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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)
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A hearing in the above matter was held on
February 19, 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 WASHI NGTON UTI LI TI ES AND TRANSPORTATI ON
COW SSI ON, by ROBERT CEDARBAUM and SHANNON SM TH,
Assi stant Attorneys General, 1400 South Evergreen Park
Drive Sout hwest, Post O fice Box 40128, d ynpia,
Washi ngt on, 98504. Tel ephone (360) 664-1188, Fax (360)
586- 5522, E-Mail 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

NORTHWEST | NDUSTRI AL GAS USERS, by CHAD M
STOKES, Attorney at Law, Energy Advocates LLP, 526
Nort hwest 18th Avenue, Portland, O egon 97209, Tel ephone
(503) 721-9118, Fax (503) 721-9121, E-Mil
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, G ncinnati, Onhio 45202, Tel ephone (513)

421- 2255, Fax (513) 421-2764, E-Mail 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 Gity,
California 94014- 1976, Tel ephone (650) 746-7312, Fax
(650) 746-7372, E-Mil FurutaNJ@fawest. navfac. navy.ml.
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PROCEEDI NGS

JUDGE MOXSS: A few procedural nmatters we wll
take up here, and then we will make sure we're ready for
substanti ve work and proceed with that. The procedura
matters are that this norning for 30 mnutes or so we
convened a little early and marked a few exhibits that
have cone in late due to their having either been
identified by a party a little later than m ght have
been ideal as sonething that ought to be used during
cross-exam nation or potentially used during the
cross-exam nation. Sone of that is because the
di scovery process is ongoing, and responses are stil
bei ng received, and sone of it is because parties are
still preparing their cross-exam nation as we go, which
is a haunting nmenory | have of working through the
eveni ng hours in the course of one of these hearings
when | was sitting where you sit instead of where | now
sit. And | do understand that there is an el enent of
challenge in that, and I want all of us to understand
that everyone is working very hard on a tight schedul e.
And it may cone to pass that things will come up that
were unantici pated, and we have to be flexible in that.

I"mgoing to ask you all to not object to
these late exhibits for the sake of form |f you have a
serious concern, if you are seriously concerned that you



or your w tness need to study sonething that you haven't
previously had an opportunity to | ook at, then okay, |
will hear that, and | will make sonme accommodation. |'m
not going to prejudi ce anybody. But if you're just
objecting for the sake of form and that's, you know,
sonetines that's part of your job, | understand that,

but let's try not to do it if we can possibly avoid
that. So if you have a genui ne deep seeded concern, |et
me know, and we will accommodate it in some fashion or
another. And again, we have to be a little bit flexible
in the context of an expedited proceeding, and that's
the sort of tone, if you will, that | would like to set,
and | appreciate all of you being cooperative as you
have been thus far in that regard.

Were there other procedural natters or
process matters anybody wanted to raise at this tinme? |
am going to take appearances just quickly, but prior to
that, does anybody have any prelimnary natters they
want to discuss?

MR, CEDARBAUM  Your Honor, | have just one
prelimnary natter.

JUDGE MOSS: Al right.

MR CEDARBAUM It invol ves the discussion we
had off the record of Exhibit 425

JUDGE MOSS: (kay.
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MR CEDARBAUM Wi ch was the conpany's
response to Staff Data Request 321-1.

JUDGE MOSS: Ckay.

MR, CEDARBAUM Currently the only parts of
that exhibit that have been adnmitted would be the part A
guestion and the part A answer. | think we have an
agreenment of counsel that we could also adnmit part E and
F questions and part E and F answers, which would
i nclude what is handwitten at the bottom of the exhibit
as page 4. It's a chart that's entitled Puget Sound
Ener gy, Inc.

JUDGE MOSS:  Hang on half a second,
M. Cedar baum

And now that we're all here, M. Cedarbaum
I"mgoing to just briefly recapitul ate your conments, or
reiterate your coments | should say. The discussions
concerning Exhibit 425 that | have now distributed
copies of to everyone on the Bench, and the counsel have
agreed -- initially we had admitted Exhibit 425 with
respect to question A and answer A, There has been an
agreenment by counsel that the questions E and F and
responses to those also can be part of Exhibit 425.

And at that point | cut you off,
M. Cedarbaum so please conti nue.

MR, CEDARBAUM  And that would include the



handwitten page 4 in the exhibit, which is a table
entitled Puget Sound Energy, Inc., list of asset
transfers.

JUDGE MOSS: (Okay, so | will just note there
are both printed and handwitten page nunbers in this
exhibit, so we're going to focus on the handwitten page
nunbers as those being the pages of the exhibit that
shoul d be i ncl uded.

And there are five of those, five pages to
the exhibit now? That's the |ast hand nunbered page |
have is five.

MR CEDARBAUM |'mconfused, | guess | --

JUDGE MOSS: That's actually to H 321 sub
part H is that not supposed to be part of the exhibit?

MR CEDARBAUM  Qur agreenment went to if you
go four pages in fromthe back.

JUDGE MOSS: Ckay.

MR CEDARBAUM O the exhibit, there's a
handwitten page 4 at the bottom

JUDGE MOSS:  Yes, | have that.

MR, CEDARBAUM That's part of the conpany's
response to questions E and F, and we have agreed t hat
that could be admtted along with questions E and F and
the answers to E and F.

JUDGE MOSS: Al right.



MR CEDARBAUM  Looki ng at page 5, that was
an exhibit that we had pre-distributed possibly for
M. Gaines and talked this norning off the record that
it mght be a redirect exhibit of Ms. Steel. | have no
objection if counsel doesn't to just admtting that as
well as part of Exhibit 425, or | can take it upin a
di fferent way.

CHAl RWOVAN SHOMLTER:  Are you referring to
the page that's followi ng page 4?

MR CEDARBAUM  Yes.

CHAl RWOVAN SHOMALTER: Wl I, nmy handwitten
page 5 is two pages after the page follow ng page 4.

MR CEDARBAUM |'msorry, the blank pages
wer e separation pages that were on green paper in the
original copy. Wen we copiedit, we didn't --

CHAl RMOVAN SHOMALTER:  So you're tal king
about handwitten page 5?

MR, CEDARBAUM Yes, so if you would like nme
to, Your Honor, | can repeat what | think we have agreed
to admt and what |'m suggesting we can add to that.

JUDGE MOSS: Before we do any of that, are
t hose portions of the exhibit that M. Cedarbaum has
identified, is that adequate to Puget's concerns about
t he conpl et eness of this?

MR QUEHRN. | believe so, Your Honor, if |



just may repeat, because | was shuffling paper at the
time. It would be in addition to the question A and the
response to A, which have already been admtted, the
guestion and response to E and F, and then with respect
to F, the attachnent that has the handwitten page 4 on
the bottomthat M. Cedarbaumwas referring to, and then
| have no objection if we want to add the handwitten

page 5 as well, although if we do that, | suspect the
correspondi ng Q%A needs to be provided for context.

JUDGE MOSS: |'msorry, the correspondi ng
what ?

MR QUEHRN: Question and answer in the
initial data request.

MR, CEDARBAUM And that would be sub part H
and | would have no objection to that.

JUDGE MOSS: (kay.

MR CEDARBAUM  Your Honor, if you would
like, maybe off the record at lunch tine we can create
an exhibit that blanks out everything that we have
agreed shouldn't be admtted and repl ace that for
Exhi bit 425 after |unch.

MR QUEHRN:. Your Honor, one of the reasons
for giving you a conpl ete package now, | suspect that we
may return to this exhibit and perhaps sone of these
ot her attachments when M. Gaines is on the stand. And



so actually the idea was to give you a conpl ete package,
agree to the admi ssion of the specific pieces that we
just discussed, and then if we do need to go back and
tal k about any nore of this exhibit, we can use it as
Exhi bit 425. If we don't, we don't.

MR CEDARBAUM That would be fine. | wasn't
thinking in nmy head that way.

JUDGE MSS: Al right. For the present,
Exhi bit 425, as | understand it, consists of four sheets
of paper, WJTC Staff Data Request 321-1 parts A E, F,
and H, the responses, the narrative responses, A appears
on that first page, E, F, and H the narrative responses
appear on the second page. And then | have a page that
is atable up in the upper left-hand corner, says Puget
Sound Energy list of asset transfers, and it's got a
handwitten page nunber 4 at the bottom And then the
| ast sheet | have is a sheet that's nmarked at the top as
change in consolidated, equity, and it has a hand
nunbered page 5 at the bottom So if the exhibit needs
to be supplenented |ater and there's sone di spute about
that, then we can take that up at the tine, and we wll
suppl enent it accordingly.

MR, CEDARBAUM  Your Honor, there was just
one related procedural issue with respect to those.
t hi nk what we have been tal king about really is



additional cross-exam nation of the witness, and it
doesn't matter to nme whether that happens now or after
t he conmi ssioners' questions, but | was hoping it could
happen before redirect so we woul dn't have to back up
and go over it again.

JUDGE MOSS: Wl |, the usual process that we
followis if the questions fromthe Bench cause parties
who have cross exami ned to believe they need to ask a
clarifying question or two, we allow that before the
redirect, and so | think that's what you were suggesting
as wel | .

MR CEDARBAUM |'mjust suggesting that ny
understanding is the conpany has questions of M. Stee
with respect to what we have agreed to admit in Exhibit

425. | just think it's nore efficient for themto ask
t hose questions before redirect.
JUDGE MOSS: | agree, that will be the plan.

MR QUEHRN:.  Your Honor

JUDGE MOSS:  Yes.

MR QUEHRN. If | may, just one conment on
that, we were handed this norning as we wal ked in the
door a new exhibit that is to be used on redirect, and
we were just having an opportunity to look at that right
Now.

JUDGE MOSS:  You're having a | ook at that
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ri ght now you say?

MR QUEHRN: Correct.

JUDGE MOSS:  You nmay have sonme questions with
respect to that?

MR QUEHRN: Correct.

JUDGE MOSS:  That woul d al so be nost
efficient 1| would think to allow for that if you're
pl anning to use it.

MR QUEHRN. M questions, just to be clear,
will logically follow M. Cedarbaunmis redirect as to
those matters, those new nmatters.

JUDGE MOSS: Al right, well, we sonetines do
allow for recross. | will make the observation that we
are behind where we confortably ought to be. W have
not even conpleted the first witness yet, and so I'm
going to be perhaps a little tight in allow ng for
recross, and | may limt your tine, so.

MR QUEHRN. And | would just ask that we
[imt it to the newinformation that was distributed
thi s norning.

JUDGE MXSS: Al right, well, we will take
that up if we need to. W wll see what M. Cedarbaum
devel ops with respect to any redirect exhibit or what
have you.

Al right, anything el se before we take up



our wtness?

MS. DAVI SON:  Your Honor, | have distributed
our two additional cross-exanm nation exhibits, and |
have given those to the parties, and we can nmark it at
what ever tine is convenient for you.

JUDGE MOSS: Who are the two exhibits for?

MS. DAVISON: They're for M. Donald Gaines
and Ms. Luscier.

JUDGE MXSS: Al right, let's do it at the
| uncheon br eak.

MS. DAVI SON: Thank you, Your Honor.

JUDGE MOSS:  Just take a few m nutes.

Al right, are we ready now to resune our
exam nation of Ms. Steel ?

I's the Bench ready?

Al right, apparently we are.

Ms. Steel, | will remnd you that you remain
under oath this norning, and we will resune with I
bel i eve Chai rwonman Showalter still has a few questions

for you, and then we will follow on fromthere.

Wher eupon,

LI SA A STEEL,
havi ng been previously duly sworn, was called as a
W tness herein and was exam ned and testified as
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foll ows:

EXAMI NATI ON
BY CHAI RAWOVAN SHOMALTER:

Q Good nor ni ng

A Good nor ni ng.

Q | wanted to follow up on one question | asked
yesterday. | will just ask it a different way. 1Is your

reconmendati on based on cal cul ations that take into
account or assune PSE s costs for power for January and
February of this year?

A Yes, it takes into account the conpany's
projections of its costs for January and February, and
have not altered those costs in any way.

Q Then there are a nunber of noving pieces here
in ternms of what the conpany could or could not do to
address its situation, such as issue nore equity or
borrow nore noney or cut its dividend, and | want to
hol d sone pieces constant just for the sake of analysis.
So assune that for whatever reason, it is not advisable
or possible for the conpany to i ssue new equity between
now and the end of the general rate case, so that that
is not arealistic possibility. |Is the anpbunt that you
are recommendi ng sufficient to address the conpany's
financial needs even if it can not issue nore equity



bet ween now and the end of the general rate case?

A Assum ng that Puget Energy can not issue any
new equity between now and the end of the general rate
case, ny recomendati on would not change. It does not
include any -- it does not incorporate any new equity at
t he Puget Energy |evel.

Q Ckay. Now add on to that assunption the
assunption that it can not reduce or should not reduce,
wi Il not reduce, the dividend anpbunt that it pays,
al t hough whether it's cash or partial stock is not part
of this assunption.

A Ckay. |f Puget Energy can not do that, then
t he conpany woul d be able to with the relief | have
recommended still pay that |evel of dividend.

I would caution that that's not such a good

i dea, and | question the conpany's notives for regul ated
pur poses of maintaining that dividend | evel from Puget
Sound Energy. The conpany has an agreenment with its
non-regul ated subsidiary, Infrastrux, and in that credit
agreenment, it requires the utility to continue to pay
its same level of dividend. To nme, that clearly shows
sone | evel of subsidization of the non-regulated entity
by the regul ated entity.

Q Al right. | want to ask you sone questions
that relate to M. Gaines' rebuttal testinony in
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response to your testinony.

A Ckay.

Q And see what your response to his response
is.

A Ckay.

Q If you could turn to Exhibit | believe it's

25T, which is M. Gaines', Donald Gaines's rebutta
testinony, page 16, and |'mlooking at lines 5 and 6
where the assertion is that your reconmendati on woul d
force the conpany to incur greater debt which is

i nconsistent with restoring a better debt equity ratio.
Do you believe your reconmendati on does force the
conpany to incur greater debt?

A No, the conpany has options to incurring new
debt .

Q Al right. Now let's assune though that
t hose assunptions | just nentioned, dividends and
equity, are off the table.

A Ckay.

Q Just for purposes of trying to isolate
different factors. Under those assunptions, is the
conpany forced to incur greater debt?

A No, the conpany still has options. It can
take a close look at its capital budget, it can take a
close look at its operations and nai ntenance budget, and



it can increase earnings in that fashion and retain
t hose earni ngs then

Q And anot her question | have on incurring
greater debt, is it incurred only, if it's incurred that
is, is there any -- does the conpany have any plan to

i ncur nore debt between now and the end of the rate
case?

A The conpany has no plans to issue new first
nort gage bonds between now and the end of the rate case.
In fact, according to its responses to data responses,
it has no plans to i ssue new debt through 2005 in first
nortgage bonds. |t does have plans to use its revol ver
at a higher or lower level for the purposes of financial
anal ysis of the conpany. A lot of analysts would | ook
at the full amount of the revolver as if it were fully
ext ended.

Q Al right.

A So the fact that its bal ance fluctuated
seasonal ly or went up over a period of tine through the
end of the -- until the general rate case were deci ded

don't think would be really considered i ncurrence of new
debt .
Q Al right. Could you turn to page 17, lines
17 and 18, and the conpany states that:
Absent interimrelief, the conpany can



not issue first nortgage bonds to

conpl ete these redenptions. To avoid

default, the conpany nmust first fund

redenpti ons.

Can you explain this statenent, and then tel
me whet her you agree or disagree with it?

A | disagree with it. Again, the conpany has
alternatives, and the conpany can repay these, the debt
that's due. [|I'mnot sure what he neans in this part of
his testinmony. |If he's talking about the el ective

redenptions that he included in his origina

projections, that's debt that's not due for ten or nore
years, but which the conpany woul d have the option to
repay if it wanted to this year without penalty, wthout
a prepaynment penalty. That is not debt that's due. So
I"mnot sure if he's including that in there. That

clearly is debt that does not need to be refinanced. It
does not need to be redeened. It can be just left alone
as is.

For the first nortgage bonds which are --
whi ch have current maturities, actual maturities this
year, the conpany can fund those fromits short-term
debt line, its line of credit, which is what | have
assunmed in ny recommendation, that it doesn't -- it does
not incur new debt, rather it replaces that debt wth



its revol ver debt.

Q Al right. This sentence here says, absent
interimrelief, which | take to mean without any interim
relief, so |l just want to alter the sentence for the
sake of getting your opinion.

A Ckay.

Q Wth the anount of relief that you are
reconmendi ng, can the conpany avoi d defaul t?

A Yes, that's shown on Exhibit 14C, page 1

Q Al right. Next page, 18, | think you may
have answered this question, but I will ask it again to
nmake sure. On lines 4 and 5, the conpany says that your
anal ysi s overl ooks the fact that a cost of such
financing in addition to the incremental interest cost

i ncl udes repaynment of the principal. Wat is your
response to that statenent?
A | believe M. Quehrn covered this yesterday

when he went through ny Exhibit 13, and his -- the
scenario that he presented to me is that the rate payers
woul d then be responsible for providing $170 M1 Ilion of
new capital to the conpany. It is ny opinion that rate
payers are not responsible for providing the
capitalization of a utility, rather they are required to
pay a return on the investnment in that conpany. And it
is the investors who are responsible for capitalizing



the utility through their equity and through the debt
that they are able to obtain on that. So I do not think
that it's proper to include the repaynent of the
principal in that.

Q Al right. Can you turn to page 25, line 5
this has to do with the Infrastrux, and | think there
was sonme -- quite a bit of testinony yesterday on this.
But ny question is, you inpugn, if that's the word, $25
M1llion back to or kept back to the regulated utility, |
believe, in your calcul ations.

A MM hm
Q And why did you pick that nunber?
A Well, it was based on ny look at their

capital structure in 2000 through 2001. And | ooking at
the change fromfirst quarter of 2000 through the second
quarter of 2001, there was a lot less equity in the
conpany than | had expected there would be. And
further, in the conpany's projections, there was even

| ess.

And as well, | could not explain the change
in debt. It appeared to ne that debt was going with the
non-regul at ed subsi di ary when the non-regul at ed
subsi diary was essentially dividended out to the parent
conpany, which would only be fair given that the |ine of
credit the conpany has is at the Puget Sound Energy



level. So it seened to ne that that |evel of debt, some
| evel of debt that should be associated with that went
with it.

Well, and | also knew that there was sone
| evel of current maturities of long-termdebt, but I
could not sort out the anount that each one -- that

particul ar adjustnent that | needed to nmake for each
one, because | don't have the conpany's financial nodel.
It's very unusual the way they presented the financial
nodel . The Excel spreadsheet that we got contains
fornmula that just give a nunber in it |ike 14.3759.
Sonething like that you know is clearly cal cul at ed
sonepl ace el se, but that calculation is not available to
us or to any of the other parties, to ny know edge,
because we don't have the nodel. So it was inpossible
for me to know how was this sorted out.

And it's not a reasonabl e assunption either
ininterimfinancing, at interimrate relief request in
an energency situation, to ook at the conpany repaying
a huge anmount of current maturities of |ong-term debt
that does not have to be repaid. So the true up of
those | had to do on ny own and figure out about how
much | thought was conming fromeach one. It wasn't
until we received responses fromdata requests and al so
t hrough phone calls with the conpany that continued



until early last week that we were able to clarify which
anounts go on which and were able to correctly label it.
But | picked the 25 because that, in ny
opinion, is a mnimumfair anmount to include in the
i nterimproceeding to account for the debt that should
have gone with Infrastrux. | think it's reasonable to
concl ude that probably the full anmount of that transfer
shoul d be returned to the conpany, should be returned to
Puget Sound Energy as a form of conpensation to the
utility for the loss of that investnent in Infrastrux,
but we can take up the rest of that in a general rate
case.

Q And | understood all the rationale; it was
why 25, why not 20, why not 407?

A Ckay.

Q So | take it what you're saying is that in

your view, the appropriate amount is $25 MIlion or
hi gher ?

A Right, it's probably just about $88 MIIion
and what we had included is we took into account about
hal f of what we thought the | everage of the conpany
woul d be. So Puget Sound Energy is approximately -- is
assum ng that 60/40 debt ratio on it. W took into
account we will try to do half of it in the interim
take into account that, and then we will |ook at the



rest of it in the general rate case. Because it may be
possi bl e that sonme anobunt of that, but certainly not
hal f of it, should remain with the utility, that that's
really utility debt rather than debt that belongs to
this non-regul ated venture.

Q Al right.

A So that's about, you know, half of what -- if
you assune that Infrastrux has 60% | everage too j ust
like the utility fromwhich it cane, then that would be
hal f of that.

