would like that to be submitted by.
Cbviously this is sort of a rolling proceedi ng, and
there's other parts that will continue this sumrer, so
we will probably continue to receive comments, but it's
probably fair to cut off the comments for this piece of
the litigation at some point prior to the Comm ssion
considering and issuing an order regarding this
settl enent stipulation.

JUDGE MOSS: | think in Iight of the
expedi ted schedul e under which we have been proceeding,
we woul d want to have any comrents that relate to the
i nterimand prudence phases sooner rather than later. |

believe the public conment hearing is scheduled for the
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27th, this Wednesday, in Spokane. | wonder if we could
have that exhibit the next day.

MR, CROWELL: W could. | would -- ny only
t hought woul d be that there m ght be fol ks who woul d
conme on Wednesday and then wish to wite in and submt
sonet hing, and so we m ght consider whether to build in
a couple of days for the nmail, and maybe Ms. Hansen and
| could submit sonething next Monday, unless that is too
far out for the Comm ssion's purposes.

JUDGE MOSS: Well, while we're tal king about
this subject, we probably should di scuss, go ahead and
junp ahead a little bit and di scuss scheduling and what
the parties are requesting. | understand that there is
a request to have, if the settlenent is approved,
believe the idea is to have that approval conme in
sufficient time for the conmpany to nake a conpliance
filing and have these, whatever is approved, in place by
March 15th; is that correct, M. Meyer?

MR. MEYER That is correct.

JUDGE MOSS: Let's be off the record
nmonentarily.

(Di scussion off the record.)

JUDGE MOSS: M. Cromaell, while it may press
people a little bit, | think what we would like to do is

close the record on Friday.
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MR, CROWELL: All right.

JUDGE MOSS: So Wednesday ni ght when you
discuss -- and | might just add I will not be presiding
on Wednesday evening. One of our other administrative
|l aw judges will be presiding in ny stead, and | will
i nform whoever that is of this discussion. You will
need to enphasize to nenbers of the public who may wi sh
to submt supplenental witten material that they need
to expedite the delivery of that so that it does arrive
by Friday, and we will close the record on Friday.

MR, CROWAELL: All right. | will coordinate
with Ms. Hansen to make sure all submissions are to the
Conmmi ssi on.

JUDGE MOSS: All right. And I will reserve
Exhi bit Nunber 3 for the purposes of that subm ssion.

MR, CROWELL: Thank you.

JUDGE MOSS: Any other prelimnary matter
concerni ng exhi bits?

MR, MEYER: Just as to process, just so you
have in mind at |east what the parties had intended by
way of presentation this norning, and of course it's to
be done as you would like it, but we had in mnd a
panel. Initially Jon Eliassen would spend perhaps 10 to
12 minutes with sonme opening comments. M. Norwood

woul d be available to respond to questions but does not



0077

1 have prepared coments initially. Then it's ny

2 understandi ng that the parties have agreed that we woul d
3 nmove to Staff, and M. School ey and M. Buckley are

4 available. | believe one or the other or both may have
5 sone prepared comments. You might confirmthat.

6 MR, TROTTER: | just think, Your Honor, that
7 Staff would be avail able for questions at that tine.

8 JUDGE MOSS:  Okay.

9 MR. TROTTER: We nmay have other Staff,

10 dependi ng on the question, we have other Staff avail able
11 as necessary.

12 JUDGE MOSS: And | will acknow edge that

13 Staff did file a statement, | think it was called an

14 expl anatory statenent, regarding the settl enment

15 stipulation. And, of course, that is before us as well
16 It will not be marked as an exhibit given its nature

17 but we can refer to that as well, and we did have an

18 opportunity to study that in advance of the hearing.

19 MR. MEYER: Very good. And then Public
20 Counsel and | CNU have witnesses, M. Schoenbeck and
21 M. Steuerwalt, who are available to respond as well
22 Lastly, we have here in attendance others
23 fromthe conpany who if there are questions that these
24 two can't answer, | think they could provide the

25 addi tional information.
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And | ast but certainly not |east, | would
like to thank especially the parties to this process,
Staff, Public Counsel, and | CNU, who have worked very
well with the conpany. | think the parties have shown a
| ot of good faith in the process and noved qui ckly and
have reached what we believe is an appropriate
resolution. So thank you to the parties fromthe
conpany.

JUDGE MOSS: Any other prelimnary remarks?

Al right, then with that, | believe we can
hear from M. Eliassen with his opening remarks. Go
ahead, sir.

MR. ELI ASSEN: Thank you. Good norning,
Commi ssioners and others in the room | would like to
take 10 to 12 minutes to cover the reasons that |
believe the settlenent proposal before you today is of
critical inportance to the conpany, our investors, and
our custoners.

But before | start, | too would like to add
to David's -- | would like to recognize the efforts of
Public Counsel, our industrial custoners, and nost
importantly the Staff in working to help bring the
settl enent proposal to you today. W thout everyone's
willingness to really dig in on some very tough issues

and to focus on desired outconmes, we would not be before
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you today.

As we noted in our original filing, even with
full rate relief that we had requested, our financia
results would not satisfy all the requirenents for a
triple B credit rating by the end of 2003. You have
before you the Exhibit Nunber 2 that was entered this
nmorning, and | would like to -- | don't plan to go
through all of the nunmbers, but | would just encourage
you to look at on the left side line nunbers, |ine
nunber one, internal funds from operations, interest
coverage; line 3, the debt ratio; line 6, the pre-tax
i nterest coverage including FUDC, and line 10, utility
return on equity. And when you |ook at the rest of the
page, the colums D and E, which are in the first
section on year end projections, were the origina
filing for 2002 and 2003 projected results. The
settlenent stipulation are the two colunmms just to the
right of colums D and E. And as you | ook at those four
lines you can see the differences in the nunbers that
are shown. \While the settlenent stipulation isn't quite
as good in terms of results as the original filing, we
believe that it is an inportant and a positive first
step, and | would like to go through just sone of the
assunpti ons.

The forecast assunmed that we were going to be
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able to move up to $90 MIlion in dividends from Avi sta
Energy in 2002 or early 2003. This is over and above
$50 MIlion that Avista Corp. has already received from
Avista Energy in the third quarter of 2001. So during a
15 to 18 nonth period included in the 2002/2003
estimates, we will have some $140 MIlion of cash from
our subsidiary to Avista Corp. to continue to support
t he busi ness. Avista Energy's continued positive
earni ngs and cash contributions are an inportant part of
what we nust do to nmake this conpany financially viable
agai n.

We al so assuned that we could issue $50
MIlion, and that's what's included in both Colums D
and E in the settlement stipulation colums, $50 MIlion
or nore of new equity in the fourth quarter of 2002.
That woul d be new conmon equity, and we woul d hope to
issue a price in excess of $18 a share. Today our stock
is still trading at |ess than book val ue and at |ess
t han $15.

JUDGE MOSS: M. Eliassen, could you slow
down just a little bit.

MR, ELI ASSEN:  Sure.

JUDGE MOSS: Thank you.

MR. ELI ASSEN: We have al so assuned that we

would retire up to $150 M1 1lion of outstandi ng high cost
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debt in 2002. So far we have actually retired or
defused $75 MIIlion of that debt, but our interest costs
on an annual basis will continue to be above $100
MIllion a year through 2002 and well into 2003.

And in 2003, we have to refund $175 M1 1lion
of maturing debt, which currently has a coupon of 9
1/8% |If we can not inprove our credit rating or at
| east generate enough cash between now and August of
2003 to buy in at least a large portion of this debt in
advance, we may have a difficult tinme issuing new debt
to retire those maturing notes.

We have reduced our capital budget for nornal
growt h and mai ntenance in 2002. W have reduced it to
about $60 M Ilion for those categories. W may need to
reduce 2003 CapEx as well, and we are still |ooking at
the possibility of doing that.

