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

Conpl ai nant , Docket Nos. UE-011570
and UG 011571
v (consol i dat ed)

PUGET S(lJND. ENERGY, | NC.,
Vol une |11

Respondent . Pages 211 to 427

N N N N N N N N N

A hearing in the above matter was held on
February 18, 2002, at 9:30 a.m, at 1300 Sout h Evergreen
Park Drive Southwest, Room 206, O ynpia, Washington,
bef ore Admi ni strative Law Judges DENNI S MOSS and
THEODORA M MACE and Chai rwoman MARI LYN SHOMLTER and
Conmi ssi oner R CHARD HEMSTAD and Conmi ssi oner PATRI CK J.

CsHI E.

The parties were present as follows:

THE WASH NGTON UTI LI TI ES AND TRANSPORTATI ON
COW SSI ON, by ROBERT CEDARBAUM Assi stant Attorney
General, 1400 South Evergreen Park Drive Sout hwest, Post
O fice Box 40128, dynpia, Washi ngton, 98504. Tel ephone
(360) 664-1188, Fax (360) 586-5522, E-Muil
bcedar ba@wt c. wa. gov.

PUGET SOUND ENERGY, by KIRSTIN S. DODGE and
MARKHAM A. QUEHRN, Attorneys at Law, Perkins Coie, LLP,
411 - 108th Avenue Northeast, Suite 1800, Bell evue,
Washi ngt on 98004, Tel ephone (425) 453-7326, Fax (425)
453- 7350, E-Mail dodgi @erki nscoi e. com

THE PUBLI C, by SI MON FFI TCH, Assi stant
Attorney CGeneral, 900 Fourth Avenue, Suite 2000,
Seattl e, Washington, 98164-1012, Tel ephone (206)
389- 2055, Fax (206) 389-2058, E-Mil sinonf@tg.wa. gov.

Joan E Kinn, CCR RPR
Court Reporter
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| NDUSTRI AL CUSTOVERS OF NORTHWEST UTI LI TI ES,
by S. BRADLEY VAN CLEVE and MELI NDA DAVI SON, Attorneys
at Law, Davison Van Ceve, 1000 Sout hwest Broadway,
Suite 2460, Portland, Oregon, 97205, Tel ephone (503)
241-7242, Fax (503) 241-8160, E-Mail rmail @vcl aw. com

KI NG COUNTY, by DONALD C. WOODWORTH, Seni or
Deputy Prosecuting Attorney, 500 Fourth Avenue, Suite
900, Seattle, Washi ngton 98104, Tel ephone (206)
296- 0430, Fax (206) 296-0415, E-Mil
don. woodwor t h@ret r okc. com

NORTHWEST | NDUSTRI AL GAS USERS, by CHAD M
STOKES, Attorney at Law, Energy Advocates LLP, 526
Nort hwest 18t h Avenue, Portland, O egon 97209, Tel ephone
(503) 721-9118, Fax (503) 721-9121, E-Muil
cst okes@ner gyadvocat es. com

KROGER COVPANY, by M CHAEL L. KURTZ, Attorney
at Law, Boehm Kurtz & Lowy, 36 East Seventh Street,
Suite 2110, Cncinnati, Chio 45202, Tel ephone (513)

421- 2255, Fax (513) 421-2764, E-Miil nkurtzl aw@ol .com

FEDERAL EXECUTI VE AGENCI ES, by NORMAN J.
FURUTA, Attorney at Law, Departnent of the Navy, 2001
Juni pero Serra Boul evard, Suite 600, Daly City,
California 94014- 1976, Tel ephone (650) 746-7312, Fax
(650) 746-7372, E-Miil FurutaNJ@fawest. navfac. navy.ml.

COGENERATI ON COALI TI ON OF WASHI NGTON, by
DONALD E. BROOKHYSER, Attorney at Law, Al cantar & Kahl,
LLP, 1300 Sout hwest Fifth Avenue, Suite 1750, Portl and,
O egon 97201, Tel ephone (503) 402-8702, Fax (503)
402- 8882, E-Miil deb@-kl aw. com
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Di rect Exami nation by M. Cedarbaum
Cross- Exam nation by M. Quehrn
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Cross- Exam nation by M. Kurtz
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PROCEEDI NGS

JUDGE MOSS: (Good norni ng, everyone. W are
convened this norning on President's Day to begin our
evidentiary hearings in the interimphase of the nmatter
styl ed Washington Wilities and Transportation
Conmi ssi on agai nst Puget Sound Energy, Docket Nunbers
UE- 011570 and UG 011571. W're concerned, of course,
only with the electric docket in this phase

Qur basic agenda today, we will take
appear ances using the short form of appearance, that is
to say your nane, your affiliation if you wish to state
it, and the party whomyou represent, unless it is your
first appearance, in which case | will ask you for
additional information. W wll take up any prelimnary
matters other than the notions that are now pendi ng, and
| do have a comment, for exanple, on the subject of
confidential material. We will then take up PSE' s
notion, which | think of as a notion in limne. And we
had this norning the Industrial Custoners filed a
response, and | know that that's been pre-distributed to
all parties. |It's sufficiently brief, I'msure you, as
I, have had an opportunity to read that. W also have
what | think of as anticipatory objections by Staff and
Public Counsel with respect to sonme of the nateria
that's to cone in later or proposed to be put in |later



00217

| think we will go ahead and take that up this norning
as well and get that out of the way. And then we will
proceed to our witnesses beginning, | believe, with
Ms. Steel followed by M. Lott, and so forth accordi ng
to the witness order we established during our final
pre-hearing conference | ast Thursday.

I will now sl ow down the pace at which I am
speaking and remind all parties that for the sake of our
reporter, it is inportant to both speak clearly and into
t he m crophone and at a nore deliberate pace than what |
have exhi bited thus far.

At the conclusion of the day, we may have
sone ot her business to take up, specifically with
respect to sone exhibits that have been handed up to ne
this norning that are proposed to be used during
cross-exam nation. W may actually mark those tonorrow
i nstead of today since this being a state holiday we
don't have our usual cogeris of support staff avail able.

Al right, let's begin with the appearances
then, and we will start with the conpany.

MR QUEHRN. Good norni ng, Mark Quehrn for
Puget Sound Energy.

MS. DODGE: Kirstin Dodge for Puget Sound
Ener gy.

MR STCKES: Morning, ny nanme i s Chad Stokes



with the Northest Industrial Gas Users. This is also ny
first appearance.

JUDGE MOSS:  Ckay, M. Stokes, but you're
wi th Davison Van Oeve? |'msorry, Industrial Gas
Users.

MR STCKES: Yes.

JUDGE MOSS: |'msorry, |I've got so many
acronyns goi ng around.

MR STOKES: Wth the law firm of Energy
Advocat es.

JUDGE MOSS:  You're with M. Finklea's firn®

MR STCKES: Correct.

JUDGE MOSS: Al right, well, we have that
information, so we will just rely on that. Thank you,
M. Stokes.

MS. DAVI SON:  Good norning, |'m Melinda
Davi son. |'mhere on behalf of the Industrial Custoners
of Northwest Uilities, and also here with ne is Brad
Van d eve.

MR KURTZ: MKke Kurtz on behalf of the
Kroger Conpany.

MR FFITCH Sinon ffitch, Public Counsel.

MR, CEDARBAUM  Robert Cedar baum for
Conmi ssion Staff.

MR, BROOKHYSER  Good norni ng, Your Honor,
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Don Brookhyser for the Cogeneration Coalition of
Washi ngt on.

MR FURUTA: And Norman Furuta for the
Federal Executive Agenci es.

JUDGE MOSS:  Anybody el se?

MR WOODWORTH:  Don Wbodwort h, King County.

JUDGE MOSS: (kay.

Do we have anybody on the conference bridge
I ine who wishes to enter an appearance?

Do we have anybody on the conference bridge
line at all?

Apparently not. | guess | need to tell them
t hey' re bei ng mut ed.

Al right, does that conplete our appearances

t hen?

Al right, | said | wanted to take up
prelimnary matters other than the pending notions. On
Thursday, | did raise with the parties the I wll call

it problemthat | see with the volune of confidentia
material in this proceeding, on a pre-filed basis at

| east, and | asked the parties, and | specifically was
focused on PSE since they are the source of nmuch of the
information that's present in the proceeding, asked the
parties to conplete their final preparations with an eye
to elimnating as much of that as possible. And | wll



just ask you, Ms. Dodge, | think the conversation was
with you, if Puget has had an opportunity to review that
material and | essen the anmount of material that we're
going to have to deal with on a confidential basis.

MS. DODGE: Your Honor, during our
preparations, we have had an eye to that. It may be a
little bit of an ongoi ng process since Puget's w tnesses
are coming later in the week. But, for exanple, |
believe that M. Quehrn in preparing for
cross-exam nation with Ms. Steel has been able to
identify certain materials that will not need the
confidential designation. It appears that Staff and
sone of the other parties nmay have given things a
confidential designation out of an abundance of cauti on,
whi ch we appreciate, and certainly with respect to those
matters, those will not need to be identified as
confidential. But it's we thought as we go, it may make
nore sense.

JUDGE MOSS: Sure, it does nake nore sense to
take it up as we go along, so | will be asking about it
fromtinme to tinme, or you all can just tell nme that you
have already considered it, and we will renove the
confidential designation as to specific portions of
docunents, and that will be very hel pful.

I will go ahead and comment for any who are



present in the roomwho are not signhatories to the
confidentiality agreenments that are part of the
protective order in this proceeding that there is a
certain anount of material that has been desi gnated
confidential, and you are not privy to that if you are
not a signatory. W hope that it will not be necessary
to nodify our hearing procedures in order to have a ful
and di scl osi ve proceeding, but we do sonetinmes have to
take steps to ensure that material as to which a
legitimate claimof confidentiality has been asserted
are indeed protected, and those steps night include
reference to docunents or transcript that only those who
are privileged to see it will be able to see. W have
on occasion in past hearings even had to ask those who
are not privy to the confidential naterial to | eave the
hearing roomtenporarily. So | hope that we don't have
to do any of that, but it's a possibility, and | just
wanted to alert you to it now so you won't be surprised
if I do sonmething like that.

Are there any other prelimnary matters
parties want to raise before we get to the notions?

Yes, Ms. Dodge.

MS. DODGE: Your Honor, you had asked the
parties to tal k about whether we would stipulate on
adm ssion of certain exhibits, particularly
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cross-exam nation exhibits and things that are data
request responses and so forth.

JUDGE MOSS:  Sure.

M5. DODGE: | don't know if this is the
appropriate tine to talk about that.

JUDGE MSS: Wuld it be better to handl e
that in the sane fashion as the confidentiality and take
it up as each witness appears? 1In other words, if you
have stipulated to the adm ssion of certain
cross-exam nation exhibits for Ms. Steel, we can
identify those when she takes the stand and so forth.
think that would probably be easier for me if that wll
work for everyone el se

MR FFITCH | guess ny only thought, Your
Honor, is that Ms. Dodge had nmade a representation to us
about the conpany's general position with regard to the
exhibits that we had offered. W had nade a simlar
sort of a counter representation to them So it mght
be useful to just hear the general, have Ms. Dodge j ust
-- and the Bench nay like to hear, just hear the genera
approach the conpany is planning to take w thout going
t hrough exhibit by exhibit.

JUDGE MOXSS: Al right, let's hear the
gener al approach.

MS. DODGE: Your Honor, it appears that many



of the cross-exam nation exhibits are sinply one party
or another's response to data requests, and rather than
havi ng everybody go through foundational questions, if
they intend to just get it into evidence and not ask
questions, | don't know if the suggestion is nmaybe a
little bit of atit for tat, but certainly we woul dn't
want one party to agree to let in everyone's but yet
require their witness to go through a foundati ona
exercise. So | don't knowif that's M. ffitch's
concern, but | do have all the exhibit nunbers listed if
that woul d be hel pf ul

JUDGE MOSS:  Maybe we will ook at your |ist
at a break, but yeah, to the extent the parties have
previously discussed, | nmean normally unless there's an
obj ection to foundati on, we don't worry oursel ves unduly
about it, and so the parties can understand based on
their prior conversations whether they need to go
through a brief litany of foundation. |If the parties
are confortabl e based on their conversations that
they're not going to need to do that wi thout drawi ng an
objection, then don't do it.

Does that work, M. ffitch?

MR FFI TCH  Yes, thank you, Your Honor

JUDGE MOSS:  Anything else prior to taking up
the notions?



Al right, I will note for the record that
Puget Sound Energy and Staff and Public Counsel al
filed papers at mid day and later on Friday, the fina
busi ness day prior to our hearing. These are variously
styled as notions to strike or objections or what have
you. The PSE docunent | would regard essentially as a
nmotion in limne, a notion directed to the proposition
that certain matters ought to be excluded as being
out si de the scope of what should be before the
Conmi ssion on the record of this proceeding. The other
obj ections by Staff and Public Counsel are essentially
rai sing other forms of objection, hearsay at its heart,
and assertions of prejudice.

We have had the opportunity to carefully
study the individual testinony and exhibits that PSE
Staff, and Public Counsel would have us exclude fromthe
record for one reason or another. Puget's notion is
grounded in the question of relevance, and we are fully
m ndf ul of Puget's argunents as stated in its witten
notion. W have this norning reviewed the Industrial
Custoners' argunents in response with respect to
primarily | think or perhaps exclusively to the natters
concerning M. Schoenbeck. Considering the argunents
nost favorably to Puget Sound Energy, we find that
there's no need to have responsive argunent, and we deny



PSE' s noti on.

W consider that PSE s notion depends in
large part on our recent order granting interimrelief
inthe Aynpic Pipeline matter despite what we think was
a clear and unequi vocal warning in that order that
parties should not look to it for guidance in future
interimrate proceedings. Interimrelief is an
extraordinary renmedy that if granted provides relief in
the face of unusual, even highly unusual circunstances
that confront our regul ated conpanies fromtine to tine.

A request for interimrelief denmands
flexibility in approach, not rigidity. Parties should
not mstake the factors or criteria that are central to
our decision in one case, Aynpic for exanple, or the
oft cited PNB decision as bright |line standards that can
be raised as barriers to our need to address quickly and
ef fectively asserted dire circunstances that are by
their nature unique to the conpany that seeks interim
relief and the circunmstances in which it finds itself.

In this context, we rmust not inmpose undue
restrictions on the parties as they advance their
respective theories of the case. Utimtely we nmay
accept or reject a given theory, or we rmay defer its
consideration to a | ater phase of the proceeding. But
our decision to take any particul ar course of action by



a party must cone, proposed by a party, nust come after
we have heard the evidence and argunent, not before.

Wt hout discussing each of the nunerous |ines
of testinony and supporting exhibits to which PSE
objects, we will briefly summari ze what we have found on
cl ose revi ew.

W note that PSE offers considerable
testinony to support its argunent that its present
financial condition is not of its own making, that it is
a victimof circunstances. Parties are entitled to
present evidence that may cast sone question on PSE s
assertions, testinony that suggests other causes for
PSE' s asserted financial straits, yet PSE objects to and
asks us to exclude such testinony.

Sone of what PSE objects to consists of one
party or another's renedy theory, evidence related to
what relief is necessary to be given, if any at all, in
light of PSE' s present and reasonably foreseeabl e
financial circunstances. The question of what relief is
required, if any, is centrally relevant to our
proceeding. Again, we nay ultinmately accept or reject
particul ar theories, but we do not think it is proper to
forecl ose any of the ideas advanced by the parties in
advance of our hearing the evidence and the arguments.

PSE objects to testinony concerning its net



power cost during the rel evant period, yet those costs
are central to PSE' s own case. The bal ance of what PSE
objects to concerns testinony related to the conpany's
recent financial history. Such testinony provides
context vis-a-vis PSE's claimthat its current
circunstances are extraordinary and require i medi ate
relief.

Finally, we note that there will be a single
record in this proceeding, both the interimand the
general phases. Gven that, the question of rel evance
nmust be considered in a sonmewhat broader context than
what PSE argues in its notion.

For the reasons stated, we deny PSE s notion
to exclude the pre-filed testinony and exhibits that it
identifies in Attachnment Ato its notion.

Al right. Now noving on, we have Staff and
Publ i ¢ Counsel essentially urging us to linmt the record
by excluding the same materials. Exhibit Nunber 28 is
obj ected to as being inproper hearsay, and we are asked
to exclude M. Donald Gaines's testinony that relates to
that exhibit. Staff and Public Counsel also object to
what's been marked for identification as Exhi bit Nunber
168 and Exhi bit Nunber 207, which are portions of the
pre-filed testinony and exhibits and a workpaper
prepared by M. Heidell, who is slated to appear as a



witness in the general proceeding or general phase but
not in the interimphase. Pre-nmarked Exhi bit Nunbers
168 and 207 were tendered as possible cross-exan nation
exhi bits by the Federal Executive Agencies and the
I ndustrial Custoners Northwest Wilities respectively.
W will hear argunment on these, and |I'm going
to ask the parties to please begin by telling us, the
sponsoring parties, to please begin by telling us the
purpose for which the exhibits are being offered. And
we wll start with, we have Staff and Public Counsel's
pre-filed argunments, so we will start by hearing Puget's
response to the objections to Exhibit Nunber 28 and
M. Gaines's testinmony that relates to that exhibit.
MS. DODGE: Thank you, Your Honor. Looking
first at M. Gaines' testinony, Exhibit 25T, page 16,
line 22, through page 17, line 3, this portion of
M. Gaines' testinony is a statenent of his opinion
he's a financial expert, as to whether the conpany will
be able to issue equity and whether investors will
purchase such equity if the level of interimrelief is
limted to that advanced by the respondents. Exhibit 28
is cited in that portion of his testinony. It is
somet hing that he has considered and forns part of the
basis of his opinion, but his opinionis not limted to
Exhi bit 28.



H s opening testinony, Exhibit 21T, states in
a couple of places that Puget can not issue equity and
that investors will not be interested in purchasing such
equity. So this is not sonmething that's been -- that's
new or that's been created out of Exhibit 28, the letter
fromthe Merril Lynch expert that's been objected to.

So the testinony itself should cone in, and the
obj ection shoul d be overrul ed.

Wth respect to Exhibit 28, that's the letter
from Ant hony Leness of Merril Lynch to M. Donald
Gaines, again, it's inportant to viewthis in context.
M. Gaines testified in his direct pre-filed, as | have
stated, his opinion as to whether the conpany can issue
equity and whether investors will be interested. The
respondents have questioned that and stated that he
hasn't shown that and that they don't believe it
essentially. So the letter fromM. Leness provides
addi ti onal evidence fromsoneone in the financial
comunity that steps through whether the conpany can or
shoul d i ssue equity goes exactly to the respondents’
case.

Now t he question is whether this letter from
an i nvestnent banker who specializes in issuing utility
equity is the kind of evidence on which reasonably
prudent persons woul d be expected to rely in conducting



their affairs. This is not M. Gines saying he heard
in a bar that someone said X. This is a letter froma
financial expert in exactly this area. A letter is the
kind of information that a reasonably prudent person
woul d be expected to | ook at and consider in naking a
decision, and it's exactly the kind of thing that cones
inin admnistrative hearings under the strict exception
to strict application of hearsay rules.

Finally, Staff has suggested that M. Leness
has an interest in the outcome of this proceeding
because Merril Lynch owns Puget Energy stock. It's ny
understanding that Merril Lynch, as with many ot her
firms of its type, holds stock for its custoners. The
custoners are the owners of the stock. |In addition
typically the side of the house that is issuing equity
has nothing to do with the side of the house that may be
hol di ng that stock or purchasing it on behalf of its
custonmers. Even if one felt that Staff's argunent with
respect to credibility had sonme nerit, that goes to the
wei ght of the letter and not to whether it should be
adm tted and considered at all

JUDGE MOSS:  Ms. Dodge, it sounded to me |ike
you were uncertain as to the status of Merril Lynch's
asserted interest in the conpany. Am/|l correct in
pi cki ng that nmessage up fromyour words? You don't know



if the two sides of the house are separate or you don't
know that this institution does not itself hold stock

at least that's the inpression | got. 1'masking the
question, is that the case?

Ms. DODGE: |I'mnot an expert in such
matters. |t's ny understanding that that's the case.

M. Gaines could be questioned on this matter, and I'm
sure he woul d know.

JUDGE MOSS: (kay.

M. Cedar baum anything in response?

MR, CEDARBAUM  Yes, Your Honor. Wt hout
trying to repeat the points we nmade in our notion --

JUDGE MOSS: No, there's no need to do that.

MR, CEDARBAUM Wth respect to Exhibit
Nurmber 28, listening to Ms. Dodge | think just confirms
our concern, letters being offered for the truth of the
matter asserted in that letter, and then M. Gines
relies upon that letter to reach some of his own
concl usions. W have no opportunity to cross exam ne
M. Leness. He's not a witness in this case. W just
have no ability to inquire about the substance and the
nerits or denerits of his letter and the answers to the
questions that were posed to him Wthout himas a
witness, we are sinply prejudiced in that regard.

JUDGE MOSS: (kay.



MR CEDARBAUM Wth respect to whether or
not M. Leness's firm Merril Lynch, has a nonetary
interest in the outcone of the case, ny understandi ng
is, and we attached that docunment, the FERC form to our
notion, which shows the nunber of shares that Merri
Lynch clients own in Puget Sound Energy. Cearly Merri
Lynch, even though it may not be the owner itself of
t hose shares, has a financial interest inits clients,
conmi ssions fromclients and sal es and purchase of stock
of Puget Energy, Puget Sound Energy, so there is stil
that financial interest. So we believe that our
objection to Exhibit 28 is well founded and ask the
Conmmi ssion to grant it.

Wth respect to the testinmony of M. Gaines,
| ooki ng at page 16, line 22, he refers to that exhibit
specifically for support of statements in that
testinony. |f those statenents are his own but they're
reflected el sewhere in his testinony, then this materia
is also duplicative and coul d be excluded on that basis.
But to have a paragraph of testinony that duplicates
other testinony but relies specifically upon the hearsay
evi dence of M. Leness we believe is objectionable, and
we nai ntain our objection on that point.

JUDGE MOSS:  Thank you, M. Cedar baum

M. ffitch, you' re also a proponent here.
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1 MR FFI TCH  Thank you, Your Honor, | would
2 concur in the remarks of M. Cedarbaum

3 JUDGE MOSS:  Okay, thank you, M. ffitch

4 CHAIl RWOVAN SHOMALTER: | just have one

5 question. M. Dodge, since M. Leness appears to be an
6 expert and is refuting point by point Ms. Steel's

7 testimony, why didn't you bring himon as an expert

8 witness for that purpose?

9 M5. DODGE: | believe it's primarily a

10 practical matter. W had ei ght business days to put in
11 a rebuttal case.

12 JUDGE MOSS: Al right, we're going to take a
13 brief recess to give the Bench an opportunity to confer
14 We will be back by 10 after, so everybody be back in

15 their seats by then, please.

16 (Recess taken.)

17 JUDGE MOSS: It took a little nore tine |

18 suppose than we call the expression a New York mnute.
19 | suppose in hearings, we ought to think in terns of
20 Texas minutes where we anble.
21 Al right, the Conmm ssion has had an
22 opportunity to deliberate on the argunent with respect
23 to the pending objection. W want to note again, as |
24  said previously, that this is an expedited proceeding,
25 and of course we have to be flexible in what evidence we



consi der. However, on consideration, the Commi ssion
finds that the letter, Exhibit Nunber 28, is too nuch in
the nature of expert testinony. It was prepared
specifically in response to testinony tendered in this
proceedi ng and not sonething that was prepared in the
ordi nary course of business. The Merril Lynch interest
in Puget is unclear at best, and without the ability to
have the witness here to examine him we can't really
nmeasure the degree of reliability and weight that woul d
be appropriate to the exhibit, so it will be excluded.

The testinony, however, as to that portion of
the objection, it will be overruled. The testinony wll
be all owed, and, of course, M. Donald Gaines will be
avail able to be questioned with respect to that in the
course of his tinme on the stand.

Now we need to take up the matter of Exhibit
Nurmbers 168 and 207. Let's go ahead and since 207 is
the broader exhibit with respect to M. Heidell and 168
is one of the workpapers of M. Heidell, we will take up
207 first.

And |l et ne again focus you, are you going to
argue this one, Ms. Davison?

M5. DAVISON: | am Your Honor

JUDGE MOSS:  Let ne focus you again on the
question of for what purpose this exhibit has been



proposed and marked for identification

MS. DAVI SON:  Thank you, Your Honor. | am
pl eased to report that | believe that we have reached a
conprom se with Staff, M. Cedarbaum as well as wth
M. ffitch, and |l et ne explain what our conprom se is.
Essentially we are offering these two exhibits not for
the purposes of litigating the rate spread net hodol ogy,
the cost of service study here in the interimcase. W
are offering it for two purposes. One is for the
purpose of showing that it is an inconsistent approach
The second reason for offering it is that M. Schoenbeck
relies on it in part in calculating -- reaching his own
cal cul ations, and we think that it will assist the
Conmission if there are any questions that they have
with regard to M. Schoenbeck's testinony.

As | understand the objection, the concern is
that we should not dive into the nerits of the cost of
servi ce study, which by the way | CNU does not agree with
entirely anyway, and we will agree not to do that. And
if we inadvertently cross over the line of the agreenent
we have reached with M. Cedarbaumand M. ffitch, they
will preserve their objections to say that we have
crossed that line. Oherwise, | think we are in
agreenent as to the use and admi ssibility for these
pur poses.



JUDGE MOSS: Wl l, now you said these two
exhibits, 168 is not yours, is it?

V5. DAVISON:  Right, but | think the argunent
is the sane.

JUDGE MOSS: Al right, well, we will let
M. Furuta argue his own Exhibit Nunber 168, which as |
understand it is a workpaper that perhaps relates to
Exhi bit 207.

M. Furuta, why don't you -- we will need you
to approach a m crophone up here. | apol ogize that we
don't have m crophones back there.

| see soneone is kindly naking a space for
you up front here. Thank you, M. Stokes.

MR FURUTA: Thank you. | believe FEA al so,
| had an opportunity to speak during the break to
M. Cedarbaum not to M. ffitch, but | believe we are
willing to abide by the sanme principles that I CNU has
just espoused, and that we, FEA, was not seeking to
utilize Exhibit 68 to establish or to support the cost
of service study or rate spread offered by the conpany.
And, in fact, we rmay not even have a need to refer to
Exhi bit 168 dependi ng on how our cross-exam nation goes
of this witness, but we believe that we can abide by the
sane agreenent that | CNU just stated.

JUDGE MOSS: (kay, let me just see if | can



recapitul ate here and capture it briefly. The Exhibits
207 and 168 are being offered for the |imted purpose of
showi ng there is an inconsistent approach as between the
interimand the general with respect to rate spread.

And the other point you nmade, Ms. Davison, was that

M. Schoenbeck relies on it in sonme way, but he's not
sponsoring it, it's been tendered as a proposed
cross-exam nation exhibit, as | understand it, it's not
one of M. Schoenbeck's exhibits, is it?

M5. DAVISON. No, it's not, although it could
just as easily have been nade an exhibit to his
t esti nony.

JUDGE MOSS: Now that the cat is out of the
bag, people will cross exanine himw th respect to it,

' msure.

M. Cedarbaum M. ffitch, are you
wi t hdrawi ng your objections if they' re being offered for
this limted purpose, or what's the state of affairs
her e?