Q Al right. Turn to page 30, line 17. It may
be premature to ask you this question, but are you in a
position to say whether you agree or disagree with the
conpany's estinmate that the rate of return for the
interimperiod will 5.55%

A | think there are reasons to believe -- to
guestion whether it will be that low. First, the actual
power supply costs that the conpany is going to incur
over this year are nost likely projected to be | ower,
and the conpany's interest costs we know are now | ower,
because they just issued another $40 MIlion of debt at
6.25% which is lower than their own stated enbedded
cost of debt in Donald Gaines's Exhibit 4C. In
addition, | believe there are O8M and capital budget
savings. | think it may not be reasonable to assune



that they will actually spend what they are saying they
are going to spend in their capital Q&M budgets this
year. So | think it could be sonewhat higher, but I
don't think it would neet their authorized rate of
return this year.

By itself, |I don't think that a rate of
return at that level is sufficient to grant interimrate
relief even if it is 5.5%in one nonth. | don't believe

they're nmaking the claimit will be that |ow for the
entire year, and | would not agree with that claim

Q Al right. And then finally, on page 31, you
may have covered this el sewhere in your testinony, but
this is a convenient place to pin down differences. The
conpany is, | believe, listing the consequences wi thout
interimrelief, which | take to nean with no interim
relief, and so | would just |ike to ask you about these
elenents with the interimrelief that you are
recoommending. So with the interimrelief that you are
reconmendi ng, can you tell ne what the pre-tax interest
coverage ratio would be?

A | don't have that nunber calculated. | could
calculate it, but | couldn't do it on the stand. It
woul d require a spreadsheet. It would be higher than

t he stated nunber though
Q Al right. And then on line 11, can you give



me any estinmate of the conpany's funds from operations
to total debt percentage and what it would be projected
to be with the amount of relief that you are
recomendi ng?

A Again, | don't have it calculated. | would
have to go through the financial nodel and nake the
corrections to all of the financial statenents and

recal culate the ratios. If | were to do that, it would
be higher, but I do not believe it would be investnent
gr ade.

Q Al right. And then what about on line 15
t he nunber operations interest coverage ratio, sane
answer ?

A Yes, | think it would be a bit higher. It
woul d be close to investnent grade level. As is is
close to investnent grade |evel.

Q Al right. And for the next three items, is

it simlar that you can't give ne nunbers on the stand
for those factors, but that you could recalculate it
based on your reconmendation?

A Yeah, | could in response to a Bench Request,
| could provide those nunbers.

Q Al right.

A | think that the total debt to total average
capital would not nove much, but | don't calcul ate that



ratio for quite the same way | would cal cul ate the way
that the conpany calculates it for its covenant, not the
way that it is calculated in ROH3. That's an S&P
calculation that inputes purchase power contracts as
debt, when, in fact, in the Pacific Northwest, those
purchase power contracts are nore |like an asset for
Puget Sound Energy. They're certainly not |ike debt, so
I would ignore themand just calculate it the way that
its banks and financial institutions calculate it, and
it wuld be a |lower nunber than that. But after | do

that calculation to nodify for ny adjustnents, | believe
it would be lower, but it would not be investnent grade.
Q Al right. Wll, | think what | would like

is a calculation fromyou on these factors assum ng the
amount of relief that you are recomendi ng, and in
addition, being very careful to point out any other
changes in assunptions that you are making that are
different fromthe conpany's here.

A Ckay.
Q Is that all right?
A Ckay.

JUDGE MSS: Al right, and, Ms. Steel, you
understand the scope of the Bench Request, which is
Bench Request Nunber 3? That's a question, do you
understand the scope of the request?



THE WTNESS: VYes.

JUDGE MOXSS: Al right, and so we will
reserve that Bench Request nunber for an exhibit.

I want to nmake one other comment in this
connection. M. Steel, you nmade reference to one of |
believe M. Hawl ey's exhibits, his nunber 3, which has
now been adopted by M. Donald Gai nes and woul d be
correspondi ngly DEG 3, which has been narked for
identification as Exhibit 23 just for the record.

THE WTNESS: Thank you.

CHAl RWOVAN SHOMLTER: Al so, these itens run
over to the next page, the list of itens. And if you

aren't in a position to answer it all, well, that's okay
too, | just want to get a sense of conparison on these
poi nt s.

JUDGE MOSS: And that's pages 31 and 32 of
Exhi bit 25T.

MR, CEDARBAUM  Your Honor, | don't know how
long it will take the witness to run those cal cul ati ons
or when you need to have the Bench Request responded to.
Do you have a tinme frame in m nd?

JUDGE MOSS:  As soon as possi bl e.

Can it be done overnight, M. Steel?

THE WTNESS: | think so. | don't expect to
be a witness tonorrow, so.



JUDGE MOSS:  Hope springs eternal. W hope

you're not still a witness tonorrow too, Ms. Steel
Al right, well, we will ook for those
tonorrow then, M. Cedarbaum You will let us know if

that can't be done.

MR, CEDARBAUM  Thank you

CHAl RMOVAN SHOMLTER:  That's all the
guestions | have, thank you.

JUDGE MOSS:  Conmi ssi oner Henst ad.

EXAMI NATI ON
BY COMM SSI ONER HEMSTAD:

Q First, I want to follow up on your answer to
a question fromthe Chair. | thought I heard you say
that there is an agreement with Infrastrux that requires
a paynment of the dividend. 1| didn't understand that.

Wul d you el aborate on that, or if | msheard you, would
you state what the fact is.

A | can elaborate on that. It will just take
nme a nonent to | ook at ny notes.

VWhat |'mreferring to are ny notes on
Infrastrux's credit agreenent. The conpany provided
this in response to Staff Data Request 174-1. |In that
credit agreenment, it lists change in control as an event
of default. On page 3, the change of control is



defined. Control of -- Puget Energy's control of Puget
Sound Energy is defined at the 100% I evel, whereas the
conpany is only -- Puget Energy is only required to hold
Infrastrux at the 80% Il evel. So any |oss of control of
Puget Sound Energy bel ow 100% woul d put it into default,
whereas the borrower's, the borrower's guarantor, |'m
sorry, is only required to hold the borrower at 80%
That shows ne that Puget Sound Energy is maybe nore
important to this guarantee of Infrastrux's credit
agreenment than is Infrastrux, than is Puget Energy or
even | nfrastrux.

The second thing in that agreenent is on page
35 in Section 615, it states that Puget Sound Energy
must not enter into any agreenment to linmit its dividends
to Puget Energy. Well, that's a very unusual provision
to have in an independent subsidiary, Infrastrux. It to
me shows that Infrastrux is relying on paynents from --
the Infrastrux credit agreenent is relying on paynents
fromthe regulated utility. And so the flexibility of
the regulated utility to help itself in the event of a
financial crisis has been severely curtailed by the
parent conpany havi ng guaranteed and entered into this
credit agreenent with Infrastrux.

Thi s guarantee of Puget Energy | believe is
very inportant to the Infrastrux agreenment. In fact,



the guarantor is listed on the cover page. And we do
have a copy of that credit agreenment if you would Iike
for it to be entered as an exhibit. W also could just
enter in those pages that | referenced, pages 3, 35, and
37.

COW SSI ONER HEMSTAD: | woul d Iike that in
the record.

JUDGE MSS: Al right, we will nmake a Bench
Request for a copy of the credit agreenent the w tness
just referred to.

MR, QUEHRN. Excuse ne, Your Honor, just for
clarification, would that be the entire agreenent or

just the referenced section? | would like to ask that
the entire agreenent be entered into the record.
JUDGE MOSS: Wl l, | think that's the

preference of the Bench as well.

MR QUEHRN.  Thank you.

JUDGE MOSS: So that's what it will be.

And, M. Cedarbaum is that sonething Staff
isin a position to provide?

MR CEDARBAUM  Yes, it is.

JUDGE MSS: Al right. Can that be done
t oday?

M5. SMTH  Yes.

MR, CEDARBAUM |If there's enough paper in
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t he buil ding we can.

JUDGE MXSS: COh, please, howthick is it?

MR CEDARBAUM (I ndicates.)

JUDGE MXSS: Al right, well, there's
probably enough paper in the Pacific Northwest anyway.

CHAl RWOVAN SHOMLTER:  Ms. Steel, could you
repeat the page nunbers you were referring to?

THE WTNESS: Page 3 defines change and
control. Page 35 lists the dividend restriction. And
page 37 lists the change in control as an event of
defaul t.

BY COW SSI ONER HEMSTAD:

Q | heard your answer, |I'mtrying to understand
per haps that sonewhat conplex set of arrangenents.
These arrangenents are all internal to the Puget Energy
famly, or is there any third party interest in those,
the guarantee or the credit arrangements or the
restrictions or the requirenment for dividend paynents?
In other words, are there any outside interests, or is
this entirely internal to Puget Energy and its
subsi di ari es?

A Well, both Infrastrux and Puget Energy
entered into the agreenent, this credit agreenent, wth
the Industrial Bank of Japan and its bank group. And
Puget Energy nade that restriction on Puget Sound Energy



with that outside bank group and did not, to the best of
records that | could find, provide any conpensation to
Puget Sound Energy for having entered into that
agreenment with Infrastrux's bank group.

Q Wl I, one of the options Staff suggests is
available to the conpany is to nmodify its current
di vidend policy. Does that agreenent prevent that
option from bei ng consi dered?

A No, it doesn't. It would require -- it would

requi re the guarantor, Puget Energy, and Infrastrux to
renegoti ate that agreenment with its bank group. But
Staff thinks that is nore fair that it is Infrastrux
that has to then provide its own cash flow and own
support for its own operations than it would be for
Puget Sound Energy, the utility here, to enter into
those difficult discussions with its own creditors.

Q Sonmewhat reluctantly | want to go back to
your Exhibit 414C, which has gotten lots of attention
I"mstill trying to understand its inplications. And
part of this relates to your responses to M. ffitch's
questions. | take it 414C as it is captioned is the
Staff nodifications of the conpany's projections, so
here you're using -- you're looking at it fromthe

perspective of how the conpany has come up with its
concl usi ons but then inserted your nodifications. 1Is
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that a fair statenent?

A That's a fair statenent.

Q And the four principal issues here are item
two, the $25,000 figure that we have di scussed now at
some length. This is ny | ack of understandi ng, but
what, | guess you have been over this, I'mstill having
some difficulty understanding, why was it your
conclusion it should be $25,000 rather than | think the
figure was, |I'msorry, $25 MIlion rather than the
figure of $87 MIlion that is, or thereabouts, why isn't
it the larger figure?

A | think it might well be the larger figure.
Staff is just not fully prepared to defend the ful
anount in this proceeding. It is an expedited
proceedi ng. W have gone through sone difficult
di scovery on that point. | think we do have an
opportunity to take up the full anmount in the genera
rate case, and we're willing to do that at whatever
level. So I think the Comm ssion has sone flexibility
ininterpreting Staff's nunber here, but | would caution
agai nst using zero, because at sone point then it wll
be i npossible to recover these dollars.

Q Ckay. Now in itemnunber four, that's the
el ective long-termdebt redenptions, as | understand it,
the conpany is proposing to repay $50 Mllion in



el ective debt, and you're canceling that out?

A That's correct, they have actual ly through
the end of 2002 projected to pay debt that they don't
have to pay at the level of $80 MIlion, and ny
calcul ations of the portion of that that they had
schedul ed for the January through Cctober period is $50
M11lion

Q Ckay. Then the third itemis on line 5, the
$62 MIlion, and that which the conmpany chal | enges, and
that gets into response A on Exhibit 425 or the
conpany's response in which they say you' re sinply wong
on the $62 MIlion. | have read the response A severa
times, and it reflects ny limtations, | don't
under stand what the conpany has said in the response A
Coul d you give me your interpretation of what they have
said, and then what is your response to that?

A Wul d you pl ease clarify what you neant by
response A, because | don't have that in front of ne.
Q I"msorry, |'mlooking at Exhibit 425

JUDGE MOSS: That's the conpany's response to
Staff Data Request 321-1
THE WTNESS: Ch.
BY COW SSI ONER HEMSTAD:
Q And | believe it's the conpany's concl usion
that figure should be $1.7 MIlion rather than $62.6
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M1 1lion.

A Ckay.

Q And their response at A references $60.5
MIlion and $17 MIlion with respect to Puget Wstern
and Connext. | think that that reflects at |east nuch
of the difference, if | amreading it accurately.

A I have an organi zation chart that woul d

clarify why | think Staff's position is correct on this,
and then we could also wal k through our $62 MI1Iion

adj ustnent to show you everything that's in there, if
you like. W could get copies of this if you like, and
| could just refer to it now.

Q Al right.

A | think their response is incorrect, so |
woul d prefer to just ignore it and explain to you where
the $62 MIlion cones fromand why.

MR CEDARBAUM  Excuse ne, |'msorry, Your
Honor, do you want to take 30 seconds to nake copi es of
t hat page?

JUDGE MOSS: Did you wish to have that,
Conmi ssioner? |If so, we can nmake it a Bench Request.

COW SSI ONER HEMSTAD:  Well, if the witness
thinks it will be hel pful.

JUDGE MOSS: Do you think it will be hel pful,
Ms. Steel ?



Yes, all right, let's make it | think it's
Bench Request 4 unless | have |lost count, which is
entirely possible. 3 1| believe was the credit report,
so have | | ost count anybody?

MR, CEDARBAUM | have Bench Request 2 is the
Standard & Poor's U S. utilities credit quality bulletin
research report. 3 is Ms. Steel is going to rerun her
nodel to show what she would reflect of the Staff case
with M. Gaines.

JUDGE MOSS:  So 4 woul d be the agreenent
concerning Infrastrux that is going to cause forests to
groan, and the one that we're working on nowis 5, thank
you, M. Cedarbaum

And you call that an organi zation chart |
bel i eve you sai d?

THE WTNESS: That's correct.

JUDGE MOSS: And so that will be provided
here nonentarily.

Wiile we're waiting for the copies to be
made, | will just go ahead and announce that we're going
to take a break at 10:40, and we will be back at 11:15
after that break, because there is sonme other inportant
busi ness that needs to be conducted, and nenbers of the
Bench will have to be absent during that tine frane.

Al right, that has been distributed now,



what has been nmarked as Bench Request 5, and so we can
conti nue.

Ms. Steel, | think the question was pending,
and you were going to use this in connection with your
answer .

A kay, | have starred Puget Sound Ener gy,
which is the utility, and the utility has severa
subsi di ari es which consolidate to formit, and they are
listed there below. This chart is actually not nmy own

handwiting. | have been told |I should I et you know
that. This was prepared by Staff regulatory anal yst Jim
Russell, and | have reviewed the chart and agree with

the content.

The borrower under Puget Sound Energy's $375
Mllion Iine of credit is Puget Sound Energy, and so the
debt is managed at the Puget Sound Energy level. What
Puget's argunent in its response to 321-1 is is that the
cash belongs to these subsidiaries, whereas the debt
that was used to invest in and fund a nunber of them
cane from Puget Sound Energy, the utility. The
conmpany's argunent would [ eave the utility saddled wth
all the debt and none of the cash, and it's sinply not
fair, and | don't believe it's either true. So I think
t hat addresses their response.

To wal k through what ny $62 M1lion



calculation is then, | can reference you to Exhibit
LAS-14C, which is Exhibit nmarked 414, page 5, and that
shows Puget Sound Energy's financial statenents that the
conpany projected. If you |ook toward the bottom of the
page, it has capitalization and liabilities. Bel ow
that, there's a sub account of capitalization, which
i ncludes long-termdebt. 1In that |ong-term debt, Puget
Sound Energy has included its current maturities of
long-termdebt. And then it has current liabilities,
and a sub of current liabilities is short-termdebt.
And that short-termdebt is its line of credit, but it
does not include the current maturities of long-term
debt .

The way | understand their financial nodel to
work is that the short-termdebt account is their
bal anci ng account, so all the changes in any other
account are going to show up, be trued up in the
short-term debt account. So that's why it's a good
account to pick to nake adjustnents from If you're
going to try to sinplify the adjustnents that you rake
to the projections to show where they woul d show up,
this is the right account to pick

Conmparing it then to the next page, which is
Exhi bit 414, page 6 of 7, is the actual bal ance sheet
t hat Puget Sound Energy first provided to Staff on



January 24th, 2002. This is not exactly conparable to

t he previ ous page, because this is the presentation that
they give to financial analysts that puts the current
maturities of long-termdebt in with the current
liabilities where it really belongs. But you will see
that there is a short-termdebt account there, and then
below it, current maturities of |long-termdebt. The
short-term debt anount can be conpared with the |ine of
credit anmount that the conpany has.

The conpany did not rerun its projections,
but we needed to find some way of accounting for how
wel | Puget Sound Energy was able to project two nonths,
because the case took two nonths then to process, and it
doesn't appear that the conmpany did a very good job of
that. So in order to take into account all of the cash
that it didn't include available to the utility and the
debt as it actually is, we used an adjustnent to the
bal ance sheet working capital, and that's defined as
current assets mnus current liabilities. And we
conpared it on these two pages, took the difference, and
added that into the bal anci ng account, which is the
short-term debt account.

Since | prepared this testinony, | think in
fact it was February 12th, | received a new bal ance
sheet from Puget Sound Energy. It was provided in



response to Public Counsel Request 49 as a suppl enent.
And that new bal ance sheet shows if we were to do the
calculation on that, instead of making a $62 MI1ion
adj ustment, we woul d make sonething like a $72 M1lion
adjustnent. So the conpany's, you know, sanple bal ance
sheet that it provided to us even on January 24th two
weeks | ater shows a $10 MIIlion change, so that causes
nme some concern about the conpany's ability to project.
Staff has not nodified its cal cul ati ons based on that,
but it does give you an idea of the kind of error that
is involved in the conpany's projections.

So the true up that we did to the conpany's
Cct ober 2001 projections fully took into account all of
t he changes that occurred between Cctober and the end of
Decenber 31st, 2001, even as that Decenber 31st, 2001
nunber keeps shifting on us. But it takes into account
Novenber, it takes into account Novenber 1st, Novenber
15th, everything up to that point. It is a way of
truing up what they have projected it would be with what
it actually was and shoul d be considered to be on
Decenber 31st of 2001, with the exception that we did
not reduce our recomendation for relief by $10 MI1ion
for the anount on the bal ance sheet as it's now reported
to us.
BY COW SSI ONER HEMSTAD:



Q Thank you. M last inquiry is on itemeight,
the $40 MIlion adjustment. Wat does that represent?
A That's a first nortgage bond was nedi um

secured notes that the conpany was able to issue on
January 16 of 2002. This is a known fact, and | have

i ncluded a copy of the agreenent, a summary of it, in ny
exhi bits.

Q Ckay. Wth those adjustnents, and this gets
back to M. ffitch's question to you, and I didn't
real |y understand your answer, if you nmake those
adj ustments, that totals $177 MIlion on those four
itens, which is nore than the conpany is requesting.

But your response was that you anal yzed the issue
differently when you conme up with your reconmendations
of $42 MIlion. But these are adjustnents to the
conpany's projections, which woul d suggest sormet hing
bel ow zero. So how do you square those two different
ki nds of concl usions?

A Well, the conpany didn't put on the sane kind
of case that Staff tried to help themput on. The
conpany said that they needed noney because they were
going to be overextended on their short-termline of
credit. Wll, Staff would not argue that you have to be
overextended on your line of credit in order to get an
anount of rate relief. W would want to support a



utility to have sone excess to that, so we are not
really conparing the sane nunbers. | can understand why
it's tenpting to want to offset that anount. W
considered it, but we're really not conparing the sane
things. W have actually tried to put together a
financial presentation for the conpany of what its rea
needs are.

Q Ckay, that answers ny question. You may have
al ready answered this, and |I apologize if |I'm asking you
to repeat here, you have $20 MIlion for contingencies,
and | think you said that you had a worksheet or sone
detail as to how you calculated the $20 M1lion, and I
at least, | didn't understand what the content of that
is.

A In general, 20% all owance on top of financing
means is a good rule of thunb for contingencies to all ow
for errors and to allow --

Q And what is the 20% of what figure, and where
does that figure come fron?

A On line 12, | have this historical maxinmm
wor ki ng capital shift, and that shows what, you know,
what sone very unusual set of circunstances could occur
that the conpany woul d be forced to wthstand.

Q Just for clarification, that's line 12 of
414C?



A That's right, of Exhibit 414C, |'msorry
about that. And then subsequent to nmy testinony, | was
able to get a clarification about sonme specifics from
the conpany in one of its data request responses. And
it is ny estimation that if the conpany purchases a
certain amount of gas for short-term bal anci ng needs
over a year, that assum ng that those trade accounts
woul d have to be paid every 30 days, then you woul d take
t he annual ampunt that they need, and you divide it by
12 billing cycles to figure out how nmuch cash they m ght
have to have available at any one point in time in order
to pay for this.

They have provided a response of between $150
MIlion and $250 MIlion. | don't think the support is
very strong for that $250 MI1lion nunber, but if we take
$150 MIlion by 12 billing cycles, we will get a $12.5
MIlion need. And if we divide again that $250 MI1ion
nunber by 12 billing cycles, you get $20.83 MIIlion of
need to fund comuodity purchases.

JUDGE MOSS: | think we want to go ahead and
take our recess now, so we will be in recess unti
11: 15.

(Recess taken.)

JUDGE MOSS:  Conmi ssi oner Henstad may have
anot her few questi ons.