We have continued to maintain a hiring
freeze, and we have taken other stringent cost
reductions that were put in place in 2001. Those
continue in 2002 and are inherent in our numbers. W
have elim nated positions, we have reduced contract
enpl oyees in a nunber of areas, and we are not filling
all vacanci es.

| think all of this is inportant context for

the settl enent discussion and the proposal that is
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before you today. Wth this settlenment, our financia
indicators are still in the sane general range as shown
on Exhibit 2 as our general filing, and for that reason,
again, | believe that this is a very inportant first
step as denonstrated by the exhibit page.

We have tried to bal ance our i mediate and
| onger term financial needs with the needs of our
custoners and the conpany. W are bal anci ng our
forecast with a very tough two to three year recovery
even with our original requested rate relief with the
need to provide certainty for our banks and for our
creditors so that we can continue to access capital

We nust continue to have access to conmercia
bank credit lines. W may be using a portion of those
credit lines to retire a portion of that maturing debt
in 2003. W need to continue to utilize our accounts
receivable financing. As of today, we have $90 MIlion
outstanding on that line. W need to position the
conpany to access equity nmarkets so that we have the
chance to restructure the bal ance sheet by reducing
debt .

The settlement that we have collectively
crafted is a critical next step in allow ng the conpany
that opportunity to return to financial health. First,

the settlenent provides certainty around the
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recoverability of deferred electric expense. Certainty

is critical for us in renegotiating bank lines of credit
and to assure credit rating agencies that we really have
turned the corner.

The settlenment provides for an overall 6.2%
increase in rates, an additional anpunt of cash that
will help us neet cash interest coverage and provide
cash to fund CapEx and reduce debt. Plus we will have a
real l ocation of a portion of the current surcharge,
which will also help bolster earnings as we go through
2002 and beyond.

The settlenent elinminates the uncertainty of
the subject to refund | anguage in the current surcharge.
Banks and creditors do not |ike surprises, and they
don't like the uncertainty of subject to refund. The
settl enent provides another key benefit. Not only is
the issue of prudence dealt with in a positive manner
t hrough the end of 2001, but the surcharge is extended
beyond the end of 2002 until the year end 2001 deferred
energy bal ances are recovered, another key el enent that
reduces and elim nates uncertainty.

O course, the settlenment of the prudence
i ssues for energy costs incurred in 2001 requires a
wite off of nearly $22 MIlion. \While this weakens our

bal ance sheet and increases |everage, | believe it is a
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reasonabl e outcone in the settlenment process. The
writeoff reflects our willingness to stretch to neet
both the goals of the customers and the conpany.

The conpany still faces a nunmber of
chal l enges, longer termreturn to i nvestnment grade
credit and financial strenth will be inpacted by the
ultimate decision in the general case. The ultinmate
di sposition of our request for power cost adjustnment
mechani sm the recognition of new additions to rate
base, and the recovery of ongoing operating costs are
al so critical

But at this point in tinme, the nost inportant
out comes of this settlenment include the positive
di sposition of the prudence decision on deferrals in
2001, the extension of the surcharge, the recognition of
i ncreased financing costs in our allowed rate of return,
the increase in rates to allow inprovenents to cash
flow, the elimnation of the subject to refund are
positives for investors, commercial banks, and the
credit rating agencies.

And also all parties' willingness to continue
good faith negotiations over the remaining i ssues such
as the PCA, as noted in the Staff's nmeno, goes a | ong
way towards elimnating uncertainty. | believe the

elimnation of uncertainty is in the |long-term best
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i nterests of our custoners as well

We have already heard from nost of our
conmer ci al banks that the terms in the settlenment wll
make it easier to renew our line of credit and wll
reduce sone of the cost of borrowi ng under the line in
the com ng year. Now that's a reduction from what they
were proposing, not necessarily a reduction from where
we were a year ago. W will be nmeeting with our |ead
banks in New York this week, and I will also be neeting
with each of the credit rating agencies on Thursday. |
expect that they will all react to this settlenment with
cautious optimsm while recognizing that the conpany
still has work to do to inprove earnings and cash fl ow
to reduce the debt burden. As an exanple, Standard &
Poor's this week issued their brief statenment and said
that in part:

The settlement al one indicates a broad

measure of support for Avista's

financial well being.

And | think that that's the kind of nessage
that we will continue to hear this week.

Wth that, | would be pleased to answer any
questi ons.

JUDGE MOSS: All right, M. Eliassen, ny

first question is whether you might be able to provide
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your prepared remarks in a formthat we could just go
ahead and mark as an exhibit. |Is that sonething that
coul d be done?

MR. ELI ASSEN: Can | run spell check again
first?

JUDGE MOSS: | will certainly allow you to do
that, and I won't fault you for any split infinities. |
think that would be hel pful to have.

M. Meyer, has the conpany requested an
expedited transcript fromtoday's proceedi ng?

MR, MEYER: W have not yet.

JUDGE MOSS: Well, let's discuss that at the
end, | think that m ght be a prudent thing to do.

MR, MEYER: All right.

JUDGE MOSS: All right. And I did not take
care of the matter of admitting the two exhibits that we
did mark, and so | want to go ahead and do that before
we nove on. So assuming that there is no objection, and
heari ng none, Exhibit Nunbers 1 and 2 will be adnmitted
as marked.

Al right, does that conplete the opening
statements by witnesses? Did anybody el se wish to have
an openi ng st at enment ?

Apparently not. Did counsel have any inquiry

of the witnesses before we begin with inquiry fromthe
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Bench?

It does not appear so, so the matter is open
for questions fromthe Bench

Chai rwoman Showal ter.

CHAIl RWOMAN SHOWALTER:  Dependi ng on what
others want to know, | would just as soon go through the
agreenent page by page and rai se questions as we go
through it. |Is that all right with you?

COWM SSI ONER OSHI E:  Sure.

JUDGE MOSS: All right, that appears to be an
approach that's agreeable, so let us turn to page 1 of
Exhi bit 1.

CHAl RMOVAN SHOWALTER: No questi ons.

JUDGE MOSS: No questions on page 1. Al
ri ght, how about page 2?

CHAI RWOVAN SHOWALTER: No questi ons.

JUDGE MOSS: Al right, page 3.

CHAl RAOMAN SHOWALTER: | have a question
here. | believe | understand what this says, but let's
just make sure, and that is that the $196 MIlion wll

be collected, and it is collected first fromthe PGA
noneti zation, second fromthe current surcharge, and
then what remains is collected prospectively fromthe
date of approval of the order as outlined in this order

stipulation, |I'msorry.
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1 JUDGE MOSS: And let nme interject before we
2 get to the response, | believe you m sspoke, PCE

3 nmoneti zati on.

4 CHAl RMOVAN SHOWALTER: What did | say?
5 JUDGE MOSS: PGA

6 CHAl RAOVAN SHOWALTER:  Oh.

7 JUDGE MOSS: This reninded nme of a point

8 di scussed with our reporter in advance. She has pointed
9 out to ne based on some hearings we did | ast week that
10 it's very inportant when people are stating nunbers that

11 they be very precise in their statenent, because she

12 will record whatever you say. And sonetinmes people

13 m sspeak when they're talking, particularly very |large
14 nunmbers, and so | want to just caution everybody to be
15 very careful. | will try to help you if | catch a

16 m sst at enent .

17 Al right, do you have the question in mind?
18 MR. NORWOOD: Yes, | do, this is Kelly

19 Norwood. The bal ance basically at the end of 2001 woul d
20 be reduced by the PGE npnetization, as you nentioned.

21 It would be reduced by the amounts coll ected through the
22 effective date of the order, assum ng the Comm ssion

23 approves this stipulation. Fromthat point forward

24 then, there would be the future anmpunts reduce the

25 deferral balance, and that is the 4/5. 1/5 at 25% woul d
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go to cover ongoi ng costs of the conpany. The rensining
20% or 4/5 of the surcharge -- 1/5 would go to cover the
ongoi ng costs, 4/5 would go to cover the deferral

bal ance as we nove to the future here.