MR, CEDARBAUM  Your Honor, when we filed our
noti on, we indicated that our objection depended on the
purpose, and |'msatisfied in listening to Ms. Davison
that the purposes are the two that you noted and that
the merits or denerits of the conpany's cost of service
study that M. Heidell sponsors in the general rate case



is something that will be determined in the general rate
case and not in this proceeding. So with that

under st andi ng, we woul d wi t hdraw our objection subject
to Ms. Davison's not crossing the line later on, in

whi ch case we will pipe up.

JUDGE MOSS:  The exhi bit, of course, has not
been tendered for adm ssion at this point, so the
opportunity to object further is not foreclosed, but we
were just trying to sort of clear the decks here before
we start with our wtnesses.

So, M. ffitch, are you also satisfied at
this juncture?

MR FFITCH Yes, Public Counsel is also
satisfied in the way that was stated by M. Cedar baum

JUDGE MOSS:  Okay, well, the objection is
wi t hdrawn subj ect to the discussion we have had. But,
of course, an objection nmay be renewed at the tinme the
exhibit is tendered if it is tendered. Qhers nmay have
a different objection toit, we will see when we get
there, so we will not need to rule on that matter at
this tinme.

Al right, is there anything else we need to
take up prior to calling our first wtness?

Then why don't we proceed with that.

M. Cedarbaum please call your first witness.



MR CEDARBAUM  Thank you, Your Honor.

Staff calls Lisa Steel to the stand, please.

JUDGE MOSS:  And, Ms. Steel, as you get
situated, if you will remain standing, please raise your
ri ght hand.

(The followi ng exhibits were identified in
conjunction with the testinony of LISA A STEEL.)

Exhi bit 401TC is LAS-1TC pre-filed Response
Testinony (Confidential in Part). Exhibit 402 is LAS- 2:
Summary Cal cul ati on of Conpany's Surcharge Request.
Exhibit 403 is LAS-3: Surcharge to Meet 2.0x's New
Indenture First Mrtgage Bond Coverage Ration. Exhibit
404C is LAS-4C, Total Debt to Total Capitalization.
Exhi bit 405 is LAS-5: $40 MIlion January 16, 2002
Secured Notes Issuance Detail. Exhibit 406 is LAS-6:
Mbody' s Rating: January 2002 PSE $40 M Ilion Issuance.
Exhi bit 407C is LAS-7C. Financial Ratio Trend Anal ysis -
(Based on Conpany Projections). Exhibit 408 is LAS-8:
PSE Response to Staff Data Request 54-1. Exhibit 409C
is LAS-9C. Calculation of the Conmpany's Total Debt to
Total Capitalization Covenant. Exhibit 410 is LAS-10:
Electric Light & Power - PSE Interview, Decenber 2001.
Exhibit 411C is LAS-11C Evaluation of the Effect of an
Accel erated Equity Issuance on Share Price. Exhibit 412



is LAS-12: Residential Electric Rates in WA - 1000

kwh/ month. Exhibit 413 is LAS-13: Short Term Projected
Cost-Benefit Analysis for Ratepayers of InterimRate
Relief. Exhibit 414Cis LAS-14C. Staff Mdifications of
Conpany Proj ections and Reconmended Surcharge. Exhibit
415C i s LAS-15C. M ni num Surcharge to Keep the Conpany
on Schedule to Meet a 2.0 Tinmes First Mrtgage Bond
Coverage Rati o Requirenent at 10/31/02. Exhibit 416 is
Staff Response to PSE Data Request No. 9-1. Exhibit 417
is Staff Response to PSE Data Request No. 10-1. Exhibit
418 is Staff Response to PSE Data Request No. 11-1.
Exhibit 419 is Staff Response to PSE Data Request No.
12-1. Exhibit 420 is Staff Response to PSE Data Request
No. 31-1. Exhibit 421 is Staff Response to PSE Data
Request No. 32-1. Exhibit 422 is Staff Response to PSE
Dat a Request No. 34-1. Exhibit 423 is Staff Response to
PSE Data Request No. 2-1. Exhibit 424Cis Richard L.
Hawl ey Wbr kpapers.

Wher eupon,

LI SA A, STEEL,
havi ng been first duly sworn, was called as a witness
herein and was examined and testified as foll ows:

JUDGE MOSS: Thank you, please be seated.



M. Cedar baum proceed.
MR, CEDARBAUM  Thank you.

DI RECT EXAMI NATI ON
BY MR CEDARBAUM

Q Ms. Steel, can you please first state your
narne.

A My nane is Lisa Steel.

Q And for the reporter, just your last nane is
spelled S-T-E-E-L?

A Yes.

Q And what is your business address?

A M/ busi ness address is 1300 South Evergreen

Par k Dﬁve Sout hwest, d ynpia, Washi ngton 98504- 7250.
Q And by whom are you enpl oyed?

A " menpl oyed by the Washington Uilities and
Transportati on Conmm ssion.

Q VWhat is your position with the Comm ssion?

A ' menpl oyed as the Assistant Director of
Ener gy.

Q And have you prepared direct testinony on
behal f of the Conmi ssion Staff in this proceedi ng?

A Yes.

Q Referring you to what's been marked for

identification as Exhibit 401TC, do you have that in
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1 front of you?

2 A Yes.

3 Q Does that exhibit constitute the direct

4 testinmony that you have prepared for this case?

5 A Yes.

6 Q And this was prepared by you or under your
7 supervision or direction?

8 A Yes.

9 Q It is true and correct to the best of your
10 know edge and bel i ef ?

11 A Yes.

12 Q During the course of your testinony, you
13 refer to a nunber of exhibits. Are the exhibits that
14 have been marked for identification as Exhibits 402
15 through 415C the exhibits that are referenced in your
16 testi nony?

17 A Yes.

18 Q And all of those exhibits were prepared by
19 you or under your supervision or direction?
20

A Yes.
21 Q Are they true and correct to the best of your
22 know edge and bel i ef ?
23 A | have -- yes, they are, with the exception
24  of page 1 on Exhibit 14C, | have several clarifications.

25 The first one is --



JUDGE MOSS: |I'msorry, I'mnot with you,
what exhi bit nunber?

THE WTNESS: Exhibit 14C of ny testinony,
page 1.

JUDGE MOSS:  That woul d be 414C for the
record.

MR, CEDARBAUM  So just give everybody a
chance to get to Exhibit 414C,  page 1.

JUDGE MOSS: | think we're there,
M. Cedar baum
BY MR CEDARBAUM

Q And if you coul d go ahead and make the
corrections, start with the first one, and pl ease
i ndi cate whi ch | anguage or whatever infornmation on the
exhi bit shoul d be del eted, and then provi de what shoul d
be added.

A On line 2 of that testinony, after the word
less in the second colunmm, strike CM.TD due after period
end, and replace that with, portion of reassigned
debt/equity.

Q Wy don't you go ahead and repeat what the
addition is again just so everybody gets it.

A Portion of reassigned debt/equity.

Also on that line, the last colum, strike
repaynents or refinancing after the end of the general



rate case, and replace that with PSE responses to Public
Counsel 62-1 Staff DR 275-1.

JUDGE MOSS: Ms. Steel, you need to slow
down, we're trying to wite this down as you say it, so
it's PSE responses to PSE 62.

A 62, Staff Data Request 275 and conpany SEC
forns 10-Q and 10-K for 9-30-00 and 12-31-00 and
3-31-01.

Q Wiy don't you pause and | et everybody catch
up or see if we need to let themcatch up

MR, CEDARBAUM  Your Honor, should she repeat
that for everyone?

JUDGE MOSS: | think so

THE WTNESS: Ckay.

BY MR CEDARBAUM

Q Why don't you go ahead and just repeat slowy
what replaces the line 2, extrene right colum.

A PSE responses to Public Counsel 62, Staff
275, and conpany SEC fornms 10-Q and 10-K for 9-30-00,
12-31-00, and 03-31-01

JUDGE MOSS: Okay, | think everybody got

t hat .

Q And then | believe you have one nore change
to make, can you pl ease do that.

A That's correct, to line 12 of that exhibit in



the last colum, add the followi ng clarification before
the word 2-Q 2001 beginning with --

CHAl RWMOVAN SHOMLTER:  Just a second, |'m
[ ost, what |ine?

A Li ne 12, which reads, historical maxi mum cash
working capital shift. If you go to the end of that
line to the last colum, add the follow ng
clarification.

CHAl RWOVAN SHOMLTER:  Is this after the word
paynents or after the word --

A It should start at the beginning, because |I'm
giving the source for it.

JUDGE MOSS: It's actually at line 11 1/2.
CHAl RWOVAN SHOMLTER Is it after the

word --
JUDGE MACE: It's before 2-Q
MR CEDARBAUM Insert before second quarter
2001.
A From st at ement of cash flows account.
JUDGE MOSS: Slowly, please
A Changes in certain current assets and

liabilities. And | will repeat that as from statenent
of cash flows account changes in certain current assets
and liabilities.

BY MR CEDARBAUM
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Q And when you refer to changes in certain
current assets and liabilities, is that a specific term
that's used on the cash fl ow statenent?

A Yes, it is.

Q So would it be best to put that phrase in
guot es?

A Yes, it woul d be.

COW SSI ONER HEMSTAD:  So the quotes are
around whi ch phrase?

THE WTNESS: Changes in certain current
assets and liabilities.

MR CEDARBAUM  Your Honor, has everyone got
t hat ?

JUDGE MOSS: (Noddi ng.)

MR, CEDARBAUM  Thank you

JUDGE MOSS: Did the parties all get that?

Ckay, I"'mjust going to interject here that
to the extent we have changes |like this going forward,
if they can be tendered in the formof a revised
exhibit. | recognize the exigencies of time nake that
difficult, and I don't nmean to inply any criticism but
it is difficult and time consunming to do this sort of
thing on the stand, so please, parties, be attentive to
this in the future.

Al right, go ahead, M. Cedarbaum
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BY MR CEDARBAUM

Q Wth those changes then, Ms. Steel, is your
Exhi bit 414C now true and correct to the best of your
know edge and belief?

A Yes.

MR, CEDARBAUM  Your Honor, at this tine |
woul d of fer Exhibit 401C and the rel ated Exhibits 402
t hrough 415C.

JUDGE MOSS: Al right, I"mjust going to
note two things. One, that there does not appear to be
any objection, and two, | msmarked 401. It should be
401TC to designate that it is pre-filed testinony, so
pl ease note that on your exhibit |ist.

And hearing no objections, those exhibits
will be admitted as narked.

MR CEDARBAUM The witness is available for
Cross-exam nati on.

JUDGE MOSS:  And we have indicated an order
for cross-exam nation that would have Puget go first.

MR, QUEHRN:. Thank you, Your Honor. As a
prelimnary matter before we begin cross-exani nation,
would it be appropriate to now address the question of
stipulations to exhibits for cross-exam nation?

JUDGE MOSS:  Sure.

MR QUEHRN. In that regard then, | would



like to refer to cross-exam nation Exhibits Nunbers 416
t hrough 424C inclusive, and it's my understandi ng that
Staff has or will stipulate to the admi ssion of these
exhibits, and therefore | would like to offer theminto
evi dence.

JUDGE MOSS:  (Okay, hearing no objection, we
will go ahead and admit the stipulation, the
cross-exam nation exhibits as previously marked 416
t hrough 424C.

MR QUEHRN: And then, Your Honor, still as a
prelimnary matter, there is one additional
cross-exam nation exhibit that | would like to refer to
at this point. It's a-- this was pre-distributed
before the hearing this norning. It's WITC Staff Data
Request Nunmber 321, and it becane avail abl e on Friday,
the day after the pre-hearing conference.

JUDGE MOSS: (Okay, so that is Staff's
response or |'msorry?

MR QUEHRN: It's Staff's request.

JUDGE MOSS: (kay, so it's your response?

MR QUEHRN: Qur response.

JUDGE MOSS:  (Okay, PSE response to Staff Data
Request WUTC 321 will be nmarked for identification as
Nurmber 425.

MR QUEHRN. And | believe it's in the back



of the packet that has been provided to the Bench

JUDGE MOSS: Ch, there's a packet that's been
provided, I'msorry, | didn't realize -- what have | got
here? You have given ne several exhibits?

MR QUEHRN. | think the other exhibits that
have been provided are for when we get to those
W t nesses, Your Honor. W just have packaged them al
t oget her and then separated them by witness in the
package, so it is the very |last paper, last docunment in
t hat package.

JUDGE MOXSS: Al right, now |I'mclear.

CHAl RWMOVAN SHOMLTER:  The | ast paper is
going to be 425?

JUDGE MOSS:  Yeah, it's labeled at the top

WJUTC Staff Data Request Number 321-1. It's a two page
exhibit. It's marked for identification as Nunber 425.

Was that one al so stipul ated?

MR QUEHRN. | think we -- | would like to
nove for its admission, | don't believe it fairly falls
within the four corners of the stipulation we discussed,
however. | would like to give M. Cedarbaum an

opportunity to respond.

JUDGE MOSS: Any objection, M. Cedarbaunf?
You seemto be the primary nover here.

MR, CEDARBAUM  Your Honor, | guess | would
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just like to maybe reserve this one.

JUDGE MOXSS: Al right, we'll take it up when
it's offered at the end.

MR QUEHRN. And finally, Your Honor, one
other, this is just direction I'mrequesting. Under the
normal process of the conpany's case going forward, at
this point, issues with respect to the adm ssibility of
our w tnesses' testinonies and exhibits woul d have been
addressed by now, and Ms. Steel's testinony that we wll
be cross exam ni ng nmakes reference to sone of the
things, for exanple, that M. Donald Gai nes has
testified to in his exhibits, and it's -- tone it feels
awkward | guess then to be asking questions about those
docunents that are as not yet in the record. So wth
respect to M. Donald E. Gaines's testinony and
exhibits, I would like to ask if we can have them
admtted at this point for the Iimted purposes of
Cross- exam nati on.

JUDGE MOSS:  Any objection to that idea?

MR, CEDARBAUM For those purposes, | don't
have an obj ecti on.

JUDGE MOSS: | think that given the nature of
things, | would prefer to admt the exhibits with the
witness on the stand. But we all understand that this
mat eri al has been pre-filed and is available to us and



can appropriately be referred to for purposes of
cross-exam nation. But squeezing toothpaste back into
tubes is difficult, and | don't want to adnmt these
until the witness is on the stand. There nmay be sone
objection to their general adm ssion as opposed to their
adm ssion for a limted purpose, and so if that cones up
at that time, | can deal with the whol e package at once
and that's the way | think | would prefer to proceed.
Anot her novel issue in our proceeding.

So let's go, you can freely refer to the
pre-filed material as to which Ms. Steel's testinony is
responsi ve.

MR QUEHRN.  Thank you, Your Honor

JUDGE MOSS: By identification exhibit
nunber .

CROSS- EXAMI NATI ON

BY MR QUEHRN
Q Wth the prelimnary matters out of the way,

good norning, Ms. Steel. | would like to begin this
nmorning by referring you to Exhibit 414C, page 1 of 7,
which | believe is the sane exhibit that we have just
nmade sone corrections to.

JUDGE MOSS: So we're looking at 414C; is
that right, M. Quehrn?



MR QUEHRN:  Yes.
JUDGE MOSS:  Thank you.
MR QUEHRN: Yes, Your Honor.

And, Your Honor, again, I'msorry, there is
one nore prelimnary matter. | would note that this
exhibit is marked confidential. | believe this is one
of the exanples of where Staff out of an abundance of
caution marked the entire exhibit confidential. Wth
respect to the questions that | intend to ask Ms. Steel
this norning concerning this exhibit, I do not believe

that we have any need to assert confidentiality over the
material that's shown here.

JUDGE MOSS:  Ckay, so is there nothing
confidential on this page, can we just delete the C?

MR QUEHRN: Correct.

JUDGE MOXSS: Al right, fine, confidentiality
problemis renoved with respect to 414. Thank you,
appreci ate that.

MR CEDARBAUM  Just a point of
clarification, just with respect to page 1, which |
think is what you referenced, or to the entire exhibit?

MR QUEHRN: |'monly nmaking the
confidentiality waiver with respect to page 1, yes,
correct.

JUDGE MOXSS: Al right, well, with that, it



will retain its C designation. Al right, fine, go
ahead.

MR, CEDARBAUM  Your Honor, |'mgetting off
to a late start here, but just again for clarification,
| have advi sed the witness about the difficulty of
working with confidential information and told her that
she shoul d nake every attenpt she can to avoid
testifying to confidential information, but that if she
feels restrained in giving an answer, she should say so,
and we woul d consider a closed session. So even though
M. Quehrn is asking questions about page 1 of Exhibit
414C, which apparently now does not have confidenti al
information, it may be that confidential information
conmes into play.

JUDGE MOSS: Al right.

MR CEDARBAUM And | -- the witness is going
to treat it -- that other information as confidenti al
unl ess she is told otherw se.

JUDGE MSS: Al right, well, if the wi tness

raises a concern, then we will take it up at the tine.
MR QUEHRN. Thank you.
BY MR QUEHRN
Q Once again, good norning, Ms. Steel. Turning
now to Exhibit 414C, page 1 of 7, this is your
calculation of Staff nodifications of conpany
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proj ections and reconmended surcharge; is that correct?

A That's correct, these are ny corrections to
t he conpany's projections.
Now referring to line 1 of this exhibit, line

1 |dent|f|es the conpany's short-termdebt in the anDunt
of $486, 000,568 for January through Cctober; is that
correct?

A That's correct, line 1 refers to the figure
of $486 MIIion
Q And continuing to look at line 1, there is a

reference to the far right of that nunber referring to
Publ i ¢ Counsel 62, page 22, for short-termdebt. Do you
understand that to be a reference to M. Hawl ey's

wor kpaper s?

A Wul d you pl ease repeat the question, because
my exhibit shows a reference to page 7, columm 2.
Q Line 1, inmmediately to the right of the 486

nmy copy shows response to Public Counsel 62, page 22.
JUDGE MOSS:  That's what m ne shows too.
CHAIl RWOVAN SHOMALTER: M ne shows page 7.
MR, CEDARBAUM  Your Honor, on February 4th
we filed and served a revision to this page, which it
sounds |i ke sone peopl e have and sone people don't.
MR QUEHRN:. Your Honor, | stand corrected,
the revision in the revised -- | apologize, it is page



JUDGE MOSS: Al right, well, everybody seens
to have the revised version except nme. But as |long as
-- do you all have it? Al right, the conm ssioners
have it, so | amsatisfied we can just proceed.

And, M. Cedarbaum mnaybe you can just give
me anot her set |ater on.

MR CEDARBAUM Wy don't | hand you up ny
copy, because | can work with --

JUDGE MOSS:  You have an honorabl e nenory.
Thank you very much. O course, now all rny corrections
are going to have to be redone. Thank you very nuch.
Let's proceed, sorry, clearly we will have sonme snall
di sruptions as we go along. But | do apol ogi ze,

M. Quehrn, go ahead with your question. | think we're
cl ear now.
BY MR QUEHRN:

Q And the question is, is the reference in this
i nstance to M. Haw ey's wor kpapers?

A The reference is to the workpapers that
M. Haw ey provided in response to Public Counsel Data
Request 62.

Q Ckay. Then could we please turn to what has

been marked as Exhibit 424C, pl ease.
A (Complies.)



Q And do you recogni ze Exhibit 424C as a copy
of M. Hawl ey's workpapers?

A Yes.

Q Could we turn, please, turn now to page 7 of
that exhibit, and for reference, page 7 shows up at the
top left-hand corner the title short-termdebt, no
interimrelief. Wth respect referring back now j ust
nmomentarily to your Exhibit 414C the figure that you
had indicated for short-termdebt was $486 MIllion. |Is
that the sane $486 MIlion that we see in colum B here
on page 7 of M. Hawl ey's workpapers?

A That is the sane anount, it is on |line 14,
col um B.
Q Ckay. Then continuing on page 7, if you nove

over to the second columm, which is colum C, is there
not an adjustnment to that nunber, to the $486 MI1ion?

A Yes, the conpany makes an adjustnent of $31
MIlion for the nonth of Novenber. However, later on in
ny exhibit, | do a correction to Decenber, because

have nore recent nunbers, and that's taken into account
inthe $62 MIlion adjustnent that | referenced on |line
5 of ny Exhibit 14C, page 1

Q Ckay. Specifically, however, with respect to
t he anmount of short-term debt as of the end of Novenber,
is it your testinony that the anount should be the --
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I"'msorry, let me strike the question

Wth respect to the $31 MIIlion adjustnent,
do you understand that as an adjustnment of the
projection to actuals for the nonth of Novenber?

A Are you referring to |ine 147
Q I"'mreferring to line 14, yes, | am
A Yes, that is the conpany's adjustnment of its

values to true themup to Novenber. Again, Staff had
nore recent information and trued up to Decenber

Q Ckay. If you were to adjust -- okay, does
the -- referring then back to the $486 MIlion on line
1, that nunber then does not include a true up for
Novenber, that is the projection, correct?

A That $486 MIlion is the conpany's projection
for Cctober, fromits Cctober projection for the period
Cct ober 2002.

Q And then without getting into any adjustnents
that you might nmake later, would you agree that if that
nunmber were trued up to Novenmber actuals, that rather
than $486 MIlion, it should be $518 MIlion as
reflected in colum D on line 14 of page 7 of
M. Hawl ey's wor kpapers?

A No, | think the true up is inconplete, and
have not had the opportunity to review all of the
nunbers that are included in the Novenber true up that



the conpany used. But the -- because | didn't have the
Novenber 30th, 2001, bal ance sheet to conpare it to.

But | don't believe that that adjustment even for
Novenber is conpl ete.

Turning then to line 2, on line 2 going back
to Exhibit 414C, and this is the |line where you nmade
some revi sions before you began your testinony, and just
to reviewthat, the line 2 now reads, |ess portions of
reassi gned debt/equity, and is the nunber then still $25
MI1lion in the colum?

A Yes, the dollar amount in the colum January
t hrough Qctober 2002 is still $25 M1lion

Q Now you referenced, Ms. Steel, severa
sources for that $25 MIlion nunber. |Is it no |onger
representative of long-termdebt? | haven't had the
opportunity to go back and | ook at each one of those
data requests.

A The nunber is representative of the long-term
debt and as well the equity that Puget Sound Energy --
it's nore reflective -- it's just a portion of the

adj ustnent that should be nmade, but it is reflective of
debt and equity adjustnents that need to be nmade to
Puget Sound Energy's bal ance sheets, and they are in
relation to the debt and equity that -- | should correct
that to say the equity that was transferred out of Puget
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Sound Energy in order for the conpany to form I nfrastrux
as an entity held by the parent, Puget Energy.

Q But the nunber stays $25 M I1lion?

A Yes.

) Ckay. | would now like to refer to page 2 of
Exhibit 414, if | could, please. On page 2 of Exhibit
414, there are sone colum of nunbers under the col um
year 2000, and | believe there are sone handwitten
notes to the right of that colum. |Is that -- are those
your handwritten notes?

A Al'l of the handwitten notes on the page are
m ne.

Q And next to the handwitten note Decenber 10,
2002, there is a nunber of $25 MIlion; is that correct?
A Yes, there is a nunber $25 MIIlion on that
page, however, that's not an el ective redenpti on nunber.
That happens to be a $25 Mllion, and it's not the sane

$25 MIlion that's referenced on page 1 of ny exhibit.

Q Ckay. Nor is it the basis of the $25 MIlion
that we are now referring to as your exhibit has been
corrected; is that the case?

A That's correct. If you goto -- | can tell
you the original source of that nunber.
Q Excuse ne, Ms. Steel, which nunber?

A The $25 M1 1ion which was included in the
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page 1 of ny exhibit at line 2.

Q Thank you

A The source woul d be on page 4 of ny Exhibit
14C. At the bottomof that exhibit, there are two
handwitten Iines, and there was a line called elective
redenptions, which is the first |ine.

Q Correct.

A And that line has a $30 MIlion nunber at the
end in Decenber 2002. And the original source for ny
$25 M1lion adjustnment was | could not tell fromthe
i nformati on the conpany had provided at that tine
whet her the conpany had i ncl uded sone of that adjustnent
inits projections or if instead the -- sone of the
equity that | expected to be in Puget Sound Energy --
nore was mssing than | had expected due to the
Infrastrux transfer, and I was able to clarify that with
t he conpany subsequently.

Q Ckay. Then could | please have you naybe
just turn then to the next page of your exhibit, which
is page 5 of LAS-14C or Exhibit 414, and | would like to
refer to about two thirds of the way down the page there
are entries for long-termdebt and then a few nore rows
down short-termdebt. And I'mlooking first of all to
the entry for short-termdebt, which is colum 2, columm
2 corresponding to year end nunber for 2002. Do you see



00261

where |'mreferring to?
A | see the reference to short-termdebt, and
think it has a check next to it on ny exhibit.
) Ckay, it does. And then the nunber for year
end for 2002, is that nunber $486, 000, 5687
MR CEDARBAUM  You said for year end.

Q I"'msorry, for Cctober 2002, thank you
second col um.
A For the second columm | see a short-term debt

$486, 568, 000, and | al so see repaynents of |long-term
debt is included in the long-termdebt |ine.

Correct. Now, M. Steel, if we then refer
back to the first page of 414, we are backing out of
that short-term debt number, the $486, 000, 568, $25
Ml1lion. Can you see where |I'm-- that's your line 2.

A Yes, | see line 2 has $25 MIlion on it.

Q Can you explain to me then how t he adj ust nent
we are now nmaking to that nunber is reflected or
included in the $486 MIlion that you have indicated is
the short-termdebt anount? In other words, | want to
make sure we're not backi ng out sonething that wasn't
included in the first instance.

A | don't believe we are. That $25 MIlion is
the return of equity and/or the renoval of debt
associated with PSE's long-term-- with PSE s



non-regul ated operations. And | could reference you to
some of the exhibits that the conpany has provided in
its responses to Staff data requests to clarify that if
you like.

Q It would be helpful if it clarifies how that
is included in the short-termdebt anmount for PSE in
that particular colum, yes, please

A Ckay. The first point of reference that |
used is the conmpany's March 31st, 2001, SEC form 10-Q
page 11. That bal ance sheet shows that the conpany has
additional paid in capital of $470.179 MIlion at
Decenber 31st, 2,000, and that reduces to $382.584
MI1lion at March 31st, 2001. So that's a drop of
$87.595 MIlion of paid in capital from Puget Sound
Energy. M understanding is that that anmount was
primarily for the formation of Infrastrux.

MR, CEDARBAUM  Your Honor, I'msorry to
interrupt the witness, but | have copies of the
docunents that Ms. Steel is referencing, and |I could
circulate themas exhibits. | guess |I'mnot sure what
they would be called, but I can --

JUDGE MOSS: Wl l, | think the Bench at | east
would find it useful to have the material to which she
refers to followalong. It's not otherwise in the
record?



MR CEDARBAUM No, it's not. |If you want to
take a break for two minutes, | can circulate this.

JUDGE MOSS:  Yeah, go ahead and circul ate
that so everybody has that. Thank you, M. Cedar baum

(Di scussion off the record.)

JUDGE MOSS: W have narked for
identification Exhibit 426 and Exhibit 427C, which are
docunments the witness was referring to, sone fairly
detai |l ed nunbers.

And, Ms. Steel, if you could just start over
wi th your explanation referring to those exhibits, that
woul d be hel pful to us.