BY COWM SSI ONER HEMBTAD:

Q I will try to elimnate several other
guestions | was going to ask, but get to a certain
point. Wth the exception of the conpany cutting its
di vidend, were that not to be the case, you have -- and
the various adjustnents taken into account with your
analysis in 414, wuld that nmake any difference at al
ultimately on Wall Street's eval uation of the conpany?

A Wul d you please clarify whether you nean
Wall Street's evaluation of Puget Energy or their
eval uation of the utility, Puget Sound Energy.

Q Puget Energy, because doesn't it follow that
Wall Street |ooks at the hol ding conpany rather than any
of its piece parts?

A So you have assuned that the -- would you
pl ease repeat the question? Could | have it read back?
Q Vll, | will state it again. Wat |'mtrying

to get to is, assum ng various adjustnents are nade that
woul d "protect"” the conpany, the utility, but the
di vidend were not reduced, would that have any positive
i mpact on how the rating agencies would rate the
conpany?

A If the adjustnents that | suggested were nade
to protect the utility but the utility did not need to
restrict its dividend and Puget Energy paid the same



di vidend, then | think that woul d be supportive of the
utility, not as supportive as a limted restriction on
that dividend would be of the utility, but | think it
woul d be supportive at both the Puget Energy hol di ng
conpany level, and it would be supportive at the utility
level. | don't think it would be as supportive at the
utility level, Puget Sound Energy, as a dividend
restriction in addition to that would add. And the

rati ngs agencies, to the extent that they rate debt
that's a concern | believe to us, it's the debt at the
utility level that is of concern to regulators here. So
| think it would add support, but not as nuch support as
could be added if a dividend restriction were added.

Q Ckay. But doesn't ultimately Wall Street
ook at the entire conpany to determ ne whether it is
relatively attractive or unattractive as a debt
i nvest ment ?

A | don't believe that bond hol ders | ook at the
non-regul ated side for support. | believe that the bond
hol ders | ook at the utility, so the debt --

Q So long as the bonds are the utility bonds
only?

A That's correct, and all of the first nortgage

bonds for Puget Sound Energy are Puget Sound Energy
bonds. They are for the utility.



Q How about unsecured debt?
A The unsecured debt that Puget Sound Energy
has is the $370 MIlion line of credit. It is located

bel ow Puget Energy at the Puget Sound Energy level. And
so a restriction on dividends from Puget Sound Energy to
Puget Energy shoul d add support to that line of credit.

On the other hand, there's another |ine of
credit, the Infrastrux |line of credit, which has a | ot
of references to Puget Energy in it, which is very
interesting since there is no conpensation for Puget
Sound Energy for all its nentions of its nane in this
agreenment. | think this agreenent may suffer froma
di vi dend, because, inproperly, this agreenent is relying
on the transfer of dividends to the parent and then back
toit or to the parent as support of the guarantor.

COW SSI ONER HEMSTAD:  Ckay, thank you,
that's all | have.

JUDGE MOSS: Conmi ssi oner GCshi e.

EXAMI NATI ON
BY COW SSI ONER OSHI E:

Q Ms. Steel, | have a question that rel ates
back to a response that you gave to Chai rworman Showal t er
yesterday, and as | understand it, there is and | wll
call it a split between the rating agencies, as |



understood it. And maybe that's not the right term but
that's the term| will use at least until |I'mcorrected
and you may do that. But as | understand it, S&P as a
rating rates the | guess it's the corporate rating for
Puget Sound Energy is triple B nminus and Mbody's rates
Puget Sound Energy one notch higher as | understand that
to be Baa2. Am| correct, was that your testinony

yest erday afternoon?

A Wul d you pl ease repeat the debts and the
debt ratings so -- because | have just found the place
in my notes where | have it witten down, so | can be
sure we're conparing the sane debt.

Q Yes, it was ny understanding that S&P had
rated Puget Sound Energy at triple B mnus, but that
Moody' s had rated them one notch above at Baa2.

A Yes, that's correct, the reference that |
have on the Moody's, that is called its long-term
i ssuance, issue a rating which is the sane, and | do
have a chart which conpares the ratings between S& and
Moody' s, which can be used if you would like to verify
that a triple B mnus is one notch bel ow the equival ent
Baa2 for Moody's.

Q | guess ny question really is, that being the
case, what's the inpact of such a split on the issuance
of new debt by Puget Sound Energy?



A Well, there are many different kinds of new
i ssuances. They could issue additional debt under the
line of credit, and that has a fixed anount. |It's not

affected by the credit ratings. The pricing does change
as a result of the credit ratings. Wen the ratings are
split, the borrower under Puget Sound Energy's $375
MIllion line of credit gets the benefit of the higher
rating. The difference in price is very snmall though

Q And with first nortgage bonds, is that also
t he case?

A Well, the first nortgage bonds that Puget
Sound Energy has issued, the price is fixed. It doesn't
change for anything. It doesn't change when interest
rates change. It doesn't change when the conpany goes
t hrough good tines or bad tinmes. So there's no change
on the existing debt. On the new first nortgage bonds,

t he conpany doesn't have any stated plans to issue any
new first nortgage bonds. But if the conpany were to

create sonme such plans, | would expect the ratings would
be that the price on that new debt woul d be higher
Q That it woul d be higher because of the | ower

rati ng because one of the rating agencies had rated them
| ower than the others?

A Yes, it would be -- if instead both ratings
were equivalent and the -- to the higher of the two,
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then if it were instead split, it would be sonewhat
hi gher prici ng.

Q | see.

A And it woul d be sonewhat higher even still if
both ratings were the | ower of the two ratings.

Q So they would find sonme middle ground, in

other words, for the price paid for the debt?

A That's correct.
Q Ckay.
A That's exactly what happens under Puget Sound

Energy's line of credit agreenment. Wen there is nore
t han one notch between the two, then the borrower gets
the nmedian of the two ratings, so they exactly do find
the m ddl e ground.

Q Now is that true in energy transactions in
relations with counter parties, they |Iook for the mddle
ground between if there is a split between rating

agenci es?

A Well, | think the relationships are nore
conplex there. There are a nunber of different
agreements there and -- but | would expect averaging it

all out in general that they would take a | ook at the
two ratings, and they nmay often give the borrower the
benefit of a higher rating simlar to the way it occurs
with their line of credit.



Q | want to turn now on the $40 MIIlion
nort gage bonds that were, first nortgage bonds, that
were | guess issued in January 2002. And ny question to
you, Ms. Steel, is that the interest rate paid | think
was 6.25% Does that reflect investnent grade
facilities or investnment grade ratings by the agencies,
or does it, put another way, or does it reflect the
current shelf filing that was of PSE s?

A The interveners have presented sone testinony
and sone studies on the relationship between rating and
price. M own experience with it is that it's easier to
take a rating and predict price than to go backwards and
say this price nmeans this must be rated as such
There's a great deal of variability in price. It
depends in part on the term It depends in part on the
efforts of the issuer of the debt.

But | would just conpare that 6.25%t hat
Puget Sound Energy was able to get on its $40 MI1lion
two year issuance of nmediumtermnotes with the 9.875%
which sold at a premumthen, so the actual interest
rate was higher that Avista Corp. got on its $300
MI1lion mediumtermnote issuance |ast year. And
woul d argue that that is a lot of difference between the
two, and Puget Sound Energy certainly looks in the range
of investnent grade to nme in that context.



Q And | woul d assune that the rating agencies
when naki ng that decision, they | ook forward, don't
t hey?

A Yes, they do.

Q And they would, | would assunme because these

were two year nortgage bonds, that they woul d | ook
forward for a two year period at |east?

A | agree that in nmaking that |oan that | would
| ook at the conpany's position two years hence.

COW SSIONER OSHIE: Thank you.

JUDGE MOSS: Ms. Steel, you will be relieved
to know | have just a couple of clarifying questions,
and then we w |l perhaps nove quickly through the
bal ance.

EXAMI NATI ON
BY JUDGE MOSS:

Q I think the first question nmay be somet hing
you want to defer to M. Lott. You nentioned this
nmorning in response to one of Chai rworman Showalter's
questions that | believe you said your or Staff's
reconmendati on, your reconmmendation, takes into account
power costs through the January and February period or
t hrough the deferral period that was approved earlier
this year by the Conm ssion



A Yes, it takes into account the power costs in
the period incurred without consideration of the
deferral, so it's actually a little bit nore negative
case than it wuld be if a deferral were finalized and
appr oved.

Q And yest erday soneone put the question to you
of what happens to the deferral account bal ance under
Staff's proposal, and | believe you deferred the
response to M. Lott. But in light of your response

this norning, | wonder if you could shed any |ight on
that or whether you would still prefer to defer that
question to M. Lott?

A I would prefer to defer the questions on the
deferral to M. Lott.

Q Ckay.

A It is covered nore specifically in his
t esti nony.

Q That's fine. Just one other thing, | would

like you to ook at a couple of points in your pre-filed
direct testinony, which is Exhibit 401TC, and if you
woul d | ook at page 7 at lines 13 and 14, you could
perhaps mark that with your hand, and then turn also to
page 38 and look at line 18 or starting at line 18.

JUDGE MOSS: And let ne ask first, and | wll
| ook to you, M. Quehrn or Ms. Dodge, there is on line



21 at page 38 there is a nunber there that is shaded

i ndicating confidential. 1Is that sonething that we can
tal k about, or is that sonething that renains
confidential in your view?

MR QUEHRN. Excuse ne, Your Honor, could --

JUDGE MOSS:  Page 38, line 21, Ms. Steel's
testi nmony.

MR QUEHRN. | believe this is a nunber that
was cal cul ated by Ms. Steel. Consequently, | can waive
confidentiality or the conpany can wai ve confidentiality
as to that nunber.

JUDGE MOSS:  And, Ms. Steel, do you have any
i ndependent need for that nunmber to renain confidential?

Al right, fine, then we will consider it

t hat way.
BY JUDGE MOSS:
Q Now | ooki ng at those two pages, the lines

that | have indicated, you nake reference there on page
7 to a mninmumsurcharge required for a two tines new

i ndenture first nortgage bond coverage rati o at Cctober
31, 2002. That figure is $68.3 MIlion using the
conpany's projections. And then over on page 38, you
seemto be tal ki ng about the m ni mumanount again in the
use of the figure $10.4 MIlion. And | just wanted you
to, if you could, reconcile those nunbers. Help ne



understand why we're |l ooking at two very different
nunbers.

A kay. On page 7, I'mreferring to the anount
if you neasure it at COctober 31st, 2002, that would be
required. So for the 12 nonths prior to that, that's
what the nmeasurenent would be, the anpbunt of noney that
you need to add to the conpany's financial situation to
enable themto neet that covenant.

Q M hm

A On page 38, |I'mtal king about one year
forward, Cctober 31st, 2003, so you would need to begin
hel pi ng the conpany -- or Cctober 1st, |I'msorry, 2003.
So you woul d need to begin hel ping the conpany in the
nmont h of COctober 2002 in order to get its 12 nonth | ag
up to a level that would enable it to neet its covenant
no | ater than Cctober of 2003.

JUDGE MOSS: Al right, thank you very much
for that clarification. That's all | have.

CHAl RWOVAN SHOMLTER: Wl |, does the company
wai ve the confidential date on page 39, line 5?

MR QUEHRN. Yes, Your Honor. Once again,
this, | think, relates to Ms. Steel's analysis.

JUDGE MOSS:  (Okay, good.

Al right, nowin terns of our process from
this point forward, typically we will offer on



opportunity at the conclusion of the Bench questions for
brief additional cross prior to the redirect, and so |
suppose | should ask if we have the need for that.

Does the conpany have a need for any brief
additional cross?

MR QUEHRN: Your Honor, | have a few
questions related to questions that were asked by the
Bench.

JUDGE MOSS: Al right, it will probably be
nost efficient to have those now

MR, QUEHRN.  Ckay.

CROSS- EXAMI NATI ON
BY MR QUEHRN

Q CGood norning, M. Steel.

A Good norning, M. Qehrn.

Q | believe in connection with questions that
wer e asked by Chai rwonan Showal ter you nade reference to
the Infrastrux credit agreenent, and specifically I
think your testinony was is that agreenent requires PSE
to continue to pay dividends; is that correct?

A Yes, there are a nunber of requirenments in
that agreenent that refer to Puget Sound Energy. |
beli eve the agreenent states that there's a schedul e
t hat Puget Sound Energy can not -- beyond whi ch Puget



Sound Energy can not restrict its paynents to Puget
Energy. And in addition, there is -- there are
covenants on the guarantor, Puget Energy, that -- such
as a fixed charge coverage and al so a debt to
capitalization ratio that primarily relate to Puget
Sound Energy since Puget Sound Energy is the main part
of that hol di ng conpany, Puget Energy.

Q Thank you. And the agreenent will be in the
record, and the agreenment can largely speak for itself.

You nentioned three specific sections that
you thought were germane to the question of whether or
not the agreenment requires the conpany to pay the
dividend. Was it just those three sections, or were
there other sections that you think relate to that
requirenent ?

A Actually, | think the entire agreenent will
be hel pful to the conm ssioners to understand the
arrangenent that was nmade and al so to understand why
sone sort of conpensation to Puget Sound Energy shoul d
have been nade in connection with that agreenent. So |
woul dn't just stipulate to those three pages. Staff was
nmerely trying to mnimze the anount of paper that we
woul d have to provide in the record. |In addition, there
is one other sheet of paper that the conpany failed to
provide us with its response to our data requests, and



that is Schedule 3, which will be provided to the
conmi ssioners. | understand the conpany w |l provide
that to Staff and that we will add that to our response.
Q That will be part of the conpl ete agreenent
submtted to the record, right?
A Yes, we hope that the conpany will help us to
conpl ete that agreenent by giving us all the pages that
we have requested in that data request.

Q Now is it your interpretation of this
agreenent that it requires PSE to pay a dividend?

A VWll, | think I should limt ny
interpretation of that agreement until | get to see the
entire agreenment, but there is a schedule --

Q In connection --

A Excuse ne, M. Quehrn, | would like to finish

my answer. Exhibit 3 is a schedul e of those paynents

t hat Puget Sound Energy is allowed to make, and | have
not been provided that response. That is Staff Data
Request Nunmber 35, which was made in Decenber, so | am
| ooking forward to seeing it, and I would be able to
conmment on it after | have seen it.

Q Let nme rephrase ny question. |n connection
with the portions of the agreenment that you have seen
which | think relates to your testinony, is it your
testimony that the agreenent requires PSE to pay a



di vi dend?

A It is my testinony that the agreenment limts
the flexibility of Puget Sound Energy to pay dividends
based on the dividends that are required by the
guarantor, Puget Energy, for its guarantee of
Infrastrux's credit agreenent.

Q And therefore, is it your testinony that the
agreenment or the portions of the agreenent that you have
seen limts the board of directors' discretion to pay or
wi t hhol d any anount of dividend?

A No, that is not ny testinony.

Q Thank you. Chai rwonman Showal ter al so asked
you a question, and she stated sone assunptions, and
woul d I'i ke you to nake the sane assunptions, please.

And | think the assunptions were that if the conpany
were not able to access equity capital and if you don't
take into consideration a dividend reduction, during the
interimperiod, would the conpany need to i ssue debt.

And if | may paraphrase your answer, | think you said,
no, the conpany has options; is that correct?

A Wul d you pl ease repeat the question

Q Again, with the stated assunptions that the

conpany has no access to equity capital and no dividend
reduction, would the conpany be required during the
interimperiod to issue debt. And | believe your answer



was, no, the conpany has other options. And | will
further elaborate | think you specifically referred to
&M budget, or excuse ne, OM and capital reductions as
t he options.

A My response is that the conpany has options
even if it has no access to the equity narkets, which
find to be not a credi ble assunption, and even if
di vi dends should not be limted, which | also find to
not be a reasonable presunption. Even then, | do think
t he conpany has options to limt its capital budget and
its OM budget in 2002. Further, | think that the
conpany has options that | have not menti oned.

Q Could | please direct your attention briefly
to M. Donald Gaines' rebuttal testinony, which is
Exhi bit 25, Table 4, which |I believe is on page 8.

JUDGE MOSS: | believe that may be on page
10.

MR QUEHRN. I'msorry, it's page 10, thank
you, Your Honor.
BY MR QUEHRN:

Q If you would, please -- I'msorry, M. Steel
have you found the table?

A Yes, | found the table.

Q If you woul d, please, just for the purposes

of answering this question and for no other purpose,



work with the conpany's nunbers here on which woul d be
the first colunmm on Table 4, no relief, and I would drop
down to the short-termdebt entry, and the table

indicates that there is a -- there would be $143 MI1ion
over the credit limt. Wth respect -- do you see where
I"mreferring to?

A | do see where you're referring to.

Q Wth respect to the options that you're

referring to such as Q&M reductions, capital reductions,
the other options, do you believe that those options
enabl e the conpany to cover that $143 MIlion?

A | don't agree that the shortfall is $143
Ml1lion for the reasons that | have gone through in
detail and in ny Exhibit 414, especially page 1. In
addition, | can point out the one clear error in that
nunber is that you have failed to true it up for actua
results through Decenber 31st of 2001

Q I would again restate nmy question. |If for
pur poses of answering this question you would work with
t he conpany's nunbers, please. |Is it your testinony

that the options that you're referring to would all ow
the $143 Mllion to be covered?

A I"msorry, M. Quehrn, | sinply can't work
with the conpany's nunbers and conme up with a reasonabl e
response to that question



JUDGE MOSS:  You can try it another way,
M. Quehrn.
Q Wul d you accept for purposes of answering
t he question subject to check the conmpany's nunbers,
therefore the $143 MIlion shortfall, and | ooking at

that shortfall, that the conpany has options?
MR, CEDARBAUM  Your Honor, | will object.
A | can't accept --

MR, CEDARBAUM The question was really just
rephrased, but it's the same question, and it was asked
and answered before.

JUDGE MOSS: Wl |, nmaybe we can nove things
along in this fashion.

THE WTNESS: | coul d respond.

JUDGE MOSS: Wwell, Ms. Steel, let nme just try
it this way and see if we can nove this along. Have you
cal cul ated the anount that you think was reasonably
attributable to the options you believe the conpany has
or that you have nentioned?

THE WTNESS: Yes, | have.

JUDGE MOSS:  What is that anount?

THE WTNESS: The options available to it
t hrough debt and equity.

JUDGE MOSS:  The options that you believe are
avai | abl e through the adjustnments to O%M and capital



accounts and the other unidentified recourses you
bel i eve the conpany has under the assunptions we're
wor ki ng with.

THE WTNESS: Well, | don't think that was
the conplete question. | couldn't accept his nunbers
subj ect to check.

JUDGE MOSS:  Right.

THE WTNESS: Because |'ve already checked.

JUDGE MOSS: We're not working on his
guesti on.

THE WTNESS: And | know they're w ong.

JUDGE MOSS: W' re working on ny question,
whi ch is, have you calculated that, what you think those
options would nake avail able to the conpany in the way
of cash?

THE WTNESS: | have detailed that on Exhibit
414, page 7, and that would total $17.5 MIlion in the
case that | have outlined. And it could be greater than
that, but | have not done that calculation. | think
there are other reasonabl e assunpti ons which are greater
than that. For exanple, 25% of the increase in custoner
services could be -- you could get nore savings of that
by taking out nore of the increase, in fact all of the
increase, which is what | think a | ot of businesses, the
100, 000 custoners of Puget Sound Energy who are
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busi nesses, would make if they were faced with increased
costs.

JUDGE MOSS: (Go ahead, M. Quehrn

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

Q Ms. Steel, | believe in responding to a

question to Conm ssioner Henstad you indicated or
t hought you indicated that you weren't clear if PSE s
request for relief included or did not include
assunptions with respect to payment of elective

redenptions. |s that something that is unclear to you?
A Pardon ne, would you pl ease repeat the
guestion?
Q Is it your testinony that PSE s proposal for

interimrelief includes as an assunption that PSE will
be paying el ective redenptions during the interim
peri od?

A It is my testinony that PSE provided
financial projections along with its proposal for relief
whi ch includes $80 MI1lion of elective debt redenptions.

That nunber is referenced in the testinony of -- in the
rebuttal testinmony of M. Donald Gaines.

Q Can | refer you to page 9 of M. Gaines's
testinony, lines 19 through 20, please.

CHAl RAMOVAN SHOMLTER: Is this the rebutta
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t esti nony?

MR QUEHRN. Thank you, that is the rebutta
t esti nony.

JUDGE MOSS:  That's Exhibit 25.

MR QUEHRN: Exhibit 25.
BY MR QUEHRN

Q And does the referenced Iine not state that
t he conpany's proposal, and | will quote:

The revi sed proposal also takes into
account an $80 MIlion reduction in the
need for external capital by forgoing
el ective redenption of debt.

I's that what the testinony says here?

A That's what the testinony reads, but this
dol lar anmount is not flowed through in the tables
correctly. And in addition, the conpany then offsets it
with -- by nodifying its deferral. That is a subject
that is covered by Merton Lott, and | would defer to him
on that topic.