Then in the general rate case, the dollar
anmounts -- in that general case, then we woul d decide
what woul d happen on a going forward basis, what anopunt
woul d be to cover ongoi ng costs and what |evel would be
used to recover the remaining bal ance of the deferred
costs.

CHAl RWOVAN SHOWALTER:  Yes, but if we approve
this settlenment order, we are deternmining in our order
that $196 MIlion will be collected from anmounts
collected to date and anmounts collected in the future.

MR. NORWOOD: That's correct.

CHAl RWOVAN SHOWALTER: Okay. Then ny ot her
question was just on the 90% | understand that $196
MIllion is 90% of $199.6 MIlion or so.

MR, NORWOOD: It's actually, there's a couple
of pieces you have to add together to get to the $196
M 11lion.

CHAl RMOVAN SHOWALTER: | see, all right, plus
the $18 M1 lion.

MR. NORWOOD: That's correct.

CHAI RWOMAN SHOWALTER: | understand that. |
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just want to nake sure that there's not another 10% out
there. As | recall in an earlier filing, | thought you
were only requesting that 90% be recovered, and | just
wasn't clear whether it was that only 90% went into the
deferred account to begin with and it would all be
recovered, or there was a total amount, 90% of which
woul d be recovered, but it might -- | think the sinplest
way to ask the question is, is $196 MIlion 90% of al
amounts incurred for power expenses beginning with
whenever the deferred account was started?

MR, NORWOOD: Okay, let nme answer that, and
there's several pieces here. Beginning in July of 2001
we began deferring costs, and we deferred 100% and that
ran through Decenber of 2001. So the $196 M IIlion
represents 90% of the 100% that was deferred during the
time period. But it's also inportant to recognize that
during the July through Novenber period that the
mechani smwas not fully inclusive and didn't recover al
costs, so the conpany did absorb sonme costs during that
peri od over and above this 10% that we're absorbing
here. The other place that the 90% cones in is on a
goi ng forward basis for 2002, we're deferring 90%
initially on a going forward basis.

CHAI RMOVAN SHOWALTER:  And recovering the

whol e 90% of that anount?
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MR. NORWOOD: That amount will be addressed
in the upcom ng general rate case. So the dollar
anounts that we're dealing with today in this settlenent
go t hrough Decenber of 2001, and we deferred 100% and
the settl ement proposes that 90% be recoverable, the
remai ni ng 10% be absorbed by the conpany in addition to
what the conpany has al ready absorbed.

CHAI RWOVAN SHOWALTER: Al l right, thank you.

COW SSI ONER HEMSTAD:  Pursui ng the 90%
issue, | understand this is a settlenent, and | read
Staff's commentary on the settlenment. Can the parties
give ne sone indication of what the 10% represents? |Is
that a bal ancing of the risks between the conmpany and
the rate payers, or is that sonme overtones of the
prudence question, or both?

MR, BUCKLEY: It's probably best that |
answer that. | think, as you say, it is a settlenent,
so the exact nunber is hard to tie into anything, but I
think in general it does represent what we feel is an

appropriate sharing of the risk of the transactions that

led to the anpbunts that went into the deferral. It is
not a disallowance, if you will, of any kind related to
prudency. It just represents that sharing.

MR, SCHOENBECK: | would just like to add

fromour perspective, we looked at it as a tota
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settl enment on both the prudency and the interim case,
interimchange in rates going forward. So from our
perspective, it was a trade off in |large part between
those two issues, the prudency of the costs we would
all ow t hrough Decenber 31st of 2001 coupled with the
change in rates going forward. So from our point of
view, it was nmuch nore of a packaged settlenent as
opposed to just focusing on the 10% with regard to just
t he prudency issue.

CHAl RMOVAN SHOMWALTER: I n other words, put it
as regardl ess of why the 10% was excl uded, of what is
i ncluded here, all of the anmpunt is felt to be prudent
and an appropriate sharing of the risk.

MR. SCHOENBECK: That's correct, it's kind of
a black box settlement, so it's the idea that $196
MIlion fromthat period of tinme should be recovered
fromthe rate payers.

JUDGE MOSS: Before we nove on, | want to
make sure our record is perfectly clear on the nunbers
that are involved here, and there's one nunber that |
didn't get. As | understand it, the deferred power
costs fromJuly 2000 through Decenber 2001 tota
$217,803,712. And, M. Eliassen, can you confirmthat,
or M. Norwood?

MR. ELI ASSEN:. Yes, | believe those are
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correct.

JUDGE MOSS: All right. And of that
$217, 803, 712, the settlenment stipulation provides that
$196, 023, 342 is recoverable.

MR. ELI ASSEN: That is correct.

JUDGE MOSS: All right. Now in |Iooking
forward to what the balance will be, assunming for the
monment for purposes of discussion that the Comni ssion
approves the settlenent and the conpany inplenents it on
let's just say March 15th for the sake of discussion
what will the bal ance of $196 MIlion plus, will that
bal ance at that point be on the books reflected to
account for the PGE nonetization credit, or has that
credit already been taken into account in getting to the
$196 MIlion figure?

MR, NORWOOD: The gross nunmber that you had
nentioned before, the $217 MIlion roughly, is prior to
the reduction for PGE. And so with the 196, the PCE
woul d be subtracted fromthat number.

JUDGE MOSS: In terms of the bal ance that
woul d be reflected on the books?

MR. NORWOOD: That's correct.

JUDCGE MOSS: And in addition to that, the
bal ance that would be reflected at that tinme would be

reduced by whatever anpunt of surcharge has al ready been
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col I ected?

MR, NORWOOD: That's correct, beginning in
October of last year and through the effective date of
the order.

JUDGE MOSS: All right, and we have been
receiving nonthly reports at the Conmi ssion on that.

MR. NORWOOD: | believe that's correct.

JUDGE MOSS: | wonder if | should ask if
those reports be made part of our record for purposes of
the interimproceeding. Does counsel have thoughts on
t hat ?

MR, TROTTER: | would not object. That could
be done, or you could take official notice of those
filings as far as Staff is concerned.

JUDGE MOSS: Well, why don't we just -- |
think, M. Eliassen, you were going to provide your
statement for us, and so |'m going to make that Exhibit
Nunber 4 for identification, and will there be any
objection to our receiving that statement in witten
forn®?

Okay, that will be admitted as marked or as
identified. And then I'"mafraid |I'mgoing to get | ost
in my notes here, but Exhibit Nunmber 5 will be the
nmont hl y surcharge reports that have been filed since

October of last year. And | heard from M. Trotter. |Is
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there any objection from ot her counsel ?

MR, CROWELL: No objection, Your Honor

JUDGE MOSS: (Okay, hearing no objection, then
we will go ahead and admit that, and those are part of
the official records of the Conm ssion

Al right, | think that, | hope, that | have
covered all the nunbers there, and | think | have. So
are we through with page 3?

Al'l right, let us nove on to page 4.

CHAl RMOVAN SHOWALTER: | have a question here
at the top of the page when it says:

Ef fective not later than March 15th,

Avista will file tariffs for the

per manent increase.

If we approve this stipulation earlier than
March 15th or well earlier than March 15th, this
settl enent agreenent doesn't appear to prohibit the
conmpany fromfiling tariffs earlier than March 15th, and
| just wondered what your intention is and whet her we
shoul d be couching our order with an expectation of the
date is March 15th, or as soon as we get the order out,
you will put this into effect?

MR. NORWOOD: As soon as we receive an order
we would turn a conpliance filing around right away, so

t he sooner the better
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CHAIl RWOMAN SHOWALTER: Ckay. And then | take
it that's the understanding of the other parties?