A When | | ooked at the workpapers of the
conpany, there were several adjustnents that needed to
be made. It was hard to know fromthose exhibits al one

what the conpany had done with regard to its debt, and
one reason for that is that the conpany included

el ective redenptions in its debt repaynent schedul e, and
| could not understand the basis for including those

el ective redenptions, and I wasn't sure of the tota
dol I ar anmount that was incl uded.

And anot her reason why it's difficult to
understand the conpany's equity and debt situation is
that it's returned a significant anmount of capital to
its parent, Puget Energy, upon the formation of the



hol di ng conpany, and that was to effectuate the transfer
of Infrastrux, which was held by Puget Sound Energy, the
utility, to the parent. And you can see the transfer in
t he amount of dollars on ny Exhibit 426 on the |ine

whi ch reads, additional paid in capital. That line is
six lines down on the page.

In the colum for March 31st, 2001, you see
that the additional paid in capital for Puget Sound
Energy is only $382.584 MIlion, which is a reduction
fromthe additional paid in capital for the conpany at
Decenber 31st, 2000, of $470.179 MIlion. That
i ndi cates that the conpany is now m ssing $87.595
Mllion for the formation of Infrastrux as an entity
owned by Puget Energy instead of Puget Sound Energy.

BY MR QUEHRN

Q Ms. Steel, with respect to what is now narked
as Exhibit 426, | see the reference to the | think your
handwitten note says missing $87 MIlion, and |'m
havi ng difficulty understandi ng how t hat nunber
translates to $25 MIlion and also why it's reflected in
short-termdebt. Perhaps those are two separate
guesti ons.

A Ckay. On the first one, how we got $25
MIllion fromthat is that is the portion that Staff --
portion of equity for which we believe the utility,



Puget Sound Energy, should be conmpensated for the | oss
of its subsidiary. Puget Sound Energy, as we have
testified in other places and is available in ny direct
testinmony and in Exhibit 7, is highly | everaged, and
Puget Sound Energy transferred out Infrastrux as if it
were nearly 100% equity capitalized. That equity
investrment in Infrastrux came from Puget Sound Energy
over a short period, and it's hard to understand or
think that it wuld be fair to transfer out the
subsidiary as if it were 100% equity capitalized on
March 31st, January 1st, 2001, when the transfer
occurred.

On page 2 or it would be Exhibit 427, which
shows the conparative bal ance sheet, which is a pro
forma of it for Infrastrux, in colum 2 of that exhibit,
if you go to the bottomwhere it shows liabilities and
shar ehol ders' equity, for the resolving credit facility
it shows $2.3 MIlion of debt. And further down in
long-termdebt, it shows $1.2 MIlion of debt at
12-31-2000. So when Puget Sound Energy transferred out
its subsidiary Infrastrux, it transferred out all of its
equity, but it did not transfer out any debt. This is a
return of part of that in order to conpensate the
utility for its loss.

Q And when did that transfer of equity occur



that you're -- fromthe parent to the subsidiary?

A | believe that transfer took place on January
1st, 2001.

Q And are you aware of any subsequent transfers

of equity fromthe parent to Infrastrux subsequent to
that tine?

A I"mnot aware of it, but Staff's
i nvestigation on that issue continues in separate
docket s.

Q But you have no evidence to suggest that
t here has been any subsequent transfer of equity at this
poi nt ?

A | do not have evidence that indicates there
have been subsequent transfers of equity to Infrastrux.
However, | am concerned about subsequent transfers of
possi bly regul ated assets to non-regul ated ventures, for
exanpl e, the transfer of trucks to the non-regul ated
entities Pilchuck and Quanta, which do sinmilar sorts of
work that |nfrastrux does.

Q But do you have any evi dence before you that
woul d suggest that that was -- that resulted fromthe
transfer of equity fromthe parent to subsidiary at this
poi nt ?

A | have not reached a concl usion that that
resulted in the transfer of equity from Puget Sound



Energy to the parent, Puget Energy, at this tine.

Q Ckay. And then just so | fully understand
nmoving the $25 M Ilion, or pardon, the $87 MIlion that
you reference here on your Exhibit 426, the $25 MI1lion
adjustnent is just a Staff determ nation of sone
appropriate anount of that that happens to be $25
MIllion as far as your line 2 adjustnent is concerned on
page 1 of 414?

A That's correct, that is what we consider to
be an appropriate adjustment for this proceeding to take
into account. And | would note that the $25 MIIlion
adj ustment and the $50 MIlion adjustnents that | have
made to the conpany's debt and equity are |l ess than the
conpany's own adjustrment of $80 MIlion that it
references in its rebuttal testinony for including
el ective redenptions in its debt schedul e.

Q Ckay. Maybe just one final question about
this nunber, and thank you for wal king nme through these
exhibits, | now understand at | east where the $25

MIllion is coming from |Is it your testinony that the
$25 MI1lion adjustnent that you were nmaki ng was incl uded
inthe $486 MIlion that you showed as short-term debt;
was it in short-term debt before you backed it out?

A Wul d you pl ease repeat the question?

Q Was the $25 MIlion that you are backing out



here in line 2 included in the $486 MIllion in
short-term debt ?

A Yes, | think that the $486 MI1ion nunber
t hat Puget provi des depends on its loss of equity and no
| oss of debt that took place with its transfer of
Infrastrux to the subsidiary or to the parent.

Q Ckay, maybe I'mnot clear, let nme try again.
| understand that you think it's an appropriate
adjustnent. M/ question is just nore basic. In termns

of how the nunber $486 MI1lion was cal cul ated for
short-termdebt, did that calculation include the $25
M1lion that you are now backi ng out?

A In fact, | think the 486 includes nore than
just the 25 that | am backing out, because the conpany's
current debt situation as reflected in its projections
depends on these transfers taking place in which it's
lost $87 MIlion of its equity without conpensation

Then if, in fact, we go back to your page 5
of Exhibit 414 and | ook at the short-term debt nunber,
the $486 MIlion seens to be the very same nunber that
you pull up to line 2. That didn't include the
long-termdebt in that instance. |'msorry, do you --

A I"'mnot at the correct page reference.

Q Page 5, 414.

A Ckay.



Q Just to clarify, you believe, it's your
testinony that that nunmber, that $486 MIlion that is
shown there, includes the $25 MIlion that you are now
adjusting for?

' Again, the $486 Ml lion, $486 MIlion of debt
shown in short-termdebt is a direct outcone of all of
t he changes that have happened to the conpany's debt and
equity over the past year, including the transfer of
Infrastrux to Puget Energy w thout conpensation. And
that dollar anmount is nmuch nore than $25 MIlion, it is
$87 M11ion.

Q Are you able to on the basis of the
i nformation you have actually point to dollars, show ne
where the anmount of short-term debt was increased by
t hat anount ?

A No, I"'mnot able to do that, because | don't
have a copy of the conpany's financial nodeling
software, so | amnot able to evaluate the conpany's
financial nodel. As well, it is a custom package, so |
can't look at an independent assessnent of it to
determ ne how the inputs that the conpany used to that
nodel created the outputs that it used. But | can
reason through and understand the inputs that the
conpany is -- on which the conpany bases its projections
and understand and draw the conclusion that the $486



M1lion of short-termdebt that the conpany projects for
Cctober 2002 is in part a consequence of the debt and
equity choices it nmade in 2001.

) Ms. Steel, let's return to page 1 of Exhibit
414, and | would like to refer you nowto line 5,
pl ease.

MR, CEDARBAUM  Your Honor, before we |eave,
it looks like we're leaving that area, | don't know who
you would like to offer 426 and 427C.

JUDGE MOSS: |Is there any objection to the
adm ssion of the exhibits narked 426 and 427C?

Hearing none, they will be adnmtted as

mar ked.

MR QUEHRN. Excuse ne, Your Honor, can |
reserve ny objection on that. | just received these as
the witness was testifying. It appears that --

JUDGE MOSS: Al right, it's pretty clear to
me this witness is going to take us up to the |unch
hour, so parties who need to study exhibits can do so.

I will withdraw ny ruling. You have to nove quickly in
here if you're going to object.

MR QUEHRN.  Thank you, Your Honor.

BY MR QUEHRN
Q Ckay, Ms. Steel, returning nowto page 1 of
Exhibit 414, and | want to refer you nowto |line 5.



Line 5 shows a $62 MIlion adjustnent that is referred

to as excess working capital. |Is that correct?

A Yes, that's correct, line 5 shows an
adj ustnent to working capital.

Q Ckay. | would then Iike to refer you over a
coupl e of pages to page 6 of Exhibit 414, and there is
there again, | believe, some handwitten notes.

A Yes, those are ny handwitten notes.

Q Ckay. And in the first colum, you bracketed

the $82 MIlion in the first colum, and then if |
foll ow your notes, that $62.6 MI1lion over projections
is essentially this is the origin of the entry on line 5
of your page 1 of your exhibit; is that correct?

A Well, the 62 doesn't flow directly fromthe
82. 62 is calculated fromworking capital, which is
defined as current assets minus current liabilities.

Q Let ne be nore clear. The $62.6 MIlion that
you show in your handwitten notes in the nargin on page
6, is that supposed to reflect the $62.2 MIlion that
you show on line 5 of page 17

A Yes, the source of line 5, page 1, is the $62
M11lion adjustment detail shown on page 6.

Q Ckay. Then if you go back to page 6, which
isn't -- title at the top is Puget Sound Energy, |nc.
bal ance sheet, do you understand this to be a



consol i dat ed bal ance sheet, by that meani ng including
results of subsidiaries as well as Puget Sound Energy?

A Wul d you pl ease repeat the question
i ncluding a reference page?

) I"msorry, back to page 6 of Exhibit 414, the
bal ance sheet, and the question is, do you understand
this to be a consolidated bal ance sheet?

A Yes, the bal ance sheet provi ded by Puget
Sound Energy is a consolidated bal ance sheet. The note
at the bottom says that subsidiary results are
consol i dated at quarter end only.

Q So with respect to the $82 MIlion that's
shown in the colum and is the origin of the 62, do you
know how much of that noney, how nmany of those dollars
reflect subsidiary dollars as opposed to regul ated
entity dollars?

A Al'l of those dollars | believe in cash shoul d
be consi dered, should be considered the regul ated
entity's dollars. The conpany has claimed in its
projections that the cash it shows for the regul at ed
entity is the only cash that should be attributed to

that entity.
Q So if -
A But --

Q I"msorry, go ahead



A But | think that's sinply not fair to cal
all the cash the non-regulated entity's and all the debt
is the regulated entity's.

Q But if the cash actually belonged to the
subsidiary, wouldn't it be appropriate to nake an
al |l ocation between the dollars that belong to the
subsi diary as opposed to the dollars that belong to the
utility, if the cash actually belonged to the
subsi di ary?

A Wel |, Puget Sound Energy is the consolidated
entity, is the entity on which you report your financia
results, and | think that it may not be appropriate to
do that. And in addition, | think it's a factual issue
to be determ ned about whose cash belongs -- that all of
this cash really belongs to the non-regul ated entity
rather than to the regulated entity when the regul ated
entity is providing the debt that's used to serve the
entire subsidiary.

Q Ckay. Wth respect to that factual issue
then, could | refer you to and | believe we have just
marked this as Exhibit 425, and it was the WJTC St af f
Dat a request Nunber 321 that was distributed, and
don't know if you have a copy of that or not.

JUDGE MOSS:  There you go, Ms. Steel
THE WTNESS: Thank you



BY MR QUEHRN:

Q Are you famliar with this data request and
response?

A Yes, | amfamliar with this data request and
response.

Q In the response to the question A which

starts at the bottom of the page, there is a discussion
of the allocation of those dollars we were just talking
about between the subsidiary and Puget Sound Energy. Do

you see that response? | see you're still | ooking.

A | see that response. |'mactually | ooking
for a different exhibit in response to it.

Q Wuld you like me to wait?

A That woul d be very nuch so appreci at ed.

JUDGE MOSS:  Are you ready, Ms. Steel ?
THE WTNESS: Yes, |'mready.
BY MR QUEHRN:

Q Very specific question now with respect to
the response. Wen you read the response, it indicates
that of that $82 MIlion we were | ooking at before,
there is a $60 MIlion allocation and a $17 MI1ion
al l ocation to subsidiaries Puget Wstern and Connext,
correct?

A | see the conpany's response; | don't agree
wi th the conpany's response.



Q Actual ly, that wasn't the question.

If you then turn the page and continue on and
| ook at how once you nmake that adjustnent, which |
understand you don't agree with, there is another nunber
there that indicates how far off, if you will, the
proj ection of the conpany's cash flow or what the
appropriate adjustnment would be to the projection of the
conpany's cash flowif you, in fact, allocate those
dollars out to the subsidiary. Do you see that?

A Which lines are you referring to on page 2?

Q Top of the second page, the | ast sentence
that starts when adjusted for.

A kay, | see the itemthat you have

ref er enced.

Q Ckay. Wuld you agree that if the dollars
that belong to the subsidiary are the $60 MIlion and
the $17 MIlion reflected below, if you were to nmke
that assunption, that the appropriate adjustnment woul d

then be $1.7 mllion to, if you will, true this back up
to the forecast?

A Well, if those were the only adjustnents to
wor ki ng capital.

Q And that was the question.

A Then | woul d agree that the math woul d be as

the conpany has stated. But | don't agree that that is



the way that the adjustnment should be cal cul ated, and
don't agree about the allocation of cash to the
non-regul ated entities.

) Ckay. Let's return, if we could, please, to
page 1 of 414C, and now | need to adjust ny papers for a
m nut e.

Ckay, | would like to have you take a | ook at
line 11 of page 1, which is Staff projected Iine of
credit excess or deficit. And as the exhibit states
there, you have a nunber of $83 MIlion excess; is that
correct?

A That's correct.

Q Ckay. Wuld you agree that if sonme of the
ot her adjustnents that we have di scussed that you do not
agree with, and just to revisit thembriefly, the $518
MIlion as opposed to the $486 MIlion on line 1, which
essentially trues that nunber up to actuals as of the
end of Novenber, which you don't agree with, if we
di sregard the $25 MIlion, | believe it's now an equity
adj ust nent as opposed to |ong-termdebt after you have
corrected your exhibit, so the 486 would be a 518, the
$25 MI11lion would becone 0, and then if we go down to
line 5, understanding again that you believe that the
subsidiary dollars should be included here, if we back
them out, that nunber let's just say in round nunbers
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would be $2 MIlion instead of $62 M1lion
JUDGE MOSS: |s there a question, M. Qehrn?

Q Wul d you agree that that would be the
appropriate adjustnment then for that if you didn't
assune that you would include subsidiary dollars? It's
really the question you have answered al ready, that that
nunber would be 1.7 rather than $62 M1 lion disregardi ng
subsi diary doll ars.

A Vll, | can't be sure that the nunbers that
you provided in response to 321-1, nowthat | read it
nore carefully, are actually the nunbers at 12-31-01
and the conpany has not provided its conpl ete annua
report for that period, so | can not evaluate that. But
if those nunbers that you provided in response to 321-1
are at 12-31-01 rather than Novenber 30th, then | think
it would be conparing the sane thing

Q So woul d you accept that as subject to check
t hen?

A Wul d you please clarify what it islI'mto
accept ?

Q That that nunber would be $1.7 MIlion as
opposed to $62 MIIlion?
JUDGE MOSS: He's referring to line 5 on page
1 of Exhibit 414C
A If you accept the conpany's adjustnent, which
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| do not, then that would be the place where it shows up
on ny exhibit.

Q Ckay. Wth those adjustnments, would you
accept then that line 11, which you now show as an
excess, would be a deficit? W have essentially nmade an
adj ustnent to that nunber of $116 MIIlion

A Yes, | would accept that that's what the
adj ustnent woul d be, without accepting the adjustments.
Q Ckay. Then if we continue on to line 14,

which is at the very bottom of the page here, you have
shown in ternms of your reconmended surcharge a nunber
that's $42 MIlion; is that correct?

A Yes, that's the recommended relief on |ine
14.

Q And was that nunber grossed up for taxes,
adjusted for taxes?

A No, just -- ny nunber does not gross up for

taxes just like the conpany did not gross up its own
request for coverage of an expense for federal incone
t axes.

Q This would be a revenue item not an expense
correct?

A No, that's not correct. Staff has proposed
relief to cover the conpany's -- the possibility that

conti ngenci es coul d occur.



Q But if --

A Not to add to the conpany's expense.

Q Excuse ne though, if we had a surcharge of
$42 MI1lion, that would be revenue, would it not?

A The purpose of the surcharge is not to
provi de revenue. The purpose of the surcharge is to
allow for the possibility of contingencies, which are
expenses, and whi ch would typically be deductible for
federal income tax purposes.

Q So it's your opinion that that revenue item
shoul d not be grossed up for taxes?
A Staff's recommended relief should not be

grossed up for taxes.

Q Ckay. Do you know what the nunber woul d be
if you grossed it up for taxes?

A No, | do not.

Q If we go back then to what | was suggesting
were revised adjustnments, and | will take you back to
line 11, we now have a negative | believe $32 MIlion in
the colum instead of the $83 MIlion; is that
consi stent with your cal cul ati ons?

A Wul d you pl ease repeat the question?

Q If we nmake the adjustnents carrying down the
$116 MI1lion we cal cul ated above, in other words
subtract 116 from 83, does that give you a result of



00280

approxi mately 32?

A Yes, the result is approxi mtely 32.

Q And you woul d agree that if it were so
adjusted that that would be a deficit, not an excess?

A Yes, that would be a deficit, not an excess,
if it were so adjusted.

Q Then to foll ow your nethodol ogy, if the

nunber were 32 as a deficit nunber, would you add the 32
to the 106 on the next |ine?

A No, | don't know that | would do that,
because the result that Staff achieved with the
adjustnents that it nmade to the conpany's projections
cane up with a reasonabl e surcharge of $42 MIlion. But
if instead we were to apply this nethodol ogy and add
$106 MIlion, $20 MIlion for contingencies, to $32
MI1lion, the result would be such an enornous anount of
noney that given the reliability of the conpany's
projections, I'mnot sure that Staff could any | onger
support using this nmethodology to support a rate relief
on that theory.

Q Let nme ask the question differently. [If you
just did the math the sane way using the negative $32
M1llion as opposed to the positive 83, would that be
additive to the 106, if you just did the math the sane
way you did previously?



A Well, | don't think that you should do the
mat h t he sanme way.

Q That's not the question

A I don't think the cal culation should be done
t hat way.

Q But if you did the math the sanme way, if you

calculated with the adjustnments the sane way you
calculated the first tine, would those two nunbers be
additive?

A Yes, they would be additive if you did the
cal cul ation the sanme way, which you should not.

Q And the total then woul d be approxi mately 140
i nstead of 42?

A Yes, it would be. Again, | would like to

caution that comng up with such a I arge nunber when the
conpany has provided projections which are low quality I
think would be difficult for Staff to make that sort of
reconmendation for relief fromthat.

Q Is it your practice to change the nethodol ogy
once you take a look at the result of the cal cul ation?

A Yes, | think you should al ways take a | ook at
the result and judge whether or not it's reasonable.

Q So it is your testinony that if the

cal cul ati on does not give you an answer that you think
is appropriate that you go back and nodify the



net hodol ogy to get there?

MR, CEDARBAUM  (nj ection, asked and
answer ed.

MR QUEHRN: Question withdrawn.

BY MR QUEHRN

Q Let's turn to sonething different, Ms. Steel.
I would like to first of all refer you to a statenment in
your testinony at page 13 and 14, | believe. And in ny
notes here, | forgot the line reference, which I wll
give to you as soon as | open it up.

JUDGE MOSS: Page 13, | will just interject
here that in the press of tinme, the Exhibit 401 that
we're referring to now was distributed on col ored paper,
which typically signals confidentiality. However, the
copy that I'mworking off of, and | hope it's the copy
that others are working off of, has highlighted
portions. It is only those highlighted portions that
are confidential, and so that should be your guide in
guestioni ng and answering and as we foll ow al ong.

MR, QUEHRN:. Thank you, Your Honor. And
again, in this portion of ny exam nation of Ms. Steel, |
do not believe we will be referring to any confidenti al
i nformation.

BY MR QUEHRN
Q The question presented to you on page 13,
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line 19, is, does the conpany have sufficient cash flow,
is that correct?

A That's correct.

Q Ckay. And | believe you have anot her exhibit
that gives us sone detail on this, which is | believe
Exhibit 407. | think you refer to it in your testinony

as LAS-7C. Perhaps we could turn to that now, please
Do you have the exhibit?

A Mm hm

Q Ckay. On Exhibit 407, you cal cul ate, |
think, what is referred to specifically here as net cash
flow to capital expense; is that correct?

A | calculate this based on the conpany's
projections, and that is the net cash fl ow nunber on
t hat page, yes.

Q So you are calculating net cash flowto
capital expense, correct? I'msorry, | didn't
under stand your answer to the question. |Is this your
calculation, or is this the conpany's cal cul ation?

A This is ny cal cul ati on based on unadj ust ed
conpany projections.

Q Ckay. And is the calculation that you
provi de here exclusive of paynment of any dividend?

A Well, there are three net cash flow ratios

and nunbers on that page. The first is net cash flowto



capital expense, the second NC up to cap expense

excl udi ng conmon dividend, and the third is net cash
flow, so |I'mnot sure now which nunber you're referring
to. Could you please point nme to the correct row?

Q Wll, let's refer back to your testinony
then, if we could, please.

A Ckay.

Q Because on the bottom of page 13 going on to

the top of page 14, in answering the question about the
sufficiency of the cash flow --
A Ckay.
-- you refer to this analysis, and again this
is line 1 on page 4, as excluding the common divi dend;
is that correct?

A Yes, that's the second nunber on ny Exhibit
7, and that is correct for that ratio.
Q In determning net cash flow, did you or did

you not on this calculation here, not sonepl ace el se
now, on this calculation, did you take into
consi derati on repaynent of debt?

A No, net cash flow typically does not take
into account repaynent of debt, and | used the standard
use of net cash flow cal culations and did not include
that in that cal culation

Q So for sufficiency of cash flow, there's no



determ nation of debt. Let's refer to Exhibit 414 for a
mnute please, and | would like to go to page 2 of that
exhibit. And we |ooked at this once before, but just to
rem nd oursel ves, on page 2, and again, | believe these
are your handwitten notes, it is the case that the
conpany has significant |ong-termdebt com ng due during
the interimperiod to the anount being $117 MIlion; is
that correct?

A The conpany has nandatory redenptions of --
excuse ne, yes, that is correct, the conpany has $117
MI1llion of mandatory current maturities of long-term
debt. As well, the conpany was recently able to get $40
M1lion of nmediumterm notes which could serve as an
of fset for refinancing of those anpunts.

Q But this amount was not taken into your
anal ysis of cash flow, correct? Yes or no.
A No. No repaynment anounts were taken into

account in ny calculation of net cash flow, which is a
standard cal cul ati on of net cash flow And in addition
inmy testinony | caution that this ratio does not take
i nto account repaynents of debt.

Q If you were to consider debts comng due in
the course of the interimperiod and the need to have
sone internal cash available for that, are you saying
that it's inappropriate to ever consider what your debts



are when you're determning the sufficiency of your cash
fl ow?

A No, I'mnot saying that it's inappropriate.
The typical calculation of net cash flowis what it is
wi t hout taking into account debt repaynments. And then
if you want to use net cash flowin order to deternine
debt repaynents, you need to take into account many
factors, including debt repaynents.

Q So under sone circunstances, it's appropriate
to consider repaynent of debts in terns of the
sufficiency of the cash flow?

A Yes, in sone circunstances, it is appropriate
to take into account repaynment of debt. However, it
woul d be hard to take -- think of a circunstance where

it would be appropriate to take into account only the
repaynent of debt wi thout the other financing inpacts on

t he conpany.
Q Ckay. Ms. Steel, at the pre-hearing
conference on Thursday, | distributed an illustrative

exhibit that takes sonme of these nunbers that we're
tal ki ng about and presents them Do you have a copy of
t hat ?

A Yes, | do.
MR QUEHRN: Does the Bench have a copy of
the illustrative exhibit?



JUDGE MOSS:  Sone of the Bench does at |east.

Go ahead, M. Quehrn.

MR QUEHRN.  Thank you.

BY MR QUEHRN

) Now, Ms. Steel, what | would like to do first
i s harken back to page 2 of 414 for a minute, and you
will notice that the second line of this portrayal of
cash flow requirenments does show debt repaynent. And |
understand that's not something you necessarily agree
with, but what | would like to do for a minute is just
confirmif you go back to page 2 of your Exhibit 414
that as | have carried those out there, in other words,
the $10 MIlion, the $60 MIlion, the $92 MIlion, the
$117 M1lion, which is curul ative, corresponds to your
handwitten notes on page 2?

A Yes, these CMLTD schedul es that you represent
in the fourth quarter of 2002 nmatches the $117 MIlion
on that page.

Q Ckay. Just a second, | need to adjust ny
papers.

Now i f you look at line 5, | have al so shown
an anount that is reflective of the amount of noney it
woul d take to pay the dividend. And that nunber, if we
want to take a look at Exhibit 424, |I'msorry, 423C,
whi ch i s your workpapers, and | think we go all the way



to the back or just about to the back, yes, it would be
page 17 of 19, line 7, and we're | ooking essentially at
the last four columms for 2002, tracking that nunber, |
have $127, 856, 000 strai ght across the board. Does that
-- is that correct?

CHAl RMOVAN SHOMALTER: M. Quehrn, where are
you | ooking on this page 17?

MR QUEHRN. |I'mlooking at Ms. Steel's
wor kpapers, which up in the upper right-hand corner
woul d say page 17 of 19.

CHAl RAOMAN SHOMALTER:  What row?

MR QUEHRN:. It would be near the bottom of

the page, line 7, it says comon dividends including
DRI P.

A Yes, | say 127 in each columm, but now that
you read the title on it, I can see that | have nade an

error in nmy workpapers, that actually that's cash comon
di vi dends, which excludes DRIP, so what | nmeant is that
it takes into account there is DRI P

BY MR QUEHRN:

Q So if we exclude the DRIP, the dividend
payment would be $127 MIlion? Do you agree with that?

A | agree that's the cash dividend paynment on
that row.

Q Ckay.



JUDGE MOSS:  Let ne nmake sure |'mclear here,
Ms. Steel. This exhibit is one of your workpapers?
THE WTNESS: Yes, this exhibit is ny
wor kpapers just taking the conpany's projections as is
wi t hout adj usting them
JUDGE MSS: Al right. And that line 7,
i nstead of saying conmmon dividends including DRIP, it
shoul d say excl udi ng DRI P?

THE WTNESS: That's correct, it excludes the

non-cash DRI P.
JUDGE MOSS: What is DRI P?
THE WTNESS: DRIP is dividend reinvestnment
plan, and that is the conpany's delivery to certain
i nvestors of stock instead of cash as their dividend.
JUDGE MOSS: Thank you.
BY MR QUEHRN
Q Now i f we refer back to the illustrative
exhibit line 7, which essentially |ooks at cash fl ow
excl udi ng paynment of any dividend, no dividend at all
but essentially adds the debt repaynents, and if you
carry the line across through the third quarter or the
interimperiod through third quarter 2002 and fourth
quarter 2002, is there sufficient cash flowto pay for
operations and to repay debt?
A No, according to the conpany's cal cul ation



there is not sufficient cash flow for the repaynment of
di vidends and debt. However, the conpany's cal cul ation
isin error, and | do have an exhibit prepared which
corrects that calculation to take into account all of
the inpacts that should be used in such an anal ysis.