Q Just a couple nore questions, Ms. Steel. And
again, | believe this was either in response to a
guestion by Chai rwonman Showal ter or Conmi ssi oner
Henst ad, perhaps both, and | believe this has to do with
your cal cul ation of the $25 MIlion adjustment that you
are now using on your schedule 14. And the reference



was to an $86 M Ilion infusion of capital fromthe
parent conpany, Puget Energy, to Infrastrux on or about
Decenber 31, 2000. Are you familiar with the issue?

A I"'mfamliar with the issue. The dollar
amount of the transfer is at least $87.5 MI1ion though.

Q I will use your nunber on that one without
agreeing to it, but assumng that it is $87. -- pardon
me?

A 87. 5.

Q Ckay. Were you aware that prior to this

transfer that there was approximately $102 MIlion

avail able in the sale of unregul ated assets from sal e of
assets from non-regul ated subsidiaries prior to that
transfer?

A | disagree that $102 MIlion of extra -- of
excess cash was avail abl e from non-regul at ed sources.

Q | would like to --

A To fund this.

Q | would like then if | could, please, to

refer to Exhibit 425 as it now exists to include
references to questions E and F and responses. And
specifically, in the interests of tinme, | would like to
refer directly to the attachnent that has page 4 witten
at the bottomin handwiting.

A 4257



JUDGE MOSS:  Yeah, Exhibit 425, it has a
handwitten page nunber 4 at the bottom and it's a |ist
of asset transfers, Puget Sound Energy's list of asset
transfers.

THE WTNESS: | don't have that exhibit
marked as 425. | have 425 as --

JUDGE MOSS: 425 is the response to WUTC
Staff Data Request 321-1

THE WTNESS: GCh, 321, |'ve got it, okay.

BY MR QUEHRN

Q If you look at this exhibit, I would Iike you
to start down the colum, and the first one | would like
just to --

A Wi ch page are we on now, page 47?

Q Page 4.

A Ckay, | haven't had an opportunity to review

the entire agreenent, so | would like a few mnutes to
do that.

Q And actually, this isn't the agreenent. It's
t he docunent we handed to you yesterday and identified
to M. Cedarbaumto review w th you, and | understood
that you had actually.

A | received a copy of it this norning, but I
didn't know | would receive questions on all parts of
it.



Q It's just this one single page that we
identified and circled the entries for you yesterday to
take a | ook at.

A | don't believe you handed ne such a
docunent. | certainly don't have it in ny folder, and I
need a few mnutes to reviewit.

Q Fi ne.

JUDGE MOSS: Ms. Steel, what is it that
you' re seeking to do? W're still on the record.
THE WTNESS: | would like to ask counsel

about the packet of materials that have been presented
to me. They contain docunents in a disjointed order
that | don't understand.

JUDGE MSS:  Well, all we're working with
here is the Exhibit Nunmber 425.

THE WTNESS: | would Iike to get the copy of
it fromny counsel.

JUDGE MOSS: Al right.

M. Cedarbaum woul d you pl ease provi de your
witness with a copy of Exhibit 425 as it is presently
constituted.

MR CEDARBAUM That's the data request
response.

THE WTNESS: Thank you.

Al right, 1I'mready.



BY MR QUEHRN:

Q Referring again to the page that has
handwitten page 4 on the bottom | ooking down the
| eft-hand colum, | would Iike to focus your attention
first on the second entry. It says, sale of Cabot
comon stock. Do you see that?

A | see the entry.

Q Coul d you tell nme what the date of that sale
was and what the anount of proceeds were?

A | can read the colum 2 for you, it says My
6, 1999.

Q And t he proceeds?

A | don't know what the proceeds were.

Q As represented in the next colum.

A The conpany's representation of the proceeds

is $37 MIlion.

I would note that the question that this is
supposed to be in response to is, list each asset
transferred from PSE over the period 6-30-1998 to the
present. | would note that the conpany in its response
to that says, see attached page 4, which is -- lists its
interpretation of its major assets sold and transferred
since 1998. The conpany volunteers that this |ist
i ncl udes assets owned by PSE and not | eased equipnent,
and it also notes that the list contains only the major



assets sold and transferred for the period in question.
That is PSE' s interpretation of the major assets.

It says that it can not provide a
docunent ation of all of the assets sold and transferred
greater than the mllion, which was the request. And
woul d note that the conpany includes on this Iist dollar
anounts that are very snmall like the loan to
Schl unberger of $1.325 MIlion. So | wonder why it is
that if this is truly alist that represents all of the
transfers why it would be so burdensone to |ist assets
down to $1 MIlion. It's sinply that this list is not
conpr ehensi ve and doesn't include the |osses that the
conpany incurred on sone of these sal es.

Q Ms. Steel, | understand your concerns with
the list. | would just like to ask you if this
transaction that is the second |line down that | think we
show here for the conpany's nunber is let's say $37.4
Mllion, is that a nunber that you took into
consi derati on when you made your $25 MIlion adjustnent?

A | took into account the sale of the Cabot
conmon stock transaction, but | did not take into
account a $37 MIlion figure because -- for that

transacti on, because | do not believe that dollar anount
represents the net proceeds, net proceeds fromall of
the transfers that took place over the relevant tine



period. The conpany has not provided that infornation.
W have done our best to calculate it, and we have taken
into account what we believe is the net position of the
non-regul ated entity, and it is not reflected anywhere
on this page

Q Did you also take into account item nunber 5
sal e of Homeguard, Septenber 29, 1999, conpany's nunber
shows $13.3 M1lion?

A I took into account the sale of Honeguard,
and | also took into account all of the other conpany
sales that | could track, but I did not take into
account the figure of $13.3 MIlion, because that is not
a correct figure.

Q Line item 12, which since it's not nunbered
it's my reference to, down the chart a little bit, sale
of Cabot preferred stock, May 24, 2000, $51.6 MIlion
did you take that nunber into account when you made your
determnation of the $25 MI1ion?

A | took into account the sale of Cabot
preferred stock in ny consideration of the position of
Puget Sound Energy's non-regul ated ventures, but | did
not take into account a figure of $51.6 MIlion for that
sale. And again, ny reasons are the sane, this list is
not inclusive. Fromthis list, you would think that all
the gains belong to the non-regulated and all the | osses



belong to the utility. That's sinply not a fair or true
position for the non-regul ated ventures.

Q Can you point to any specific evidence that
i ndi cates that these nunbers are inaccurate?

A I can point to ny statenent that these dollar
amounts are not a conplete list, and | will point to
your response to -- the conpany's response to itemF,
whi ch states that it is not a true and conplete |ist.

Q Wul d you agree subject to check that if you

take these three transactions alone and total themit's
approxi mately $102.4 M11ion?

A | would agree with the mat hematics of that
cal cul ati on subject to check. However, | would not
agree that any neaning could be attributed to that
cal cul ati on what soever.

Q I would Iike nowto refer, and I will say for
a very limted purpose only, once again to your Exhibit
414C. | believe it was Comri ssioner Henstad asked you a

guestion concerning this exhibit where he was trying to
rectify the nunbers here with Puget Sound Energy's
request for relief of approximtely $170 MIlion. Do
you recall that discussion?

A Yes, | do recall that discussion

Q I's the met hodol ogy reflected on Exhibit 414C
to your know edge the nethodol ogy that Puget Sound



Energy used in formulating its request for relief?

A No, Puget Sound Energy incorrectly used a
power cost study to conme up with this $170 MI1lion
request for relief without offsetting it against the
cost savings that it itself admts to withinits own
direct testinony.

Q So is it the case then that this nethodol ogy
is different than the nethodol ogy that Puget Sound
Energy used to fornulate its request for interimrelief?

A Yes, the nethodol ogy that Staff enpl oyed
| ooks at the whol e conmpany, and it's the correct
nmet hodol ogy, and the conpany did not use that
nmet hodol ogy in forrmulating its request, although it did
provide financial information in an attenpt to buttress
t hat request.

Q Wbul d you characterize then a conpari son of
the $170 MIlion figure that cones from anywhere from|
guess Exhibit 414C, page 1, to Puget's rmet hodol ogy where
it conmes up with $170 MIlion essentially as an appl es
t o oranges conparison?

A Yes, | would agree that the two should not be
directly conpared, that adjustnents would have to be
made to Puget Sound Energy's $170 MIlion request. And
that would be you woul d have to renove the anmount for
any mscalculations in its power supply costs and that



you woul d have to offset it against cost savings, and
then you woul d have to nmake other adjustnents to it to
fully reflect the overall financial health of the
conpany.

That would be a very difficult calculation to
nmake, and so it would be nore proper to take Puget Sound
Energy's short-term debt bal anci ng account, which is the
account that is used to account for all changes to the
conpany's financial situation as they are reflected on
its bal ance sheet, and then flow through those changes
t hrough that account to cone up with a proper anount of
interimrelief that shoul d be granted.

MR QUEHRN:  Your Honor, at this point | have
no further questions of Ms. Steel. | amanticipating in
her redirect, however, that she will neke reference to
an exhibit that was given to us this norning, and
think it would be nore efficient, because | do have a
coupl e of questions about that exhibit, if |I could be
alloned to ask those questions after she has presented
it rather than trying to question it first before she
has had the opportunity to explain the exhibit. So wth
that one caveat, and obviously if there is any other new
i nformati on that were presented, | would conclude ny
guestioning at this point.

JUDGE MOSS: Wl |, we have had such an



enj oyabl e and | ong session with Ms. Steel on the stand
that | suppose we have to make al |l owances for the
possibility for some brief recross follow ng the
redirect, and so | won't foreclose that possibility,
M. Quehrn.

But at this juncture, | need to ask if Public
Counsel has any further brief cross-exam nati on based on
the Bench's inquiry?

MR FFI TCH. Yes, Your Honor, but very brief.

CROSS-EXAMI NATI ON

BY MR FFI TCH

Q CGood norning, Ms. Steel, or just barely good
af t er noon.

A CGood afternoon, M. ffitch

Q First of all, this is a question just for ny
own clarification, again referring to Exhibit 414C, to
line 14. This nmay have been sonething you addressed in
corrections that | missed, but et me just ask the
guestion. The parenthetical after the $42 MIllion
states that this is the sumof line 12 mnus line 11
plus line 10; is that accurate?

A Actually, it is not. | had not noticed it
before, and thank you for pointing it out. On line 14
in the last colum, it should read, Iine 12 mnus line



11 plus line 13.

Q Thank you. Conm ssioner OGshie asked you
about corporate ratings for the conpany, and | just
wanted to follow up on that. The corporate rating is
for Puget Energy, the hol ding conpany; is that correct?

A Actual ly, the corporate rating | was
referring to is the corporate rating for Puget Sound
Ener gy.

Q Al right. Do you have information about a

separate corporate rating for Puget Energy,
I ncor por at ed?

A I may, it will take ne a nonent to find it.
Q Al right.
A M. ffitch, | have informati on on Puget Sound

-- Puget Energy's corporate credit rating from Standard
& Poor's, but | do not have the equival ent infornmation
for the hol di ng conpany, Puget Energy, for Mdody's.

Q Coul d you provide the Standard & Poor's
rating?

A Its corporate credit rating is triple B
nm nus.

Q According to ny notes, that's the sane rating

that you testified to for, the same corporate rating
that you testified to for Puget Sound Energy.
A Yes, that's the same val ue.



Q Now t he first nortgage bond ratings that you
testified to earlier in response to -- well, let ne
rephrase that.

The first nortgage bond ratings that you have
testified to are for Puget Sound Energy, correct?

A That is correct, Puget Sound Energy is the
entity that issues the first nortgage bonds. Puget
Ener gy does not.

Q And am | correct in understanding that the
first nortgage bond rating for Puget Sound Energy for
S&P is triple B?

A Yes, you are correct.

Q And that's higher than the triple B mnus
rating for the corporate rating, correct?

A That's correct, it is a higher rating.

Triple Bis higher than triple B mnus.

MR FFI TCH  Thank you, Ms. Steel, those are
all ny questions.

JUDGE MOSS: Ms. Steel, we have had a | ot of
testinmony about ratings and so forth, and | believe in
response to Comm ssioner Gshie you nentioned that you
have a chart that shows us how we can equate the one
rati ng agency to the other

THE WTNESS: Yes, it's a chart on one page
that shows --



JUDGE MOSS: Al right, I'"mgoing to ask that
that be furni shed as Bench Request Nunber 6 for the
record.

M. Cedarbaum if you could work with the
W tness and get that to us perhaps after |unch.

And, M. Kurtz, did you have any questions
that were pronpted by questions fromthe Bench?

MR KURTZ: No, sir.

JUDGE MOSS:  Thank you.

M. Van O eve?

MR, VAN CLEVE: No questions, Your Honor.

JUDGE MOSS: Al right, then that brings us
to the redirect. It also brings us to the |unch hour.

M. Cedarbaum we will give you the advantage
of the luncheon hour to shorten your list of questions.

MR CEDARBAUM |'mready to go nowif the
wi tness doesn't need a break and everyone el se doesn't
need a break, but | can cone back after |unch too.

JUDGE MOSS:  How nuch do you think you have?

MR CEDARBAUM | have a few | oose ends,
whi ch shouldn't take |ong, and then the exhibit that
M. Quehrn and | have referenced.

JUDGE MOSS: 10 or 15 minutes do you think?

MR, CEDARBAUM  Probably max 20.

CHAl RMOVAN SHOMALTER:  And then M. Quehrn is



goi ng to have sone.

JUDGE MOSS:  Well, M. Quehrn is going to be
very brief though, |'msure, just with respect to the
one exhibit | think was his only concern. So I think we
can probably, it sounds |ike we can probably finish by
12: 30 or perhaps shortly thereafter, so let's go ahead
and see if we can get Ms. Steel off the stand after her
mar at hon of cross-exam nation over the past two days.

REDI RECT EXAMI NATI ON

BY MR CEDARBAUM
Q As | said, Ms. Steel, | have a few | oose
ends, and then we will get to the exhibit that you
prepared that has been referenced.
The first | oose end was actual ly pronpted by

a question fromthe Bench. If you |ook at your
testinony, Exhibit 401T, at the top of page 39, | think
this is just a housekeeping matter. Should the
reference to October 30th, 2002, on line 1 actually be
20037

A Yes, it should be.

Q Wuld you like to correct your testinony to
that extent?

A Yes, | would like to correct line 1 of page

39 for the second 2002 -- actually, no. No, I'msorry,
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1 M. Cedarbaum that is the anpbunt that woul d be needed
2 in one nonth, the one nonth of Cctober 2002, in order
3 for that to carry through with new general rates to

4 ensure that over the whole 12 nonths the conpany woul d
5 have net the first nortgage bond rating at that period
6 in 2003, so | would like to strike that correction

7 Q Ckay, | think I had probably just

8 m sunder st ood your clarifying testinony before, but I
9 think now I' mcl ear.

10 I n questions from Conm ssioner Henstad on
11 Exhi bit 414C, page 5, you discussed at that point with
12 hi m some new i nformati on that you received as the

13 conpany's response to Public Counsel Data Request 49
14  Actually, | guess that was supplenental information; is
15 that right?

16 A That's correct.
17 MR CEDARBAUM  Your Honor, | know this was a
18 l[ittle bit out of order, but as we narked for

19 identification this morning Exhibit Nunber 74 for
20 M. Gaines at Public Counsel's request, 49 suppl enent,
21 would like to offer that now through Ms. Steel

22 JUDGE MOSS: That was the exhibit we marked
23 as 747
24 MR CEDARBAUM  Yes.

25 JUDGE MOSS: And that's the response to
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Publ i ¢ Counsel Request Number 49?

MR CEDARBAUM Correct.

JUDGE MOSS: And it was confidential?

MR. CEDARBAUM Yes, it is, and it
specifically references the second suppl enent a
response.

JUDGE MOSS: Al right, well, | suppose if
we're going to do this, we should renunber it. W will
mark it for identification as Exhibit 428C
BY MR CEDARBAUM

Q Referring you now, Ms. Steel, to Exhibit
428C, do you recogni ze that as the conpany's second
suppl enental response to Public Counsel Data Request 49
whi ch you referred in your testinony this norning?

A Yes.

MR CEDARBAUM  Your Honor, | would nove the
adm ssion of Exhibit 428C

JUDGE MOSS: Hearing no objection, it will be
adm tted as marked.

BY MR CEDARBAUM

Q During the course of your testinony | believe
yesterday, Ms. Steel, you referenced the Infrastrux
transaction as a return of capital. Do you recall that?

A Yes.

Q Can you just briefly explain what that neans?



A The conpany paid to, the conpany bei ng Puget
Sound Energy, paid to its parent, Puget Energy, the
capital invested in its venture, Infrastrux, on January
1st, 2001, and that shows up on the conpany's
consol i dat ed bal ance sheet, Puget Sound Energy's, for
March 31st, 2001, as a reduction, and it's paid in
capital of $87.5 MIlion. So you can see the unusua
change in its -- the value of shareholders' equity in
Puget Sound Energy. |t declines from%$470 MIlion to
$382 MIlion over that three nonth period, and that
reflects that change. This is very unusual. Typically
sonething i ke that mght be handl ed as a dividend, a
speci al dividend. However, Puget Sound Energy does not
have very nuch retai ned earnings, and had the conpany
elected to do a step like that, it may have limted its
ability to pay dividends.

Q Again just noving around to sone different
topics just briefly, you were asked with respect to
Exhi bit 407C sone questions about page 1, and you
i ndicated | believe yesterday that the page did not
i ncl ude repaynent of debt; do you recall that, wth
respect to net cash flowto capital expense?

A That's correct, in that line it does not show
repaynment of debt, because typically net cash flow al
of the calculations, they only show required operations



expenses. There are other ratios that are used to take
that into account.
Q And were you asked by the conpany a data
request to provide that type of information, an
expl anation as to why you did not include a paynment of
debt ?
A Yes, | was.
MR CEDARBAUM  Your Honor, if we could have
marked for identification as the next exhibit.
JUDGE MOSS: It will be 429.
MR, CEDARBAUM  Should |I bring those up to
you or --
JUDGE MOSS:  Just pass themdown is fine.
And this is the Staff Response to PSE Request
Nurmber 49-1.
MR CEDARBAUM It was 429, Your Honor?
JUDGE MOSS:  Yes, sir.
BY MR CEDARBAUM
Q Ms. Steel, referring you to Exhibit 429 for
identification, do you recogni ze this as the conpany's
Dat a Request 49-1 to Staff and your response on the
subj ect matter we just discussed?
A Yes, it is ny response, that that is the
request that they made of nme, and that is ny response.
| would just like to clarify that typically in the



EBI TDA cal cul ation that the depreciation and
anortization part of that, the anortization that's
typically included there is good will anortization, and
debt anortization is typically not taken into account
because the ratio is used to determ ne financing
requi renments and how much woul d have to be repaid, so
that cones in afterward.

MR CEDARBAUM | woul d nove the adm ssion of
Exhi bit 429.

JUDGE MOSS:  Hearing no objection, it will be
adm tted as marked.
BY MR CEDARBAUM

Q Yesterday and this norning as well, you
i ndi cated sone concern with the reliability of the
conpany's projections that you utilized in devel opi ng
your case. Do you recall that?

A Yes, | do recall that.

) Can you just explain that in nore detail, and
al so indi cate how you have taken it into account in your
case?

A | have ny concerns about the conpany's
ability to even predict the past, because it's bal ance
sheet is changing for Decenber 31st, 2001, has changed
consi derably over the past two weeks. So that causes ne
to have concern as well about its ability to project the



future. And in addition, there are a nunber of
questions that | have about the way it has projected the
future. For exanple, it is projecting |large increases
inits O8M expenses at the sanme tine that it is
projecting that its revenues are declining. This

conbi nation is very unusual and deserves, | think, nore
scrutiny and a better explanation than Staff was able to
obtain or able to account for

The way that | took this into account in ny
calculation is | made sonme reasonabl e adjustments to
their capital and O%M budgets, and although | do have
guestions about their revenue and expense forecasts, |
did not adjust them | have allowed $20 MIlion in ny
recomendation for relief to account for contingencies.
One of those contingencies could be the conpany's
ability to forecast.

Q Last subject area, going to the exhibit that
you prepar ed.

MR CEDARBAUM  And, Your Honor, at this
time, | would Iike to have marked for identification the
illustrative exhibit that the conpany discussed with
Ms. Steel yesterday, and then followi ng that, a one page
exhibit which I will distribute now

JUDGE MSS: Al right, the illustrative
exhibit or the one that was identified in that fashion



yesterday, and there was a mark up board put up on the
chart there, will be 430. And then the exhibit you're
distributing now, which styles itself corrections to
PSE' s revisions of LAS Exhibit 3 - workpapers, ratios
tab, will be 431 for identification

MR CEDARBAUM And | believe unless told
ot herwi se by the conpany that both of these should be
confidential.

JUDGE MOSS: Wl l, we had the illustrative
exhi bit displayed in open session, so | don't think
there should be any confidentiality with that.

Is that correct?