MR, STEUERWALT: | think that was inportant
to reaching a settlenent was allowi ng the conpany to get
going on this filing as soon as practical

CHAl RMOVAN SHOWALTER:  All right. So if no
one has an objection to an early order, assuming we go
that way, are there reasons for us to get the order out
as soon as we can? Do the parties think that that's in
the public interest?

MR. NORWOOD: Yes. As | nmentioned, the March
15th date | believe was in there to give the Comni ssion
time to get an order out, but if it can conme out sooner
then yes, the sooner the order cones out and the sooner
we gets rates into effect, the nore it's going to help
t he conpany.

CHAI RWOVAN SHOWALTER:  Thank you.

JUDGE MOSS: Better follow up on that,
because there nmay be sone pragmatic considerations that
need to be taken into account. |In ternms of the usua
course of events, once the conpany nmakes a conpliance
filing followi ng a Comr ssion order, the Staff normally
has an opportunity to review that conpliance filing. |Is
that something that's contenpl ated here and woul d

require, | assune, sone tinme?
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M. Buckl ey.

MR, BUCKLEY: Yes, that's what's anticipated,
and we're working with the conpany to turn it around
won't say imrediately, but within 24 hours.

JUDGE MOSS: All right, so fine.

CHAl RWNOVAN SHOWALTER: Does the date, does
March 1st have any significance, or does it not matter,
that it's it can go into effect March 4th, March 12th?
Does the first day of a nmonth have any significance?

MR.  NORWOOD: It doesn't nake a difference to

us. We can do it on the weekend. It doesn't nmatter
what day it is, we will turn it around.
JUDGE MOSS: | think we have to have a

conpl i ance order.

MR. NORWOOD:  Yes.

JUDGE MOSS:  So |'mnot sure the weekend is
feasible. And again, we have provided that our record
will close this Friday, and so | think as a practica
matter, the earliest possible date would be the Monday.
But then the conpany presumably woul d be prepared to
turn a conpliance filing within 24 hours, and the Staff
apparently can review that within the follow ng 24
hours.

MR. NORWOOD: Yes, we can turn it around in

24 hours.
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JUDGE MOSS: All right. | apol ogize,
interrupted the flow of questions fromthe Bench. Wre
there other questions on page 47

COWM SSIONER OSHIE: | just have a question
On the bottom of page 4, we deal with the deferrals for
2002, and maybe the parties can explain what their
position is with regard to the references to the
di fferent projects that are involved at the bottom and
al so the general picture for the parties as to the 2002
deferrals.

MR, BUCKLEY: What we're trying to -- view
this again to nake sure that I'mgetting this right. In
the present deferral estimates for 2002, the conpany has
put in certain costs, and those costs are outlined here.
There are sone costs related primarily to sone snal
generation projects that the conpany entered into during
the period of the high wholesale prices, as well as sone
costs associated with the acquisition of Coyote Springs.
Presently they are in the 2002 deferral nechani sm which
we aren't addressing as part of this proceeding.

However, what we are saying here is that the
interimdollar anmount that we're recommendi ng that the
conpany obtain, that they will in turn take the dollar
costs associated with these itenms out of the 2002

deferral, so they won't be included, and thus the
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deferral balance for 2002 will be smaller by that
anount. That's what this says.

So it resolves right now | think in another
way, it actually resolves issues related to those
projects that are identified here, Boulder Park, Kettle
Falls, and Coyote Springs |Il, that those presently the
costs associated with it are part of the general rate
case that's ongoing. W're resolving in this proceeding
the costs associated with those in this proceeding, so
they won't be increasing the balance that they're
recovering for the 2002 deferral period.

COW SSIONER OSHIE: | guess is it actually
resol ved, M. Buckley, or is it still open to question?
I'"'mreading ahead to page 5 and the final sentence.

MR, NORWOOD: Perhaps | can add to that, if |
may.

COWM SSI ONER OSHIE:  But only on a
prospective basis, | guess that's --

MR. BUCKLEY: Yes, that's the word.

COW SSI ONER OSHI E:  Forward, okay.

MR. BUCKLEY: For exanple, there could be a
cost associated with Boul der Park and Kettle Falls that
are gone once we enter into the what you might want to
call the power supply rate case for the general rate

case. This resolved those to the extent that they would
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not be included in the deferral and that they woul d be

not part -- they would be resol ved and not even i ncl uded
in the general rate case. | think the inportant main
one here is Coyote Springs Il, and what that says is

exactly on a prospective basis, the cost associated with
that would be still a general rate case item

MR, NORWOOD: If | may just say a coupl e of
things. This was another part of the package deal of
identifying the issues that were inportant to parties,
and this was one situation where the conpany agreed to
exclude the capital costs, interest costs, depreciation,
non-fuel O&M for these specific projects during the
pendency of the general rate case. The other costs
woul d continue to go into the deferral at that 90/10
sharing, and then these projects would be addressed in
the general case, and then the recovery of those costs
woul d be on a prospective basis beginning with the order
of the general rate case.

CHAI RMOVAN SHOWALTER: |s another way to put
this that whatever expenses you're incurring for these
projects during the pendency, you will sinply incur,
they're covered by current rates, but it's a separate
question fromwhat goes into rate base prospectivel y?

A Right, we will absorb the costs until the

general rate case is done. Once the general rate case
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is done, a decision will be nade about what goes in the
rate base and what doesn't.

MR, SCHOOLEY: If | may put another spin on
that, the Staff |ooked at this in that the increases in
rates granted now are resolving the regulatory |lag that
these new projects would be incurring if they go into
ef fect now without recovery for several nonths, and that
was one way we | ooked at the justification of the new
rate increase.

COW SSI ONER HEMSTAD: Are we done with that
i ssue?

CHAl RWOVAN SHOWALTER: | think we're done
with that issue. W' re back on another earlier issue.
Go ahead.

COW SSI ONER HEMSTAD: | was going to go back
and just inquire generally about the | ast sentence in
the last full paragraph on page 4. Starts:

If by order in the pending general rate

case the Conmi ssion does not direct

ot herw se --

And then going on. | read that severa
times, and I'mnot entirely sure what it is intended to
addr ess.

MR, TROTTER: | can respond to that, Your

Honor. It mght be nore of a legal interpretive
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question, or not.

JUDGE MOSS: Co ahead, M. Trotter

MR, TROTTER: What this page does is takes
t he existing 25% surcharge and takes the 5% of it and
says, you don't need to apply those to deferrals. But
that only -- that arrangenent only lasts through the
pendi ng general rate case. The issue of what to do
about a surcharge is going to be addressed in the
general rate case. VWhat this neans is if you -- for
some reason it's not, and then the 25% woul d go back to
crediting all of it to the deferral balance. But |
think it's obviously going to be a key issue in the rate
case, so that event is highly unlikely, but that's what
it's there to explain.

MR, NORWOOD: Commissioner, if | may add to
that. |In our filing, the conpany had proposed roughly a
14. 9% dol | ar amount going to of fset deferrals and
anot her ampunt that would go to cover ongoi ng operating
costs of the conpany including penalty and interest
costs and so on. So we do have a proposal before you on
that, and we will ask you to rule on that. |If for sone
reason there is no ruling, then this would be effective.

CHAl RWOMAN SHOWALTER: | want to go back
actually to the top of the page on the permanent 6.2%

increase. First, the word permanent | amtaking as



0103

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

distinct fromtenporary or interimin the sense that the
Commission if it approves a settlenent would be
approving | would use the word indefinite 6.2% i ncrease,
not permanent in the sense that should | ater events
cause the justification for a reduction in a rate, there
woul d be a proceeding to review that. Am/| correct on
t hat ?

MR, NORWOOD: | don't think you should read
nore into permanent than what we should. W al
understand that things are permanent until they're

changed, so things can certainly change in the genera

case.
CHAl RAOMAN SHOWALTER:  Well, | didn't even

mean in the general case. | just neant that permanent

sounds like a long time. | took pernmanent to nean unti

any subsequent proceedi ng perhaps subsequent to the rate
case would justify reduced rates. |'mnot saying
antici pate that event.