Q Perhaps that's a matter you can deal with on
redirect. | would just like to stick with what we have
here right now, please.

A Ckay.

Q If you take a | ook then at cash flow and

i ncl ude repaynent of the dividend, which essentially
woul d be, or excuse ne, paynent of the dividend, which
woul d be Iine 6, does it show a greater deficiency as
far as the conpany's cash flow is concerned?

A Wul d you please clarify the question to
specify greater than what?

Q Are the deficiencies reflected in line 6
greater than the deficiencies reflected in line 7?

A Yes, they are.

Q Have you attenpted to cal cul ate those
deficiencies in actual dollars?

A Yes, | have, and | have in ny --

Q Wth different assunptions than | have here

or with the assunptions that we have here, have you
cal cul ated the shown forn®



A | have calculated a free cash flow for
di vidends on ny own using nmy own assunptions and
cal cul ati on.

Q But have you cal cul ated the deficiencies
shown here with respect to these assunptions? Just yes
or no is fine.

A No, | haven't nodified the conpany's
cal cul ati on.
Q Let's return to your testinony for a mnute,

page 16, please.

JUDGE MOSS: M. Qehrn, are you shifting to
a new area, because we're going to need to break here in
t he next couple of m nutes.

MR QUEHRN. This will be the last question
relative to this particular exhibit.

JUDGE MOSS: (Ckay, let's wap up with that
t hen.

CHAl RMOVAN SHOMLTER:  What exhi bit ?

JUDGE MOSS: Back to the testinony, pre-filed
direct or pre-filed response testinony, that's Exhibit
401.

Page what, M. Qehrn?

MR QUEHRN. | believe it's page 16.

JUDGE MOSS:  Thank you.

MR QUEHRN. And it's line 15, which has been



desi gnated as confidential, although there is no data or
nunbers in that particular statenment, and | do want to
refer to the text. So as to that statenent, again

will waive confidentiality.

BY MR QUEHRN:

Q Ms. Steel, it's page 16, line 15 for your
ref erence

A Ckay.

Q Now here we say the conpany's projection

shows sufficient cash flowinternally to cover necessary
near term expenses for ongoi ng operations; is that
correct?

A That's correct.

Q And in that context, is it correct to assune
that as we say internal cash flow to cover necessary
near term expenses that you are agai n excl udi ng debt,
repayment of debt?

A Yes, in that statenent, | do exclude debt,
because the statenment refers to operati ons needs, not
fi nanci ng needs, not investnent needs.

Q And is it also correct to assunme that in that
instance in terns of sufficient cash flow to cover
necessary near term expenses for ongoi ng operations,
that woul d assune that there is no paynent of the
di vidend from cash fl ow?



A I will need to take a |l ook at nmy exhibit to
see what | referenced in that. This will just take nme a
nmoment. Yes, that's correct, the statenent in genera
refers to the conpany not payi ng coverage of necessary
operations expenses and necessary capital expenses,
excl udi ng the common di vi dend. However, in the second
quarter, ny calcul ations show that the conpany coul d

al so cover its dividend, so I'm-- | wouldn't agree that
it -- that at no point can the conpany not cover its
di vi dend.

Q | don't believe that was the question. The

guestion was, is the statenent here that sufficient cash
flowis nade with consideration of or nade under the
understanding that there is no dollars being paid to the
dividend; is that correct? Just yes or no.

A Wl |, yes, that statenent refers for the
whol e year that there is no paynent of dividend.

Q Ckay.

A In the second quarter, it would also be true
with a dividend.

Q Well, then let's refer back to the exhibit
then, and let's just be clear for the record. If we
look at Iine -- let's look at line 6, required cash fl ow

i ncl udi ng conmon di vidends. The nunbers, woul d you
agree, going across in terns of the percentages are



100% 100.4% 45.6% 30.4% and 21.2% 1Is that the way
you read the Exhibit 2?

A Yes, | read the exhibit in the sane way. |
don't agree with the title, required cash flow
Q | understand that. And then with respect to

line 7, if you exclude the dividend, reading the
percentages across 161% 99.9% 84.3% |'msorry, 84.3%
and 81.3% is that correct?

A Yes, | read the exhibit the sanme way.

MR QUEHRN:  Your Honor, if we're |ooking for
an opportunity to take a break, ny next l|ine of
guestions deal with sonething el se, so.

JUDGE MSS: Al right, fine, then this would
be a good opportunity for our |luncheon recess, and we
will reconvene at 1:30.

(Luncheon recess taken at 12:00 p.m)

AFTERNOON SESSI ON
(1:30 p.m)

JUDGE MOSS: W will resune your
cross-exam nation of Ms. Steel, M. Qehrn.

MR QUEHRN.  Thank you, Your Honor.
BY MR QUEHRN:

Q CGood afternoon, Ms. Steel. Could we please

turn to Exhibit 413.



JUDGE MSS: Al right, give us a second
here, M. Quehrn.

MR QUEHRN:.  And specifically page 1 of
Exhi bit 413.

JUDGE MOXSS: Al right, go ahead.

MR QUEHRN.  Thank you.
BY MR QUEHRN

Q Ms. Steel, this exhibit is entitled
short-term projected cost benefit analysis for rate
payers of interimrate relief; is that correct?

A Yes, that's correct.

Q And | ooking at this exhibit, the first box
guess or the first half of the page does an assessnent
of costs of interimrate relief, and this -- the cost is
cal cul ated, essentially calculates interest costs of
incurring nore debt; is that correct?

A Essentially that is what the costs are
included in the first part, the interest costs of not
necessarily new debt but the debt that would be
affected, so it would also include interest cost on
first nortgage bonds, and that woul dn't change.

Q Does it include anything other than interest
costs?
A It al so takes into account the inpact a

rati ngs downgrade woul d have on interest costs.



Q By stating higher interest costs?
A That's correct.
Q Does the analysis of the cost of this -- |'m

sorry, let ne rephrase the question

The amount borrowed in this instance for your
anal ysis would be the $170, 000, 727; is that correct? |Is
that the principal upon which the interest costs are
det er m ned?

A Well, the -- not exactly. It is -- the $170
Mllion is the cost of interimrate relief to rate
payers, so it's not really a | oan per se, but you could
calculate the tinme value of noney on that forgone noney
to the rate payers, so

Q Let ne rephrase the question. Wat is the
princi pal anount that you use in the top half of the
page for purposes of determ ning interest cost?

A Well, there are different principals
i nvolved. The $170 MIlion is used for the value of the
conpany's request for interimrate relief. And then
there are different anounts in the line of credit. The
amount in that line is, I would have to | ook at the
formula to see what that is, but it's | assune | have
taken it fromthe conpany's projected line of credit
bal ance. And then the line 5 uses $150 MIlion as the
princi pal amount. And then line 6 uses $2.2 Billion



dol lars of existing first nortgage bonds as the
princi pal anount.

Q Ckay. If you refer then on the bottom of the
page to the net cost benefit of no interimrelief, there
is a nunber there that is $32 MIlion; is that correct?

A That's correct.

Q Ckay. In ternms of calculating the cost of
additional debt on this page, is there anywhere on this
page in this cal culation where you include in the cost
of the conpany borrow ng nore noney as opposed to
getting interimrelief the cost of repaying the
princi pal ?

A Wul d you please clarify the question to
state what principal ?
Q The princi pal anmount of the indebtedness that

the conpany would incur in lieu of getting interim
relief in the anbunt of $170 MIlion per your cost
benefit anal ysis.

A Well, | would not know whet her the conpany
woul d i ncur new debt necessarily. The conpany m ght
forgo dividends, it mght make changes to its capita
budget, it mght nmake changes to its operations and
mai nt enance budget, so it might have cost savings that
it could incur that would of fset that anount.

Q Are any of those assunptions reflected in



your cost benefit analysis where you cone up with a
specific interest cost?

A M/ cost benefit anal ysis does not make any --
doesn't make any statenent about what the conpany woul d
do to obtain the funds for that.

Q It is just interest costs that you | ook at
for purposes of the conparison; is that correct?

A It's a conparison of the interest costs that
the conpany -- that rate payers would incur, assum ng
all interest charges flowed through to them versus al
costs including interest costs. So that would be the
$170 M1lion that they woul d be out plus the interest
costs for the increased debt, increased cost of debt for
t he conpany, versus the costs that they would incur if
they did not provide the conpany with any interimrate
relief.

See, the line of credit bal ances are
different in the top and in the bottom | believe. In
the bottom | have assuned that the line of credit is
fully extended, whereas | believe in the top inline 4 I
have taken the debt bal ance, revolver bal ance, that --
actually | don't know, | can't tell. M comment is
certainly I ong enough, but it doesn't tell what the
starting balance is, so | would have to | ook that up

Q At this point, | would |like to nake reference



00299

1 to an exhibit that has been pre-nmarked Exhibit 4119 for
2 Cross-exam nati on purposes.

3 JUDGE MOSS: Was that 4197
4 MR QUEHRN: 419, yes.
5 BY MR QUEHRN
6
7
8

Q Do you have a copy of this exhibit,
Ms. Steel ?
A Yes, | do.
9 Q In this particular -- this is a data request
10 PSE to Staff, and the question was:
11 Pl ease provi de an anal ysis and docunents
12 in your possession or control that
13 Ms. Steel has prepared or reviewed
14 showi ng the inpact on rate payers of the
15 recovery of the principal associated
16 with financing the requested relief in
17 the interimcase versus the rate
18 i ncrease that the conpany has requested
19 in this interimcase.
20 In responding to that, the response was, the

21 anal ysis was provided with the testinony and exhibits
22 i ncluding Exhibit LAS-13, which | believe is the one
23 we're looking as, and its associ ated wor kpapers. Is
24 that still your response?

25 A Yes, it is, it's clarified for me what your



qguestion neans. | took that to nmean that the principa
associated with financing the requested relief is the
$170 M1lion of principal essentially that the rate
payers woul d be paying for the conpany in part one of
the exhibit. And in part two of the exhibit, they would
not be paying that principal for the conpany, rather
they woul d be paying the interest costs associated wth
that decision. And | do believe | provided all of the
wor kpapers for that with Exhibit 13, because | provided
you with the electronic version, and in the electronic
version in the colum, in row 4, in the colum with the
415 or $4.5 MIlion, there is a formula which you have

and could | ook up the dollar anount that | included in
the -- for the revol ver.
Q Well, let's just go back then to LAS-13 in

light of that data request in mnd, and | want to take
you back, and |I'msorry, that's 413, back to line 13,
net cost of nointerimrate relief, and there was a
nunber there of $32 MIlion, correct?

A That's correct.

Q And that is all interest cost; is that
correct?

A Yes, it is.

Q And that does not take into consideration the

cost of repaying principal anount borrowed; is that



correct?

A No, it does not. However, if | were to
presunme, as in this scenario you're presenting to ne,
that the conpany has to go out and finance another $171
M1lion, that woul d change that sheet by $10 MIlion, so
line 13 woul d be approximately -- approximately $43
MIllion, and Iine 14 would be reduced by the sane
anount, approxi mately $10 MIlion, so it would be $157
M11lion

Q But again, your analysis in that instance of
the cost of no interimrelief would just | ook at
interest cost, it would not | ook at repaying the
princi pal anount that woul d have been borrowed; is that
correct?

A That is correct, because --

Q Thank you

A -- the capital structure of the conpany is
the responsibility of the managenent of the conpany.

Q Thank you. | would like nowto refer back to

your testinony, which is Exhibit 401, at page 30. And
specifically | would like to refer to Iines 13 through
15. And referring to your testinony, | think that the
t ext says:

Interest rates, terns, and availability

of new debt and unconmitted debt are



affected by the credit ratings, but the

i mpact on cost is small, especially for

short-term debt.

You state that the cost and availability of
new debt are affected by credit ratings; is that
correct?

A Yes, that's correct.

Q In your opinion, should utilities seek to
mai ntai n i nvestnent grade credit ratings?

A That's a very broad question whi ch goes

beyond the scope of what's the nore narrow question
that's being discussed in this proceeding, and the
credit rating that the conpany should have naintai ned,
should maintain in the future, are issues that we wll
-- that Staff proposes to reserve for the general rate
case when we can exani ne prudence and other issues in
depth. And | think that the credit rating that a
utility should maintain is in general such a big
qgquestion that howit relates to ny testinony at that
line is sonething on which | would require somne
additional clarification.

Q | guess I'mjust asking a sinple question of
whet her or not you think that a utility should seek to
mai ntain an i nvestnment grade credit rating as an
obj ective of howit nmanages its financial affairs?



MR, CEDARBAUM  Your Honor, objection to the
formof the question. The wi tness has indicated that

the question is unclear to her. If it can be clarified,
that's fine. |If not, then we should nove on

JUDGE MSS:  Well, | think M. Quehrn is
attenpting to clarify it, M. Cedarbaum and we will see
if Ms. Steel still has difficulties with the question or
not .

Ms. Steel, can you answer the question as
posed?

A The questionis -- | think it -- ny answer to

that question is a conplex answer, and | think that it
depends on the circunstances, the credit rating that a
utility should try to maintain.

BY MR QUEHRN:

Q Does it depend upon circunstances other than
the cost of new debt?

A Yes.

Q Wuld in your viewa utility's -- let ne

rephrase that question.
Do you think that a utility's credit rating
can affect its access to say access to whol esal e
mar ket s?
A Yes, | think that a utility's credit rating
could affect its access, the terns of its access to



whol esal e markets. However, | do not think that a
utility or any entity is absolutely prohibited or barred
fromparticipating in the whol esal e markets sinply
because it is not investnment grade. There are a range
of options available to entities which are not rated

i nvestment grade. For exanple, they can post a letter
of credit. Aletter of credit for several nmllion
dollars on a short-termbasis costs in the range of
several thousand. A conpany alternatively could post
the collateral for that, and, in fact, it nay be cheaper
for the rate payers to finance only the additional costs
of posting collateral. And, in fact, | have included
that anmount in ny Exhibit 14C, page 1, | have included a
$20 MIlion allowance for contingencies such as that,
such as the requirenment that a utility post cash
collateral, obtain letters of credit, or negotiate with
suppliers for different terns.

Q If autility's credit rating were say to fal
bel ow junk status, do you, or fall to junk status, do
you think that things such as posting letters of credit
and providing other fornms of security might be difficult
for the utility to do because of its credit rating?

A VWhich rating are you referring to by junk
status, and which specific rating do you nean by junk?
Are you referring to the conpany's corporate rating, the



first nortgage bond rating, and are you referring to
junk status as an S&P rating of double B plus or bel ow?

Q Coul d you answer -- | nean why don't you make
an assunption and answer the question, if you would,
pl ease, that | asked.

A Well, it depends on the rating. Let's assune
that the conpany's corporate credit rating is rated at
S&P double B plus. Fromthat rating, one could presune
that its first nortgage bonds are likely still
i nvest ment grade.

Q VWhat if the rating were bel ow i nvest nent
grade, which | believe was ny question, would that using
the S&P rating and using the senior corporate credit
rating that you referred to, mght that affect the
utility's ability to access sone of the security
i nstrunments that you acknow edged were necessary in
order to have access to the whol esal e narkets?

MR, CEDARBAUM (nhject to that question as a
m scharacteri zation of testinony. She did not say that
those types of instrunents like letters of credit and
collateral are necessary. She said they were options.

JUDGE MOSS: Well, and I'ma little confused
by the question too, M. Quehrn. Wen you refer to
rating, | think as |I understood Ms. Steel a nonment ago,
she said, well, what rating are you tal king about, and
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you told her to nake an assunption about which rating,
and | think she chose the corporate rating.

MR QUEHRN: Correct.

JUDGE MOSS: So do you want her to now assune
that the first nortgage band rating or some other rating
is --

MR QUEHRN. No, | apol ogi ze, we can stick
with that rating, it's just that with the assunption
that she took was al so an investnent grade rating for
that particular. You did say triple B plus, correct?

THE WTNESS: No, | said double B plus.

JUDGE MCSS:  Maybe we better start again and
break it into small enough chunks that we can all follow
it. 1 got lost in there, I know | rmay be the only
one, but.

MR QUEHRN. Maybe | did too, Your Honor
BY MR QUEHRN:

Q Let's go back then too the conpany's
corporate credit rating, and let's consider both
Standard & Poor's and Mbody's, and the questionis, if a
utility's corporate credit rating were to fall to bel ow
i nvestment grade status, do you believe or is it your
opi nion that that would have an effect on that utility's
ability to secure the type of security agreenments that
you referenced that woul d be necessary or an option to



nmai ntai n access to the whol esal e market s?

MR, CEDARBAUM | guess the question, an
obj ection, you are speaking to utilities in a broad
fashi on, maybe you can defi ne what you nean

JUDGE MoSS: Wl |, M. Cedarbaum | woul d
rather if you have an evidentiary objection that you
state it. If the witness has sone problemwth the
guestion, then she can let us know, and we will get sone
clarification.

MR CEDARBAUM  The objection is for
vagueness, | don't know what -- how broad or narrow the
guestion is with respect to utilities.

JUDGE MOSS: Do you have the question in
mnd, Ms. Steel?

THE WTNESS: | do
JUDGE MOSS: Do you think you can answer it?
THE WTNESS: | think I can forman answer to
it.
JUDGE MOSS: Al right, why don't you go
ahead.
A I think if Puget Sound Energy's corporate

credit rating falls below investnment grade status on
both S&P and Moody's rating scale, which is itself a
hurdle to overcone and which | will explain later, that
t he conpany woul d have nore difficulty in obtaining



these alternate forns of financing, because the utility,
Puget Sound Energy, would have to pay nore for it. But
| don't think that the conpany woul d be precluded from
participating in the whol esal e narkets.

The reason that | think that the assunption
that both S&P and Moody's rate the conpany bel ow
i nvest ment grade would be a stretch is that S& and
Moody' s have different ratings on the conpany's debt,
and the conpany's corporate credit rating would have to
fall two notches or nore to get to the situation in
whi ch you have asked ne to envi sion.
BY MR QUEHRN

Q | would actually like to turn --

MR, CEDARBAUM  Your Honor, | don't think
she's done with her answer. |If you are, that's fine,
but if you' re not, you should continue.

THE WTNESS: |'mfinished.

MR QUEHRN. I'msorry, | thought she was

finished with her answer.
JUDGE MOSS: M. Cedarbaum direct your

commrents to ne, and I will instruct the witness, all
right. Thank you.
Thank you, Ms. Steel, | think you said you

had conpl eted your answer, so, M. Quehrn, why don't you
follow up with your next question.



MR QUEHRN.  Thank you.
BY MR QUEHRN

Q The answer that you gave was specific to PSE
and | appreciate that. | aminterested if in connection
with that answer and al so with your testinony, what
anal ysis did you undertake to determ ne the inpact of
such a downgrade on Puget's corporate credit rating on
its access to whol esal e markets?

A | provided sone analysis in response to data
requests, and in addition | have work experience with
conpani es who are not investnent grade, including
utilities, and have arranged for credit facilities to
assist themw th accessing trade credit, including
whol esal e financial markets and conmodity narkets.

Q Now you nentioned anal ysis in response to
data requests. | would now like to refer to Exhibit
417, please

JUDGE MOXSS: |'msorry, M. Quehrn, was that
417 or 4077

MR QUEHRN: 417, Your Honor
JUDGE MOSS:  Thank you.
BY MR QUEHRN:
Q Ms. Steel, this is a question that was
presented to Staff that asked to provi de anal ysis and
docunent ati on that you prepared or reviewed that



addressed the utilities, excuse ne, the ability of a
utility to purchase whol esal e markets under the WSPP
agreenment. And your response, | believe, quotes the
agreement. Was there anything here outside of the four
corners of the agreenent that you considered in
responding to this question that's not reflected in the
response?

A No, there isn't. The question is narrow
about the specific docunents that | reviewed with regard
to the WBPP agreenent.

Then if we nove on to an exhibit that has
been marked 418, which is another data request, this
request asked to:

Provide all analysis or docunents in

your possession or control that

Ms. Steel has prepared or reviewed that

addressed the ability of a utility to

trade in energy financials if the

utility is rated bel ow i nvest ment grade.

MR, CEDARBAUM  Your Honor, | guess | will
object, we stated an objection in the response that we
felt the termenergy financials was anbi guous, so
assert that objection now unless M. Quehrn can define
what was neant by that term

JUDGE MOSS:  Well, | don't think we have a



guestion yet.

MR, CEDARBAUM Well, | guess | wanted to
junmp in sooner than later since we're looking at this
docunent and reading fromit.

JUDGE MOSS:  Well, let's see what the
question is first, and then we'll see if there's an
obj ecti on.
BY MR QUEHRN
Q The question is, are you aware of any
barriers that prohibit an entity from buying and selling
financials if that entity is -- energy financials if

that entity is rated bel ow i nvestnent grade?

MR CEDARBAUM |Is the question, what is her
response?

JUDGE MOSS:  The question is whether
Ms. Steel sitting here today is aware of any barriers
that prohibits an entity from buying and selling
financials if that entity is rated bel ow i nvest nent
grade, if | got it correct.

MR, QUEHRN. That's correct.

MR, CEDARBAUM | woul d have an objection
that the termenergy financials is anbiguous.

JUDGE MOSS:  Well, let's see --

MR CEDARBAUM If it can be -- |I'msorry,
Your Honor.



JUDGE MOSS:  |If the witness doesn't
understand the term then she won't be able to answer
it.

Ms. Steel, do you understand the term energy
fi nanci al s?

THE WTNESS: | think the termis so broad
that | can not define an answer to it.

JUDGE MXSS: M. Quehrn, if you can define
the termfor the w tness, then perhaps she can respond
to you in a nore substantive way.

BY MR QUEHRN

Q Energy financials in this instance | would
suggest are the ability to -- of an entity to trade in
the energy nmarket. There were two questions here, well,
the ability of a utility to trade in the energies future
mar ket .

MR CEDARBAUM  And | would just ask the
witness if she's --

JUDGE MOSS: Wl |, do you have an objection
to the question, M. Cedarbaun? If the witness can't
understand the question, she can say so.

MR CEDARBAUM Then | will keep silent.

JUDGE MOSS:  Thank you.

A | think the clarification doesn't go far
enough. By energy futures market, do you mean buyi ng
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gasoline futures, buying --
BY MR QUEHRN:

Q Swaps and options in the gas and electricity
whol esal e mar ket s.

A Swaps and options of what, of interest rate?

Q No

JUDGE MOSS: M. Qehrn, can you identify a
specific type of transaction in the energy market that
you're talking about? | think the witness is struggling
with terns that are perhaps not terns of art that are
general |y understood. At least | have to say | don't
understand themthat way.

MR QUEHRN:  Yes, Your Honor. The prior
question, we tal ked about the WSPP agreenent, which
deals with that type of trading, and it was pointed out
that it was too narrow or it was a narrow question, and
| guess what I'mtrying to do is ask beyond transactions
of that nature.

JUDGE MOSS:  Sonebody has got an el ectronic
i nstrument going off that needs to be turned off.

You understand the struggle we're having,

M. Qehrn, is the witness is not understanding the term
energy financials as a termof art to which she can
relate. |s that correct, Ms. Steel, is that the problem
her e?



THE WTNESS: That's correct.

JUDGE MOSS: So it seens to nme that if you
can define the termin sone fashion by identifying sone
specific type of transaction or perhaps set of

transactions. |I'mjust trying to help nove us al ong.
MR QUEHRN:  Your Honor, |'mstruggling to do
that, and as | would say, | would harken back to the

WEPP agreenent as one exanple of those types of
transactions that we addressed, although there was a
suggestion in the response of the witness that that was
only a narrow set.

BY MR QUEHRN

Q And | guess what I'mtrying to ask is in a
broader context these type of energy future trading in
t he whol esal e gas and electricity markets.

A Wl |, my answer even to the nore narrow
guestion of the WSPP agreenent is that it would not be
-- the conpany -- the utility, Puget Sound Energy, would
not as a definite matter of fact be known to be
precluded fromparticipating in the purchase and sal e of
whol esal e power under the WSPP agreenent even if it is
downgraded to bel ow i nvest nent grade, because the
agreenment itself allows the parties to negotiate that
anmong thenselves. It does not require that the parties
take that into account and provides a series of options



too for the conpanies. And if you go to the broader
question of other sorts of financial contracts, then ny

answer woul d becone even nore broad, well, there would
be even nore options, too many for nme to |ist.
Q And, I"'msorry, M. Steel, | think that at

this point you' re answering a different question than |
asked. M question was, other than reading the contract
and referencing as you did specifically with respect to
the WSPP contract, did you do any other analysis to
determ ne what the inpact of a downgrade to junk status
of a utility's credit rating would do to affect its
ability to trade in these types of markets?

A Well, | didn't do any analysis on utilities
in general for the purpose of this testinony, and | did
not eval uate the options specifically available to Puget
Sound Energy. However, | do have experience with
utilities which are not investnent grade which have
access to the whol esal e power narket.

Q But there was no specific anal ysis done
out side of looking at the contract in this instance and
t hen appl yi ng your experience; is that correct?

A Are you referring to Exhibit 418 or 4177
Q Vll, I'mreferring to Exhibit 418
A For ny response to Exhibit 418, | didn't | ook

at the contract, the WBPP contract.



Q In light of the discussion that we just had
about what energy financials nmeans and as we have tal ked
about that in terms of access to the whol esal e energy
mar kets, energy el ectric hedges, swaps, things of that
nature, trading in future, there was no anal ysis done of
the inpact of a credit rating downgrade outside of the
context of your experience and your readi ng the WSPP
contract; is that correct?

A No, that is not correct. | sought
information fromthe conpany about specific exanpl es of
how it would be barred fromtrading in specific products
and the specific harmthat it would be caused, but | was
not able to elicit specific information about what woul d
happen.

Q And ot her than answering those questions, did
you do any ot her anal ysis?

A There was not hing to anal yze, so no.

Q Thank you. | would like nowto refer to page

31 of your testinony, Exhibit 401, please. Specifically
| would Iike to refer to lines 1 through 4. Here you
state that you can not predict what will happen to the
conpany's credit rating absent interimrelief; is that
correct?

A That is correct, | can not predict what will
happen to the conpany's S& and Moody's credit ratings



in the event that interimrate relief is not granted.
And in drawi ng that conclusion, | relied on statenents
such as the S&' s Decenber 2001 statenent on how it took
into account the Conmission's denial of interimrate
relief in the conpany's petition in Docket UE-011163.
And in that docunent, which | do have, S&P said that its
current ratings with the negative outl ook were taken off
credit watch and fully took into account that interim
rate relief would not be available, that no rate relief
woul d be available until the conclusion of the genera
rate case.

Q Are you aware of other | believe the terns
are rating actions and rating directs that Mody's and
S&P have provided with respect to the |ikelihood of a
downgr ade shoul d the conpany get interimrelief?

A Yes, | am | believe | have read everything
recent, that would be in the past three nonths or so,
from S&P and Mbody's related to Puget Sound Energy's
debt .

Q In addition to the Decenber docunent that
you're referring to, have you | ooked at the S&P ratings
direct of CQctober 30th, 20017?

A Yes.
Q And the Mody's rating of October 26, 2001?
A Yes. | don't have themin front of ne



Q Ckay. You can actually refer to those
docunents. They're in M. Donald Gaines' testinony,
they're DEG 4, which | believe is Exhibit 24. Maybe we
should refer to those now.