MR QUEHRN. That's correct, Your Honor

JUDGE MOSS: So 431 it does appear unless I'm

told otherwi se is confidential
BY MR CEDARBAUM

Ms. Steel, directing your attention to
Exhi bit 430, that's the illustrative exhibit that you
di scussed yesterday with the company.

A Ckay.

Q Do you have that?

A Yes, | do.

Q Can you just explain what page two is in your

under st andi ng?
A Page two of the conpany's exhibit was taken
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from ny wor kpapers which eval uated their unadjusted
projections, and | have repeated that in ny Exhibit 431
at the top of the page, lines 1 through 5.

Q And then what is page 1 of Exhibit 4307

A Page 1 of Exhibit 430 is the conpany's
nodi fications of nmy cal culations to cal cul ate sone
ratios that it has stated in lines 6 and 7.

Q Looking at page 1 on line 2 for required debt
repaynent, do you see that?

A Yes.

Q Is it your understanding that that |ine

i ncl udes or excludes the $40 M| lion debt issuance that
has been di scussed that the conpany engaged in in
January?

A That line 2 fails to include the $40 MI1ion
in new noney that the conpany obtained on January 16t h,
2002, through the $40 MI1lion nedi umterm notes
i ssuance. The way that would inpact it is it would
reduce each of those nunbers in line 2 by $40 MIlion
However, that is not the only change that is required to
make this a useful calculation of the conpany's cash
fl ow requirenents

Q Are those changes reflected in 431, or would
there be additional changes to 4317

A Those changes are reflected in 431



Q Ckay.

A And there are other changes too reflected in
431.

Q Wiy don't we stay on 430 first and then turn
to 431.

A Ckay.

Q Looking again still at page 1 of Exhibit 430,

there is a colum for the fourth quarter of 2002. Do
you see that?

A Yes.

Q Is that a period of tinme in which rates from
the general rate proceeding would be in effect?

A Yes, the last two nonths of that period woul d
have rates fromthe general rate case

Q And none of those additional revenues if the

Conmi ssion were to grant the conpany additional revenues
in a general rate case are reflected on this exhibit?

A That is correct, those additional revenues
are not reflected in this exhibit, and it makes the
rati os | ook | ower than they should be in that quarter

MR CEDARBAUM | would at this tinme, Your
Honor, nove the adm ssion of Exhibit 430.

JUDGE MOSS: Hearing no objection, it will be
adm tted as marked.

CHAl RWOVAN SHOMLTER:  Ms. Steel, was your
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| ast answer about the last quarter in reference to 430
or 4317
THE WTNESS: It was in reference to the
conpany's exhibit, which is | believe Exhibit 430.
CHAl RMOVAN SHOMALTER:  Thank you.
JUDGE MOSS: That is correct.
BY MR CEDARBAUM
Q Now turning to Exhibit 431 for
identification, can you just describe first what this
docunment is without going into the detail of it, just
identify what it is.

A Thi s docunent is ny corrections to PSE' s
illustrative exhibit, page 1
Q VWhat | would like you to do is to now go

through the exhibit and explain the lines to the extent
that you think necessary. And if you can as you do
that, | would Iike you to refer back to the discussion
you have had over the past couple of days about page 1
of Exhibit 414 and the adjustnments that the conpany is
suggesting to your exhibit. And if it's possible, take
themone at a tine, that would be preferable.

A Ckay. The top of the page in raw inputs
begins with the sane data that the conpany begins wth
whi ch is ny cal culation of net cash flow fromthe
conmpany' s unadj usted projections, and that's shown in



lines 1 through 5. Below that then | go through an
anal ysis of that cash flow and adjust it for all capita
and financi ng needs changes, including the ones that |
have nade in ny Exhibit 414C, page 1

The first line of that, line 6, is a
cal cul ati on of net cash flow prior to paynent of
di vidends, and that's calculated fromlines 1 and 3
above. This is a very standard cal cul ati on of the
conpany's cash flow requirenents. It begins with funds
avail able frominternal operations, and the very | ast
thing that is taken into account is dividends. That is
very different fromthe way that Puget Sound Energy has
presented it, the way that -- its cash flow
requi renents.

Puget Sound Energy has put its dividends
first before its repaynent of all other debt, before its
accounting for the $40 MIlion of debt redenptions, and

that's very unusual, | think, in a financial analysis.
It al so does not reflect the priority of shareholders to
the -- to free cash flow fromthe conpany. That should

be avail abl e to ongoi ng operations first, then to new
capital expenditures, then to debt hol ders, including
repaynent of debt, and finally to sharehol ders.

So beginning with that Iine 6, which is a
very traditional way of beginning a financial analysis



of the conpany's statenents, then correcting it for the
i ncremental cash that woul d be available froma
reasonabl e interpretation of the conpany's O8M budget
for 2002, and placing those savings in the second
through the third quarter of 2002 yields a corrected net
cash fl ow excl udi ng common di vidend on |ine 8.

Lines 9 and 10 are a subcal cul ation to
calculate the correct capital expenditure requirenments.
Ohline 9, | take fromny Exhibit 14C, line 6, the
amount of reasonabl e capital budget expenditure savings
that can be nmade avail abl e over what the conpany has
projected, and | have projected those to occur over the
second and third quarters of 2002. That correction then
to the capital expenditure is reflected in |ine 10, and
that is calculated as Iine 2 above mnus line 9.

In the third group of corrections, then |
cal cul ate the conpany's true financing needs and true
themup. The first correction is to take into account
the known fact that Puget Sound Energy was able to issue
$40 MIlion at 6.25% nmediumtermnotes in January of
2001, and that reduces the conpany's financing
requirenents by $40 MIlion in each period. This sane
calculation is shown on line 8 of ny Exhibit 414, page
1

The second correction is to true up the



bal ance sheet for recent periods and for known
corrections that need to be nade to the utility's

bal ance sheet, and that is the $62 MIlion correction
that I have shown on line 5 of ny Exhibit 414C, and that
reduces the conpany's financing requirenents by $62
M11lion

The third correction, line 13 in that
section, is to correct the conpany's current nmaturities
of long-termdebt schedul ed to exclude the el ective
redenptions and include only the mandatory redenptions.
This is shown on ny Exhibit 414C at line 4, and for the
whol e year, it's $117 MIlion of nandatory redenptions.
And over the nine nonths ended third quarter 2002, it is
$92 MIlion. This calculation is also shown in detai
in Exhibit 414C at pages 2 through 4.

The fourth correction in that group of
financing corrections is the addition of $25 MIlion of
equity reassigned to the utility and/or debt renoved
fromthe utility, and that is the correction that | have
shown on ny Exhibit 414C at line 2. Totalling these
conmes up with a corrected financing requirenent for each
peri od.

The last line of this exhibit then shows the
corrected funds avail able for dividends, and this is
calcul ated by taking lines 8, which is the cash from



operations, adding to that Iine 10, which is a negative
nunber and is the conpany's cash fl ow requirenents, and
then subtracting fromthat the financing requirenments on
line 15. So you've got operating cash mnus capita
expendi tures mnus financing requirenents, and you comne
up with funds avail abl e for dividends.

JUDGE MOSS: Ms. Steel, the last line is the

confidential material | take it?
THE WTNESS: Yes, the last line. Actually,
| don't believe it's confidential, is it, funds

avai l able for dividends? 1It's my calculation

MR QUEHRN. That's correct, Your Honor

JUDGE MOSS:  Ckay, thank you, | apol ogi ze,
saw t he shadi ng, so | assuned

THE WTNESS: I'msorry, | did the shading
just to draw attention to the bottomline.

JUDGE MOSS: Al right, go ahead.

A And that bottomline is inmportant. This
shows that in first quarter 2002 on a lag and tota
nmont h basis, the anount of funds avail able for paynent
of dividends fromthe utility, and it shows a healthy
amount at the end of first quarter 2002, which does take
i nto account the previous year

The reason this is done on an annualized
basis, by the way, is that the conpany has seasona



earnings, and so it's nore meaningful to | ook at 12

nmonth cal culations than it is to look at quarterly, and

this is consistent with the way the conpany did it too.
It does show a decline in the funds avail abl e

for dividends through the end of 2002 where it declines

to $99 MIlion. However, there are funds avail able for

di vi dends, and a dividend |l evel of $99 MIlion or

approxi mately $100 MIlion is well above average payout

for a utility, for an investor owned utility.

BY MR CEDARBAUM

Q And al so | ooking at the bottomline, fourth
quarter colum, does your exhibit also not include the
i npact of any additional revenues the conpany woul d
receive in its pending general rate case?

A That is correct, it does not include any new
revenues fromthe general rate case. And it al so
doesn't take into account that the conpany has cash
available and it has additional debt availability onits
line of credit.

MR, CEDARBAUM  Thank you

Your Honor, | would nove the adm ssion of
Exhi bit 431.

JUDGE MOSS: Hearing no objection, it will be
adm tted as marked.

MR, CEDARBAUM | believe that conpletes ny



00524

redirect.
JUDGE MOSS:  Thank you.

EXAMI NATI ON
BY CHAI RWOVAN SHOMALTER:

Q May | ask one foll owup question on this.
Does this include or not additional anmounts of interim
relief that you reconmend?

A No, this exhibit does not include the interim
rate relief that | have recommended. | would just note
that the interimrate relief we have reconmended is
i ntended to cover the possibility of higher expenses
that could occur. It was not intended as a true up to
i ncrease revenue, but it would have that inpact if those
possi bl e expenses did not occur

JUDGE MOSS: M. Qehrn, did you have sone
guestions on there were actually a couple of exhibits
entered there?

MR QUEHRN:  Yes, thank you, Your Honor, and
my questions will relate I think solely to Exhibit 431

JUDGE MOSS: Al right.

CROSS- EXAMI NATI ON
BY MR QUEHRN
Q And we have debated sone of these nunbers



already, so | won't go back and revisit those
Ms. Steel, | would like to first of all refer to the
colum for first quarter 2002, and if I'mreading this
correctly, that carries all the way down to the point
where the $256 MIlion that you' re show ng as a dividend
paynent is actually for first quarter 2002. | just want
to make sure that the exhibit has a double Iine break
here, but it's appropriate to carry -- read that up and
down? Do you understand ny question?
A No, I'mnot sure that | understand your
question. Wuld you please clarify the question to
expl ain what you nmean by carry down from where to where
Q If | ook at the headi ng above line 1 of your
chart, of your exhibit that says net cash flow i ncl udi ng
di vidends and then read over, the first colum is
identified as first quarter 2002.

A | see that.
Q Ckay. Then if | go to the very bottom of the
page, | just want to nmake sure that that nunber, the

$256 M1lion, would be a projected dividend payout or a
potential dividend payout for first quarter 20027

A It would not be a projected dividend payout.
In fact, I would not recommend that the conpany pay that
out. But all of the nunmbers in the colum do flow --
the I ower ones do flow fromthe upper ones, if that is



your question, but | would not recommend that the
conpany pay out the full anmount. It has a grow ng
service territory, and it's only reasonable that a
conpany with a growi ng service territory would invest in
that growh fromwhich it is receiving increased
revenues.

Q But that is the nunber available for
dividends first quarter 2002, correct, per this chart?

A Well, it is funds --

Q Just please yes or no, the title is corrected
funds available for dividends; is that correct?

A The title is corrected funds avail able for

di vi dends absent rate relief, new financing, or
ref i nanci ng.

Q Correct. Now if the conpany were to pay that
di vidend, the nunbers imedi ately preceding that in line
11 and line 12, $40 MIllion, the $62 MIlion, and let's
just both assunme those two, the nunbers on line 11 and
line 12 woul d essentially be applied to paynent of that
di vidend, correct, if that anount were paid out?

A No, | disagree that those particular dollars
woul d be used to pay out dividends, dollars refundable.
Fewer funds in the bottomline would be avail abl e, but
it would be inpossible to attribute themto one or
anot her source.



Q Let me try the question differently. If |
spent the $40 MIlion looking at line 11 in the first
quarter for all of the conpany's obligations and
included the $256 M11lion dividend payment as part of ny
expenditures, would | have spent that $40 MIlion, or
would | still have it in the bank?

A VWll, | want to clarify that the conpany, |
do not believe, spent $256 M IIlion on cash dividends, so
it is a hypothetical situation. But noney that's spent
woul d not be available in future quarters.

Q Soif |I applied it in the first quarter, |
woul dn't have the $40 MIlion in the second quarter; is
that correct?

A No, you would have the $40 MIlion in that
quarter.
Q Doesn't that $40 MIlion come fromthe

i ssuance of first nortgage bonds that has already
occurred?

A That occurrence of the issuance of first
nort gage bonds has al ready occurred, but | do not have
testinmony to offer on what you have done with the noney.
It woul d have been reasonabl e and prudent to expect that
you woul d have taken that $40 MIlion and reserved it
for your known $60 MI1lion of debt repaynents through
second quarter of 2002. Wat you actually did with it



is not sonmething that | can testify to.

Q But there is an assunption, is there not,
with respect to the funds avail able for dividends at the
end of the first quarter 2002, that that $40 MIlion and
for that matter the $62 MIlion underneath it woul d have
essentially been applied to conpany financia
obligations for that quarter; is that correct, whatever
t hey may be?

A That $256 MIlion is available for conpany
obligations at the end of first quarter 2002 incl uding
known future obligations.

Q And ny question really is, since both of
t hose nunbers, the $40 MIlion and the $62 MIIlion, were
year end bal ance sheet itens, if | spend themin the
first quarter of 2002, are they available in the second,
third, and fourth quarter of 2002?

A It depends on what you spend themon. |[|f you
spend them on expenses that you know are conming up in
second, third, and fourth quarter 2002, then those
dollars are not available, and as well the expense is
not avail able, and they woul d of fset each ot her.

Q So woul d you then nake a further correction
to your table if you assuned that those dollars were
spent in the first quarter of 2002 that the
corresponding entries for each of those quarters woul d



be zero?

A No, | would not nmake that correction, because
as | had stated before, if you spend it on a future
obligation, the bottomline will not change.

Q But if they were on expenses, they woul dn't
-- the bottomline is if they were spent on expenses,
they would not be available in the second quarter or the
third quarter or the fourth quarter; is that correct,
because the noney is gone?

A Well, there would have to be sone expenses
whi ch are not projected in the conpany's projections,
because line 6, net cash flow, takes into account the
conpany's operating expenses as the conpany has
proj ected t hem

MR QUEHRN: | have no further questions,
Your Honor.

EXAMI NATI ON
BY JUDCGE MOSS:

) Ms. Steel, | just have one question on the
math on this exhibit. 1'mlooking at the very bottom
line where it says, line 8 plus Iine 10 mnus |ine 15,
and I'mjust curious, because if | look at line 8 there

inthat first colum, $349 MIlion, and then | add the
negative $210 MIlion, $211 MIlion, and then subtract



the $117 MIlion, | come up with $21 MIlion, and I'm
wondering if I've got sone math error in nmy thoughts on
this or if you could hel p me understand.

A | believe | have a sign wwong in the
correction that | gave you. The cash financing on the
exhibit, that's cash that's available is the positive,
so that was actually added in ny calculation, and in ny
note it is explained incorrectly, so it should be line 8
plus Iine 10 plus line 15.

JUDGE MOSS:  Thank you.

Al right, | suppose | have to turn back to
you, M. Cedarbaum since we had sone brief recross
there and ask if you had any further re-redirect?

MR CEDARBAUM No, | think I'mhappy with
the record the way it is.

JUDGE MOSS: Al right.

Then does the Bench have any further
questions for Ms. Steel ?

CHAl RWOVAN SHOMLTER: | have just one
followup on the bottomline of 431.

EXAMI NATI ON
BY CHAI R\OVAN SHOWALTER:
Q Let's take say the second quarter, if that
amount, $136 MIlion, were used for dividends in the



second quarter, then does the next colum over, 107,
change?

A It woul d change, but not by the full amount,
because this is a 12 nonth cal cul ation, and so you woul d
only take into account the 4 nonths or the 3 nonths for
that one quarter then that you're changing.

Q Ckay. But then sinply | ooking at the bottom
line there, the four nunbers are not independent of one
another. That is, if part of the noney in an earlier
quarter is spent on a dividend, that results in sone
| ess noney for the bottomline of the subsequent
quarters?

A | don't think so, that that's correct. |
think the columms are independent. They are based on
the conpany's projections. And if you want to make a
change to it, then the way to nake the change is to
deduct the anount for the previous quarter that you
think is not available and then carry that through at
the bottomof the colum. But it would not inpact al
of the other nunbers above it. You would still have the
sanme anount of net cash flow avail able and the sane
amounts of all of the other nunbers in that col um.

Q VWll, I'"'mstill confused. If | amthe
conpany and |'m1looking at this sheet and |I'm | ooking at
what is available for each of these quarters, does that
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nmean that in each of these quarters these anounts are
available for ne to spend the way the board wants to?

A No.
Q Ckay.
A These cal cul ations are 12 nonth cal cul ati ons,

so the conpany doesn't ever have $256 MIlion in any one
quarter to pay dividends. And, in fact, it doesn't pay
a cash dividend anywhere near that level. Its cash
dividend, | believe, is on the order of $132 MIlion in
12 nonths, so that would conpare with the $256 MI1ion
that's available in 12 nonths.

But if you were to take out dividends that
are already paid for say 9 nonths of that, you would
take out 9 nonths tinmes three quarters tinmes the one,
you know, tinmes 132, and you would cone up with the
excess that's avail able for carryover to the next
quarter. You could deduct just that anount then from
each subsequent quarter, but you shouldn't deduct, you
know, the full 132 as you nove fromquarter to quarter

And in addition, you know, is that | ooking at
the 256, you can see the amount of excess that could or
shoul d be available to the conpany as a reserve for
future quarters.

CHAl RWMOVAN SHOMLTER:  Ckay, thank you.

JUDGE MXSS: Al right, | believe that will



conpl ete our exam nation of Ms. Steel, and we thank you
very nmuch for your testinmony. | amsure you will be
with us for the balance of the case if we do need to
have you back.

Gven the late hour, I will not stay and
accept exhibits right now, but those of you who have
sorme additional exhibits, do distribute them anong
yourselves, and we will probably take that up at the end
of today or first thing in the norning. For now, let us
recess until 2:00, which will press you a little bit on
getting back fromlunch, but we probably need to take
advantage of the tinme available, so we will be in recess
until 2:00.

(Luncheon recess taken at 12:45 p.m)

AFTERNOON SESSI ON
(2:00 p.m)

JUDGE MOSS: Before | swear M. Lott in, |
have just kind of been asked to recapitul ate sone of the
exhibits. During the break -- well, let me just start
at the beginning. Bench requests. 1B was distributed
during Ms. Steel's examination. That's the 5 Decenber
2001 Standard & Poor's bulletin regardi ng Puget Sound
Energy. 2B was handed out this norning, everybody
should have it, it's the rating agency reports and



bulletins on PSE. | think it was in June 2001 through
February 2002, date of the hearing. 3B has not yet been
distributed. It is to be Ms. Steel's recal cul ati on of
factors cited by | believe it was wi tness Donal d Gai nes,
one of the Gaines witnesses. It was Donald Gaines. 4B
was distributed during the |luncheon recess. That's the
I"mjust calling it for current purposes the Infrastrux
credit agreement. It's a fairly thick docunent. It's
actually titled anended and restated credit agreenent
dated as of June 29, 2001, anong |Infrastrux G oup Inc.
as borrower, Puget Energy, Inc., as guarantor, and so on
and so forth. 5B was an organizational chart that

Ms. Steel produced during the course of her

cross-exam nation. And 6B is a docunent, a one page
docunment that is entitled credit ratings in bold
letters.

And | have a question about this one, | wll
direct it to you, M. Cedarbaum This says in the upper
ri ght-hand corner, Provident Financial Goup, and then
as we begin to | ook belowthe line, the title bar line,
we see there sonething called Provident Bank
subordi nat ed debt, short-term seni or debt, and so forth.
Do you see where | an?

MR, CEDARBAUM  Yes, | do.

JUDGE MOSS: Wiy are we | ooki ng at sonet hi ng



about Provident Bank? Help nme understand this exhibit.

MR, CEDARBAUM | think really the portion
that the Commission is interested inis in the kind of
the middle third, the Standard & Poor's box and the
Moody' s I nvestor Service box. That was the -- those
were the credit ratings that we have been di scussing on
the record for the past couple of days. | think the
rest of the docunent was just part of the docunent that
Ms. Steel has, and she just used this kind of as a handy
reference tool, but | don't think those specific parts
of the docunent were really referenced during the
Ccross-exam nation

JUDGE MOSS: So the parts that reflect
Provi dent Bank, that doesn't have anything to do with
PSE's credit ratings or anything like that?

MR, CEDARBAUM | don't believe so, but quite
honestly, | would have to check. | think that is for
Provident Bank. This is just a docunent that the
Provi dent Financial Goup prepares, and it had all the
S&P and Mbody's credit ratings on it, and it was kind of
a handy pi ece of paper for her to be able to refer to.

JUDGE MOSS:  Right, the purpose for which it
was requested is really reflected then in the bottom
three charts which show the ratings that the various
agenci es use, and then we can just conpare those as we



go down?