MR, NORWOOD: Right.

MR. ELI ASSEN: Probably nore inportant, it
means not subject to refund.

CHAl RWOVAN SHOWALTER:  Ckay.

MR, ELIASSEN. So it's another way of
elimnating some of those uncertainties in all this.

CHAIl RMOMAN SHOWALTER: | see.
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MR, BUCKLEY: From a practical standpoint, it
al so represents that |evel at which the general rate
case revenue deficiency, if any, adjustnents would be
made to those rates. That's the way that we | ooked at
it. And so in that sense, you're exactly right,
permanent is pernmanent until the decision fromthe next
general rate case. But it does formthe basis for the
| evel of rates at which that deficiency, if any, would
be detern ned

CHAl RMOVAN SHOWALTER: And your conment | eads
to my other question, which is really one of
perspective. But one way to |look at this is that there
is a general rate case pending. The parties apparently
can see their way toward a 6.2% resol ution of that
pendi ng general rate case. |Is that one way to | ook at
this, that is that it would be along the |ines of maybe
a conservative consensus of the general rate case |eads

you to agree on 6.2% and | eave other issues to be

deci ded?

MR. SCHOOLEY: No, | would not |ook at it
t hat way.

CHAI R\NOVAN SHOWALTER:  Okay.

MR, SCHOOLEY: This is nore on justification
of the financial needs of the conpany. |f the evidence

in the general rate case were presented that it should
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only have been 1% or 10% that still is to conme out. So
this is not a prejudgnment of the conpany's ultinmte need
for general revenues.

CHAl RAOMAN SHOWALTER: All right. And | just
realized | could be getting 6.2% and 5% m xed up here,
but so you do not nean to be nmmking any statenents about
what conmes out of the general rate case?

MR SCHOCLEY: True.

MR. NORWOOD: Apart from sonme of the issues
that were addressed in here, and that is the capita
structure and the cost of debt that were discussed in
the settl enent agreenent.

CHAl RAOMAN SHOWALTER:  Yes.

MR. NORWOOD: But ot herwi se, the |l evel of the
rate increase com ng out of the general rate case,
there's no intent here to try to determ ne what that is.

CHAl RAOMAN SHOWALTER: Al l right.

MR, NORWOOD: And with the 5% and 6.2% j ust
for clarification there, the 6.2%is the amunt over the
base rates excluding the 25% surcharge. The 5% it
woul d be the 5% i ncrease over existing rates including
the surcharge is the way that's determ ned.

CHAI RMOVAN SHOWALTER: But in either case,
we're tal king about a tenporary rate increase not

subj ect to refund?
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1 MR. NORWOOD: That's correct.

2 CHAI RWOVAN SHOMALTER:  But not hi ng nore?

3 MR. NORWOOD: That's correct.

4 CHAI RWOVAN SHOWALTER:  Al'l right.

5 MR, STEUERWALT: | think the | ast sentence of
6 t hat paragraph where it says that we'll look at the

7 overall revenue requirenents is the sentence which
8 shoul d help you with that conversation, and that

9 captures the intent of what | think we were trying to

10 do.
11 CHAl R\WOMAN SHOWALTER:  All right.
12 JUDGE MOSS: Does that conplete our inquiry

13 on page 47?

14 MR, SCHOOLEY: May | nmeke one clarification
15 In a rate order comng out of this case in this phase,
16 woul d expect the 6.2% applied to the base rates is how
17 it should be phrased, because the 25% surcharge is an
18 entirely different schedule, and it's not applicable to
19 that. So it would be the rates on the general tariffs,
20 Schedules 1 and 11 and 21, that the 6.2%is applied.

21 JUDGE MOSS: So we would | ook at those

22 exi sting rate schedules and nultiply themby 1.062 to
23 det erm ne what the new rates would be on the uniform
24 percentage basis proposal that's included in the

25 settl enent stipulation
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MR, SCHOOLEY: Yes.

JUDGE MOSS: Thank you.

Let's turn to page 5.

MR, NORWOOD: Judge Moss, if | may clarify.

JUDGE MOSS:  Yes.

MR, NORWOOD: What you described there as far
as applying 6.2 to existing rate schedul es or other
calculations, | just want to nmake sure that we're
accurate here, there's a revenue requirenent
calculation, but the net effect would be existing base
rates would go up by 6.2% | just want to nake sure
that you don't --

JUDGE MOSS: | didn't say sonething wong,
did 1?

MR. NORWOOD: Well, | --

JUDGE MOSS: Maybe | did.

MR, NORWOOD: Technically you don't increase
the rates on the schedul e that way.

JUDGE MOSS: | see, you're increasing the
revenue --

MR, NORWOOD: Requirenent, right, and it
fl ows through.

JUDGE MOSS: That's how it flows through?

MR, NORWOOD: Right.

JUDGE MOSS: (Okay, yes, | was trying to use a
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shorthand there that maybe was --

Al right, page 5.

CHAI RWOVAN SHOWALTER: Looking at the fat
m ddl e paragraph that begins with, the capita
structure, as | read this, there are three el enents.
One is an acceptance of the capital structure of 49%
debt, 9% preferred equity, and 42% comon equity. And
then are there two or only one question after, that then
the cost of that debt and preferred equity m ght be
different today or in the next few nonths than it was
when we determined it last. And in addition, second
element or third fromwhere | started, if we approve a
PCA, that could have further effects on the cost. |Is
that right? That is, we're not -- this preserves the
option to look not only at what a PCA would do to the
costs of debt and equity, but also just whether the cost
is different now than it was |ast tine.

MR, NORWOOD: |'Il ook to Jon

MR, ELIASSEN: Let's take these a piece at a
time here. The cap structure is the sane capita
structure that was agreed in our |ast general filing.
We're confortable with that as an appropriate target
capital structure. OCbviously we're going to have to
reduce sone debt to get there. The costs that are

inherent in the allowed rate of return, the increased
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interest costs and increases for preferred stock were
updat ed t hrough known and measur abl e changes t hrough
Novenber, so that reflects the inpact at that point in

time of the credit downgrade and other costs of debt.

As we nove forward, | would expect that ultimately there
wi |l be an upgrade of the conpany to investnent grade,
ultimately we will renove sonme of the high cost debt

fromthe cap structure, and ultimately in the year
2003/ 2004, you will see reductions in cost of debt, but
probably not before that time. So the costs that are
i nherent here with the updated preferred and interest
costs are pretty representative of where we are today
and where we will be through 2002 and into 2003.

The i ssue around common equity, the common
equity return is the sanme return that was agreed or
i nherent in the | ast Conmi ssion order of 11.16% |
believe. That's substantially bel ow what the conpany
believes its cost of equity is today. But | guess I'm
confortable at this point in time, and | think this
still has to be resolved in the general case, that with
a power cost adjustment nechani sm of some type that an
11.16% return on equity is probably adequate even given
t he conpany's reduced financial strength today. But we
have reserved, all parties have basically reserved the

right to look at cost of equity given the ultinmate
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deci sion on the power cost adjustnment nechani sm and
that's basically included in the | ast sentence or two of
t hat paragraph.

JUDGE MOSS: M. Eliassen, it may have just
been ny hearing rather than your speaking, but | thought
| heard you refer initially to an 11.6% return on conmnon
equity and then later to 11.16. | just want to be clear
on which it is.

MR ELI ASSEN: 11. 16.

JUDGE MOSS: Thank you.

CHAI RWOVAN SHOWALTER: Wel |, supposing the
Commi ssion did not approve any PCA, | don't want you to
think that that's where we are going, just supposing we
didn't, then what kinds of changes to the costs of debt
and equity does the settlenent agreenment anticipate?

MR. ELI ASSEN: Wl l --

CHAl RWOVAN SHOWALTER: O what ki nds of
argunents do you al so get to make about it?