JUDGE MOSS:  And that woul d be Exhibit 24,
did | get that right, M. Quehrn, Exhibit 24?
MR QUEHRN: Yes, Your Honor.
JUDGE MOSS: Thank you.
BY MR QUEHRN:
Q Let's look if we could, please --
A Actually, | still don't have it in front of

Q Ch, I'msorry.

JUDGE MOSS: M. Cedarbaum do you have a
copy you could provide the witness, or can we get a copy
to her?

MR CEDARBAUM |'mwondering if she has a
copy of M. Gaines' testinony there. This would be an
exhibit to his direct testinony.

CHAl RWOVAN SHOMALTER:  May | interject, the
question of is the Standard & Poor's Decenber 2001, is
that -- where do | find that?

THE WTNESS: | have a copy here if you would
l'ike.

CHAl RWOVAN SHOMLTER:  Is it in our exhibits
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here anywhere?

THE WTNESS: No, it's not.

MR, CEDARBAUM  Chai rwonman Showalter, we have
copies of that that we intended as an exhibit, and we
will get to that, or |I can distribute themnow if you
woul d |ike.

JUDGE MOSS: And you were going to distribute
t hose at what point?

MR, CEDARBAUM | thought it may conme up as a
redirect exhibit.

JUDGE MOSS: It nmay cone up as a Bench
exhi bit.

Wuld you like to have it now?

CHAl RWOVAN SHOMLTER Vel |, it has been
referred to already in this discussion.

JUDGE MOSS: Wiy don't we have them now,

M. Cedarbaum and we'll just have themas a Bench
exhi bit since the Bench would find them useful.

MR CEDARBAUM  Actual Iy, Your Honor, they
were in the pile that I gave you this norning. It was
originally | thought about as an exhibit for M. Gaines,
Don Gai nes, so you shoul d have seven copies of it behind
you, and all of the parties can find that in their Don
Gai nes suppl enmental exhibit, cross exhibit, file.

(Di scussion off the record.)



JUDGE MOSS: Al right, under the
circunstances, | think I'mjust going to mark this as a
Bench exhibit, and we will mark it 1, it will be Exhibit
Nurmber 1. And this is the 5 Decenber 2001 Standard &
Poor's bulletin re PSE

And now | believe we also are | ooking at
Exhi bit Nunber 24, Ms. Steel. Do you have that in front
of you?

THE WTNESS: Yes, | do.

JUDGE MOSS:  And, M. Quehrn, you have a
question with respect to it, | suppose?

MR QUEHRN: | do, Your Honor, although now
that | have been provided with a copy of Bench Exhibit
1, it mght be helpful actually to go back first and ask
a clarifying question about that exhibit.

JUDGE MOSS:  (Go ahead.

BY MR QUEHRN:

Ms. Steel, did | understand your testinony
t hat you bel i eve that this was the nost recent statenent
of S&P with respect to the subject matter?

A No, it's not the nost recent. It is a recent
statenent though, and it's nore recent than the Cctober
st at enent .

Q Are you famliar with S&' s February 1, 2002,
statement concerning this subject matter?



A Yes, and | understand that the conpany is a
client of Standard & Poor's, and | would note from
havi ng read that February issue, that February opinion
that the Standard & Poor's did not, in fact, take any
rating action or place the conpany's debt on credit
watch. It's merely a supportive statenent to the
conpany.

Q I"msorry, could you repeat the answer to
that, please

MR CEDARBAUM Can we have the reporter read
it back, please. Thank you.

JUDGE MOSS: (Go ahead.

(Record read as requested.)

MR QUEHRN. Thank you.
BY MR QUEHRN

Q To your recollection, does the February 1
statenent address the |ikelihood of a downgrade if
interimrelief is not granted?

A | don't have the February 1 opinion in front
of ne.

Q But what is your recollection in that regard?

MR CEDARBAUM  Your Honor, the wi tness has
gi ven her recollection, | think, to a specific question
so what she renenbers, she -- |'massum ng the conpany
has this and coul d provide her a copy of it so she could



| ook and see --

JUDGE MOSS: Let's do that. In fact, let's
get copies to the Bench too. If we're going to be
tal ki ng about these things, let's have themso that we
can all followalong. So if we're going to be talking
about specific docunents -- is this the only other one
that's not presently part of the accunul ated docunents
that are proposed to be nmade part of the record now? W
have the Bench Exhibit Nunber 1, the 5 Decenber 2001
statenent, we have had sone reference here to a February
1 statenent, are there others that we're going to be
tal ki ng about? Because we would |ike to have them al
so that we could | ook at them

MR QUEHRN. From ny perspective, Your Honor
at this point I would say yes.

JUDGE MOSS:  There are ot hers?

MR QUEHRN: I"msorry, no there are not.

JUDGE MOSS: (kay.

MR QUEHRN. We did not actually make
reference to this Decenber docunent such that if there
are other new materials | guess that are going to be
referenced in the course of Ms. Steel's testinony, at
that point, we mght want to bring sone other things up
for context. What |'mactually referring tois a
response to a data request that | would actually suggest



that we use that for the February 1 docunent.

MR CEDARBAUM  Your Honor, if | renenber
correctly, this is a conpany response to a data request
whi ch excerpts fromthe S& February report, and | have
no idea if it's --

JUDGE MCSS: Does sonebody have the February
1 report in this roon? Raise your hand. Nobody has it?

THE W TNESS: Your Honor, | could obtain it.

JUDGE MXSS: Al right, | will ask that Staff
obtain and provide that to the Bench at its earliest
conveni ence so we can have that.

Gve nme just a nminute, please.

(Di scussion on the Bench.)

JUDGE MOXSS: Al right, we're going to just
i ssue a Bench request and solve this problemthis way,
and I will ask who can best and nost efficiently provide
the response. W would like to have for our record all
the S&P's and Moody's reports that are of this
bul l etins, what have you, that relate to Puget Sound
Energy for the period fromlet's say July 2001 through
t oday.

Al right, who can nost easily provide those
to us? Can the conpany provide those by say tonorrow?

MR QUEHRN. Excuse ne, Your Honor

MR CEDARBAUM  Your Honor



JUDGE MOSS: O does Staff have a cache of
them and can provide them nonmentarily?

MR CEDARBAUM W can provide the February
2nd, which was shown to nme on yell ow paper, but | don't
think that it's confidential

JUDGE MSS: Al right, well, let's go ahead
and get the February 2nd now plus the response fromthe
conpany on the rest of it.

MR QUEHRN. | think we can provide the rest
of those. | believe they were provided in response to
one of the data requests. Just to be honest, | don't

remenber which one it was sitting right here, but we
will track it down.

JUDGE MOSS: There's probably a stack of them
sonewhere, so yeah, okay, then that Bench request will
be to the conpany, and we will ask you to try to get
that to us by tonmorrow if you can, and let us know if
you can't. And in the neantine, Staff is procuring
copi es of the February statement as to which we have a
question pending, | believe; is that right?

Al right, well, I tell you what, let's take
just a five mnute recess to stretch our |egs while we
wait to get those copies up here.

(Recess taken.)

JUDGE MOSS:  During our brief recess, Staff



has provided us with copies of the February 1st, 2002,
bulletin from Standard & Poor's concerni ng Puget Sound
Energy, and I'mjust going to include that in the Bench
Request Exhibit Nunber 1, and |I'mal so going to include
in that when we receive themthe bal ance of the reports,
so that will be a conposite exhibit consisting of those
various docunents | have descri bed

And | should interject here that there's no
criticismmneant or inplied, the fact that these were not
available in the first instance. W understand that
t hi ngs have been done quickly and that things nmay comne
up during cross-exam nation that require the use of
docunents. W just want to have them so that we can
refer tothem So if | left that inpression, | did not
nean to.

So go ahead with your question now,
M. Quehrn.

MR QUEHRN. Thank you.

May | please ask the court reporter to read
t he questi on.

(Record read as requested.)

A No, it does not. It states that

aut hori zation of final rate relief, in the |ast
sentence, which is expected near the end of 2002 bel ow
requested levels is likely to prevent PSE from



recovering a financial position consistent with its
current triple B mnus corporate credit rating. The
opi ni on al so does not place the conpany's ratings on
credit watch, so | would not expect any inmedi ate
rati ngs change.

BY MR QUEHRN

Q VWhat does it refer to in ternms of whether or
not PSE's outl ook, I'msorry, does the report show PSE s
out | ook as bei ng negative?

A Yes, the report shows PSE s outl ook is

negative. However, there are three conponents to the
rating. There is the rating such as the triple B mnus,
then there is whether or not it's on credit watch, and
then there is the outlook, which is a | onger term]l ook
And the rating itself is investnment grade. The rating
is not on credit watch, and that's indicative of a near
termchange in a rating. And then the outlook is a
| onger termview, and usually conpanies in the sane
industry will often share the sane outl ooks, because it
is alonger termview So, for exanple, when one of the
rati ngs agenci es downgraded a great nunber of utilities
in the second half of 2001, npbst of the utilities in
that sector, even those that did not get a downgrade,
al so were placed on negative outl ook

Q I would like to refer back now to the



sentence that you read. After the second part of the
sentence, it says, below requested levels is likely to
prevent PSE fromrecovering a financial position. Do
you suppose that those bel ow requested | evel s was
actually referring back to the prior sentence, the
sent ence preceding the one that starts authorization?

A No, | believe that the requested | evel refers
to the amount of relief that would be provided in the
general rate case, because at the begi nning of that same
sentence, it begins with authorization of final rate
relief.

Q Coul d you please read the prior sentence

A (Readi ng.)

Bot h recommendations are well bel ow the

conpany's interimrequest of $170

MIlion, which the WUTC is anti ci pated

to decide by March 31st, 2002.

Q Then isn't it reasonable to assune where it
says bel ow requested levels, plural, in the next
sentence, that it mght possibly be referring back to
the prior sentence?

MR CEDARBAUM  Your Honor, | will object,
it's been asked and answered, the prior question and
answer .

MR QUEHRN:. The question is w thdrawn.



MR CEDARBAUM M. Qehrn --
JUDGE MOSS: The question has been wi t hdrawn.
BY MR QUEHRN

Q I would l|ike to ask anot her question then
before we turn to sone of the other S& and Mody
docunents. | believe in response to an earlier question

you nentioned that PSE is a client of S&. Could you
just elaborate on what that neans and why you think it's
significant, please?

A | think it is inportant that PSE pays the
rati ngs agencies to rate its debt. The ratings agencies
are usually acting on behalf of the bond hol ders, but
typically it is the borrower, in this case Puget Sound
Energy, which actually pays the bill.

Q Isn't it true that every conpany rated by a
rati ng agency has to pay a fee to be rated?

A No, it's not true.

Q So PSE is the only one that pays a fee for
its rating?

A No, that's also not true

Q Can you identify for me some conpani es that

are rated by the rating agencies that don't pay a fee
for the service?

A I can not identify a specific exanple.
However, | amaware of credits in the past that | have



eval uated whi ch have been rated by the ratings agencies
wi t hout paynent for that specific rating as well as a
conpetitor of S&P and Mody's, Fitch, will sonetines
rate a rating for the agent for an i ssuance without
paynent .

Q Isn't it true though that at |east to your
know edge that the far and away majority of the
conpani es that are rated by rating agencies as a matter
of course pay a fee for that service?

A As a matter of course, | do think that nopst
utilities pay the ratings agencies for their ratings,
and so they are clients of that rating agency.

Q And is it the suggestion then that in the
payi ng such a fee in the nornmal course sonehow bi ases
the rating?

A Yes, | do think that the paynent is a form of
bias and that there is a relationship, a financia
rel ati onship, between the ratings agency and the
conpany. And the conpany and its -- can choose to have
one or the other ratings agencies rate its debt first,
can choose to pay one or the other rating agencies nore
for a specific rating, and so there is a certain anmount
of conpetition for the business involved. And in that
sense, | do think that the ratings agency has an
obligation to the conpany, its client, that it does not



have to the WUTC, to Staff, or to Public Counsel, or any
of the other 17 parties referenced in the opinion

Q Are you aware of any risk or exposure rate
agenci es mght have if they bias their reconmendations
to investors?

A I think a rating agency has an obligation to
present its -- on behalf of the bondhol ders, it nust
present to the bondholders fair -- a fair analysis of
the rating. But the obligation, | think, is limted to
t he bondhol ders, not -- it doesn't have any obligation
to the WUTC. And I'mnot aware, although it's calling
for a legal conclusion, of what sort of action one of
the parties could take, that's in the proceedi ng that
doesn't have a financial relationship with the rating
agency, that they could take if they disagree with the
conpany, with the rating agency's rating on the
conpany's debt.

) Ms. Steel, are you aware, does the conpany
of fer any evidence that its credit rating will be
reduced to junk status if the full anount of relief is
not granted?

A Wul d you pl ease repeat the question and
clarify junk status and whi ch specific issue, which
speci fic debt?

Q Fair question. Does the conpany offer



evidence that its senior credit rating will be reduced
to bel ow i nvest ment grade status by either Mody's or
S&P if the full amount of relief is not granted?

A By senior credit, do you nean secured or
unsecur ed?

Q | believe | nean its senior credit rating

A Those are two different -- there are two

different senior credit ratings for a conpany, and
bel i eve --

Q I'msorry, senior secure
A Seni or secure, so its first nortgage bonds?
Q No, | don't believe that's what |'m asking

MR QUEHRN: May | just consult for a minute
so | make sure | ask the question properly?

JUDGE MOSS:  Sure, take your tinme.
BY MR QUEHRN

Q Ms. Steel, | would actually like to inquire
about the conpany's corporate credit rating, is that --
A Yes, that's an unsecured rating.

Q And again, referring back to Mody's and S&P,
does the conpany offer evidence that its credit rating
will be reduced to junk status or bel ow i nvest nent grade
status if the full anmount of relief is not granted?

A Yes, the conpany does nmake that prediction
however, | disagree with that prediction as well as with



the conpany's ability to nake that prediction. M

di sagreenment is prem sed on facts. For exanple, S&P and
Moody's currently do not rate the conpany's senior
unsecured debt the same right now, so the two ratings
agenci es thensel ves do not predict the present the sane.
And so for nme, that raises a ot of questions about the
ability of an outside party to predict what those

rati ngs agencies will do in the future.

Q So if we go back to an earlier question where
| had asked you if it was your testinony that you can't
predict what the credit rating agencies will do, are you
now projecting what the credit rating agencies will do
if we do not get interimrelief?

A No, | amnot predicting what the ratings
agencies will do if the conpany does not get interim
rate relief. I'mnerely questioning the ability of
other parties to nmake that prediction

Q Let's refer to a mnute, if we could pl ease
to Exhibit 407

JUDGE MSS:  And | do have that marked as
confidential .

MR QUEHRN. | will get the page reference
here in just a second.
Your Honor, | believe with respect to page 1

that all of the confidential information that is



contained in this page has al so been stated in M. Don
Gai nes' rebuttal testinony, which is not confidential
so | would waive confidentiality as to this page, page 1
of the exhibit.

JUDGE MOSS: Al right, we will mark that
accordingly.

CHAl RWOVAN SHOMLTER D d you nean 4077

MR QUEHRN:  Yes.

JUDGE MOSS: 4077

MR QUEHRN. 407, but only page 1, page 1 of
5, | believe it is.
BY MR QUEHRN:

Q Now, Ms. Steel, if we look at this exhibit,
on the far left-hand corner there is an indication of
four key credit protection ratios; is that correct?

A Yes, that's correct, that |abel comes from
the conpany's exhibit filed as RLH 3, and then it has
been adopted by Donal d Gai nes, | believe.

Q Now is it your understanding that these are
quantitative factors that bear upon the conpany's credit
rating?

A Yes, specifically they are the factors that
S&P uses.

Q And i ndeed, when you read down the exhibit
sort of right under the first series of rows that go al
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the way across, you show what sone of those nunbers nean
relative to a triple B range, for exanple; is that
correct?

A Vell, it --

Q Do you --

A It's alnmost correct. It is triple B range,
just to be clear, that neans triple B m nus and above.

Q So this would be bel ow i nvest ment grade?

A That's correct, the shading shows | evel s that
are bel ow i nvest nent grade

Q So then if we |ooked to back up above where

that information is provided to the rows goi ng across
the top of the page, we have fourth quarter 2001, first
quarter 2002, so on and so forth through the end of
fourth quarter 2002, and those are all shaded areas,
correct?

A Yes, those areas are all shaded.

Q And that would indicate that with respect to
those four key credit protection ratios that under this
scenari o PSE woul d be bel ow i nvestnent grade status with
respect to each one of those ratios; is that correct?

A Yes, based on the conpany's own projections,
whi ch have not been corrected in this exhibit, it does
show that these rati os woul d be bel ow i nvest nent grade.
I would note that in previous periods about half of
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t hose key ratios have been bel ow i nvest nent grade as
wel | .

But not all of then?

No, but not all of themwould be bel ow

i nvestment grade in prior quarters.

But they would all be at that |evel after
first quarter of 2002; is that correct?

Well, | could not know for sure --

Per the chart.

But per the conpany's projections, that's
where they would be. M/ own projections would alter
those ratios, and | could explain howit would alter
t hose rati os.

Q But this is your exhibit?

A Yes, this is ny exhibit based on the
conpany's projections as they were provided in its
direct testinony and in response to data requests.

Ms. Steel, do you, and I'mnot asking for a
| egal opinion here, in your testinony, you relate
certain itens to the factors that the PNB case gives for
assessing a request for interimrate relief. Do you
t hi nk that having or not having a bel ow i nvest nent grade
credit rating is relevant to a consideration of the PNB
st andar d?

A My answer is conplex, and it requires nore

O >0

>0 >



than a sinple yes or no, because ny answer is nmaybe it
shoul d be part of the PNB standards. The way that |
read the PNB standards, | don't see any reference to a
specific credit rating with a specific credit rating
agency or specific debt that should or should not be
i nvestment grade. However, | think in general the
conpany's credit is one of the many factors that enters
into consideration of the conpany's overall financia
condi ti on.

Q Is it your testinony | believe at page 42
lines 1 through 3, and if | nmay, Ms. Steel, read it to
ou:
g My conclusion is that the conmpany does

not nmeet all of the traditiona

standards regarding rate relief and has

alternatives to the requested interim

rate relief.

That is your testinony, correct?

A Yes, that's ny testinony.

And that is your testimony in light of the
|nfornat|on t hat you provi ded here in your exhibit
showi ng the conpany's falling bel ow investnent grade
status in all four key credit protection ratios; is that
correct?

A Yes, that's correct. That exhibit does not



give ny prediction of where the conpany's ratios woul d
be. That exhibit reflects what the conpany has told us
those ratios would be, and as | have stated before, |
think certain of those ratios would inprove.

) Can we assune since this was the exhibit that
you filed with your testinony that it is your opinion
that if the conpany falls below all four key credit
protection ratios that that in your viewis not
sufficient to satisfy the traditional PNB standard since
this was your exhibit at the time you filed your
testinony and nade that statenent?

MR CEDARBAUM | will object to the
m scharacteri zation of the exhibit and testinony. The
wi tness indicated that this exhibit is based on conpany
proj ections and not her own adjusted ratios, so the
question m scharacterizes what her testinony and exhi bit
is by asking her whether -- by asking her her opinion
based on this testinony and exhibit with respect to the
PNB st andar ds.

JUDGE MOSS: | got lost in the objection
M. Cedarbaum |'m going to have the question back, and
we'll start again

Go ahead, could | have the question back
Ms. Kinn.

(Record read as requested.)



MR CEDARBAUM  Your Honor, | guess | will
wait until we get back on the record.

JUDGE MOSS: W have been on the record the
entire tine.

MR CEDARBAUM | woul d withdraw the
objection as long as the -- it's clear on the record
that the question is being asked about an exhibit and
testinony that is based upon conpany projections.

JUDGE MOSS: | think Ms. Steel has nade that
abundantly clear, and the exhibit itself says that, so |
think we're perfectly clear on that point, so the
obj ection is wthdrawn.

And, Ms. Steel, do you have the question in

m nd?

THE WTNESS: VYes.

JUDGE MOSS: Can you answer it?

THE WTNESS: VYes.

JUDGE MOSS: Pl ease do.

A The conpany may or may not neet the

traditional PNB standards if it falls below all four key
credit protection ratios. | have not provided that

analysis in ny testinony, because | have not adjusted
the rati os.

But assuming that it did, there would be
other factors still to look at such as how nuch of the



i npact on the ratios was due to self inflicted damage,
what was the nature of the inpact on those ratios, is it
short term are there alternatives, are the ratios
expected to inprove due to other circunstances such as
an i nprovenent in supply expenses, such as alternative
proceedings in which relief can be consi dered.

So it would be difficult to know in general
just fromthe credit protection ratios listed on that
sheet whether or not a conpany neets the traditional PNB
standards. Those standards are broad. They go to the
overall financial condition of the conmpany, not just to
whet her or not it neets the four mechanistic ratios from
Standard & Poor's.

BY MR QUEHRN

Q Thank you, Ms. Steel. | would like now --
just a couple nore questions, | would like to turn to
page 16 of your testinony for a mnute, please. And
would like to refer to line 12, the statenent, the
conpany has not clainmed a | oss of access to all
financing. Again referring to your understandi ng of the
PNB standard, is it your understandi ng of the PNB
standard or the PNB factors for analysis that the
conpany rust denonstrate a | oss of access to all
financing in order to be entitled to interimrelief?

A No, it is not mny understandi ng of the PNB



standards that a conpany nust |ose all access to all
financing in order to qualify for interimrate relief.
For exanple, it's ny understanding of Staff's position
in the Avista case that Avista was able to finance at
very high rates, and Staff nmade a recomendati on for
interimrate relief in that proceeding. That was in
docket UE-010395.

| also don't think that a conpany which has
lost all access to financing necessarily qualifies for
interimrate relief. For exanple, a conpany may have
allowed its revolver to lapse, it may not have an
i medi ate alternative access to financing, but it may
not need it, because it may have cash. So the fact that
it has lost access to financing would not substantially
affect the public interest, and so such a conpany, such
a hypot heti cal conpany, would al so not qualify for
interimrate relief under the PNB standards.

MR QUEHRN. Ms. Steel, thank you very nuch.

| have no further questions for the wtness
at this point.

JUDGE MOSS:  Thank you, M. Quehrn, |
believe, M. ffitch, you have a few questions for this
witness; is that correct?

MR FFITCH | do, Your Honor.

(Di scussi on on the Bench.)



JUDGE MosS: well, all right, M. ffitch
let's go ahead with yours, and then we will take a brief

recess after that. | think you said you had a half an
hour or |ess.
MR FFITCH Well, it may be a half an hour

or a bit nore, Your Honor.

JUDGE MXSS: Al right, well, we'll see how
much the bit is and then play it by ear

MR FFITCH | just need to shift binders
around.

MR QUEHRN:  Your Honor, while M. ffitch is
shifting binders, | just as a rem nder, we had an issue
that | believe you wanted to get back to that has to do
with I think it was Exhibits 425 and 426

JUDGE MOSS: There were a couple of exhibits
that were hanging out there. Let nme just, let's see,
the 425 was one that PSE had tendered. That was the PSE
response to Staff Data Request 321. |Is there any
obj ection to that one now that we have had the
exam nati on?

MR, CEDARBAUM  Your Honor, Staff doesn't
object to part A of the exhibit since that was the
subj ect matter of the cross-exam nation and since this
is a conpany response to a Staff data request, but we
woul d object to the adm ssion of parts B through H



whi ch was not provided by Ms. Steel or even discussed
with her.

JUDGE MOSS: Do you need any of B through H,
M. Quehrn? M. Cedarbaum s observation is correct, you
only asked about the first part.

MR QUEHRN. Well, M. Cedarbaun s
observation is correct, but after |I believe this issue
had conme up, we were then presented with sone of the new
i nformati on that hadn't been provided to us earlier that
had to do with, and these are Exhibits 426 and 427,
whi ch as they were addressed by Ms. Steel deal with
essentially sources of funding for activities of
Infrastrux. And it just so happens, although | can't
say | predicted this because | didn't know this stuff
was com ng, the responses | believe to D, E, and F are
very much responsive to that, and we would like themto
be admtted for the record. And that woul d include
attachnents, Your Honor, that | didn't hand up at the
time, because again, candidly when | first identified
this exhibit, I was only intending to use it for the
response to A

MR, CEDARBAUM  Your Honor, if | could just
reply, | still stand by the Staff objection. Just
because M. Quehrn opens an area for -- on
cross-exam nation that the witness then refers to sone



docunents that she has in her possession then doesn't
nmean that docunents that the conpany provided in a
response to a data request becones admi ssible through a
Staff witness. This is all material that she did not
provi de, including attachnents which | don't have in
front of ne. And | have no objection to part A, but |
just don't think there's any basis for adnission of B

t hrough H.

JUDGE MOSS: Al right, well, we tend to be
pretty liberal about letting in responses to data
requests, but | see your concern, because this is the
conpany's response to a Staff data request, not the
ot her way around, and it was a cross-exam nation
exhi bit.

And | think it's the case, isn't it,

M. Quehrn, you did not question the witness with
respect to parts B through H? Am | correct about that?

MR, QUEHRN. That is correct, because as |
woul d agai n point out only because we got the additiona
exhibits that she was referring to in the flowthis
norni ng. They were not pre-distributed on Friday or
Thursday last, so | had no way of anticipating what |
was going to need to respond to those.

MR CEDARBAUM  Your Honor, |'msorry, but
the inplication that | sonmehow held back on exhibits is
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i nappropri at e.

JUDGE MOSS: | didn't draw that inplication
fromwhat he said.

MR QUEHRN. Nor did 1l intend it, Your Honor.

JUDGE MOSS: | don't see any reason to -- |
will sustain the objection that this material was not
inquired into, and | don't see that it has any
particul ar bearing, so we will admt the response A
Now t hat | eaves open the question -- and not the rest.

Now we' ve got 426 and 427C, which were both
referred to during the course of the exam nation, and so
I would ask if there was any objection to those.

MR QUEHRN: Well, | believe, Your Honor,
under Commission rules we are entitled to respond to
what's effectively new information, and so what | would
do at this point is indicate to you that we will respond
to these with the appropriate information in connection
with the testinmony of M. Gaines when he's on the stand.

MR, CEDARBAUM  Your Honor, can | respond to
t hat ?

JUDGE MOSS:  Well, let nme be sure |
understand. These appear to be docunents that canme from
Puget Sound Energy. Is that right, they're your
docunent s?

MR, QUEHRN. They are our docunents. [|'m



just concerned about the inplication of what I
understood the witness to say these docunents nean, that
| do think we need to clarify when M. Gaines testifies.

JUDGE MOSS: M. Cedarbaum you wanted to be
heard on that?

MR CEDARBAUM  Yes, | do, Your Honor. First
of all, these two exhibits, 426 and 427C, were provided
because t he conpany asked Ms. Steel specifically about
questions and what information she was relying upon with
respect to | think this had to do with Infrastrux, and
this was the information she relied upon, and she used
it, and then there were | ots of discussion of nunbers,
and the Bench wanted to see the docunments, and so the
deci sion was to go ahead and have those distributed.
These are docunents provi ded by the conpany, they were
di scussed by the witness through her cross-exani nation
and if the conpany di sagrees with how the wi tness has
interpreted this information, they can continue to cross
her on it, but there's nothing wong or w thout basis
for these docunents to be admitted

MR QUEHRN:.  Your Honor, if I may.

JUDGE MOSS:  Well, | don't think M. Quehrn
is objecting to their adm ssion. He's just trying to
reserve a placehol der to discuss themlater. M thought
on that, frankly is, well, if that comes up, then you



may object and we will deal with it then. |'mnot going
to in advance rul e that you can have additi onal
exam nation with respect to these.