MR, CEDARBAUM  And ny understandi ng was j ust
confirmed to me by Ms. Steel

JUDGE MOSS: (kay, so we can ignore the first
couple of tables up there that say Provident Bank

MR FFI TCH  Your Honor, Sinon ffitch for
Public Counsel, just to suggest that it mght be usefu
to have this docunent for Puget Sound Energy, not only
then having all the categories listed, but actually
having the ratings. You know, | would kind of defer to
Staff on this, but it's a suggestion at |east.

MR CEDARBAUM  \What ever the Bench's pl easure

isonthis. | think the record, there's di scussion on
the record in the questions and answers that have that
information. | suppose we could wite on this docunent

additional information for Puget Sound Energy, but I
nmean we can do that.

CHAl RAOMAN SHOMALTER: Wl 1, | mght be
joining this conversation late, but was the suggestion
that we get all of the ratings for all of the aspects of
PSE in one place or not? 1In other words, | would |ove
to have sonething that laid every rating that PSE has
currently for the corporate, the this and the that,
Moody's, S&P, and sort of laid out in one place. Ws
t hat what you were suggesting?



MR FFITCH  That was the gist of ny
suggesti on.

JUDGE MOSS: M. Quehrn, can that be
provi ded?

MR QUEHRN:.  Your Honor, we can provide that
i nformation, yes.

JUDGE MOSS: Al right, we will nake that
Bench Request 7.

Al right, also handed up during the | uncheon
recess, the volune of paper growi ng on ny desk keeps
devel opi ng, there were a nunber of proposed
cross-exam nation exhi bits passed out. Those relate to
Wi tnesses who are going to appear a little later in the
hearing, Luscier and sone other conpany w tnesses, SO
I"mnot going to mark those right now. W' ve got
precious little hearing tine left today. | wll take
those up either at the end of the day or first thing in
t he norni ng dependi ng on how nuch stam na we all have
But those have been distributed, so the parties should
all have them and if you have any questions of your
fell ow counsel with regard to whomthey relate and so
forth, ask those during the break and get straight, so
the marking will becone essentially a mechanica
exercise a little later

MR FFI TCH  Your Honor.



JUDGE MOSS:  Yes, sir.

MR FFITCH May | have a brief clarification
of point on Bench Request Nunber 7. | had asked
Ms. Steel about ratings for both Puget Energy and Puget
Sound Energy, and | just wanted to clarify that that was
part of the trend of nmy question, and |'m hoping that
the conpany will be providing those ratings for both the
hol di ng conpany and the utility.

JUDGE MOSS:  That is the Bench's desire and
t he conpany's under st andi ng.

MR QUEHRN: Yes.

JUDGE MOSS: Al right, anything el se before
we swear M. Lott?

Ckay, M. Lott, if you would please rise and
rai se your right hand.

(The following exhibits were identified in
conjunction with the testinony of MERTON R LOIT.)

Exhi bit 451T is MRL-1TC Pre-filed Response
Testinmony. Exhibit 452 is Staff Response to PSE Data
Request No. 22-1. Exhibit 453 is Staff Response to PSE
Dat a Request No. 24-1.
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Wher eupon,

MERTON R LOTT,
havi ng been first duly sworn, was called as a witness
herein and was examined and testified as foll ows:

JUDGE MOSS:  Thank you, pl ease be seated

M. Cedar baum

M5. SMTH: Your Honor, this is Shannon Smth
with the Attorney CGeneral's Office, | will be --

JUDGE MOSS: Ms. Smith.

Ms. SMTH  Thank you.

DI RECT EXAMI NATI ON
BY M5. SM TH:

Q M. Lott, for the record, could you state
your first nane and spell your |ast nane.

A My nanme is Merton Lott, Lott is L-OT-T.

Q Do you have before you what's been marked in
this proceeding as Exhi bit 451T?

A Yes, | do.

Q And is that your direct testinony in this
case?

A Yes, it is.

Q Was that testinony prepared by you or

prepared under your direction?
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A Yes.
Q Do you have any changes to that testinony
this afternoon?
A Yes, | did find a minor correction on page 9.
Q And what are those, please?
A | was waiting for the Chai rwoman to get
t here.

CHAl RMOVAN SHOMALTER:  |'mt he sl owest.

A On page 9, the table, quick explanation is
that is the $24 M1 lion nunber on what is referred to as
line 5 but it"'sline 9 in that table that | have there.
That's an undercol lection, | nean that's a power cost
overprojection. That needed to be trued up for revenue
taxes, and therefore | need to slightly change line 5

and add a line 6. Instead of saying refund to affected
custonmers on line 5, it should say overprojection of
power supply costs. It would still be line 4 times |line

1, and that would still be $24 MIlion. And then a line
6 shoul d be added, which would be refund to affected
custoners. And then the -- | would probably have in
brackets a calculation line 5 divided by .955234, that's
955234, and then the anount woul d be $25, 124, 734.
That's the only correction | know of.

COW SSI ONER HEMSTAD: M. Lott, would you
repeat the phrasing in your itemb5.



THE WTNESS: Line item5 would be
over projection of power supply costs.

JUDGE MOSS: Go ahead, Ms. Smith.

Ms. SMTH  Thank you.

BY M5. SM TH:

Q Wth this correction in mnd, M. Lott, if |
were to ask you the same questions today that are asked
in your testinmony, would your answers be the sane?

A Yes.

M5. SMTH: | would offer Exhibit 451T.

JUDGE MOSS: Any obj ection?

Bei ng no occasion, it will be admtted as
mar ked.

M5. SMTH. M. Lott is available for
Cross-exam nati on.

JUDGE MOSS:  Thank you, | believe the conpany
will go first.

MS. DODGE: Thank you, Your Honor. As a
prelimnary matter, | would Iike to offer into evidence
Exhi bits 452 and 453, which were part of the stipulation
di scussed earlier in the week. These are Staff
responses to certain PSE data requests.

JUDGE MOSS: (Okay, and that's per the prior
stipulation, so they will be admtted as narked.



CROSS- EXAMI NATI ON

BY Ms. DODGE
Q M. Lott, good afternoon
A Good afternoon

) I would Iike to ask you to | ook at your
testinony Exhibit 451 at page 19.

A Ckay.

Q Lines 17 through 18 where it states, Staff is
open to considering a PCA in the general rate case
portion of this docket or in another proceeding. |Is
that correct, that your testinony so states?

A | believe so, yes.

Q Now PCA is short for power cost adjuster; is
that right?

A Adj ust ment, vyes.

Q What do you nean by in another proceedi ng?

A Wll, if we did not resolve it in the genera

rate case, and | think the conmpany in fact has asked for
one in the general rate case, so Staff will be naking
reconmendations there, but if it doesn't work out there,
Staff is willing to work in any other proceeding to try
to work on a PCA for the conpany.

Q Ckay. But in any case, you don't believe
that a PCA should be considered in this interim
pr oceedi ng?



A Let nme correct that prior answer. W need
all the prerequisites in that other proceeding, and the
prerequi sites woul d be having a base |line established in
a general rate case, so that's in answer to this
question, yes, | do not believe it is proper to
establish a PCA in this proceeding for the reasons in ny
testinmony, one of which is the base line and the risk
factors.

Q VWi ch you're proposing to address |ater?

A Well, earlier in the testinony than on page
19, but yes.

Q Now general | y your testinony raises severa

qgquestions regardi ng the appropriateness of approving
recovery of certain of Puget's gas hedges; is that

right?

A Can you restate that, | mean not restate it,
but just say it again, please.

Q Just generally, your testinony raises sone

guestions regardi ng the appropriateness of recovering
certain of Puget's gas hedges. Actually, if you wanted
to look I think at page 10 of your testinony.

A No, | know what you're tal king about. It's
no problem Yeah, it's ny testinony.
CHAl RWOVAN SHOMLTER: Wl l, it helps us to

tieinto the testinony. So page 107?



V5. DODGE:  Yes, page 10, lines 10 through

13.

A Yes, | discuss it there. |'mlooking.
BY MS. DODGE

Q And page 26, lines 6 through 9

A That is where | was |ooking for, yes, in that
section. | do discuss hedges as part -- as one

particular itemthat Staff is concerned in in the
conpany's total power supply costs as one itemthat we
are currently | ooking at.

) Now | would |ike you to have a | ook at
Exhi bit 453, please. Do you have that handy?

A Yes, | do.

Q I'"mgoing to be just asking some genera
guestions, but you may wish to take a ook at this as
part of answering those. |'mnot going to direct your

attention anywhere in particular in this exhibit. But
it's ny understanding that it's Staff's position that
hedgi ng or fixing prices for fuel is a common utility
practice; is that right?

A It's ny observation over the tine that, yes,
that is true, that the conpany has fixed prices for nost
of its base | oad resources.

Q But ny question was broader than that, not
just the conpany, but generally this practice is
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relatively common in the industry?

A For base | oad resources, yes.

Q Now does Staff believe that it is generally
appropriate to recover hedge costs in rates for base
| oad absent some determination that a particul ar hedgi ng
activity is inappropriate?

A Yes, generally, | would think that that would
be correct.
Q And is it also correct that at this tine

Staff has not nade any determ nation regardi ng whet her
Puget's gas hedges for early 2002 are appropriate to
include in rates or not?

A No, that wouldn't be totally correct. You
said that Staff has made. It is my viewpoint that there
are sone portions of the $42 MIlion that Staff |ooked
at that some of those are probably inappropriate to be
recovered in this mechanismor at this tinme because they
do not pertain to this period, that is the period of
January 1 through Cctober 31st.

Q M. Lott, can | --

A But other than that, Staff has not nade a
determ nation that any of the costs are inprudent,
saying that they're not. And it's ny viewooint that
those costs are not of this period, but Staff is not
fully -- has not conpleted that and is not ready to nmake



t hat recomendati on today.

Q Can | have you | ook at page 26 of your
t esti nony?

A I''mon page 26.

Q Lines 1 and 2 where you state

At this tinme, Staff has not been able to
det erm ne whether any specific cost is
i nprudent or inappropriate for recovery.

A Not 100% |I'mnot at this time ready to nake
that recommendati on. Your question before was Staff
viewpoint. M viewpoint is is that there are sone
costs, particular sonme hedgi ng costs that were not --
for unbal anced basi s hedges that do not represent costs
during this period. | amnot yet ready at this tinme to
exclude those fromcost recovery, because we need to
spend nore time on reviewing those. It's ny persona
opi ni on that those are and should not be recovered
ultimately, but that opinion can still change prior to
future testinony.

Q So what you have now is sort of a working
opi nion as you work through the material ?

A That's correct.

Q And you're prepared to revisit that as you
| ook at additional material and so forth?

A That's correct.



Q And | think if you |l ook at Exhibit 453, the
last Iine of the response, it states, at this tineg,
Staff is not claimng that any hedging activity is
i nappropriate but is requesting the right to reviewthat
issue in a later proceeding; is that right?

A That's still the position, right.

Q So that's consistent with what you just
stated today?

A Ri ght .

Q M. Lott, are you famliar with the Pacific
Nort hwest Bell or PNB standard for interimrelief?

A Not to the extent that | think Ms. Steel was.

| reviewed it and tried to work with her and ot her
peopl e on the previous case, an Avista case, but I'mnot
-- toalimted extent | would say.

Q Do you have a -- would it be your
under standi ng general ly that the Conm ssion may grant
interimrate relief if such relief is required by a
regul ated conpany's financial circunstances?

M5. SMTH | would object to this. This
goes beyond the scope of M. Lott's testinony. This was
evi dence that was covered in Ms. Steel's testinony, and
she woul d have been the proper witness to cross on this
poi nt .

JUDGE MOSS:  Ms. Dodge



V5. DODGE:  Your Honor, these couple of
questions are going to be very brief, but they do | ead
to to sonme questions that go to revenue requirenents

i ssues.
JUDGE MOSS: Al right, they're foundation

then we'll just overrule the objection
A | do believe that Staff's position is
presented by Ms. Steel, and | don't disagree with her
posi tion.
BY MB. DODGE:
) So now I"mjust trying to quantify this and
think about it in terns of a quantity of relief. |If the

Conmi ssion, say the Commi ssion were to determ ne the
conpany needed $100 in interimrelief, isn't it true
that any anpunt bel ow that $100 anount woul d not neet
t he conpany's needs as determ ned by the Conm ssion?
A I"mjust trying to figure out what you nean
by below that anpbunt. | nean we set rates, and rates
produce revenue. The rates are established based on
your estimates in this case of your load. Therefore,
when the Conmi ssion gives you an anount, it's based on
those | oads. The answer is generally yes, but again --
Q So the assunption that | was asking you to
work with is that the Comm ssion had determ ned the
conpany needed $100, and so having that determ nation



then made, wouldn't it then be true that any anount
bel ow t he $100 woul d not neet what the Conm ssion has
det erm ned t he conpany needs?

A Again, that's not necessarily true, because
i f the conpany needed $100 based on a | oad and cost
projections to recover that |oad and then the | oad was
not at that |evel, then the conpany nay need a | esser
amount. |t depends on where the need for revenue
requirenent came from |In this case, the projections
t he conpany had -- the Conmi ssion has are the
proj ections the Conm ssion has relating to the | oads and
the costs that the conpany is going to incur. |If those
| oads aren't there or those | oads are higher or |ower,
that mght inpact the Conmi ssion's --

Q | understand your response to be related to
some of your testinony about being concerned that nmaybe
projections won't pan out as projected, there may need
to be a step where you go back and | ook at how t hi ngs
have panned out in hindsight. |Is that what your
response i s concerned about, making sure that you have
that pl acehol der in there?

A That wasn't what | was referring to. | was
referring to the fact that the Conmission will nmake a
deci si on based on the conpany's projections of their
i nconme. Those projections of incone include projections



of load, power supply cost. |[|f the conpany does not get
t he revenue because the | oad was not there, other
factors are going to change. 1In other words, the

conpany i s obviously going to have nore power to sell or
| ess power to buy under that scenario. Because the
conpany didn't get $100 worth of revenue fromthe
interimrelief, which is what your question was, if the
conpany does not get the $100 worth of relief from
revenue, they may have gotten the $100 of relief from
reduced costs. | nmean it's -- because the load -- they
do have substantial variable cost included wthin the

pi ctures.

Q M. Lott, if you would turn to page 4 of your
testinmony, lines 3 through 5. Now you're stating here
that your testinony addresses the mechanismto inplenent
any relief granted to Puget; is that right?

A That's what it says, yes.

Q Ckay. And that Ms. Steel has recomended
that the Conm ssion grant Puget $42 MIllion of interim
relief?

A Ri ght .

Q Now it's been ny understanding that you're a
revenue requirenents expert; is that right?

A General ly ny expertise has been in accounting

and cal cul ati on of revenue requirenents, correct, cost



service

Q I"mjust going to ask sone fairly what are
probably to you very basic questions, but | want to make
sure that |'m understandi ng the basics before I nove on
to sonme other questions. |f a conpany needed $100 to
deposit in its bank account and it were to obtain these
funds through rate payers, you would have to gross up
the $100 to reflect taxes and sone other itens in order
to actually determ ne the revenue requirenment, woul dn't
you?

A If a conpany needed $100?

Q At the end of the day in the bank account.

A And you needed to create revenues in order to
get the $100 into the bank?

Q Yes.

A So you coul d charge the customer enough noney
to get the $100?

Q Yes.

A You woul d then have to, yes, gross that up
for taxes.

Q In other words, you would have to coll ect

nore than the $100 to end up with $100 to put in the

bank account, because, for exanple, the conpany has to

pay taxes on the funds it collects fromrate payers?
A You woul d, that's correct.



Q And those woul d be federal incone tax and
state utility taxes?
A That's correct.

) And then typically you al so need to account
for bad debt and fees paid to the Wilities and
Transportati on conm ssi on?

A Yes, those are all included in.

M5. SMTH: I'mgoing to object to this.
think this goes beyond the scope of the witness's
testinony, and perhaps if we knew where Ms. Dodge was
going with this.

JUDGE MOSS: It seens to ne to be well within
the scope of the witness's testinony, M. Snith.

Go ahead, Ms. Dodge.

BY MS. DODGE:

Q So maki ng these adjustnents is what you woul d
refer to as gross up?

A That's a conversion factor, gross up is what
a lot of people refer to it, yes.

Q So when setting the anmount to collect from

rate payers, you apply this conversion factor to get the
amount that you actually need to charge custoners to
result in those sufficient funds after taxes, bad debt,
and so forth; is that howit works?

A I think you have to be careful here,
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Ms. Dodge, you keep tal king about the need -- the need
$100 in the bank. |t depends on whether that $100 in

the bank is $100 cash in the bank or whether that $100
is a cushion in order to absorb a cost that night occur

You keep referring to it as -- that was your question
that you asked nme was if you needed $100 in the bank
Well, if you needed $100 cash in the bank, the answer is

yes. But if you need $100 as a cushi on against a
potential expense that would al so have tax effects, then
the answer is no. So, you know, that's -- and again,

Ms. Steel has testified to that subject matter already,
but there's a difference between cash in the bank and
havi ng a cushion. Trying to get the right word, but I

will just call it a cushion, a cushion in order to all ow
the conpany to absorb certain unexpected expenses.

Q And | think some of ny next few questions are
going to get down to that level of detail. |f you have

and I'masking you to assune this now, if you had a
conversion factor that needed to take into account
federal inconme tax, state tax, bad debt, and the UTC
fee, wouldn't the conversion factor typically be
approxi mately 0.62?

A Yes, about 0.62. | thought you said .062.
Q 0. 62?
A Correct.
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Q So in that exanple, if you were applying that
conversion factor, to end up with $100, you woul d need
to collect approximately $160; is that right?

A I think that's about right.

Q And then if the anount collected were
conpl etely offset by expenses, then typically you
woul dn't be concerned about building the federal incone
tax into the conversion factor; is that right?

A That's correct.

Q And is that what you were getting at in your
prior |onger answer where you were saying you have to --
it depends on what the noney is going to do?

A That's correct.

Q Ckay. But in that case, you still have would
have state utility taxes, bad debt, and the UTC fee,
woul dn't you?

A Yes.

Q Because, for exanple, state utility tax is
not an incone tax, it's just if you collect it, you pay
the tax?

A That's correct.

Q Ckay. So in the case where you have no
federal inconme tax, then is your conversion factor
approxi mately 0.95?

A That's the sane one | gave you, yes, whatever
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| gave you earlier when | corrected ny testinony.

Q 0. 955 sonet hi ng?
A Yeah, sonet hing, sonething
Q Ckay.

JUDGE MOSS: Just for a clear record, it's
. 955234,
) So to end up with $100 in that case, you
woul d need to collect about $1057?

A Yes.
Q Now i f you would turn, M. Lott, to your
testinmony at page 7, please. I'mlooking at lines 2

through 11. Now you state on lines 2 through 3:

The $42 Mllion interimrelief proposed

by Ms. Steel results in a surcharge rate

of 0.421 cents per kilowatt hour

conpared to the conpany's proposal

I's that right?

A That's what it says.

Ckay. Now as | understand the way you have
cal cul ated the surcharge, you provide on line 6 a vol une
of 9,983,987 nmegawatt hours; is that right?

A That's correct.

Q kay. So if we multiply the volune here, the
9.9 mllion nmegawatt hours tinmes this 0.421 cent per
kil owatt surcharge, do you cone up with the $42 M1 Iion?



A That's what it's intended to do, correct,
because the $42 MIlion provided to nme by Ms. Steel was
revenue for this, and since that's the rate and that's
t he | oad.

) So the rate tines the |oad gets you the $42
MI1lion?

A Ri ght .

Q Now in this case, you have not applied any
conversion factor here, have you?

A No, the nunber given to ne by Ms. Steel was
revenue.

Q What do you nean the nunber was revenue?

A Wien | asked Ms. Steel what her $42 MIlion

represented, and as she testified earlier today and
yesterday, $42 MIlion represented the anount of revenue
t he conpany needed.

Q Do you understand that to nmean that's the
anount -- that she was giving you the anmount to coll ect
fromrate payers?

A Ri ght .

Q And she was not instructing you to, here's

t he anount the conpany needs, do whatever you need to
get the revenue requirenent?

A No, in fact, | asked her questions whether
this represented revenue or the need for cost recovery,
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and she said revenue.

Q Not cost recovery?
A Ri ght .
Q Assuming for a mnute that the $42 MI1lion

were a cost recovery nunber, isn't it correct that if
you applied a conversion factor including federal incone
tax, the 0.62 anmount we discussed earlier, you would
have to coll ect approxi mately $68 MI1lion from custoners
to get $42 MIlion of cost recovery?

A | can accept your math as taking $42 MI1lion
and dividing it by the 62. | assune that's about right.
Q And even if for sone reason there were no
federal inconme tax consequences to that revenue still so

such that you applied the conversion factor of 0.95
rather than 0.62, wouldn't you need to coll ect
approximately $44 Mllion or so in order to result in
$42 M1lion of cost recovery?

A Ckay, that is not what Ms. Steel gave ne, but
yes, if I was trying to get cost recovery not including
federal inconme taxes, you would divide that nunber by
t he . 95.