MR, ELIASSEN: | guess it's, and sonmeone el se
may want to speak to this as well, my thought is that
it's if there was not a PCA nechani sm of some sort going
forward that the risk to the conpany and the cost of
equity would certainly be higher than the 11.16 in our
opinion, in my opinion, and I would think that that is

still an open issue to be resolved in the general case.
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CHAIl RWOMAN SHOWALTER: Ckay, that was ny
questi on.

MR. SCHOOLEY: That's | guess how | woul d
ook at it, is that the basis fromwhich the argunents
woul d be is 11.16% and the addition or subtraction of a
PCA woul d be above or beyond that, above or bel ow that.

MR, TROTTER: Chairwonman, if | could just
enphasi ze that the PCA issue only affects cost of
equity, not debt or cap structure, according to the
agreenent .

JUDGE MOSS: What cost of equity does the
conpany ask for in the general rate filing?

MR. ELI ASSEN: 12.75 was the request.

JUDGE MOSS: Thank you. And did that request
contenplate the inplenmentation of a PCA, or was that
i ndependent of the inplenmentation of a PCA?

MR. SCHOOLEY: It did contenplate a PCA, yes.

JUDGE MOSS: |Is there an alternative proposal
in the general rate filing if no PCA were to be
approved?

MR. NORWOOD: There was a 50 basis point
differential that was reflected in the conpany's filing.
The conpany actually proposed | believe a 13.25% ROE but
reduced by 50 basis points to 12.75 with the

i mpl ementation of a PCA
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JUDGE MOSS: Thank you, M. Norwood,
M. Eliassen.

Do we have other questions on page 5?

Yes, Commi ssi oner Gshi e.

COW SSIONER OSHIE: | would like to go back
briefly to the 2002 deferral period just to get kind of
a picture of what the exclusions really nean and a
dol lar amount. And | |ooked back through the petition
and | think that you were forecasting $19 1/2 MIlion
that woul d be accrued in the deferral account fromthe
period of January 1 through the end of the general rate
case. Now what does the exclusion of the small
generation projects that are listed on page 4 and al so

Coyote Springs, what does that reduce that $19 1/2

MIlion figure to?
MR. NORWOOD: | believe that reduction -- it
| ooks like Alan may have that, so | will let him-- it

woul d be just for the period fromthe effective date of
the inplenentation of this rate until the concl usion of
a general case.

MR. BUCKLEY: | believe that amounts to, if
you include Coyote Springs, Boulder Park, Kettle Falls,
it anpbunts to about al nost $16 M1 1lion

COW SSI ONER OSHIE: So the exclusions anmount

to $16 MIlion --
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MR NORWOOD: | think we need to back up
there. | don't have the nunmbers in front of ne, but we
did look at this. | guess |I'mhearing fromthe back

here, $7 MIlion to $8 MIlion. You have to keep in

m nd the nunbers on this exhibit are system nunbers that
woul d i nclude Idaho and Washi ngton. You have to take

t he Washi ngton share and then just for the tine period,
so | believe it's $7 MIlion to $8 MIlion

MR. BUCKLEY: Yes, it's $8.7 MIlion.

COVM SSIONER OSHIE:  So that $8.7 MIlion
woul d be, just to be clear, is the amount that is
projected to be in the 2002 deferral account at the end
of the general rate case, or is the 8.7 the anount that
woul d be deducted fromthe 19 1/2 MIIlion origina
proj ection?

MR, NORWOOD: What we're proposing here in
the settlenent is that any dollar anpunts related to
Coyote or Boul der would not be deferred. O her dollar
anmounts woul d be, but what we're saying is that any
dol l ar amounts related to these specific projects would
not be included, whatever they nmay be. Coyote has noved
around a little bit with the effective date, so if it
cones on later, then there would be a | esser dollar
amount that would be excluded, if that nakes sense.

COW SSI ONER: Sur e.
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MR, NORWOOD: So that's what we're saying, is
that any dollar amounts, capital cost, interest cost,
depreciation and so on will not be included in a
deferral, and our estimate is in that $7 to $8 MIlion
range.

JUDGE MOSS: Let ne interrupt here just a
second just to be sure that we have a good, clean
record. There's certainly no problemw th people
conferring, but I'"mgoing to ask that we not have any
sort of unnoticed conferring going on, if you will. So
if you need to confer with counsel, that's fine, just
say so, and we will offer that, but | just want a nice,
cl ean record

The other thing is, M. Norwood, you made
reference in your response to this exhibit, and |I'm not
sure what you were referring to when you said this
exhibit. Perhaps you were referring to something that's
not an exhibit in this record.

MR, NORWOOD: | know that M. Buckley has a
wor kpaper that we had provided to him and that would be
M. Bill Johnson's Exhibit W&I-3, and |I'm going to ask
M. Buckley, is this in the prudence case?

MR. BUCKLEY: M. Schoenbeck

MR. SCHOENBECK: Yes, it wasn't fromthe

prudence case, it was actually fromthe general rate
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case interimfiling.

JUDGE MOSS: Do we need to nake it an
exhibit? | don't necessarily want it to be an exhibit,
| just wanted to make sure our record was clear?

MR, SCHOENBECK: ( Shaki ng head.)

JUDGE MOSS: Okay, so we weren't actually
referring to an exhibit in this record, but to a
wor kpaper that the parties have shared anong thensel ves.

MR. NORWOOD: That's correct.

JUDGE MOSS: That will clarify that, thank
you.

Are there other questions, | think we're sort
of skirting here between 4 and 5, in those pages, are
there other questions fromthe Bench?

CHAl RMOVAN SHOMALTER: Not on that page.

JUDGE MOSS: Then let's go to page 6.

CHAIl RMOMAN SHOWALTER: There are a numnber of
nmeasures listed on this page and going over to the next
page. M question is, does any of these neasures or
actions require a waiver of any rule that we have? W
recently adopted sone rules that naybe operate on the
fringes of these neasures.

MR, MEYER:. May we have just a nonent, Your
Honor .

JUDGE MOSS:  Yes.
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MR. MEYER: We have M. Folsom who is
perhaps nore conversant with these particul ar neasures,
and we woul d be happy to nmake him available to respond
to specific questions.

JUDGE MOSS: M. Folsom would you pl ease

rai se your right hand.

Wher eupon,
BRUCE W FOLSOM
havi ng been first duly sworn, were called as w tnesses

herein and were exam ned and testified as foll ows:

JUDGE MOSS: Thank you, please be seated.

MR FOLSOM The question has to do with
exenptions or waivers from existing WAC rul es?

JUDGE MOSS: Right, in ternms of the prograns
that are displayed on pages 6 and carrying over to 7 of
the settlement stipulation.

MR. FOLSOM The item 6. A, winter |ow incone
payment program would require a waiver of the March
15th date | ocated in WAC 480-100-043. And we would
simply propose that in our tariff sheet 70-K 1 we would
reflect that we would run this programthrough and past
March 15th, and we would do so with a cover letter

seeki ng your waiver of that rule.
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CHAIl RWOMAN SHOWALTER:  All right, so you are
saying that then by our order approving this settlenent,
we in effect would be authorizing a waiver of our rule?

MR, FOLSOM  Yes.

CHAI RMOVAN SHOWALTER: That woul d be nice to
have that explicit.

Now gi ven that this programis also the
subject of a statute, are these actions within the
statutory constraints?

MR, TROTTER: Perhaps it would be a good
idea, | didn't know which particular statute you're
interested in.

CHAl RMOMAN SHOWALTER:  |'m not up to snuff
enough about this particular program but there is a
statutory programon winter noratorium and | want to
make sure we're not violating it by approving this --

MR. CROWELL: Your Honor, Robert Cromnel |

CHAI RMOVAN SHOWALTER: - - extension.