Now i f we want to have that discussion and
debate, I'mgoing to have the two of you tal k about it
off the record and bring it back to me in some sort of
cogent format. But | nean if the exhibits are in,
they're in, and other witnesses can be asked about them
so long as it's within the scope of the parties’
exam nations. But I'mnot at this tine prepared to
grant you the opportunity for supplenental direct. |
may | et you advance that suggestion again later if you
and M. Cedarbaum are at | oggerheads about this and you
feel like it's sonething inportant to do.

But right now, the only question |I'mcaring
about is whether we can admit these w thout objection,
and | don't believe | heard you say you have an
obj ection, just that you were hoping to have a
pl acehol der.

MR QUEHRN.  Your Honor, | won't object, but
I would like just on this point to state one last thing
for the record as we think about it. M. Cedarbaum was
correct that these exhibits were produced in connection
with ny cross-exam nation of Ms. Steel in response to
questions that | had asked her. | would point out,



however, when Ms. Steel began her testinony today there
was a $25 MIlion entry that had previously been
identified as long-termdebt that now has sonething to
do with Infrastrux. That was news to us this norning,
we had no tinme to think about that or prepare for it,
which is why | believe under the Comm ssion rules that
is new information, at which point which I believe is
during M. Gaines' testinmony we would like to respond to
t hose inplications.

JUDGE MOSS: Ckay, | think it was short-term
debt, but be that as it may, we will handl e these things

as they cone up. |If you feel the need to have
additional direct, then you can advance that at the
appropriate tine. W've still got Ms. Steel on the

stand, there's going to be additional exam nation by

M. ffitch, there is | expect going to be sone

exam nation fromthe Bench. |f there is sonething that
a party feels that is not clear about an exhibit or that
needs el aboration, then we can advance that at the tine,
but let's wait until we're at that point.

In the neantime, | don't think there is an
obj ection to the adm ssion of these docunents into the
record, and so we will admt them and you may refer to
t hem

MR, QUEHRN. And one nore question, | had



actual | y asked and had not yet received copies of these

attachnents. |If there is this Ilevel of concern, before
Ms. Steel steps down, | may actually seek to -- | do
have the attachnents now, thank you, they just appeared
at ny el bow.

JUDGE MOSS: This is to what?

MR QUEHRN:. The attachnents that | was
referring to to the rest of this data request that deal
with --

JUDGE MCSS:  321-17

MR QUEHRN: 321-1, Exhibit 425, that deal
with the sources of funds for |nfrastrux.

JUDGE MOSS:  And you think you may have sone
addi ti onal questions after having revi ewed those
attachnent s?

MR QUEHRN. Well, let ne | ook at them
pl ease, and we will allow M. ffitch to go forward, and
then if need be, we can deal with ny cross-exam nation.

JUDGE MOSS: Al right.

Very well, M. ffitch, go ahead.

MR, FFI TCH. Thank you, Your Honor.

CROSS- EXAMI NATI ON
BY MR FFI TCH
Q Good afternoon, Ms. Steel.



A Good afternoon, M. ffitch
MR FFITCH 1'mgoing to apologize in
advance, Your Honor, | nmay have to clear ny throat

occasionally or work on a cough drop here.
BY MR FFI TCH

Q Ms. Steel, your overall recomrendation in
this case and that of Staff is that Puget Sound Energy
be granted an interimrate increase of $42 Mllion; is
that right?

A That is correct, we recomend that Puget
Sound Energy be allowed a $42 MIlion increase to all ow
for the possibility of contingent expenses.

Q And | would like to ask you sonme questions
about the basis of that recommendati on using your
Exhi bit 401TC, and | will just ask you to turn first of
all to page 8 in that exhibit.

MR FFI TCH  Your Honor, as you have
nmentioned earlier on, there are sone confidentiality
i ssues here in this case with the |arge nunber of
designated confidential information, and I'mgoing to
try to work around that as | testify, or excuse ne, as |
testify.

JUDGE MOSS: Wl |, now that we know your
plan, M. ffitch.

MR FFITCH | guess that blows it.



JUDGE MSS: W will just crack it up to the
or attribute it to your cold.

MR FFITCH Frankly, | haven't -- | don't
have a naster plan about how to deal with the specific
confidential information, and | was frankly hoping that
Puget woul d sort of bail nme out by undesignating nass
quantities of these things. There is one such
undesi gnati on has occurred, but |I'mjust warning you, we
may run into a couple of spots here where | have to
figure out either howto skirt this, or we may need to
have a confidential information on the record, so.

CHAl RWOVAN SHOMLTER: M. Ffitch.

MR FFI TCH  Yes.

CHAl RWOVAN SHOMALTER: | woul d appreciate it
if when you get to one of those questions, why don't you
first ask PSE if it needs to -- if the nunber on that
line needs to remain confidential. Because if it

doesn't need to be, it's better that it's not.
MR FFITCH  Yes, thank you, | will take that

appr oach.
BY MR FFI TCH
Q Wll, let's start with page 8, M. Steel. At

line 6 you note that Puget clains its request for
interimrelief is consistent with the PNB standard set
by the Commission; is that right?



A Yes, that's what ny testinony states on those
I i nes.

Q And fromyour testinony, is it fair to
conclude that Staff also believes that the PNB standards
are the correct standards to eval uate the PSE request in
this case?

A Yes, it's Staff's opinion that the conpany's
request is well considered in light of the PNB
standards. W did | ook at and consi der whether or not
there was an opportunity in this case, as in any case,
to nodify existing standards for new circunstances.

Q But are you reconmendi ng sone ot her standard
other than the PNB standard in this case?

A No.

Q And your testinony eval uates whet her PSE has
nmet the six PNB standards, correct?

A Yes.

Q And still on page 8, you list the PNB
standards starting at line 12, and let's just take a
| ook at those, if you would. You would agree that
nunber 1 is a procedural requirenment that a hearing be

hel d, right?
A Yes.
Q And i f you would [ ook then further down the

list at standards 2, 3, 4, and 5, would you al so agree



that those are designed to evaluate factual data
regardi ng the financial health of the conpany and then
to nmeasure the severity of the financial problems, if
any, that are reflected in that data?

A Yes, that's mny opinion, that those standards
2 through 4 do provide sonme guidelines for eval uating
the overall financial health of a conpany applying for
interimrate relief.

Q Ckay. And actually in nmy question, that
i ncl uded standard nunber 5, and would you al so include 5
in that description?

A Yes, | apol ogize, | would include standard
nunber 5. | forgot all about it when | turned back to
t he previ ous page.

Q And then standard nunber 6 is essentially the

overall public interest test that needs to be applied
under the Conmission's statutory authority?

A Yes.

Q So is it correct to say that the core factua
financial analysis or analysis of the financia
condition of the conpany occurs under standards 2, 3, 4,
and 5?

A | think it's also included in standard 6 as
well. The overall financial health of a utility needs
to be considered in light of standard 6 too.



Q But the core analysis or the factual analysis
occurs under the, first, under 2, 3, 4, and 5, does it
not ?

A I think a lot of the factual analysis -- |
agree, yes, that a lot of the financial analysis occurs
under standards 2, 3, 4, and 5, and there nmay be sone
other types of analysis, financial analysis, that would
get incorporated through standard 6 that m ght not
ot herwi se get incorporat ed.

Q Now page 9 at line 21, I'msorry, |'m not
referring you to that line, yes, | am pardon ne
m spl aced ny notes. At page 9, line 21, you concl ude

t hat Puget does not neet all of the criteria of the PNB
test, correct?

A Yeah.

Q That's your testinony there? 1'msorry,
didn't nmean to step on your answer.

A Yes, that is ny testinony, that | do not

believe that the conpany neets all of the traditiona
criteria of the PNB's test.

Q Al right, let's take a | ook at the standards
that you have anal yzed here. Again on page 9, you | ook
at the first standard regarding the hearing, and you
conclude that that's been net, that a hearing is being
hel d, correct?



A Well, no, | don't fully agree with that. |
think that would -- we are having a hearing, that is a
factual conclusion. But | think whether or not this
hearing is adequate for the purposes of the PNB test is
somet hing that would call for sone |egal analysis and
could only be determined after the actual hearing takes
pl ace.

Q Al right, thank you for that clarification
So you're actually not testifying in your witten
testinony here that the first standard has been net; is

that right?
A Yes, that is correct.
Q Al right. Let's turn to the second PNB

standard, and essentially that standard states that
interimrelief is granted only when there is an actua
energency or to prevent gross hardship or gross
inequity, right?

A Yes, that's what the second standard says.

Q Now can you turn to page 10 at line 5. There
you concl ude, do you not, that there's no evidence of an
energency on a historical basis for this conpany?

A Yes, that is what | conclude, that based on
the evidence available at the date ny testinony was
filed, Staff did not find evidence of an energency on an
hi storical basis.



Q And the basis for that conclusion is set out
at lines 5 through 15 where you list a nunber of
factors, do you not?
A Yes, that's a sunmary of what's to cone
MR FFITCH  And can | ask the conpany if the
shaded information on lines 5 and 6 is confidential?
JUDGE MOSS: M. Qehrn.
MR QUEHRN:  Yes, Your Honor, nmay | address

my question to M. ffitch? | just want to nmake sure,
are we | ooking at the dates?
MR FFITCH  The dates. | can proceed?

MR QUEHRN:. Yeah, we can waive
confidentiality as to the dates.

JUDGE MOSS: Al right, go ahead, M. ffitch

MR FFITCH Al right, thank you, Your

Honor .
BY MR FFI TCH
Q So your analysis under this criteria found
Ms. Steel, that the conpany has been and renains in
conpliance with all its debt covenants; is that correct?
A Yes, that is ny testinony, that the conpany

has been and renmains in conpliance with all covenants on
its existing debt.

Q Al right. And the corporate debt ratings
remai n i nvestnent grade; is that correct?



A Yes, it's correct that the conpany's
corporate senior -- that its corporate credit rating is
rated i nvestnent grade by both Mody's and S&P

MR, QUEHRN. Excuse ne, Your Honor, | would
like to raise an objection here. This appears to be
very friendly cross-exam nation, essentially presenting
the direct testinony.

JUDGE MSS: M. ffitch, I'msure you
understand that you are balanced on a fine wire here,
and I'mnot, of course, sure at this point where you're
going with this. One of the features of this case is
that we have a nunber of parties who while they may be
aligned in a sense and not positioned to what the
conpany has proposed, they have thensel ves proposed sone
very different relief. And so in that sense, they are
adverse to one another, so it's not as clear as it is in
sone cases that friendly cross is being engaged in.

At this juncture, M. ffitch, | amunclear as
to whet her these are foundati on questions, and the
adversity and the adverse point that you have with this
witness and with Staff's case is going to becone
apparent here nonentarily or not. Maybe you could give
nme sone sense of where you're going with this line. The
| ast coupl e of questions |I'msure you recogni ze do fal
into the category of being supportive of your own



position in the case, therefore being friendly.

MR FFITCH  Well, Your Honor, the Conmi ssion
Staff in this case has reconmended that interimreli ef
be given to the conpany and has concl uded that under the
PNB test. That is not at all consistent with the
reconmendati on of Public Counsel in this case. As
Ms. Steel has just testified, Staff is recomending a
$42 Mllion interimrate increase. Qur prinmary
recommendation in this case is no interimrate increase
what ever, Your Honor, and | am conducting this
exam nation in order to try to determ ne the adequacy of
the basis of Staff's analysis for coming up with a
reconmended rate increase for the company.

JUDGE MOSS: kay, I'ma little concerned
about how nuch detail we need to go into to -- |
understood that point of adversity, but can we cut to
the chase a little bit in terns of getting to the point
that, you know, | mean we have the foundation that
Staff's analysis is that the traditional PNB factors are
not all satisfied, and they are neverthel ess
recomending relief, which | understand is a foundation
you needed to build. But can we nove on fromthat
wi t hout going detail by detail with respect to Staff's
view of the PNB anal ysis? Help ne out, M. ffitch.

MR FFITCH  Well, Your Honor, | would prefer



to explore the Staff's analysis in sone nore detail, but
I will accept your guidance to perhaps try to be nore
efficient with the cross and try to work through it nore
qui ckly.

JUDGE MOSS:  Thank you, M. ffitch

MR FFITCH  And obviously if you or if
you're still concerned along those lines, |I'msure
wi Il hear about it.

JUDGE MOSS: And ny nmain concern is that we
not have to spend inordinate tine dealing with friendly
Ccross-exam nati on objections to each of your questions,
so nmy point sinply being if you can get through to what
you need to get through without perhaps quite as
detail ed point by point, that m ght be a useful way to

go.

In the meantine, I'moverruling the
obj ecti on.
BY MR FFI TCH
Q Well, | will just | guess conclude that |ine

of questioning by indicating or asking you, M. Steel
if the remai nder of this testinony at lines 5 through 15
lists factors which establish that there is no emergency
on an historical basis?

A Yes, that lists the factors that were
available to Staff at that tinme that establishes that
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there is no energency on an historical basis.

Q And then you di scuss those in nore detail in
t he subsequent pages; is that correct?
A Yes, that's correct.

Q And at page 16, line 7, you state that the
conpany is not facing extrene risk, it's not facing an
immnent risk of inability to acquire needed capital
and there's no clear jeopardy to the utility or its rate
payers; is that correct?

A Yes, that's what ny testinony states there,
and | just want to note that in going through these
standards point by point, it is not Staff's opinion that
the PNB standards are a checklist to go through to check
whet her each standard is nmet, yes, no, and then sunmed
up at the bottomof six to see whether or not on bal ance
the test has been nmet. Rather | think that the public
i nterest standard does apply to each of the other
standards and the way that we | ook at them

Q But you did performa detail ed anal ysis under
each one of these standards, did you not?

A Yes, | did.

Q And in this section of your analysis, you
refer to the fact that there is no energency on an
hi storical basis, you actually reviewed current
i nformati on for the conpany as well, did you not?



A Yes, | reviewed Septenber 30th, 2001, data,
whi ch was avail abl e when the testinony was filed, and
subsequently some of the Decenber 31st, 2001,

i nformati on has been nmade avail abl e, and nore recent
information as it beconmes avail abl e was al so i ncl uded.

Q Al right. So to the extent that you have
been able to acquire current and up-to-date infornation
isit fair to -- would you characterize your concl usion

as there is no enmergency either on a historical or a
current basis?

A | think that's a reasonabl e characterization
of ny testinony, that there is not evidence of an
emergency on an historical basis and that there is not

evi dence of an energency on the current -- at this
noment in time today.
Q Thank you. And you say al so, concl ude under

the second PNB standard that relief is not necessary to
prevent gross hardship or gross inequity; is that
correct?

MR QUEHRN.  Your Honor, | would again point
out that I think Ms. Steel points out in her testinony
near the end that she doesn't feel the traditional PNB
test was net, and this | again think is friendly
Ccross-exam nation

JUDGE MSS: M. ffitch, I think that the



point | was trying to make earlier, and | will reiterate
here, in sustaining the |ast objection to the |ast
qguestion, is that we're going step by step through
what's in Ms. Steel's testinony. |It's there. You can
refer toit on brief. W don't need to have a
reiteration of it during cross-examn nation

| understand the point you' re going to, which
is despite what you have testified, you're stil
recomending relief, and that's fine, and you can
explore why that might be if you wish. But sinply going
through Ms. Steel's testinony and having her confirmthe
various points that she has expressed in here | don't
think is sonmething that we can allow. It does go into
the realmof friendliness just a bit too far, so | am
sustaining that |last objection and will ask you to try
to frane your questions in |light of that.

MR FFI TCH  Thank you, Your Honor. This
will take ne a few nonents then to try to | ook through
ny questions and try to focus in on things that would be
consi stent with your ruling.

JUDGE MOSS: Al right, are you suggesting
this mght be a good tinme for us to take a brief recess?

MR FFITCH | think that woul d be hel pful
Your Honor.

JUDGE MOXSS: Al right, why don't we recess
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until half past the hour

(Recess taken.)

JUDGE MSS: M. ffitch, have you had an
adequat e opportunity?

MR FFI TCH  Yes, thank you, Your Honor
hopefully | can shorten things up a little bit here.
BY MR FFI TCH

Q Let nme ask you, Ms. Steel, to turn to page 42
of your testinony to line 1, and there you state that
you concl ude that the conpany does not neet all of the
traditional standards regarding interimrate relief and
has alternatives to the requested interimrate relief,
correct?

A Yes, that's ny testinmony. M testinony
shoul dn't be read though to nmean that the conpany
doesn't neet any of the traditional standards, because
just because they don't meet all of them doesn't nean
that they don't neet the traditional standards.

Q Well, let me see if | understand your
testinmony. M reading of your testinony is that the
conpany does not neet standards 2, 3, 4, or 5 of the
Paci fic Northwest Bell test; isn't that a fair reading
of your testinony?

A | think on 4 and 5, the conpany falls into
the gray area or the penunbra even of these criteria and



that it's inportant to take a ook at themin the
context of the West Coast energy crisis of 2000/2001
And that would cause ne to in making a judgnment about
whet her or not the conpany neets the standards overal
to want to take the conpany's evidence in an even nore
favorable Iight.

Q Let ne ask you this in another way. |If you
set aside the public interest standard in PNB criteria
nunber 6 for the noment and you go through sequentially
your analysis in this testinmony through criteria 2, 3,
4, and 5, do you not conclude that the conpany has not
nmet any of those standards?

A | woul d agree that the conpany has not
clearly met those standards, but | would not go so far
as to say that on 4 and 5 that the conpany has sinply
not met them

MR FFITCH This is going to make it hard
for me to shorten up ny cross, Your Honor. |If | can
have a nonent to | ook back and see if that answer
changes ny intended approach
BY MR FFI TCH

Q First of all, just taking that answer,

Ms. Steel, based on that answer, you're agreeing that
the conpany clearly does not neet criteria nunber 2 and
criteria nunmber 3; is that right? I'mjust trying to



under stand your previous answer in which you, | believe,
stated that but stated that 4 and 5 were in a gray area.
A It's a difficult question for nme, because

don't have a checklist for nyself to |l ook at and say was
it met or not. And it's difficult to put aside the
public interest standard, because it weighs on every
evaluation as -- I'mnot sure that the standards woul d
have nmeani ng wi thout the public interest standard in
them But |I think it is fair to say that on bal ance of
the net evidence, | don't think that the conpany
presented net evidence that it net 2 or 3 and as well on
5. | think on bal ance, the net evidence is that the
conpany did not nmake a good showi ng for nunber 5, but
there is sonme evidence for 5 and sone for 4 too.

Q Well, I'mnot asking you to catal og whet her
there is sone evidence on a given point. [|'m probing
your concl usions, which | thought were quite clear. So
if | understand where we are, you would agree that the
conpany does not neet standard nunber 2, standard nunber
3, or standard nunber 5; is that correct?

A | think it's not -- that would be correct
except that | think it is not clear whether the conpany
neets standard nunber 5, and it -- and there are severa

parts in standard 5 too. For exanple, inm nent
di saster, that part of it, I think ny conclusion was
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clear that | don't think the conpany is facing an
i mm nent disaster today. Now there are other parts in
the standard, in standard nunber 5.

Q Ckay, let's take a | ook at those
A Ckay.
Q Let's go to page 40, line 12, is it correct

to characterize this criteria as stating that relief
should only be granted if to deny the relief would cause
clear jeopardy to the utility and detrinment to its rate
payers and sharehol ders and that you don't grant interim
relief if the general rate case can be resol ved w t hout
clear detriment to the utility?

A On page 41, would you please give ne the
reference to |ine nunbers?

Q I"msorry, |'mon page 40, and |'mj ust
paraphrasing the fifth PNB criterion

A Yes, | think the tools should be used with
caution in that it should be applied only in a case
where not to grant woul d cause clear jeopardy to the
utility and detrinment to its rate payers and
stockhol ders. And that part of PNB criterion 5 is
difficult to neasure, because shoul d anot her Wst Coast
energy crisis like the one of mid 2000 to md 2001
occur, | do think that the utility and its rate payers
woul d be at risk. But the other part of that standard,



which refers to the preference for a full hearing, |
think it is -- the conpany has probably not net its
burdon that it's nmet that one.

Q In your discussion of the fifth PNB criterion
in this testinony, you do not discuss any potential West
Coast energy crisis, correct?

A That's correct that it doesn't follow
directly after that point.

Q Al right. That discussion --

A | later then did --

Q Excuse ne, Ms. Steel, just if you would just
stay with me a mnute here.

MR CEDARBAUM  Your Honor, | think the
witness is trying to explain her answer, and she shoul d
be al |l owed to.

MR FFI TCH  Your Honor, the witness is
continuing with long answers, and |'mhoping to try to
focus this in somewhat consistent with the direction I
got fromthe Bench earlier.

JUDGE MOSS: Wl |, sonetines it's necessary
for the witness to explain an answer, M. ffitch, and I
do believe that's where Ms. Steel was going, to point
out that while she may not have addressed the point that
you asked her about specifically in these pages, she may
have addressed it el sewhere, and | think if she did
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address it el sewhere, we do need to know t hat.
So go ahead with your answer, M. Steel

A That is correct that | didn't address it
i mediately following point 5. But beyond the question
at line 16 on that page, | then later described a

scenario in which the grant of interimrate relief in
this time period would be of use to both the utility and
its rate payers.

BY MR FFI TCH

Q And that discussion occurs under the sixth
PNB criterion, correct?
A Yes, that's correct that that discussion

occurs under the sixth PNB criterion

Q Al right.

A But | think the sixth PNB criterion is nore
special than the others in that | think it does col or
the interpretation of all of the other criterion, as |
not ed previously.

Q | understand that, but what |'m asking you to
do, and | realize that you have reached a fina
concl usi on under the sixth criterion, the public
interest criterion, that you go back and cone up with
your ultimate concl usion based on the sixth public
interest standard, | understand that. What |'m asking
you to do is to go back, setting that aside for a



nmoment, and | want to | ook at your analysis in this
testinmony of the other factors. So it would be hel pfu
if you could answer ny questions with respect to the
specific factor by factor analysis. And if --

MR, CEDARBAUM  Your Honor, | guess | would
object to the comment as being argunentative. The
witness has testified that while there is a sixth
criterion that discusses the public interest, that that
public interest test or this test or notion is subsuned
within all of the other standards, and that's how she's
answering these questions. And to, you know, pigeonhole
every single one, if she wants to disagree with that,
she ought to be able to disagree with that.

JUDGE MOSS:  And, M. ffitch, I think we have
to focus on this witness's analysis of the factors and
not some hypot hetical anal ysis that assunmes away
sonet hing that she finds critical to these inherently
subjective factors. |It's not Iike we're dealing with
bright line standards here that we can neasure it's a
plus or a nminus above or below, and the wi tness has
expl ai ned on a coupl e of occasions now that in her view
t he standards nust be considered, all of these standards
nmust be considered or all of these factors nust be
considered in light of the public interest standard, so
I don't know how assuming that away is going to advance



the ball very much.

MR FFI TCH.  Your Honor, | amsinply trying
to ask the w tness questions about the specific
testinmony that has been presented in evidence in this
case, and |I'm asking her to focus specifically on the
answers that are being offered in evidence with respect
to each factor. And the answer that |I'mgetting, rather
t han di scussing the specific testinony that she has
presented for the record, the witness is continuing to
refer to her final conclusions and her discussion of the
public interest test. You know, | understand that she's
given that testinony. | understand that that's her
conclusion. Wat | would like to do is have her talk
about the rest of her testinony as witten, and we're
havi ng sone difficulty with that.

JUDGE MOSS: Wl l, we are having sone
difficulty, M. ffitch, because her testinony as witten
stands on its own, and you're free to argue it and bri ef
it any way you want to. But if you want to inquire as
to what she nmeans by a specific answer and her answer
back to you is, well, nmy answer is qualified by the fact
that | view all of these factors in the context of the
public interest standard that is included in the so
called fifth or sixth or whatever it is PNB statenent,
then that's her answer. And you may not |ike her



answer, but that is her answer. And, you know, we could
go on all day trying to get her to give sone different
answer, but | don't expect based on what | have

wi tnessed so far today that she's going to do that. So

I"mjust not -- we seemto be bel aboring the point here.
The witness has expl ai ned how she views the PNB
criteria, and she views themin that context. | think

that's perfectly clear, and we could ask her about it
all day long, and it just becones argunentative, as
M. Cedar baum has suggest ed.

So | have frankly lost track of the question
at the nonment, but maybe you could pick up fromthat
poi nt and nove forward. D d you have a question
pending, M. ffitch? Do you need it read back?

MR FFITCH | don't think | did, Your Honor

JUDGE MOXSS: Al right, go ahead then
BY MR FFI TCH

Q I think I was inquiring in general
Ms. Steel, about your conclusions with regard to
criteria 2 through 5, and we were tal ki ng about PNB
criteria nunmber 5. Your answer, your analysis of PNB
criteria nunber 5 is at the top of page 41, correct? At
least -- well, let me rephrase that question

There you are asked, in your opinion, is the
conpany facing an inpending disaster. And in that



answer, you do not conclude that, yes, the conpany is
facing an i npendi ng di saster, correct?

A That's correct, | conclude that the company
may face a financial disaster, but that the conpany has
options.

Q Al right. Nowlet's go back to page 16
line 7, now here you're discussing one of the earlier
factors, but |I think as we agreed just a nonent ago,
under criterion 5, the Conmi ssion | ooks at issues
related to clear jeopardy, correct?

A Yes.

Q I"mreferring to page 40 where you set out
the standard, right? On page 16, line 7, you concl ude
that the conpany is not facing extrene risk and it's not
facing cl ear jeopardy, correct?

A Yes, on page 16 in line -- at lines 7 through
10, | do conclude that the net evidence at this tine is
the conpany is not facing a clear extreme risk or
jeopardy. However, given what has happened in the
recent past, circunstances could quickly change

Q So those are factors which also play into a
consi deration of whether the fifth criterion is net,
right?

A Yes, | think evidence of an i mm nent

energency is part of the fifth PNB criterion



Q Al right.

A VWhich is a conpl ex, compound criterion

Q And you do not include any discussion of the
general public interest concerns that you have in your
di scussion of criteria nunber 5 in your testinony,
correct?

A That's correct that they don't show up
i medi ately following the fifth PNB criterion and are
not |abeled as such. In order to avoid repetition in
the testinony, it is placed in a box toward the end.

Q Ckay. | would like to turn to your
di scussion of criterion nunber 4. That is essentially
an anal ysis that occurs or under criteria nunber 4
essentially is an analysis of various financial indices
of the conpany, correct? And page 28 is the reference.

A Yes, that is the analysis of the financial
indices is part of the fourth criterion, and the other
part of that fourth criterion is the inpact that they
wi Il have on financi ng demands.

Q Ckay. Now page 31 of your testinony,
begi nning at page 31, line 13, you go through a nunber
of financial indices to |l ook at trends, do you not?

A Yes, | do, beginning on line 13 of that page,
| go through an analysis of the conpany's projections as
they presented themto -- as they presented themwth



their direct testinony.

Q Well, I'"'mnot going to take you through every
one of these, nunber one, to save tinme, nunber two,
there's a ot of confidential information here. Wuld
it be fair for ne to characterize this analysis overal
as indicating a general positive trend in the conpany's
financial indices?

A | think it would be nore fair to characterize
the trend as going downward for a short period of tinme
and then recovering toward the end of 2002 even in the
absent interimrate relief scenario.