Q And the way that this is -- nowif we have
the 42, I"'msorry, if we have the surcharge set up the
way it is now where you're collecting $42 MIlion from
rate payers, if there is federal incone tax



consequences, doesn't it mean that the cost recovery to
t he conmpany woul d be approxinmately $26 M11ion once you
have applied your 0.62 conversion factor?

A Can you give nme the first part of the
guesti on agai n?
Q If you collect $42 MIlion from custonmers and

there are federal incone tax consequences associ ated
with that, isn't it correct that you apply the 0.62
conversion factor resulting in only $26 MIIlion cost
recovery to the conpany?

A Yes, if the contingencies that Ms. Steel was
providing the $42 MIlion to recover did not
materialize, then excess earnings that the conpany woul d
give to the excess profit would be approximtely the
amount that you just stated, and | can check that.

Q Meani ng just check the nmath on the --
A Certainly.
Q W1l you accept subject to check for now that

the conversion factor of 0.62 on $42 MI1lion woul d
result in cost recovery of $26 MIlion to the conpany?

A Yes. Let me wite that down, please. [|I'm
not -- yeah, | guess |I'mgetting close, okay.

Q Have you checked the nunber?

A Cl ose enough, vyes.

Q Close to the $26 MI1ion?



A Ri ght .
Q M. Lott, |ooking at page 9 of your testinony
where you nmade sone corrections earlier, | understood,

M. Lott, that you added a line 6 such that a refund to
af fected custoners woul d be adjusted by a conversion
factor; that's essentially what you have done?

A Yes, | did convert it for the .955234.

Q M. Lott, why did you apply a conversion
factor to the refund?

A Because the projections that Ms. Steel was
relying upon included the power supply costs that cone
fromM. Gines's Exhibit WAG3. |'mnot sure what the

exhi bit nunber is. And the exanple, the 3,533 nunber
here was not a revenue nunber. The 3,533 represented
cost nunber was included in M. Gaines' exhibit, and
therefore in order to convert the overcollection of
power supply costs in this - of M. Gaines's projection
to the revenue associated with it, and there was the
cost savings that woul d happen when the revenue went
away if it was refunded, taxes would have al so gone
away, and therefore | needed to correct the revenue by
the revenue sensitive taxes. | would assune that the
federal incone taxes, like M. Gaines does in his WAG 3,
woul d have been offset, the reduction in cost woul d have
been offset by the reduction in revenue, and that's



exactly why M. Gaines -- only he uses a conversion
factor of .95 in his WAG 3 exhibit.
Q And it's your understanding that he's doing

so and you have done so here because these are tied to
power costs?

A Because the nunbers on lines 2 and 3
represent power supply costs specifically included in
the projections that Ms. Steel and M. Don Gaines relied
upon in the nodels that the conpany ran for corporate
results.

Q Wth respect to your |ast answer, M. Lott,
do you have an understandi ng of where Ms. Steel's $42
M1 1lion nunber came fron?

A VWhen | review Ms. Steel's Exhibit 14C, it
| ooks like Ms. Steel has created a contingency of
approxi mately, and | hope this is not confidential, but
$126 M1lion. The contingencies include the $20 M1 1lion
contingency that she tal ked about separately and a $106
M11lion contingency that she cal cul ated. Wen she gave
the $126 MIlion worth of contingency, she ended up
trying to protect the conpany on the bottom side and
therefore gave them $42 MI1lion. Beyond that, | did not
conpletely review all of the workpapers that Ms. Stee
di d.

MS. DODGE: | have no further questions for
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t he witness.

JUDGE MOSS: Thank you, Ms. Dodge.

M. ffitch, do you have questions for
M. Lott?

MR FFITCH  Yes, | do, thank you, Your
Honor .

CROSS- EXAMI NATI ON
BY MR FFI TCH

Q CGood afternoon, M. Lott.

A Good afternoon

Q Can | ask you to turn to page 4 of your
testinony, that's Exhibit 451, and to ook at lines 4
through 7. | think this ground has essentially been

covered there, but there you state that your testinony
addresses the nechanismto i nplenent any relief granted
PSE whether or not it's consistent with the
recommendati on of Ms. Steel, and you also critique the
conpany proposal to recover deferred power costs; is
that correct?

A That's correct.

Q So you are not reconmendi ng in your testinony
that any interimrelief be granted to Puget Sound
Energy, correct?

A No, ny testinony does not address the issue



of how nmuch interimrelief the conpany should receive.

Q And, in fact, at lines 10 through 13 on that
sane page where you sunmari ze your conclusion, the first
two sentences provide two i ndependent bases under which
t he Conmi ssion could reject the entire interimrequest,
do they not?

A First two itens on lines 10 through 13 do not
relate to whether the conpany shoul d recover interim
relief. They deal with recovering interimrelief as a
deferral recovery as proposed by the conpany as opposed
to the need for financial relief.

Al right. But if the Conmmi ssion were to
concl ude that the conpany's request was, in fact, a
request to sinply recover these deferred power supply
costs or alternatively to establish a power cost
adjustnent, then either one of those in your view
according to your testinony here woul d be a basis for
rejecting the interimrequest?

A If the only purpose of the conpany's request
was to establish a PCA at this tine, it wasn't for the
financial needs of the conmpany, then yes, that would be
correct.

Q O if the only purpose was to recover
def erred power supply costs?

A Yes, the two being the sane thing.
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MR FFI TCH  Thank you, | don't have any
further questions.

JUDGE MOSS:  Thank you, M. ffitch

| guess Northwest Industrial Gas Users is
next, any questions?

MR STOKES: Yes, thank you, Your Honor

CROSS- EXAMI NATI ON
BY MR STCKES:

Q CGood afternoon, M. Lott.
A Good afternoon
Q If | can have you turn to page 4, lines 10

and 11 of your testinony. You state that PSE s approach
to recover its power supply costs here is inappropriate
single issue rate making; is that correct?

A That's correct.

Q You al so state on page 4, lines 12 and 13
that PSE's filing does not neet the standards for a PCA
is that correct?

A That's correct.

Q If PSE' s proposal for interimrelief was
treated as a PCA, is the cost of capital reduction
requi red because a PCA is basically a flow through
adj ustnent and elimnates risk for the conpany?

A The Conmi ssion would need to reeval uate the



cost of capital in establishing a PCA that could be --
it is | think Staff and previ ous conmm ssion's viewpoints
that a PCA woul d have an effect of reducing the cost of

capital. Does that -- that does not necessarily nean
that would be a reduction fromthe cost of capital the
conpany currently has. It would be a reduction fromthe
cost of capital fromwhat it would be absent PCA

Q But is the reason for that reduction because
a PCA elimnates risk for the conpany?

A Yes.

) Ckay. Would | then be correct in asserting
that the natural gas side of the utility is less risky
than the el ectric because the gas side has pass through
adj ustnents t hrough P&A s?

A For that one particular item gas, that would
be less risky for other itenms, in gas, that would be
nore risky.

MR STCKES: kay, thank you, |'ve got no
further questions.

JUDGE MOXSS: Al right, thank you.

| believe Ms. Davison | guess woul d be next.

V5. DAVI SON.  Thank you, Your Honor, | will
try to continue with this trend that seens to have
devel oped this afternoon.

JUDGE MOSS: Yes, congratul ations to you all
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so far.

CROSS-EXAMI NATI ON
BY MS. DAVI SON
) M. Lott, is it correct that PSE's $170
Mllion interimrate case request is based on its
proj ections of power costs from January 2002 through
Cct ober 20027
A Their calculation of $170 Mllion is the
di f ference between projected power supply of costs
during that tine frame and what they believe, which | do
not believe, but what they believe is the enbedded cost
of those sanme power costs during that sanme period of
time.
M5. DODGE: Objection to the degree the
W tness is describing the conpany's beliefs.
JUDGE MOSS: Not ed.
CGo ahead.
V5. DAVISON:. Al right.
BY MS. DAVI SON
Q Thank you, M. Lott. 1Is it correct that in
PSE' s general rate case that its power costs will be
established on a normalized future basis?
A | woul d assune so.
Q And isn't the time period covered by the



general rate case for the power costs Cctober 2002
t hrough Septenber 2003? And if you don't know that,
woul d you accept that subject to check?

A You' re tal ki ng about the conpany's
presentation of the general rate case?

Q That's correct.

A Ckay, as long as you're tal king about the
conpany's presentation, | would assunme that the
conpany's presentation, and I can check it, but I would
assume the conpany's presentation would be for the rate
year ended COctober 31st, 2003.

Q Thank you. And in this case, would a refund
be subject to both a true up, which you described in
your testinony, and a prudence revi ew?

A Yes, there would be both at the sane tine is
nmy proposal
Q And given the msmatch of the tine periods

bet ween the power costs covered by the interimrate case
and the power costs to be established in the genera
rate case, procedurally how would you propose that a
prudence review occur if the Conm ssion were inclined to
give PSE an interimrate case increase?

A My proposal is to wait until after the fina
power supply costs can be nmeasured for the interim
peri od, which would nean after the October 31st date,



where the conpany could then provide a full calculation
of what their actual power supply costs were, and those
power supply costs could be reviewed in a proceedi ng
that would begin after that point in tinme. It doesn't
mean that Staff and other parties mght not reviewit
during the general rate case partially, but since the
costs to be reviewed woul dn't be conpleted until Cctober
31st, you would have to have a proceeding after the
general rate case. And | don't have particular timng
that would say you have to do it in Cctober. | nean it
m ght be Novenber, Decenber, January, or exactly the
time, but | think it could be done rather expeditiously
after the conpany has their accounting done for that
time period.

Q In your mind, would that be a separate
prudence revi ew case along the lines that has occurred
with Avista?

A Yes.

V5. DAVISON. | have no further questions,
t hank you.

JUDGE MOSS:  Let's see, | believe, M. Kurtz,
you woul d be next if you have sone questions.

MR, KURTZ: Yes, thank you, Your Honor



CROSS- EXAMI NATI ON

BY MR KURTZ:

Q Good afternoon, M. Lott, | represent the
Kr oger Conpany.

A Good afternoon

Q One of the main points | took from your
testimony was that you believe that the origina
proposal of PSE was inproper single issue rate nmaking?

A That's correct.

Q Ckay. | counted a nunber of pages where you
referred -- where you make that statenent, page 4, page
8, page 10, page 16 and 17. Does that sound about
right?

A You have done nore research than ne, but
sounds right.

Q Now it's your basic position then as

understand it that if interimrelief is granted, the
Conmi ssion should not base it on any one single cost
item which may have gone up or down since the |last rate
case in 1992, but should be based on the conpany's
overall financial integrity type analysis?

A Yes, that is ny and that's the testinony of
Ms. Steel
Q And Ms. Steel's Exhibit 414C, her sources and

uses analysis that conmes up with a 42 or so thereabout
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mllion, that |ooked at a total conpany financia
integrity picture, did it not?

A Yes.

Q Ckay. In your testinony, and you probably --
you rmay or may not need a page reference, but page 11
but you also state that even if the Comm ssion wanted to
engage in single issue rate nmaki ng and provi de a

mechanismto collect -- if you want to turn to it,
that's fine, page 11, | guess what I'mlooking at is
line 5. In this section of your testinony, you I|ist

four reasons why the conpany's proposal is wong, and

I"mon the third reason on line 5. And essentially as |

t ook your testinony as a whole, even if the Conmi ssion

wanted to establish a nmechanismto recover the

di f ference between power costs in the 1992 rate case and

power costs projected fromJanuary through Cctober 2002,

t he Conmi ssion could not do that because there's not a

proper base line fromthe 1992 rate case to start with?
A Yes, | not only think that the cal cul ations

that the conpany provided in response to data requests

i ndi cate substantial errors, the process that they went

t hrough, the concept that you could establish a base

i ne based on energent proceedi ngs or the PRAM

proceedi ngs, but Commi ssion orders would indicate their

base Iine substantially understated, so.



Q So even if the Commission wanted to engage in
this purchase power single issue rate nmaking or the
quasi PCA, power cost recovery, PCR power cost
adjustnent, PCA, even if they wanted to do that, the
information fromthe '92 rate case is insufficient to do
t hat ?

A That's correct.
Q Ckay. On page 17 of your testinony, you
again reiterate, well, | guess we should really turn to

page 16, it's the Q%A that carries over fromthe bottom
your conclusion on single issue rate naking, and anong
ot her things you --
. DODGE:  Your Honor, can | just object for

a nonent and ask where this is going, because it seemns
to me to be friendly cross at this point.

JUDGE MOSS: |'ve been having a grow ng
concern in that regard, M. Kurtz.

MR KURTZ: It's foundation, we have a
di fference of opinion with M. Lott on his proposed
allocation of any interimrate increase, and this is
foundation, and I think actually it's about the end of
t he foundati on al ong those |ines.

JUDGE MXSS: Al right, | will permt one
nore question with the conmitnent to tie it up into your
position that is adverse.



BY MR KURTZ:

Q Anmong ot her things, you state on page 17 that
certain costs have been going down for the conpany, and
in support of that you refer to the general rate case
testimony of M. Waver, Ms. MlLain, and M. Sherman; is

that right?
A Yes.
Q So | take it you have revi ewed the genera

rate case filing in preparation of your interim
t esti nony?

A | have read them

Q Now one issue where you don't disagree with
the conpany is your proposed nethod of collecting the
$42 MIlion; is that right?

A That's correct.

Q The conpany proposed a straight kwh charge on
all custoners, and you support that concept to a | esser
-- support that concept with a | esser nunber because
you're collecting 42 and they're collecting 170, but the
concept of a straight kwh charge is sonething that you
have adopt ed?

A That's correct.
Q And | was review ng your testinony for that,
and | seen it -- you refer to that in two sentences in

two places, page 4, line 18, where you say that |evel of



relief should then be recovered on a uniformcents per
kwh excl udi ng Schedul es 448 and 449 and Speci a
Contract, okay that's your summary. And then on page 6,
line 17, you say, yes, any interimsurcharge should be
based on uniformcents per kwh. |[Is there any other or
are there any other spots in your testinony where you
di scuss this concept?

A | don't believe there's another place in the
testimony. M general argunent in favor of using
uni formcents per kilowatt hour is the argunent
presented on page 6.

Q Well, | didn't actually see an argunent;
where are you referring to?
A The Iine right after the Iine you quoted

says, further, by sonme of the requested relief may be
related to costs other than power supply, and that's if
t he conmpany got the whole $179 MIlion, some of it may
be -- a mpjority of it -- any needed relief is driven by
i ncreases in the power supply costs, therefore it is
appropriate to exclude Schedul es 448, 449.

Q Well, | read those last two sentences that
begin with further and therefore as being your rationale
for excluding the 448 and 449 and Special Contract
custonmers. | did not read that as a rationale for your
first sentence that says there should be a straight kwh



char ge.

A I was basically trying to identify in that
sentence that the costs were power supply costs, and
those costs are generally spread on a basic rate kwh
basis a little bit off of that, but not ruch, using the

peak credit nmethod. | did not go into that, because
was agreeing with the conpany.

Q So to the extent that you have di scussed it,
this is it right here, this paragraph?

A Yes.

Q Now you have rejected the idea of single

i ssue rate nmaking to recover sinply power costs, isn't
that right?

A | rejected the idea that the conpany shoul d
be able to establish that they need to recover this
deferral 100% of this difference between one itemin a
general rate case and another itemin a general rate
case and that $100% of that needs to be recovered in
this proceedi ng because there was $100 here and it's
$102 here and we need to recover the $2 without | ooking
at other itens. | have not rejected the fact that the
costs that are causing the need for this rate relief are
power supply costs.

Q Now you have referred to Ms. Steel's Exhibit
414C. Is there anything in that exhibit that is tied



directly to power supply costs? That's her exhibit
where she cal cul ated the $42 M11lion

A Ms. Steel relied on the conpany's projections
of inconme and cash flow. Those projections of incone
and cash flow are based on -- one portion of those are

based on M. WIIliam Gai nes's projections of power
supply costs, and those projections of power supply
costs produced the 35.33 nmils per kilowatt hour that
M. Gines projects, and that is the basis of

Ms. Steel's projections.

Q I thought you testified, and I know she
testified that she was | ooking at total conpany
financial integrity picture. Are you going back nowto
trying to track power supply costs?

A M/ testinony -- no, Staff's position is that
the conpany needs total relief. That total relief
i ncludes a prediction by the conpany of power supply
costs in the neighborhood of 35.33 mls. Wthout that
power supply cost being at 35.33 nmils, for exanple, if
that nunber was 30 mls, the conmpany woul d not need the
rate relief that Ms. Steel is recommending in this case
nor the rate relief that M. Schoenbeck is recomendi ng
in this case, definitely not what M. HIl is
reconmendi ng. Based on that, the need for interimrate
relief is based on the conpany's projections of and



woul d even call them hi gh power supply costs of 35.33
mls. Those power supply costs include extraordi nary

costs, not long-termcosts as Ms. -- brain dead, the
other attorney, |I'msorry.
M5. DAVI SON:  Davi son
A Davi son asked me. But they do -- the relief

is there because the power supply costs that the conpany
projects to incur this year, and that is the energency
relief, they are higher in this interimperiod than they
are for the extended period of rate relief from Cctober
1, 2002, going through Septenber 30th, 2003.

Q And as you testified, other costs are |ower,
ot her revenues are higher, et cetera, et cetera, and
it's inproper single issue rate making to try to track
any one particular cost; isn't that also your testinony?

A I"mstating that as | said to your earlier
qguestion was trying to track that particular cost on a
fixed basis to a fixed basis fromone rate case to this
particul ar proceedi ng, those costs were set at 16 nmils
in the general rate case, the conpany tried to escal ate
t hem based on sone rate increases, | disagreed with
t hose escal ations, they're trying to neasure that one
particular itemand try to set the whole rate, that we
need to recover 100%of this difference is what |I'm
referring to as single issue rate nmaking.



Say that the conpany's need for rate relief
here was not caused by the extraordi nary energency power
supply costs that they have faced. Wether those be
prudent or not at this tine, Staff is not sure, but it
is still Staff's viewpoint that this energency rate
relief or interimrate relief that the conpany is facing
now i s caused by power supply costs.

Q Now does Ms. Steel's Exhibit 414C | ook at the
gas and electric operations or just the electric
oper ati ons?

A It includes both.

Q I ncl udes both gas and electric; is that
right?

A Yes.

Q Why are you proposing to collect only from

el ectric custoners a surcharge intended to naintain the
financial viability of both the gas and electric
conpani es?

A I think with the same reason | just stated,
the main drive, the main need for the conpany's
financial condition is caused by the conpany's
unexpected increase in their power supply costs.

Q How much of the $42 MIlion is related to
power supply costs? You state in your testinony a
maj ority, how rmuch of the -- how nuch of it exactly?



A My $42 MI1ion?
Q O M. Steel's $42 MIlion, yes.
A If the conpany was at a nore nornal |evel,

for exanple, 28 mls, we would have a 7 nmils difference,
which would be 7 nmils times 15 MIlion, $7 tinmes 15
MI1lion would be a |ot nore than 42, that woul d be what,
85, so nore than 100% of the $42 MIIlion woul d have been
caused by what | woul d consider the excess power supply
costs.

Q If they had $42 MIlion of extra revenue
that would offset the need of the increase also. Do you
have -- is there anyplace in this record where you can

point to nme Staff's cal cul ati on of how nuch of
Ms. Steel's $42 MIlion is directly attributable to the
power supply cost situation you refer to?

A Ms. Steel's calculations are based on
M. Gaines's projections of power supply.
Unfortunately, M. Gaines's projections of power supply
are sinply projections, but they are in conparison to
what this Conmm ssion -- what the conpany projected in
t he nmerger proceedi ngs, which is sonething the
Conmi ssion has avail able. The difference between those
| evel s of power supply costs that were included in the
nerger rate plan and the power supply costs that this
conpany is projecting in this proceeding are easily nore



than the $42 MIlion

Q How much of the conpany's power supply costs
are variable and how nmuch are fixed?

A How much of the conpany's power supply costs
are variabl e and how rmuch are fixed? | think you just
have to ook at M. Gaines's exhibit to determ ne how
much is variable, but variability does not come fromthe
fact that they pay $1,000 to Chelan PUD for the power at

one of the dans, |I'mnot sure, Rocky Reach, whatever
they are, and it doesn't cone fromthat variability. It
conmes fromthe ability of the conpany to either sell the
excess power or purchase power that they need to fill in
their -- in the resources. |f the conpany -- if the

price of power is high and they can sell their
resources, then they can receive extra revenue which
of fsets their total power supply costs.

They have fixed costs at Tenaska, they have
fixed costs at Encogen, the have fixed costs at Chel an
PUD, they have fixed costs at nost of their resources
that they know of. The variable costs are relatively a
snmal | portion when you | ook at the cost of, for exanple,
produci ng power at Colstrip, a very small portion. Sane
thing with Tenaska and sonme of these other resources.