MR, CROWELL: | can not speak to the statute
because | haven't looked at it recently. M. Folsomis
probably in the best position in the roomto talk about
it. But nmy only recollection is that | think what we're
dealing with is a floor requirenment, and what the
conpany and the parties are proposing here is to exceed

that floor. So while it may be indeed prudent for
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1 sonmeone to review the rule and the statute and make sure
2 that we aren't inadvertently creating some conflict, |

3 believe that we're in good position, because what the

4 conmpany has proposed and we're all agreeing to is

5 sonething in excess of the requirenent.

6 CHAl RMOVAN SHOWALTER: Ri ght, that nakes

7 sense, but then |I'mjust wondering why then the WAC

8 needs to be waived, but | haven't |ooked at it.

9 MR. CROWMAELL: I'"'min the sane boat, | don't
10 know.
11 CHAl RA\OMAN SHOMALTER: Well, we will | ook at

12 those rul es.

13 JUDGE MOSS: M. Folsom as the non-Ilawer
14 respondent here we can look to for the RCW do you have
15 that in mnd, or are we going to have to do a little

16 research?

17 MR, FOLSOM Judge Moss, | have WAC

18 480-100-143 in front of ne, but I don't have the RCWin
19 front of ne.

20 JUDGE MOSS:  All right.

21 CHAI RWOVAN SHOWALTER: It might have the cite
22 to it right there at the bottom

23 MR. FOLSOM The cite is RCW 80.01. 040 and
24 . 160.

25 JUDGE MOSS: All right, thank you for that,
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M. Fol som

CHAl RWOVAN SHOMWALTER: And actual ly, when
asked the question, | didn't even think of that. | was
thinking more of these eligibility restrictions in b.2,
and | just amnot able to tell by looking at this
par agr aph whether it is about or whether it invokes our
rul es on delinquent paynents, et cetera. 1In general, |
think those rules entitle the conmpany but don't comrand
it to do certain things, and so our rules wouldn't need
to be waived in this instance.

MR, FOLSOM That is my understanding. W
woul d need to reflect this change in our tariff sheet
70-K Section 15, and our conpliance filing would have a
sentence in there that reads sonmething like, during the
period starting March 15, 2002, running through, and
then we would pick a date certain, sonething |ike
Sept enber 30th, where two of these restrictions that you
see woul d be renpved

CHAl R\OMAN SHOWALTER:  Okay.

MR. FOLSOM  And then we would al so need to
reflect for Section 6.C, deposits, we will need to
change in our tariff the 50% nunmber down to 25%

JUDGE MOSS: Anything el se on page 67

Page 7 then, getting back into the boiler

plate here I think at the bottom of page 7. Page 8
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concerns procedure and precedent, and that carries over
onto page 9, which also covers the topic of execution,
counterpart about which I think we have no questi ons.

Al'l right, are there additional genera
questions fromthe Bench?

CHAl RMOVAN SHOMALTER: As a general conment,
we will have our public hearing on Wednesday and receive
comments, so we reserve judgnent on the whol e
settl enent, of course, but it is clear that the parties

are to be congratulated for at |east agreei ng anong

t hensel ves on sone mmjor issues, and we will -- well, |
will leave it at that.
COWM SSI ONER HEMSTAD: | have a question on

Exhibit 2 with regard to the inpact of the settlenent.
Under the heading settlenent stipulation and then the
description for 2002 and then 2003, I'ma bit puzzled
that the 2003 figures tend to show a nodest
deterioration from2002. M. Eliassen, maybe you could
speak to that. Wiy is that occurring? O | suppose
beyond that, does that nean that 2004 will show a
further deterioration?

MR. ELIASSEN: | can't speculate right nowin
2004. W have had such a noving target here with '02
and '03 that we haven't really run firmnunbers. In

terms of -- | actually would expect 2004 to start to
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show some i nprovenent over 2003 just given what we have
here. But it's the inpact on the conpany of increased
operating expenses, increases to rate base. Again,
remenber that this is a test period of the year, what,
2000, Kelly, so the general filing that we're | ooking at
here today is a test period of 2000. W may not have
all of our costs fully recovered.

So | think it's going to be a conbination of
getting through the general, taking a real hard | ook at
our '03 and '04 nunbers, elinmnating interest costs.
Interest costs are one of the biggest problens we have
goi ng forward, because interest costs a year and a half
ago were $65 to $67 MIlion a year. Even today | ooking
forward they're $100 MIlion or nore. So a reduction of
debt and how quickly we can reduce debt is going to neke
a big difference in terns of the latter part of '03 and
the ' 04 nunmbers. So those are sonme genera
observations.

Rati ng agenci es have the same questions of
us, and we are, of course, continuing to work with them
and listen to their coments in terms of what we need to
do at the conpany to help turn these nunbers around as
wel |

MR, SCHOOLEY: If | may make a comment on

that, the 2003 figure here includes, | believe, the
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assunption that the conpany has received its request in
the general rate case, and that would be a constant
between the two 2003 columms. So you can see the sane
deterioration in the colums D and Ein a simlar vein

COW SSI ONER HEMSTAD: M. Eliassen, in your
openi ng coments, did | understand you correctly, you
are assuming you will be able to or you will attenpt to
seek equity financing of $50 MIlion; was that the
figure?

MR. ELI ASSEN: Yes, there are two public
financings assuned in this two year period of 02-03.
One of them and it's inherent in both the, well, al
the colums here, a $50 MI1lion issuance of comon
equity in 4 of this year. And when | said $50 MIlion
or nore, and that is to issue sone additional equity to
allow us to use that to reduce debt to really
restructure the bal ance sheet and reduce debt. Now the
ot her financing that's required, of course, is the
refundi ng of the debt that matures in August of 'O03.

COW SSI ONER HEMSTAD:  Wel |, | assume you are
assumng you will be able to issue that or to obtain
that equity financing.

MR. ELIASSEN: | believe that with the
settl enent that we have here today and the changes in

operations that the conpany is continuing to inplenment
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this year and noving into next year, and with again the
conpany assumes the power cost adjustment mechanismin
the general order, so assuming that general order, |
think we will have the stock price at or above book

val ue and be in a position to issue common equity. One
of the problens in issuing common equity today, and it's
what we faced last fall, is again the uncertainty. So
even the settlenment begins to renpve a | ot of that
uncertainty that equity investors see in the conpany as
wel | going forward.

JUDGE MOSS: Okay, | think just a couple of
final points. |I'mgoing to refer both to the settlenent
stipulation and al so | ooking at the menorandum t hat was
subm tted by counsel for Staff, Menorandum of Comm ssion
Staff and Expl anation of Settlenent Stipulation, and
there are a nunber of references to the word permanent,
and we had some di scussion about that earlier. And, of
course, pernmanent is sonetinmes a termof art in utility
rate nmaking, and we just want to nmake sure our record is
perfectly clear. And before posing a question, | would
just say that | found the Staff nenorandumto be very
clear, very well witten, and very helpful, M. Trotter
But |I'm | ooking at page 7, in the second full paragraph,
there is the sentence:

The settl enent stipulation proposes that
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1 the 6.2% increase in base rates is
2 per manent and not subject to refund.
3 Now based on the earlier discussion, my sense

4 of that was that really the sort of synonynous, the

5 meani ng of permanent was, not subject to refund, and

6 not hing nore was neant to be inplied by that.

7 MR. TROTTER: That's correct.

8 CHAI RMOVAN SHOWALTER: But further, don't you
9 really nmean tenporary, non-refundable; is that correct?
10 MR, TROTTER: Yes, but it -- yeah, | think
11 so, but | think when you look at it, and | use this in
12 our discussions, if you look at it in the rate case, we
13 woul d be asking the conmpany to give us a pro forma

14 adj ustnment to adjust for this revenue increase, so

15 they're to add a colum to their rate case portraya

16 adding in those revenues on an annual basis, and so

17 their overall revenue deficiency will go down.