Q Ckay. So based sol ely upon this analysis,
wi t hout your broader public interest conclusions, do you
think that Puget's financial indices show a need for
imedi ate relief as required in the fourth criterion?

A I think that yes, | would agree that the
financial indices by thenselves are not indicative of
the conpany's need for interimrate relief. These
financial indices in particular do not indicate a need
for inmmediate financial relief in the formof interim
rate relief. But | don't know that even worse financi al
rati os by thensel ves over a short period would ever |ead
to that conclusion to grant interimrate relief, because
there are other factors. Even within that fourth
criterion, there is the standard to | ook at of what wll



the inpact of those ratios be. So | think it's not

possi ble to just nechanistically look at the ratios and
know t he concl usi on about whether or not they indicate a
need for financial relief inthe formof interimrate
relief.

Q Ckay, well, let's take a |l ook at that. Your
testinmony does not | ook at the inpact of those ratios
and conclude that PNB solely on the basis of the inpact
of those ratios has established a need for interim
relief, correct?

A Yes, that's correct, | don't conclude that
there is a need for interimrate relief solely on the
basi s of these rati os.

Q Ckay.

A Nor do | exclude that possibility based on
what | have seen fromthe ratios. There is a
significant downward trend during the md part of 2000
based on the conpany's projections.

Q You said the md part of 2000?

A 2002, I'msorry, that's ny error, the md
part of 2002.
Q Ckay. | think we're finally going to get to

tal k about the sixth criterion here, and that di scussion
in your testinony takes place on page 42 begi nning at
line 4 and continuing to line 12; is that correct?



A Yes, that's correct that it shows up there,
and | think on Iine 18 there's sone nore di scussion
onwar d.

Q Is there any other discussion in your
testinmony of the sixth public interest, the sixth
criteria for PNB, excuse nme, the sixth PNB criterion, is
this the extent of the discussion right here?

A | think it colors the analysis of all of the
prior discussion, but | believe that is where it is
specifically placed on its own and di scussed.

) Ckay. Now in that section of your testinony
at line 8, you say:
Most inmportantly, the conpany is not
prepared for another crisis.
As | understand it, there you are referring
to an energy crisis of the type that occurred in 2000
and 2001; is that correct?

A That is correct that that's one such crisis
that could occur. However, it's not limted to that.

If | were asked to predict prior to the energy crisis of

2000/ 2001, is such a crisis possible, I"'msure that |
woul d have responded no. So it's hard to know t hat
somet hing like that could not happen. It certainly

didn't seem possible at that tine.
I wouldn't restrict it to another Wst Coast



energy crisis though, because there has been a | ot of
turnoil in the market fromthe Enron bankruptcy and
secondary effects fromthe West Coast energy crisis, and
I could not go forward and predi ct what exactly that
crisis -- what formthat crisis would take.

Q I's there anywhere in your testinony where
other than this section of the testinony, where you
provide any projections or predictions or any other
anal ysis or information about the potential crises that
you nention?

A No, there is not in ny testinony. | do have
sone ot her information though

Q Have you reviewed any projections of
whol esal e power costs over the termof interimrelief?

A | did not specifically anal yze whol esal e
power costs in ny testinony. However, | have revi ewed

whol esal e power costs, and | am aware of where they are
in a general sense.

Q Is there a crisis in the wholesale electric
mar ket at the present tine?

A No, | do not believe there is a crisis in the
whol esal e power narket at the present tine.

Q Is there a draught in the Pacific Northwest
at the present tine?

A No, there is not a draught in the Pacific
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Nort hwest at the present tine.
Q Perhaps we're all kind of hoping that maybe
it will et up here alittle bit pretty soon
Have you revi ewed any anal ysis or projections
of the supply of hydroel ectric power in the Northwest
bet ween now and Cct ober 2002?

A | have not reviewed hydroel ectric power
proj ections, hydroelectric power availability for the
purposes of ny testinony. | amaware in a general sense

of what those projections are, because | did review a
recent presentation fromthe Northwest Power Pl anning
Counsel

Q And what did that show?

A It showed that hydroelectric power will be
avail able in great supply over the next year
Q It's true, is it not, that the Federal Energy

Regul at ory Conmi ssion has inposed price nitigation
neasures on the Western whol esal e el ectric narket which
are in place until Septenber 20027
A I could not stipulate to the date, the
Sept enber date; however, | do know that the FERC has
i nposed price mitigation nmeasures in the West Coast
t hrough the second hal f of 2002.
Q Wul d you accept that date subject to check?
A Yes, | would accept that date subject to



00378

OCO~NOUIRWNPEF

check.

CHAl RMOVAN SHOMALTER:  What was the date you
gave?

MR FFI TCH.  Sept enber 2002.

CHAl RWOVAN SHOMALTER:  Sept enber what ?

MR FFITCH | don't have that date nyself.
My understanding is Septenber 30th, but | don't -- |
can't answer that question, Your Honor. The question
was i ntended to nean through Septenber or through the
end of Septenber 2002. |If | have that wong, and the
wi tness is checking, then I"'msure | will be corrected
BY MR FFI TCH

Q Such nmeasures were not in place in the crisis
of 2000 and 2001, correct?
A That's correct, these nitigation neasures

were not in place during the I would say throughout the
entirety of the West Coast energy crisis.

Q Can | ask you to turn to page 37, please, of
your testinmony, and I'm | ooking at the question and
answer lines 6 through 17. This is the section of the
testinony where you devel op the actual $42 MIlion rate
i ncrease recommendation; is that correct?

A Yes, that's correct.

Q And as stated in this testinony, that
recomendati on i s based upon a concern about another



power market crisis Iike 2000 to 2001, correct?

A Yes, that's one such scenario that could
| eave the conpany in a crisis, one such, but not the
entirety of all such crises that could occur

Q But you don't nention any other crises here
do you?

A No, not there, and |'mvague in the other
reference that we di scussed

Q Now here you conclude that if such a crisis

were to occur, Puget would be | ess prepared, and that in
order to put the conpany in a better position in the
event of a large -- well, excuse ne, now |'mgetting
into confidential testinony here.

MR FFITCH So at this point, I will ask the
conpany, looking at lines 14, 15, actually that whole
answer, perhaps | could ask the conpany to determ ne
whet her those nunbers need to be confidential or the
narrative testinony. | believe the nunber on line 7 has
already been testified to without protection

MR QUEHRN.  Your Honor, in response to
M. ffitch's question, the shaded text in lines 14
t hrough 15 woul d be matters that we waive
confidentiality. The shaded text, however, in line 10
is a mtter that we need to maintain confidentiality.

JUDGE MOSS:  How about line 7?



MR QUEHRN: Line 7 | believe is a matter we
can wai ve confidentiality. Let nme just quick double
check on that.

It's not our nunber, Your Honor, so that's
line 7 is fine.

MR FFITCH Just to clarify conpany
counsel 's statenent, the nunbers shown on |ines 14 and
are 15, are those included in your statement, in the
conpany's statenent, Your Honor?

JUDGE MOSS: M understanding is that the
only nunber on page 37 as to which the conpany w shes to
maintain its assertion of confidentiality is the |line of
-- is the shaded nunber appearing at line 10. And I'm
seeing an affirmation by the shake of a head, so.

MR FFI TCH  Thank you, Your Honor

JUDGE MOSS: (kay.

BY MR FFI TCH

Q So your cal culation of an anobunt necessary
for the conpany here, Ms. Steel, is based upon a worse
case scenario of a large swing in working capital which
woul d | eave a $22.4 MIlion shortfall, correct?

A It's correct that it's based on the |argest
historical working capital swing. | wouldn't
characterize it as the worse case scenari o, because you
never know what the worse case is until it happens, but
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it is the worse that has happened.
Q Al right. And that yields a $22.4 MIlion
shortfall, correct?

A That's correct.

Q Now i n the next sentence, you add anot her $20
MIlion for contingencies; what's the basis of that $20
M1 1lion?

A The calculation in paragraphs -- in the

paragraph in lines 13 through 17 is based on the sort of
anal ysis that you would do for a conpany | ooking for
bridge financing at a bank or a conpany | ooking to
ensure that it had financing in place in the event that
conti ngenci es would occur and that volatility could
occur. So the first part of it is totake a -- to try
to get a paraneter around how bi g those contingencies --
how bi g known needs could be to handle volatility. And
then the second part, the $20 Mllion is for other
contingencies which aren't specified or known.

And you certainly wouldn't expect all of them
to happen at one tine. Rather that would -- should that
occur, you would want to reevaluate it. But one such
contingency that could occur might be the conpany woul d
have to post cash collateral for sonme portion of its
power supply requirenents or would need additional cash
to finance letters of credit, although that option, the



letter of credit option, as | previously testified to,
is a fairly inexpensive cost.

Q So is it fair to say this $20 M1lion
represents your estinmate of what contingencies m ght
occur?

A Yes, it's fair to say that it is ny estinmate,
and | think that there is -- there are reasons to
support a $20 M1lion amount, which | could go through

Q Is that reflected in your workpapers or your
testi nony anywhere?

A No, it is not reflected in ny filed testinony
or workpapers. It was also a judgnent call too. It was

20% of the anmount of the volatility factor, which
think is a reasonable anmount to allow for contingencies.

Q Al right, well, I"mnot going to ask you any
further questions on that. |If your counsel wants to on
redirect, that may well occur

Now i f we | ook back at your testinony on page

42 regarding public interest, the only factors that you
revi ewed here bear on the inmpact on Puget Sound Energy;
is that correct?

A I'"msorry, would you pl ease repeat the
question?
Q The only factors which you have reviewed in

lines 4 through 12 on page 42 bear on the financia



heal t h of Puget Sound Energy; is that correct?

A | think that they -- that is correct that
t hey bear on the -- on Puget Sound Energy, and | have
not | ooked at the inpact on other utilities, but | think
as well these inpacts apply to the conpany's rate
payers.

Q Wl |, can you show ne where in your public
i nterest analysis you discuss the inpact of your
reconmendati on on residential or conmercial electric
cust oners?

A | believe | have |ooked at that in Exhibit 12
of ny testinony when | ook at the inpact of the rate
i ncrease that the conpany has proposed. And taking a
| ook at that graph, you can infer what the anount that |
have proposed, about, you can approxi mate about where
that woul d | eave the conpany's rates about 6% hi gher

And | have al so | ooked at it in Exhibit 13

when | did an analysis of the relative hardship that
woul d occur to the rate payers and to the utility with a
grant of interimrate relief in the anount the conpany
proposed and with a grant in the anpunt that -- with a
grant of zero. And it's a sinple natter then to go
through that exhibit, which | filed electronically as
well, to do different scenarios on that.

Q Wul dn't a reasonabl e person be able to



conclude from |l ooking at Exhibit 13 that it would be in
the public interest of the rate payers that the interim
rate relief request be denied given the huge disparity
bet ween i npact s?

A Vll, | think it's fair to conclude that the
rate payers if that is the only inpact would be better
off to pay interest only rather than to pay a conpany's
princi pal and debt cost. But that's not the only factor
to consider, because availability of power in the event
of a crisis and insulation froma large rate increase in
the event of a crisis are other factors that aren't in
this chart. So it's hard to conclude that the rate
payers woul d al ways be better off in the scenario that
you presented.

Q Do you discuss anywhere in your testinony the
i mpact of your requested rate increase on the comerci al
customers in the recessionary climate?

A | believe | do. It would take ne a nonment to
find that reference

Q Well, my question is going to be, why isn't
that included in your public interest discussion on page
42 under the sixth PNB criterion? Feel free to go find
that if you would like.

A In part the reason it's not included in the
anal ysis on pages 41 through 42 is that Staff's anal ysis



on specific inpacts on commercial custoners is not
conpl eted. W do have another chart simlar to 12C that
we are preparing for the commercial custonmers. It's a
nmore difficult analysis to conpare across utilities for
conmer ci al customers because the conpani es do not charge
on the sanme sort of schedule at the sane break points.
That is, a customer who uses over 5000 kilowatt hours in
a nonth mght be on one schedule for one utility, mght
be on a different sort of schedule for another utility,
and so it is a nore conplex chart, which we hope to have
ready for the general, certainly by the tinme the genera
rate case cones up

But in ny discussion of rate payers above on

page 41, | do nmean all of the conpany's rate payers.
And in ny analysis of all the criterion, | do intend to
reflect the inpact on all rate payers, not just the
residential rate payers. However, | just don't have
additi onal analysis on -- for the inpact on conmerci al
custonmers at this tine.

Q Now you have indi cated again on page 42 in

this discussion on line 8 and also in the section where
you devel op the $42 M1 1lion recomendati on your concern
that the conpany be prepared for another crisis. And in
this line 8 testinony on page 42, you refer to that as
the nost inportant factor. |Is it fair to say that that



is the nost inportant factor driving this
recomrendat i on?

A Yes, | think that is one of the nost
i mportant factors driving this recomendation, that the
conpany -- the conpany's current financial situation as

evi denced by its bal ance sheet indicates the conpany is
not financially prepared for another crisis.

Q And so if you were to conclude that the
conpany is not or that the state of Washington is not
facing any immnent crises of the type that you have
testified to, would that change your recomendation with
regard to interimrelief for the conpany?

A Wul d you clarify whether you nean a power
mar ket crises or any sort of crises by crises?
Q VWll, | will start with a power nmarket crisis

since that's the type of crisis that you refer to in the
section where you specifically develop the $42 M11lion
let's start with that. |If you assunme that there is not
going to be a power market crisis between now and

Cct ober of 2002, would your recomendati on be the same
inthis case, or would it be different?

MR, CEDARBAUM  Your Honor, | guess | will
object with respect to vagueness, because there has been
sone di scussi on about what power crisis nmeans, and
perhaps M. ffitch can just clarify what he neant in



that question, and then | woul d wthdraw ny objection.

JUDGE MSS: | think | will just overrule the
obj ecti on.

Do you have the question in m nd?

THE WTNESS: Yes, | do.

JUDGE MOSS:  Can you answer it?

THE WTNESS: Yes, | can.

JUDGE MCSS: Pl ease go ahead.

A It's inmpossible to know the future, and so |
think that if | knew that there were no power market
crisis that were going to happen for sure, the only way
| -- the only point in time that | would know that for
sure would be after the period had been conpleted. And
even if | thought that no power nmarket crisis were
likely over the next period, which nmay be true, | would
still think that as a business, the conpany needs to be
prepared for other sorts of volatility, volatility in
general. It is a good practice of good financi al
nmanagenment to have the ability to withstand
contingencies, the ability to withstand volatility in
supply prices and in other factors, volatility in
revenues. So |'m-- | could not say that having a
pretty good forecast that there will not be another
power market crisis over the next year would at all
change ny testinony.



MR FFI TCH  Your Honor, | think |I'mjust
about done. | think |I have one other short I|ine of
guestioning, and | should be able to finish it up, so.

JUDGE MOSS: Pl ease proceed
BY MR FFI TCH

Q If I could get you to turn to your Exhibit
414C, Ms. Steel. In earlier cross-examnation -- do you
have that in front of you?

A Yes, | do.

Q In earlier cross-examnation, you have

identified four rather l|arge sources of funds that the
conpany didn't recognize in their request for $170
MIllion of rate relief, and | will just recap that, and
you can tell me if I'"'mwong. But on line 2, $25
MI1lion of current maturities of |ong-termdebt, excuse
me, rather based on your correction, your corrected
testinony, that's portions of reassigned debt and
equity. Then on line 4, $50 MIlion of optional debt
redenption, line 5 $62.5 MIlion of working capital
and on line 8, $40 MIlion of nediumtermnotes which
were issued in January. Wuld you accept subject to
check that adds up to $177.5 M11lion?

A Yes, | would accept that figure.

Q And that's 177.5 the conpany di d not account
for in the original filing, correct?



A Yes, that's $177.5 MIlion that the conpany
did not account for in this fashion in its origina
filing.

Q And here's ny sinple question, perhaps it's
uni nformed. The conpany has asked in this case for $170
Mllion fromrate payers. You have found in this
Exhi bit $170 plus MI1lion of cash that the conpany did
not admit that it had. Wy doesn't this rate increase
just go away based on these finances, and why do you
concl ude notwit hstandi ng these nunbers that $40 M11lion
is necessary by way of an interimrate increase?

A | don't nake that conclusion because | have
not used the sane net hodol ogy in calculating ny reli ef
as the conpany used in nmaking its request for relief.

It is nmy belief that in making its request for interim
rate relief that the conpany overstated its case and its
need for noney to repay its short-termdebt. But |
don't accept the conpany's nethodol ogy of coming up with
$170 Mllion in the first place, so it's ny correction
woul d not directly apply to their nethodol ogy.

MR FFI TCH.  Thank you.

May | just have one nonent, Your Honor, |
think 1I'mfinished.

JUDGE MOSS:  Yes, M. ffitch.

MR FFITCH | don't have any further
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guestions. Thank you, M. Steel
JUDGE MOSS:  Thank you, M. ffitch
M. Kurtz, | believe you said you had ten
m nutes or |ess.
MR KURTZ: Yes, sir.
JUDGE MOSS:  Wul d you go ahead, please
MR KURTZ: Yes.

CROSS- EXAMI NATI ON

BY MR KURTZ:
Q CGood afternoon, Ms. Steel
A Good aft ernoon
Q My nanme is Mke Kurtz. | represent the

Kroger Conpany, who operates just by way of background
approxi mately 130 grocery stores in the state of

Washi ngton, 66 of which are served by PSE. Just a few
guestions for you.

In your Exhibit 414C where you devel op the
$42 Mllion rate increase, you base your calculation you
just said on a nethodol ogy different fromthe conpany;
is that right?

A That's correct.

Q The conpany essentially tried to calcul ate
their power costs fromtheir last rate case and their
proj ected power costs and cane up with a differential of



$170 Mllion; is that a fair shorthand way of saying
t hat ?

A | think that's fair to characterize the
conpany's request as a request for recovery of just that
cost.

Q And you on the other hand did this sources
and uses calculation; is that right?

A That's correct, | | ooked at the overal
financial situation of the conpany.

Q And you did not directly tie your proposed
rate increase to energy costs at all, you | ooked at

essentially financial need or financial integrity, as
you stated; is that right?

A That's correct.

Q Al right.

A | did not tie any one cost in particular to
ny recomendation for overall financial relief.

Q Let nme just ask you to turn to page 25 of

your testinony, if you would, please. Perhaps this is
one section that you were | ooking for earlier in
response to some questioning fromM. ffitch. It was
about the inpact on the commercial custoner class. Do
you see the question that begins on line 11?

A Yes.

Q Ckay. You were asked, would the grant of



i medi ate rate relief cause gross hardship or gross
inequity. And you answer in part in the third sentence,
you have a -- there is a -- you have a particul ar
concern of its inmpact on the conpany's 98,800 conmerci a
custoners; is that right?

A That's correct, | nentioned that conmercial
customers in particul ar because they are busi nesses like
Puget Sound Energy, and when they're faced with an
i ncreased cost, which they would be if the conpany's
request for interimrelief is granted, they will have to
make choices in their capital budget, in their
operations and mai nt enance budgets, that mght be nore
difficult choices than the conpany seens to have nade in
its filing.

Q Are there any other reasons that cause you
particul ar concern for the commercial custoners ot her
than the ones you have stated in your testinony and in
your | ast answer al so?

A There are not that | have anal yzed for this
pr oceedi ng.
Q Did you | ook, when you answered this

guestion, did you look at the relative rates of return
or the profit margin that the conpany was al ready
earning on its sales to comercial customers vis-a-vis
i ndustrial and residential custoners to see if the



commerci al custoners were al ready paying in excess of
cost of service before this interimrate increase even
goes into effect?
A No, | did not |Iook at that question for the

i nteri mproceeding. The inpact on one class of
custonmers versus another class of customers is an issue
that's covered in the testinony of Staff w tness Merton
Lott, and | will have to defer to M. Lott on the sort
of anal ysis he did.

MR KURTZ: Thank you, Ms. Steel

Your Honor, those are all ny questions.

JUDGE MOSS:  Thank you, | believe that
conpl etes the parties' cross-exam nation as indicated in
our |ast pre-hearing conference.

MR VAN CLEVE: Your Honor, | just have a
coupl e of brief questions.

JUDGE MOSS: Al right.

CROSS- EXAMI NATI ON
BY MR VAN CLEVE

Q CGood afternoon, Ms. Steel
A CGood afternoon, M. Van d eve.
Q As | understand your testinony, you believe

that the interimrate relief should not be attributable
to any particular type of cost recovery; is that



correct?

A My testinony is that the decision to grant
and the amount to grant shoul d be based on the overal
financial health of the utility rather than specific
el enments taken out of context.

Q And if you could refer to the |ast page of
your testinony, page 44, you state at line 4 that the
interimrelief should be granted without attribution of
recovery of a specific cost or costs; is that right?

A Yes, that's correct that | recomend that the
surcharge be granted without attribution to recovery of
a specific cost or costs.

Q And does --

A That is the decision to grant or not and the
total anount.

Q Does Staff believe that interimrate relief
in this case should be subject to refund?

A Yes, and that is a topic covered in the
testinony of M. Merton Lott. | will have to defer to
hi m on questions of refunds.

MR, VAN CLEVE: Thank you, that's all | have

JUDGE MOSS: Al right, anybody el se?

That certainly conpletes ny list plus one.
Al right, | think the Bench has sonme questions. Do we
require a recess?



Al right, then let us proceed.

EXAMI NATI ON
BY CHAI RWOMAN SHOWALTER:

Q Ms. Steel, | want to thank you first of al
for your very clear voice, your perfect diction, your
short declarative sentences, and in particul ar your
habit of paraphrasing part of the question and
incorporating it into your answer. It nmakes it a |ot
easier to understand what it is you're testifying to,
and | appreciate it.

A Thank you.

My general effort here is to try to pinpoint
the differences between the Staff reconmendati on and the
conpany reconmmendation and to understand whet her
anything, in fact, has been reconcil ed, and al so whet her
the differences are nore in the nature of fact, although
those nay be projections versus judgnments on the genera
envi ronment or other predictions.

But first, I would like to go through your
testinmony and just get some clarifications fromyou on
words or phrases or other things | don't understand. So
could you begin by turning to page 10 of your testinony.
On line 11, you say, the conpany continues to finance on
reasonable ternms. Can you tell me what your definition



of reasonabl e neans, and if possible, what would a
reasonabl e i nterest rate be today?

A | think a reasonable interest rate takes into
account overall interest rates that are in place. So ny
anal ysis depends on the interest rate that the conpany
got on a |l arge debt placenent of $40 MIlion during the
pendency of this interimrate request. On a two year
secured issuance, the conpany obtained a rate of 6.25%
which is ower than the cost of debt enbedded in the
conpany's rates fromits |ast general rate case.
believe the long-termdebt fromthat |ast general rate
case rate was 8.11% And so relative to that, 6.25
| ooks very reasonable, if not |ow

Q In other words, are you saying that the
interest rate that's built in to the |ast revenue
requi renent for |ong-termdebt was 8.11%

That's correct.

Can you tell me --

| could check that if you would Iike.

Al right, go ahead.

Yes, it's 8.11%

Can you tell me what an unreasonabl e interest
rate or unreasonable terns would be today, or is that
sonet hing that can't be answered out of context?

A I think the context is inportant, but | would

Q>0 >0 >



state that in this climate that an interest rate around
10%with interest rates being very | ow woul d seem
unreasonabl e for a conpany, and then there is a | ot of
area in between

Q Very low, did you say?

A No, sorry, an interest rate of 10% 1 believe
woul d not be a reasonable rate for the conpany to be
able to obtain financing on its first nortgage bonds.

Q Al right. Then on the next page, page 11
online 2, let's see, you say this debt to
capitalization ratio is the only financial covenant on
the conpany's committed line of credit. No, that's, I'm
sorry, it's line 5 that ny question refers to. You're
saying for the period Septenber 30th, this ratio is
improved to 59.4% Do you have this ratio for a later
period, or is Septenber 30th the latest that it's
avail able for?

A Septenber 30th is the period, the nost recent
period that | had available at the tinme | wote that
part of my testinony.

Q Do you have a | ater one now?
A | could calculate it, but | don't have the
conpany's cal cul ati on of that covenant. | could

calculate it fromthe bal ance sheet that the company
provided. And if you prefer, | could take a few m nutes



to make that cal culation, but | don't have a covenant
conpl i ance docunent prepared by the conpany for the
peri od ended Decenber 31st, 2001

CHAl RMOVAN SHOMALTER: My general interest is
in getting up-to-date information if it's available, so
| don't know howto handle it. Wuld this be good to do
it as a --

JUDGE MOSS:  Can you do that cal cul ation very
qui ckl y?

THE WTNESS: Sure

JUDGE MOSS: Wiy don't you just go ahead and
do it.

THE WTNESS: Can | go over and talk to
counsel , because he's got the exhibit | need.

JUDGE MOSS: Wiy don't we take a brief recess
and |l et the witness get what she needs in the way of
docunents so we can get an answer to this, so we will
just be off the record for a few m nutes.

(Recess taken.)

JUDGE MOSS: W have a question pendi ng,

t hi nk.

A kay, for the period Decenber 31st, 2001, the
conpany has cal cul ated debt to equity ratio, or I'm
sorry, |I'msorry, the conpany's calculated ratio would
be 59. 84%
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BY CHAI RMOMAN SHOWALTER:
Q So that's the update fromthe 59. 4% of
Sept enber 30t h?
A That's correct.
Q Thank you. Then sticking on that sanme page

on line 10, 9 and 10, you say, for the nost recent

peri od through Decenber 2001, the conpany woul d have
conplied with the new 2.0 tinmes ratio. |'mjust
interested in your use of the word would. You nean they
10 did, or is your would based on sone estinmate or

11 conj ecture on your part?

12 A That cal cul ation is based on the conpany's

13 projections, and | believe it's also clear fromtheir

14 testinmony that they believe they would neet that ratio
15 through the end of Decenber.

OCO~NOUIRWNPEF

16 Q Since we have passed Decenber, |'mjust
17 wondering why it's would, why isn't it they did?
18 A Wel |, the conpany did not provide us with a

19 bal ance sheet for Decenber 31st, 2001, and with the
20 results of operation until --

21 Q | see.
22 A -- | think January 24th of 2002.
23 Q So that as of this testinony, these were

24 projections for the year end 2001?
25 A That's correct.



Q As opposed to actual s?
A That's correct.
Q Then on lines 11 and 12, | think you state

that the coverage ratio for first nortgage bonds applies
only to new i ssuances, the najority of the conpany's
debt is unaffected. | guess ny question is, does the
credit rating affect the ability of institutiona
investors or others to hold the existing outstanding
first nortgage debt?

A Sone institutions nmay be inpacted, because
some institutions can only hold investnent grade rated
bonds or can only hold a portion of their portfolio in
non-investment grade securities, so sone investors in
t he conpany's bonds may be i npact ed.

Q Al right, and |'"'mgoing to get to sort of a
di scussion of the scenario where the conpany m ght be
downgr aded bel ow i nvest nent grade in a mnute.

Then if you could turn to page 13 at the top
the sentence actually begins at the bottom of page 12,
you say, the only independent assessnent provi ded PGE s
revi ew was favorable and has resulted in the resunption
of trading on the sanme terns. Wose revi ew of what was
P&E s revi ew?

A P&E s review was of the conpany's credit
risk.
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OCO~NOUIRWNPEF

Q But who was doing the review?