18 CHAl RMOVAN SHOWALTER: Right, but is the 6.2%
19 i ncrease intended to be tenporary and non-refundabl e or
20 per manent and non-refundabl e?

21 MR, TROTTER: It's intended to |ast through
22 the general rate case, at which tinme you will set new
23 rates based on the revenue requirenent.

24 CHAl RMOMAN SHOWALTER:  Ri ght .

25 MR, TROTTER: Regardl ess of what existing
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rates are, you will determ ne the revenue requirenent
and set new pernmanent rates.

JUDGE MOSS: It's not a threshold, in other
wor ds?

MR, TROTTER. Right, so it's not in there
forever in that sense of permanence. It neans
addi ti onal revenue that will be accounted for in the
rate case, and then you will cone up with a revenue
requi renent, and they will have a revenue deficiency or
not, they may have a revenue surplus | nean just
dependi ng on how the nunbers conme out, but you will set
rates accordingly.

JUDGE MOSS: Okay.

MR, SCHOOLEY: May | add another way to | ook
at this is if you accepted the settlenent, issued an
order granting this 6.2%increase, and then the conpany
decided to withdraw it's general rate case, that 6.2%
woul d stay in effect until they filed for another
change.

MR, TROTTER. And | would just add, Your
Honor, that the conpany woul d need Conmi ssion approva
to withdraw.

CHAl RMOVAN SHOWALTER: | know, but now,

M. School ey, that's actually the way |I originally read

it, | think. But then the discussion led ne to think
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the other way, that this 6.2% increase is to take care
of a certain ampunt of expenses and it is not subject to
refund, but that when it's up, it's up. But now -- but
originally | read it as 6.2%is in place until this
Commi ssi on does sonmething el se to change that.

MR. SCHOOLEY: That's true.

CHAl RAOMAN SHOWALTER: And that's two
different things. |In one way, the anount that the rate
is covering would end and so would the rate. And the
other way, the rate is in place until disturbed.

MR. SCHOOLEY: | would think it's the second
scenari o.

MR. TROTTER:  Yes, Your Honor, we would not
have agreed to this but for the existence of a general
rate case in which you're going to set rates.

M. School ey gave a hypothetical, which we do not
bel i eve woul d happen, but if the company petitioned to
wi thdraw the rate filing and you granted it and you
approved this, | assune the 6.2 could be in effect, but
you nmay have sone parties stating that that violates the
stipulation. But it would only be in that scenario
where the problemwould be raised in my view, so it's
because of the pendency of the general rate case that
this is what it is.

JUDGE MOSS: It's fair enough to say that it
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woul d certainly violate the spirit of the stipulation
and the intent of the parties entering into it if that
wi t hdrawal was to be proposed, because the settlenent
stipulation is in the context of the general rate
proceedi ng going forward to sone concl usi on or another
interms of a rate order

MR, TROTTER: | agree, yeah.

JUDGE MOSS: Al right.

MR. NORWOOD: If | may add also, it's really
i mportant for the conpany that we follow through with
the general rate case. W have rate base treatnent of
Coyote Springs at issue, Boulder Park, the interest
costs, the PCA, you know, we're not going to wthdraw
t he case.

JUDGE MOSS: We just want to be on certain
| egal ground, M. Norwood, and so it's inportant to have
these inquiries so that the record is perfectly clear

MR, NORWOOD: | see.

COWM SSI ONER HEMSTAD:  Well, so the record is
cl ear, because of the extent that this case has now
proceeded with this settlenment in front of us, assum ng
approved, we are very far along, and the conpany could
not withdraw without the approval of the Conmm ssion

MR. BUCKLEY: Let nme add one nore thing that

I think may help. Even though the settlenent as we have
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di scussed before as M. Schoenbeck said was a bl ack box
and it's hard to tie a specific nunber to sonething, |
think it's safe to say that when we put in this part of
the stipulation where there's a 6.2% increase that it
wasn't done in a vacuum that Staff has | ooked at the
costs that are out there in the future and the cost
pressures that certain items will put on Coyote Springs
Il in particular, and that even though it's not
specifically tied, it does recognize that perhaps, you
know, there is a | don't want to say necessarily a tota
increase in cost, but it is -- it does represent that
there are cost pressures out there and that it's not
done in a vacuum

So |l think it ties it in to, although it
doesn't tie it in to exactly what we m ght recomend out
of a general rate case because that involves a PCA and
ot her factors which my go down, at |east it does
recognize I want to say explicitly some itens that wll
i ncrease probably potentially revenue to the conpany.
That may hel p.

JUDGE MOSS: M. Buckley, you have in a sense
anticipated one nore thing that | wanted to do for our
record, and that is to ask you and perhaps put the
guestion to M. School ey as well, whether you have had

an opportunity to review and perhaps even had i nput into
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the factual underpinnings and statenents that are
included in the Conmission Staff's nmenorandum t hat was
submitted to the Commission in connection with this
matter.

M ne is not date stanped, but | think it was
probably on February 22nd, M. Trotter, that you filed
t hat .

MR TROTTER:  Yes.

JUDGE MOSS: Okay. Did you have sone input
to that, or have you reviewed that nenorandum of
Commi ssion Staff?

MR. BUCKLEY: Yes.

JUDGE MOSS: |'m sorry?

MR, BUCKLEY: Yes, we both have had input to

MR. SCHOOLEY: Yes.

JUDGE MOSS: And in participating in the
preparati on of that and/or subsequently in review, do
you believe that all the factual statenents nmade in
there are accurate to the best of your know edge,

i nformation, and belief?

MR. BUCKLEY: Yes, | do.

MR, SCHOOLEY: Yes.

JUDGE MOSS: (Okay, you both have confirned

that you do. And so you would be confortable if the
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Conmi ssion chose to refer to one or nore factua
statements in that filing and woul d subscri be to that
statement of fact as your own testinony?

MR BUCKLEY: Yes.

MR, SCHOOLEY: Yes.

JUDGE MOSS: (Okay, M. Buckley has confirned
that and M. Schooley as well. All right, thank you
very rmuch.

Anyt hing el se fromthe Bench?

Anything else fromthe parties?

JUDGE MOSS: Yes, sir, M. Cromnell.

MR. CROWELL: Just for the record,
procedurally I think we had all concurred on the
suspensi on and wai ver of the pending procedural dates
pursuant to the pre-hearing conference order, and
suppose it would be appropriate if the Conm ssion does
by order adopt the settlenment that you note and strike
all dates that were set in the prior pre-hearing
conf erence.

JUDGE MOSS: For the interimand prudence
phases you nean?

MR. CROWELL: Correct.

MR, MEYER: Yes, just those phases.

MR, CROWELL: Wth the general rate case

procedural dates to remain in effect.
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JUDGE MOSS: Yes, well, the general rate case

procedural dates will remain in effect. This does not
have any inpact on our schedule there. | don't really
recall, in the pace of events in recent weeks here at
the Commi ssion, | don't recall frankly whether there was

an official notice suspending the procedural dates for
the interimand prudence phase or not. Things happened
so quickly, I think that was done informally, but | wll
just note for the record that the interimand prudence
phase procedural schedule is suspended, and | don't know
that you need a further witten order on that.

Al right, anything else from counsel ?

All right, rather than closing nyself,
perhaps | should turn to Chai rwoman Showalter to close
our proceeding.

CHAl RWOVAN SHOWALTER: Well, | gave ny
closing remarks prematurely, but | will |eave them at
t hat .

JUDGE MOSS: All right, well, thank you al
very nmuch for appearing today on short notice and
providing us with an excellent panel of w tnesses to
expl ain and di scuss the proposed settl enent agreenent,
and we will be in recess pending the public coment
heari ngs on Wednesday night. And then, of course, as |

previ ously announced, the record will be closed on
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1 Friday for purposes of considering the proposed

2 settl enent stipulation.

3 Thank you very much, we're off the record.

4 (Hearing adjourned at 11:30 a.m)
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