A P&E was doing a review of PSE' s credit risk
for the purposes of trading with it.

Q | see.

A Sort of a trade credit anal ysis.

Q So what you're referring to here is P&E was
a trading partner with PSE and did a review of PSE?

A Yes.

Q And the result was favorabl e?

A Yes.

CHAIl RWOVAN SHOMALTER:  kay, while I'mon
this page, on page 13, this page 13, lines 13 through
17, there are two different sentences that are |isted
there as confidential. | would |like to ask the conpany
if they need to be.

MR, QUEHRN:.  Your Honor, |'m advised that
this informati on has now been filed with the SEC, so it
no | onger needs to be kept confidenti al

CHAl RWOVAN SHOMLTER:  Ckay, thank you.

MR, FFI TCH:  Your Honor, could | just get
clarification that that's the information on page 13,
lines 13 to 17; is that correct?

JUDGE MOSS:  That's correct.

BY CHAI RMOMAN SHOWALTER:
Q Then on page 24 of your testinony, |ines 10
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and 11, you say:
Anot her way for the conpany to preserve
cash and minimze its financing needs is
to issue a partial stock dividend.
And can you explain to ne what that is? Do
you nean issue a dividend not as large as prior
di vi dends?
A Well, not to -- what | nean by that is to
i ssue a greater percentage of its dividend as stock
dividend than it currently issues, so to issue a | ower
cash divi dend
Q | see, okay. So basically nore stock, |ess
cash?
A Ri ght .
Q Then on page 36, line 18, you say:
PSE i ncurred | arge all owances for
doubtful accounts due to California
whol esal e sal es.
Can you just explain to nme what this neans?
A Ckay. That is allowance for doubtfu
accounts is an accounting entry that is taken agai nst
t he conpany's accounts receivables that reduces the
anount of accounts receivables that the conpany reports
on its bal ance sheet, and the purpose is to fairly
reflect the likelihood of recovery of certain accounts.



It may also, it | think does in fact, also reflect a
percentage of those accounts that may not be recoverabl e
based on past experience.

Q So you are saying in effect that they were
generous in assunptions of what anounts of noney they
m ght not get, what accounts receivable they may not
receive; is that correct?

A | think that's correct. | think the
conpany's bal ance sheet may end up | ooki ng better than
it's reported at this time should that positive
conti ngency occur that they receive the noney, noneys
owed fromthe California whol esal e power supply, power
pur chasers.

Q Al right. D d you take this factor into
account one way or another in your analysis? In other
words, do you nmeke a different judgnment about this or
not ?

A No, | do not nake a different judgnent about
this than the conpany makes.

Q Then on page 44, line 4, M. ffitch asked you
about this, and nmy question is, if we grant interim
relief according to your recommendati on, what happens to
the amounts that were deferred and put into the deferred
account? Do they go away, are they assuned to be taken
care of by the interimrate relief?



A No, it's Staff's recommendation the deferred
account, the deferred anounts are witten off in the
current period, the period incurred, but that's a topic
of M. Lott's testinony, treatnent of the deferral

Q So those ampunts don't go away as a result of
the interimrate increase, but neverthel ess your
recomendation or M. Lott's recomendation is that they
be witten off; is that what | heard you say?

A | believe that M. Lott does not reconmmrend
continuing the deferral, that it would not continue in
the deferred anount. You know, actually, | don't think
| should characterize M. Lott's testinmony about what --
how he treats the first quarter of 2002's deferral. It
is nmy belief that M. Lott does not continue the
def erral though.

Q Al right. So but the net of Staff's
reconmendation is grant an interimrate increase but
termnate the deferral with no further action; is that
correct?

A | believe that's correct, and the conpany
projections on which I relied in this case don't include
def erred anounts either, because this filing was prior
to their obtaining the deferral fromthe Conm ssion in
| ate Decenber. So that's not a change from you know,
it's not as if | have taken their projections and failed



to correct the inpact of a deferral, because it was not
t here.

Q Ckay. | want to have a little bit broader of
a discussion at this point. One of the thenes running
through the testinmony of the different witnesses is what
is the probability of a downgrade to bel ow i nvest nent
grade, and second, what are the adverse consequences if
t hat event occurs.

A Ckay.

Q So | want to focus first on the first
question, what is the probability of a downgrade, and
maybe we coul d begin by | ooking at your testinony on
page 31, because | want to understand it. Al right,
you say here you can't predict what Mody's or S& will
do, but then | thought | heard you testify that you did
not think they would downgrade if your level of interim
relief were given. Did | hear that correctly or not?

A VWll, I'"'mnot nmaking a prediction, but I
specified that for S&' s rating, according to the
opi nion that they released in Decenber after the
Conmmission rejected its first interimrate relief
request and after the conpany had filed its second one,
the conments from S&P seemto be that the ratings
currently in effect for Puget Sound Energy take into
account that interimrate relief will not be avail able



to themuntil the general rate case is conpleted

Q What about Moody's, is there any conparable
i nferences that you can draw?

A VWll, | think it is inportant that the
Moody' s ratings are actually under review right now.
That's the equivalent to being on credit watch at S&P
The ratings are not on credit watch at S&. The
conpany's corporate credit rating renains investnent
grade at S&P but at the lowest level. At Mody's, its
credit ratings are rated higher, the corporate credit
ratings are rated higher than the Standard & Poor's
equi val ent rating, and those are on watch. Those are
under review, which is the Mody's term nol ogy.

Q So was the inplication there that even though
Moody's is currently reviewing their rating, because
it's higher relatively than S& s, there's nore roomto
fall before falling below investnent grade?

A Yes, that's the correct inplication, there is
nore room between the current rating for Mody's and the
| owest investnent grade |evel than there was for Puget
Sound Energy's S&P rati ngs.

Q Then | want to ask you about the $20 MI1lion
for contingencies that you recommend. Does that assune
that the conpany maintains an investnent grade rating,
i.e., are you saying $20 MIlion is enough for



contingencies if the conpany renai ns investnent grade,
or are you al so saying $20 M| Ilion should be enough even
i f a downgrade bel ow that |evel should occur?

A If a single downgrade occurs on Mody's, the
conpany woul d not be non-investnent grade, it would
remai n i nvestnment grade. So | don't think there would
be any requirement to dip into this $20 MIllion
contingency aside froml believe the conpany's |ine of
credit fee goes up very slightly. But if the conpany's
credit ratings for both S& and Mbody's were both
dropped at the corporate credit rating |level to bel ow
i nvestment grade, then the conpany nay have to nake sone
changes in its supply arrangenents. | don't necessarily
know that those would cost a material anount nore, but |
believe that $20 MIlion is a reasonabl e anobunt to
i nclude for that contingency, that single contingency.

Q So am | right that your answer is that in
your view, even if the conpany is downgraded a corporate
| evel to bel ow investnment grade, a $20 MIlion
conti ngency fund should be enough to take care of nost
events that you can think of?

A Single events. A worse case woul d be, you
know, the unlikely occurrence of many different factors
occurring. And given a $20 MIlion amunt for single
amounts, various sorts of factors I could think about,



and one single event woul d be a downgrade.

Q Now we ventured into the second part of ny
guestion, which is, what are the adverse consequences
shoul d the conpany be downgraded, and you have covered
them And | guess one question | want to ask is whether
you have taken into account what | will call | think is
sonetinmes referred to as the cliff effect, but that is
that once a conpany is downgraded to bel ow i nvest nent
grade, it triggers various events that can trigger even
further events, so that in the first instance, first
nort gage bonds m ght cost nore, which can be cal cul at ed,
but then what happens if certain investors can't own the
stock? And maybe you can play out nore of these effects
than | can. | think the conpany listed sone of them
And | guess ny question is, are you not overly concerned
about that because you don't really think the conpany
will be downgraded to that level, or even if it is, the
$20 MIlion should get it through to the end of the rate
case?

A | can't say whether or not the down -- such a
downgrade would occur. | would just note though for the
first nortgage bonds to becone rated bel ow i nvest nent
grade that they would have to drop two notches for S&P
and three notches for Mody's, and | have not seen
testinmony fromthe other parties that the first nortgage



bond ratings are likely to be rated bel ow i nvest nent
grade over the interimperiod.

Rather it's the second case, that | think
that the direct consequence of a downgrade over a short
period until the interimis conpleted on the corporate
credit rating would not have such a significant inpact
that $20 MIlion could not handle. And | think that
cascadi ng effects can take sonme tine to wind their way
through, and in the six nonths fromnow until a |ot of
the general rate case issues are aired in the public,
then | think it's not so nmuch tine to really have a | ot
of factors cascade and interact and interplay.

| have done what specific analysis on those
factors | could. | have asked the conpany for its
i nformation and quantification of what these factors are
that it alleges, but it has not provided me with very
specific information to analyze. And so there is sone
of my own judgnent in that $20 MI1ion nunber, which I
have attenpted to further clarify with questions, data
requests to the conpany since filing ny testinony, but I
haven't been able to get better information that would
cause nme to change that $20 MI1ion reconmrendati on

Q In other situations, you can see very rapid
cascading effects, and | can think of, you know, Enron
and its stock or Qvest. Are you at all concerned about
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| suppose the cascading effect of negative perceptions
on the conpany in a nunber of quarters or are reinforced
and accel erated froma nunber of quarters fromwhich it
woul d be difficult to regain or restore an adequate
credit rating even if at the end of a general rate case
we have well justified rates?

A Perceptions are slippery. | nyself
characterize Staff's case as very positive for the
conpany. W carefully analyzed the conpany's overal
financial situation and found it to not be a disastrous
situation. 1In fact, we found sone positive elenents in
the conpany's financial situation, and our
reconmendati on provides relief and shores up the
conmpany's financial situation in two ways, by inproving
the inflow avail abl e for contingencies and then al so
controlling the outflow of cash fromthe utility. So ny
own opi nion of how Staff's testinony and case shoul d be
perceived is that it should be perceived of as positive
and supportive of the conpany.

Now how the ratings agencies wll perceive
Staff's case in particular is a difficult question for
nme to anal yze, because | do not have a financia
relationship with the ratings agencies, so | do not have
the sane | evel of access to themthat the conpany has.
I amalso not able to influence those ratings in the



sane way and their opinions and statenents that they
publicize in the same way that the conpany is able to.
So | am concerned about in particular what the ratings
agencies will say and how they perceive it, but | don't
think that it is a dispositive factor that should be
used to set a level of rate relief or decide to grant or
not, because it is too hard to pin down and quantify.

Q Well, that leads to the question of what
i nformati on the rating agenci es have, and | assune they
have i nformati on that the conpany wants to provide them
and sone information that the rating agenci es ask the
conpany for, and | will go into that with M. Gaines.
M/ question to you is, do you have the ability to |ay
out for the rating agencies your analysis? | guess they
can read your testinony, but some of it's confidential
but do you think that their opinion of the conmpany's
situation would be affected if they revi ewed your
testinmony and al so | guess agreed with it?

A | think that it mght be. | can't discuss
the confidential portions of the testinmony with the
rati ngs agencies, but | have discussed with their
personnel that we have infornmation avail able here, and
if they are interested, they can file a public
i nformation request and get that information if they
bel i eve that we have access to information that they do



not. And | have al so asked them about the types of
i nformati on that they have anal yzed, and | don't believe
that they have any information that is not available to
Staff, nor do I believe that they have anal yzed
i nformati on about Puget Sound Energy in particular that
Staff did not anal yze.

But it's difficult to engage in a neani ngf ul

di scussi on when you can't -- you may both have access to
the sane data, but you can't really talk about it
because | can't -- | can not, you know, reveal to them

that information, although |I believe they may be privy
toit if they wanted to be, they could request it from
t he conpany.

Q Ckay. Then could you turn to Exhibit 407.
believe with regard to the shaded nunbers in the upper
right-hand corner, you said, | believe, that you had
done your own analysis that would alter these nunbers;
am| correct?

A | could analyze these, go through and tel
you how the ratios would be affected up or down, but I
don't have the specific calculation. That analysis
woul d be that the FFO nunbers woul d be higher and the
pre-tax interest coverage as well. Total debt to total
average capital would essentially be unaffected.

Q Al right. But if you were to redo this with



substituting your either nunbers or judgnents for the
conpany's, does that essentially nean that you would be
taking -- maybe you should tell nme, in other words, what
nunbers woul d you be substituting in your analysis that
would lead to different nunbers here, or if not nunbers,
just what itens?

A kay. On the FFOto total debt ratio, |
woul d be correcting that to include an inprovenent to
net cash flow fromthe $9.75 MIlion which | have nade
an adj ustnment for for O&M budget savings, and | would
al so increnment cash flow, the FFO, fromthe capita

savings. Actually, | may have these reversed. 7.8 is
the capital savings.

Q Al right. Are those values that you refer
to included on any exhibit here?

A Yes, they are, they're included on Exhibit
14C, page 1.

Q Al right. And that was actually | wanted --
were you finished on the previous question?

A There woul d be sonme adjustnents to net cash

flow | ower down on the page, but | don't believe your
guestion was about all the ratios, right?

Q Al right, well, then | wanted anyway to go
next to 414C. | think what I'mafter, if it's possible,
is to get an apples to apples conparison of your



cal cul ati ons or judgnments versus the conpany's, so |I'm
not sure this is it, because | think |I heard you say
this was really the conpany's nethodol ogy anyway. Am |
right on that?

A In Exhibit 7 or this exhibit that was on
the --

Q 414 1'mtal ki ng about.

JUDGE MOSS: It was your pre-narked LAS-14C,
it's now marked as 414C.

A That is nmy own exhibit.

Q And | was paying close attention to the
guestions from M. Quehrn and witing down the
differences, but | think | was going through somewhat of
the analysis that maybe M. ffitch went through in which

there were conparisons of, well, line 1, you have 486,
PSE would put in 518. Am1l correct on that?
A Well, | think the conpany is starting with

the wong nunber. Actually that 518, | think that what
they're trying to get at is ny adjustnent in line 5.
Ckay.

But that nunber isn't --

But that was the nature of that Iine of
guesti oni ng?

Yes, it was.

And then on line 2, you have $25 MIlion, the

Q>0

o >
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conpany woul d have zero; am| right on that?

A | suppose that's what they would put in
t here.

Q And then on line 5, what | thought | heard
was that you have $62 MIlion plus and the conpany woul d
have and | thought | heard was $2 MIlion there.

A Yes, | think they had 1.7 or sonething like
that there.

Q And then on line 11, you have $83 MIlion
pl us, and the conpany woul d have a negative $32 MI1lion
aml right on that?

A | believe that's what they propose.

Q And then on line 14, you have a $42 MIlion
and the conpany would be 140 | wote down; is that
right?

A I don't recall the conpany using the 140
nunber .

Q VWll, I will look up the questioning. But

then what | heard you say in response to M. ffitchis
that this conparison of 42 to either $140 MIlion or
something isn't particularly neaningful in your view,
because you don't really agree with this nethodol ogy
that's reflected on this chart, that this was the
conpany's nethodol ogy. Am | right or wong on that
poi nt ?



A Ch, on this chart, Exhibit 414C | fully
agree with the nethodology in ny own chart.

Q Ckay.

A My own chart | think is the right way to
anal yze a conpany in need of short-termfinancing or
short-termrate relief. | do not agree with the

illustrative exhibit that the conpany had on the ease
whi ch appeared on bl ue paper in the pass around.

Q Ckay.

A And | don't agree with that nethodol ogy,
because the nethodol ogy | woul d enpl oy woul d begin with
cash fl ow necessary for ongoi ng operations, cash flow
for necessary investnment, and then would begin -- then
woul d follow fromthat financing needs, then would end
wi th dividends avail abl e for sharehol ders. The conpany
inverts this traditional financial analysis and put

dividends at the top. It allows the other expenses to
fall fromthat.
Q So ny corrected viewis the way this exhibit

starts out, you fully endorse, M. Quehrn | ed you

t hrough sone possi bl e differences between you and the
conpany which you did not accept, but by accepting them
and just doing the math, there is a bottomline, and
think you didn't know if it were $140 MIlion, | heard
M. ffitch say $170 MIlion, so | was going to try to



pin that down.

A | believe M. ffitch's $170 MIlion just cane
fromthe conpany's pre-filed testinony, which was based
on power costs. It didn't flowfromthis chart.

Q Al right. Then if you could turn to Exhibit
416. This discusses the WSPP agreenent, and this nmay be
somewhere el se in your testinony or soneone el se's
testinony, but what is the significance of the WSPP
agreement; is that a master agreenent?

A Wul d you pl ease clarify which exhibit?

Q Ch, I"'msorry, apparently it's 417,
apparently gave the wong nunber.

Wul d you repeat the question, please?

Q Yeah, the question, this is a discussion of
the WSPP agreenent, and | don't know what the
significance of the WSPP agreenent is. Is it a naster
agreenment, or why is it being discussed?

A | think it is the agreenent in place for what
| believe is called the Wstern System Power Pool

Q Ckay.

A And it is a master agreenent that governs the

trading rel ationships of the parties. But you can see
fromthe agreenent that there's significant flexibility
that individual parties have in negotiating terns anong
t hensel ves.



Q Al right. And then two pages into that
exhibit, oh, it's, whichis it, no, it's Exhibit 418,
you had discussion with M. Quehrn that | was having
trouble following, so | will just ask you ny own
question, which is, if Puget does go to junk status,
will it have nore difficulty either accessing the energy
markets or with obtaining reasonable ternms and
conditions? And | guess | better, since |l -- | better
not use that word. 1Isn't it logical to think that if
Puget is downgraded to junk status, it will have nore
difficulty with access or ternms than it would if it's
not downgr aded?

A | think it's reasonable to conclude that the
conmpany would likely experience nore difficulty if it is
downgraded to bel ow i nvest nent grade by both rating
agencies on its corporate credit rating. However,
can't know that as a fact fromreading this agreenent,
because that is not a required outcone of this
agr eenent .

Q Ri ght, the agreenment doesn't cause any of the
counter parties to take any particular action, but it
does entitle themto, doesn't it?

A Yes, that's correct, it entitles themto take
that action without requiring themto take action

Q So then back to this broader environnent of



the West Coast, Enron, the last 18 nonths, FERC, et
cetera, would you say that there is a greater
probability of parties exercising these kinds of

provi sions today than they would have 18 nonths ago if a
conpany had exactly the sanme financial indicators? |'m
getting at, is there a general nervousness in the energy
world for which we're all paying a premumin one form
or anot her?

A I think there is that general uneasiness
right now that there wasn't 18 nonths ago, in part
because the econony is in recession, and in part because
of the energy crisis, after shocks, and in part because
of fallout fromEnron's collapse. But | also think that
it's true that if a party 18 nonths ago was downgraded
to below investnent grade, it would stand out as nore of
an outlier than it would stand out today, because there
are sone mgjor trading partners who are having trouble
mai nt ai ni ng i nvestnment grade ratings right now and who

are getting -- making alternate arrangements. So in
that sense, I'mnot sure that it would be nore or |ess
difficult than it would have been 18 nonths ago. In

fact, because it's nmore common, it coul d be easier, and
a lot of big trading partners nay not have such great
alternatives.

Q But that actually gets at the flip side of ny



guestion, which is, has there been sone kind of grade
deflation by the rating conpani es where they seem nore
prone to downgrading, | don't know about downgradi ng
bel ow i nvest nent grade, but nore prone to downgradi ng
because maybe they are generally nervous?

A | agree with that statenment, and | do have a
copy of a rating agency's review of what it did in the
second hal f of 2001, and it does support that beli ef
that the rating agenci es have been nuch nore quick to
downgrade. | could provide that as a -- a copy of that
if the Bench would like it. It is Standard & Poor's
ratings direct analysis of credit quality in 2001 for
US utilities. It's dated January 18, 2002, and it
shows that U S utilities' credit quality displayed a
steep decline in 2001, and the negative trend is likely
to continue. And it also shows that nost of its ratings
actions in 2001 were negative, as they were in 2000.

JUDGE MOSS: | think the Bench will request
that as Bench Request Nunber 2, M. Cedarbaum and given
the I ate hour, perhaps copies in the norning. Wuld
that be good, copies for all, thank you.

MR CEDARBAUM So that's going to be Exhibit
2?

JUDGE MOSS: It will be Bench 2, yeah
Exhi bit 2.



In the nmorning then

CHAl RWOVAN SHOMLTER: | will | ook for
gui dance fromothers. | want to turn to some of Donald
Gai nes' rebuttal testinony, rebuttal to your testinony,
and ask for your response, but it is alnpost 5:30, and
know that M. Cedarbaumwanted to -- had a deadline. So
we could either stop now and take it up in the norning,
or | could run through these questions.

MR, CEDARBAUM | can make arrangenents.

CHAl RMOVAN SHOMLTER:  That's all right.

MR CEDARBAUM The other concern | have is
the witness has been on the stand since nmd norning, and
she's probably -- she deserves a break

CHAl RMOVAN SHOMALTER:  She | ooks pretty fresh
to me.

JUDGE MOSS: Al right, | would Iike to have
us -- can the parties all be here at 9:00 in the
norni ng? |s everybody spending the night who is from
out of town? So that way we can go ahead and mark these
remai ning few exhibits that are outstandi ng and rmake
sure we're all on the sane page and so forth before the
conmi ssioners take the Bench at 9:30, so let's plan to
be back at 9:00.

And there was a question apparently from
Ms. Davi son before we go



V5. DAVI SON:  Your Honor, | just wanted to
rem nd you that we had one di scovery dispute with PSE

and that was the answer to our Data Request 8.1. I'm
not sure when you would like to take that up, but | just
wanted to |l et you know that we still have not resol ved
t hat di spute.

JUDGE MOSS: Wl l, | don't think the
conmi ssioners need to be on the Bench for a discovery
di spute, so unless they just want to stay, we will [let

them go, and we will take up your discovery dispute
right now.

V5. DAVI SON0  Thank you, Your Honor

JUDGE MOSS: Wl that unduly cause a probl em
for you, M. Cedarbaunf

MR CEDARBAUM No

JUDGE MXSS: | don't need to keep you
unnecessarily. W could take it up in the norning,
suppose.

MR CEDARBAUM No, | very nuch appreciate
t he accomodation, but | think that especially since the
di scovery issue is between | CNU and t he conpany, if |
need to leave, if | have permission to leave, | will do
t hat .

JUDGE MOSS: Al right, let's go ahead with
that. It's not going to take nore than ten mnutes, is



it?

M5. DAVISON. | don't think so. | think it's
a very straightforward question. Basically the question
that we posed has been the question that has been the
central issue for today's cross-exam nation, which is we
asked PSE to provide to us at what level of interimrate
relief does the conpany believe that its credit rating
will be reduced fromtriple B minus to junk, and we
asked for themto explain all assunptions in respondi ng
to this request. The answer that the conpany gave us
was that they believe that the rating will be lowered if
the conpany's request is not granted. Well, that wasn't
the question that we asked. W wanted to know at what
level of interimrate relief will this projected
downgrade occur, and | think that it is a very critica
issue in this case, and | think that we have posed a
proper question and that the conpany shoul d have
specifically answered this request.

JUDGE MOSS: Wl l, maybe it's the late hour
and I'mjust puzzled, but as | understand what you just
read to nme, it is the conpany's response that unless
they get their $170 MIlion, they are going to be
downgr aded.

I's that the conpany's response?

M5, DODCGE:  Yes.



JUDGE MSS: And |'m seeing a | ot of heads
nodding in affirmant, so isn't that the answer to your
guestion, whether you disagree or not?

MS. DAVISON: Well, no, ny question was at
what level of interimrate relief.

JUDGE MOSS:  As opposed to what, what do you
nmean, do you nean sonething different by a level than I
nmean by a level, which is dollar anount?

MS. DAVISON: Well, | guess if the conpany is
saying that they need their entire $170 MIllion interim
rate request or they're going to be downgraded to junk
bond, then | suppose this answer is accurate.

CHAl RMOVAN SHOMLTER: | tell you, | did not
see that in the testinony, so that what | see in the
testinony is if it's zero, there will be a downgrade, if
it's 170, there will not be, and there has not been with
any precision any assessnment about what happens to
somet hing i n between.

M5. DAVISON:. That's right, the levels, and
that's what we are asking for, and we tied it to a
columm of Don Gaines's testinony, and | can show you the
guestion and the answer, but this very sinple response
i S nonresponsi ve.

JUDGE MOSS: Wl l, that's hard for ne to
evaluate in |ight of the conpany's apparent position



that it is fully responsive, that that's their story and
they're sticking toit. So |l don't knowif there is
sone answer in between. | understand how you mi ght
think there could be and how there could be sone further
analysis of at this level this is going to happen and so
on and so forth, but maybe we should hear fromthe
conpany on this and see if we can develop the issue a
little bit nore.

M. Quehrn, M. Dodge.

MR CEDARBAUM  Your Honor, can | just
interrupt to seek pernmission for the witness to | eave
t he stand.

JUDGE MOSS: Ms. Steel, I'msorry, certainly
you can | eave the stand.

Di d sonebody fromthe conpany w sh to speak
to this question?

MR QUEHRN:  Thank you, Your Honor. First of
all, | believe the way you' re understandi ng the question
is the way we intended it to be understood, is that we
have requested $170 MIlion, and by saying that we
believe that the rating will be lower if the request is
not granted at that level directly responsive to the
question is $170 MIlion. | do believe that this is
addressed as far as the rationale largely in the
rebuttal testinony of Don Gaines.



JUDGE MOSS:  So when we have M. Gaines on
the stand, certainly you can ask himwhat if the conpany
gets $135 MIlion of relief, do you still believe
they're going to be downgraded, and he can say yes or no
or | don't knowor | didn't analyze it or whatever the
answer is. As far as the discovery is concerned, it
appears the conpany has not anal yzed anythi ng beyond its
assertion that without $170 MIlion it's going to be
downgraded. That's how | understand what the conpany is
sayi ng here on the record today.

CHAl RMOVAN SHOMALTER:  They're not on the
record, this is attorneys talking. The issue is what is
in the record in terns of testinony, which we will ask.

I will ask that question because | didn't see it.

V5. DAVI SON:  Your Honor, can | just get one
qui ck clarification, because | understand that answer,
and if that is the answer, then it is responsive, but |
just want to note that the question asks to junk, not a
downgrade as we heard from M. Steel today, but to junk
st at us.

And is that accurate, M. Quehrn, that the
answer is intended to say that you will be downgraded to
junk if you don't get the full $170 MIIion?

JUDGE MOSS:  |I's that how you understood the
question in hel ping the witness prepare a response to



00427

t hat ?

MR, QUEHRN. That's how | understood the
guestion. The author of the response is right behind
me, if I could just confer with himto confirm

JUDGE MOSS:  You nmay do so.

MR QUEHRN. M. Gaines provided sone
clarification that may be hel pful. The corporate credit
rating is currently one notch above junk, if you wll,
at this point in tine, such that it is his answer that
it is his belief that if we do not get the full anount
of interimrelief that that credit rating will be
downgraded to junk status.

JUDGE MOSS:  (Ckay, so that's the answer for
pur poses of your inquiry when you have the wi tness on
the stand, and others nmay have inquiry in this sane
line. The Bench has indicated it does have sone
inquiry. So that is the discovery response, and | think
you can work with that.

V5. DAVI SON:  Thank you very much, Your
Honor, that solves ny issue.

JUDGE MOSS: Al right, anything el se before
we go off the record for today?

Then we will be in recess until 9:00 tonorrow
norni ng. See you then.

(Hearing adjourned at 5:30 p.m)