It is the ability of the conpany to market their
resources that creates the variability in their power



suppl y nodel

When you | ooked at -- when we | ooked at the
resources in the 1992 rate case, this is in ny
testinony, the variability that we found was $50
MIllion. That was the variance fromthe average to the
nost extreme. The power supply costs included in that
calculation on a normalized basis were [ ess than $50
MIllion. So there was nore variability than there was

average power supply costs.

Q Do you renenber ny question?
A You said how much -- not exactly, but you
wer e asked how much of -- of the conpany's costs are

variable in the power supply, and |'mtrying to explain
there's two different ways to calculate that. You can
ook at Colstrip, says 10 nmils and the 50 nmils of

produci ng power at Colstrip is variable,

so you have 20%

variability. But if | can then go out and sell Colstrip
at 75 mls, if | can sell the excess power to Col strip
at 75 mls, | reduce ny total power supply cost by quite

abit.

Q Now your proposal is to collect this $42
M1lion surcharge on a pure variable cost, pure kwh

basis; isn't that right?
A That's correct.

Q Now i n that |ong answer you just gave ne



part of it was that a substantial portion of power
supply costs are fixed, but you have -- yet you have
proposed no fixed cost recovery mechani smin your
surcharge, have you, a demand charge, for instance?

A I have not allocated a portion of it to
demand.

Q Now are power supply costs higher in the on
peak hour of the day or |ower?

A Ceneral |y speaking, they're higher on the on
peak.

Q Are power prices higher in the peak days of
t he week or | ower?

A General ly the higher the | oad, the higher the
price.

Q And the sanme is true for the nonth, the peak
nont hs have hi gher power supply costs than the non-peak
nonths; isn't that right?

A Not necessarily the peaks of Puget Sound
Energy, but the peaks of the region and the total region
whi ch might include California, yes.

Q Now have you taken that into account in
desi gni ng your straight across the board kwh charge that
charges the sane anmount whether the energy is used in
the on peak hour or the off peak hour?

A I looked at the prices and -- | |ooked at the



prices that the conpany was charging the various cl asses
of custonmers and how the prices that were created today
cane into existence, tried to determ ne whether it was

appropriate to charge those -- charge the surcharge to
cl asses of custonmers. | guess theoretically if | was
going to make an adjustnent to this, | would consider

and | do have a reason why this is inappropriate,

woul d go back to the PRAM proceedi ngs, and |I could

consi der allocating the power supply costs here in a
simlar fashion to the resource costs in the PRAM
proceedi ng. However, there were sone off siding factors
during the merger proceedi ng which 100% of the costs
wer e consi dered power supply. The residential class
recei ved a rmuch greater percentage of those increases

t han they woul d have recei ved under other things.

So when I'mlooking at this, when | |ooked at
this and tried to decide whether | agreed with the
presentation of the conpany, | didn't just |ook and say,
you know, here's M. Heidell's testinony in this case,
whi ch nobody has renewed. | |ooked at what happened in
'92, | |l ooked at what happened in the PRAM proceedi ngs,
and | | ooked at what happened during the nerger
proceedi ngs, and | | ooked at how power supply costs were
allocated in that '92 rate case and how rate increases
related to power supply costs have been passed through



to the rate payers since then

Q Two questions, and you can answer these in
any order. Again, do you renmenber what ny question was,
first question, and then nunber two, where is any of
that in your direct testinony?

A | didn't -- | said it at the beginning of ny
testinmony, | don't renenber your exact words to your
qguestion, sorry. But no, | told you at the begi nning of
my testinony, since | was agreeing with the conpany's
presentation, | saw no need to spend a lot of time. |
presented the fact that this was the power supply and
the Staff's viewpoint, power supply related. | pointed

to you in ny testinony that | did believe that this was
power supply related situation, and Staff reconmended
based on that.

Q So the answer is that none of that is in your
t esti nony?

A The answer that | just gave two m nutes ago,
no.

Q Now | et me ask you ny question again. How
did you take into -- let ne strike that and rephrase it.

Under your proposal, if | use power at night

time on the weekend, the cheapest tine, | will get

charged the sane anount under your flat kwh proposal as
a custoner that uses it on the peak days during the peak



hours. You nmake no differentiation; isn't that right?

A Did not try to allocate this thing between
the time of day usage prices that the conpany has in the
tariff.

Q I would Iike to ask you this question again,
because | renenber your answer, but | would Iike to hear
it again. Wen Ms. Steel does her gas and electric
total conpany financial integrity picture on Exhibit 414
and cones up with $42 MIlion, what is your reason for
exenpting the gas custonmers fromany rate increase at
all and putting it entirely on the energy charge of the
el ectric custoners?

M5. SMTH | object to this question. |
believe it's been asked and answered by the wi tness.

JUDGE MOSS: Wl l, you did preface your
commrent with the fact that you had the answer before,
M. Kurtz, are you going sonewhere else with this?

MR KURTZ: Well, | will state another
guesti on.
BY MR KURTZ:
Q Wiy did you exenpt the gas custoners from any
rate increase at all if this is a gas and electric total

financial integrity reconmendation?
M5. SMTH.  And again, | have the sane
objection, | believe M. Lott answered that question



when it was posed to himearlier.

MR KURTZ: | think it was a different
guesti on.

JUDGE MOSS:  Well, let's just go ahead with
the response. It's not going to unduly burdon the

record to have the answer again.
So go ahead M. Lott, and let's see if we can
nove this al ong.

A I guess | can give you two reasons, but the
first reason is the one | gave before, | believe, and
that is that | believe this is an energency rate case
related to the conpany's interimneed. That energency

is caused by power supply costs. Nunber two, | was
dealing with the tariff filing of the conpany. This is
much | ess issue. | guess | could have have asked to

nmove it over to the gas side, but there is no gas tariff
proposal in front of nme. The main reason is because the
costs that caused the energency in ny belief are power
supply costs.

BY MR KURTZ:

Q You fromyour resunme' have testified a nunber
of times in front of the Conmi ssion. Are you aware of
any precedent where the Comm ssion has taken a gas and
electric total conpany rate increase and spread it
sinmply to the electric custoners?



A Yes.

Q Can you expl ai n?

A Well, just recently we had the Avista
surcharge that currently -- that Avista is currently

charging to its custonmers. The Conmm ssion gave the
conpany energency relief | guess is the proper term and
there's currently a settlenment on the interimrelief in
the general rate case that is pending. But okay, |
guess that one's not through yet. But the energency
relief granted by the Conmmi ssion was because Avista is
in financially strung condition and --

Q | take it --
A -- they gave it to themall on electric
Q | take it Avista is a gas and electric

conpany, and the Conmi ssion put the entire rate increase
on the electric custoners?

A That's correct.

Q Does that strike you as a subsidi zati on of
the gas custoners by the electric custonmers?

A No, it does not. At Avista, it is probably

nore clear that it is not, because in Avista' s case,
there had just been a general rate case which

est abli shed a proper base line, and the energency was
very specifically being able to define to the power
supply costs, and the Conmi ssion granted rate relief to



recover a substantial portion of the power supply costs.
Inthis case, it's alittle bit nore difficult, and
can understand that there is a difference between the

two but -- | was going to say sonething, but there's no
need.

Q Now you testified earlier that you have
reviewed the general rate case testinony. |In fact, you

refer to three pieces of it in your interimcase, in
your interimtestinony here; is that right?

A | have tried to reviewit. | think I have
still failed to read the people's testinmony that | am
actually responsible for, but.

Q Did you review the conpany's cost of service
study or testinony in the general case?

A No.

Q So you did not nake any determnation at al

whet her your straight kwh collection of this $42
MIlion, howthat would affect the cost of service
results fromthe electric case?

A Well, | have reviewed M. Heidell's
testinmony, not his testinony, but his exhibits do
recal cul ate the peak credit nethods to nore of it's
cal cul ated on demand, which should change it slightly
fromthe 1992 rate case. But other than that, | have
not reviewed the cost of service case.



Q So if you have not reviewed the cost of
service study, you don't have any idea what cost of
service results your proposal would have?

A My cost -- the rate case in this -- the
interimrate case in this case is to recover costs that
are not ongoing in ny viewoint. They are to recover
costs that are nore enmergency and short termrelated to
t he conpany's hi gh power supply costs during this
i nterimperiod.

Q So in other words, you don't know if your
proposed rate increase hits hardest those custoners who
are already paying the highest profit nargin to the
conpany on their rates, because you haven't | ooked at
t hat question?

A The Staff has not done a review or analysis
of that, and I wouldn't rely on M. Heidell's exhibits
at this tine anyway because those -- you could | ook at

M. Heidell's, and I have not, so |'mnot sure which

cl asses are going to, according to M. Heidell's
studies, are going to result in greater returns or

| esser returns for various classes, but | wouldn't rely

on those until it's been cross exam ned and ot her
parties have had a chance to take their position on it.
Q Page 17 of your testinony in this case, you

rely on the testinony of M. Waver, M. MLain, and
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M. Sherman in the general rate case, and that testinony
has not been cross examined, has it?

A l'"'mnot sure that M. Weaver, Ms. MlLain or
what's the other witness, Shernan, are correct. |'m
just stating that the conpany, in this statenent, |'m

referring to the fact that the conpany has stated
thenself that they're offsetting costs.

Q And you believe --

A This is related to the single issue. 1In
ot her words, you can't go out and do a single issue, and
I'"msaying the conpany's own testinony says that there
are offsetting factors, and those offsetting factors --
of fsetting factors should be taken into consideration
when setting rates. |'mnot saying that they're
correct, that these costs have decreased or not
decr eased.

Q Now t he conpany al ong the sane |ine, sane
| ogic, the conpany's own testinony in the general rate
case on cost of service, without saying whether it's
right or wong, says that certain custoner classes are
al ready paying substantially nore in profit margin to
t he conpany than other classes; isn't that true?

M5. SMTH | would object to this. |

believe the witness has already testified that he hasn't
revi ewed the conpany's cost of service studies in the



general rate case, so | don't believe that he should be
cross exam ned on this subject.

MR KURTZ: | will withdraw that question
BY MR KURTZ:
Q Can | ask you to assume a hypot heti cal

M. Lott. Assune that the high voltage industria
custonmers on Rate 46 and 49 yield an after tax rate of
return on the electric rate base of Puget of 1.05% And
further assunme that the conmercial custoners on Rate 25
yield an after tax rate of return on the electric rate
base of 11.8% Do you have that hypothetical in nind?

A Yes.

Q Wuldn't it be true that the profit nmargin on
the Rate 25 conmmercial custonmers is 11 times the profit
margin on the Rate 46 and 49 high voltage industria
custoners?

A Wll, the rate of return woul d be
approximately 11 tinmes. The profit margin m ght be
sonething different. But the rate of return would be,
according to your statenents there, and the rate of
return on equity fromthose woul d be negatives of each
ot her, but.

Q Wl I, my hypothetical was the rate of return
on the rate base.

A Yes, |'m saying, yeah, the rate of return, |



nmean 1.05 into 11.8 would be approximately 11 tines.

Q Now bet ween those two hypot hetical groups of
custoners, which group is currently providing nore to
support the financial integrity of the conpany?

A If these were the proper cost of service
studi es found appropriate by the Conm ssion, the
Schedul e 25 custoners should receive a | ower or no
increase in a general rate case that was granted by the
Conmi ssi on.

Q And since you have not revi ewed any cost of
service analysis in agreeing with the conpany's
proposal, you did not take into account the relative
profitability fromsales fromany one particul ar group
when desi gni ng your surcharge to protect the conpany's
financial integrity?

A VWll, | think it's nore than that, but part
of the answer is yes, because | did not review, but I
did not believe | should review The Conm ssion has not
nmade a decision, other parties have not submtted
testinmony, and finally, as | have already said, the
costs that are being recovered in this proceeding are
not the same as the cost increases that will be
recovered through the general rate case.

Q You're familiar with the econom ¢ concept
that power pricing should send the proper price signals
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to pronote economic consunption of the commodity; are
you famliar with that concept?

A Yes, | have heard that.

Q Do you agree with that?

A | agree that cost causers should pay the
cost, yes.

Q Do you think that if the conmpany was selling

electricity to certain custonmers below cost that it
woul d tend to have those custoners overconsume the

pr oduct ?
A In sone custoner classes, that's a
possi bility.
Q In an extrene situation, we woul d have the

California exanple where there were not proper price
signal s and custoners continued to consume when the
whol esal e prices were skyrocketing; wasn't that part of
t he probl emt here?

A I"mnot an expert in what the loads in
California were, and | don't know whet her peopl e
i ncreased their | oads because of the prices. The prices
are hi gh anyway.

Q I f custoners consuned electricity
uneconom cally, wouldn't that in itself help contribute
to Puget's financial instability if they consune nore on
peak than is optinmal?



A I f custoners were consum ng and the conpany
was not able to pick up their increnmental cost during
that time of consunption, that would contribute to the
conpany's financial woes.

As a general matter of economics, do you
belleve that high load factor custoners efficiently
utilize the fixed resources of the conmpany? |n other
wor ds, custoners that use power around the cl ock rather
t han customers who have the high spikes in their usage?

A General | y speaking, high |oad customers tend
to cause a | ower total power cost to the conpany, and
that's why the rates for high | oad custoners tend to be
| ower, substantially lower in the case of Puget's
customers, than they are for low |l oad factor custoners.

Q Do you know how your straight kwh allocation
i mpacts high | oad factor versus |ow | oad factors
cust oners?

A Depends on whether you're nmeasuring this on a
-- based on the fact that a | ow |l oad factor custoner has
a higher rate than a high | oad factor custoner. Based
on that fact, then a high | oad factor custoner woul d get
a larger percentage increase | think is what you're
| ooki ng for.

Q No, it's not.

A But that would be the result. If you give a
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1 cent increase to a custoner that has a | ower average

rate because they -- then he ends up getting a higher
per cent age.
Q No, in fact, that wasn't where | was going

with this, and | certainly don't want to relitigate the
existing rates. W wll assunme those are just and
reasonable as a matter of law. But when you allocate
$42 M1lion on a straight energy basis, a straight kwh
basis, doesn't that hit the high |oad factor custoners,

t hose that use energy around the clock constantly, nore
-- hits themworse, hits them harder, they pay nore than
if there woul d have been a time of use or a denmand
charge type recovery of these, of this interimrate
relief?

A Wl l, you nmade the assunption that the -- it
is appropriate to have a time recovery of these
extraordi nary costs. These extraordinary costs, | see

no identification in anybody's testinony that the
extraordi nary costs incurred by the conpany are related
to a particular time period. So your -- | hear in your
question that you' re saying that there's a cost
associated with the hour of mdnight to 1:00 a.m and
it's a lower cost per kilowatt hour than the cost at
noon to 1:00, and we're talking about increnental cost,
not the cost that was -- not the total cost, but the



i ncremental cost.

The conpany does have tine of use rates
currently for custonmers that can take advantage of them
and they do have rates that are |lower for custoners that
have flat loads. High |oad factor custonmers have a
better rate structure than custoners w thout high | oad
factors.

| see no evidence in this case nor any cost
of service studies in this proceeding that identify that
the increnental costs caused by the high or unexpected
costs in this proceeding are related to one hour a day.
In other words, if all power supply costs went from --
the mdnight went from20 mls to 21 nmls and the
daytinme prices went from25 to 26, they both had an
increase of 1 ml.

Q It's your --

A Ri ght .

Q Go ahead.

A You know, and in reality, if you |look at a
year ago, | mean if you want to get into that, but I

nmean t he power supply costs during the day, there was a
much greater difference during certain tinmes of the day,
during the mddle of the day when the high | oad factor

customers were using it than there was -- than there is
now. The difference is not as great now as it was then



The rates are nmuch flatter, the market prices are much
flatter today than they were then. But that -- | would
al so not buy that argunent.

Now i f | understand your testinony correctly,

you don't -- let's assune that you're right, that the
primary driver behind this extraordinary rate increase
is the power supply costs. |It's your opinion that the

on peak power supply costs are the sane as off peak
power supply costs?

A | didn't say that. | said the prices -- no,
the price structure the conpany currently has is
designed to offer custoners that take nore power during
of f peak get lower prices. H gh load factor custoners
in Puget's tariffs do currently get |ower prices.

Q M. Lott, I'mnot trying to relitigate the
existing tariffs that the Comm ssion has ruled is just
and reasonable. [|'mjust focussing on the interimrate
case at issue here.

A W' re tal king about increnental costs. You
said the total costs. You referred to the total cost
the conpany is incurring, not the increnmental costs the
conpany is incurring.

Q I"'mtrying to understand if it's your
position, if you really believe that assum ng that power
supply costs have driven this rate increase that the on



peak power supply costs, which are nuch higher than the
of f peak, weren't nore responsible for the rate
i ncrease.

A Wl |, back to the statenent, they're not --
not nmuch higher. W're talking about power supply
costs. We're not tal king about the fixed costs of
Colstrip, we're not tal king about the fixed costs of
Fredonia, we're not talking about the fixed costs of
even the Tenaska contract or the March Point contract.
W' re tal king about the variability in cost and the
ability of the conpany to nmarket its power and buy power
to replace its variable cost power. So when they run
Fredonia, it cost the sane at midnight to get a kilowatt
hour out of Fredonia as it does at 2:00 in the afternoon
or 9:00 in the evening, the variable cost of running
Fredonia. Sanme thing with Colstrip, the variable costs
of those things stays the sane.

) When they buy power, it's nuch nore expensive
on peak than of f peak, isn't that right, when anybody
buys power?

A Dependi ng what the spread is, sonme days it's
much greater than others.

Q But it's always higher on peak when you're
buying no matter who you are, isn't it?

A Most of the tine.



Q Let me ask you about your refund proposal
Let's assunme the Conm ssion accepts Staff's $42 MI1lion
interimrate relief revenue and that the Conm ssion al so
accepts Staff's and the conpany's strai ght kwh
collection of those costs. But, third assunption, but
that in the general rate case, the Conmi ssion allocates
what ever rate increase comes out of that proceeding on
sone sort of cost of service basis that is different
than straight kwh. Do you have that hypothetical in
m nd?

A Yes.

Q Shoul d there be a refund to custoners to
account for the different allocation nethodol ogies,
interim straight kwh, general rate case, cost of
servi ce based, should the Comm ssion at the concl usion
of the general case give custoners a refund to account
for the differential?

A No, | don't believe so, because | believe
that the costs are being refunded are revenues that were
paid not for that future period, but they are revenues
related to this period. And since -- they should get a
refund of the revenues paid to nake the conpany whol e.

Q Under your position is that there should be
no refund to those custoners to account for if the
Conmi ssi on makes an expedi ent strai ght kwh interimcase



as a practical matter, then in the general case it goes
into the nore detail ed cost of service, there should be
no conpensation or refund to account for that
differential ?

A No.

Q So there's no -- there would be no way to
correct if the Conm ssion found that the strai ght kwh
was an inproper nethod to recover costs, total financia
integrity costs, there would be no way to correct that
in the general case in your m nd?

A You say correct, and the problemis that I
have to go by the assunption that the rates that are
established for Puget Sound Power and Light today are
fair, just, and reasonable. Therefore, the rates that
they have today are that. And as the Comm ssion grants
rates to go into the future, those rates would be fair,
just, and reasonable with this refund set up that | have
proposed. The refund is related to the rates that the
Conmmi ssi on woul d establ i sh.

Second, as | have already pointed out | don't
know how many tines, the costs that are being recovered
in the interimperiod are nore than the long-termfixed
costs that are being established in the general rate
case. In M. Gaines's testinony, while not being able
to identify which portionis long term | asked a data



request, that's why | say this, but why he does state
that some of the costs are long-term and sonme of the
costs are related to the, how do | want to call them
the hydro conditions of |ast year and the narket
conditions of last year that are falling over into this
year.

So in other words, the conpany has sone
short-termsituations, in particular some of these hedge
purchases that they have nade. Those are not things
that are going to continue into the year 2003. Those
are things that are happening now as we're sitting here.
And therefore, the costs that would be settled in a
general rate case are not the sane as the costs being --
that Staff is recomendi ng recovery in this proceedi ng.

Q Short answer is the fact that interimrates
are subject to refund will have -- provide rate payers
with no safety net if the Conmi ssion found a different
nmet hod of allocation was proper in the general case,
just there would be no way to --

A Short answer is yes.

Q Ckay. Final couple questions. Wre you here
when | asked Ms. Steel about a portion of her testinony
on page 25 that she was particularly concerned about the
rate i nmpact of any interimincrease on the 98, 800
conmmer ci al customers of Puget?



A | was in the roomfor nost of the thing, but
it was yesterday afternoon | think when you -- it was
pretty late, |like what, close to 5:00, and | had to be
out of ny office at 5:00, so | think | mssed your
questi on.

Q Well, let ne state that as a foundation. She
states at page 25, and we can refer to it if you want
to. Do you have that?

A | have her testinony, yes.

Q Page 25, lines 11 through 16, well, line 14
t hrough 16, she says:

O particular concern is the inpact on

t he conpany's 98, 800 conmerci al

custoners, some of whom are al ready

facing margin pressures in light of the

state's econom ¢ downt urn.

Do you see that?

A Yes.

When you -- let ne say it this way. Since
you did not |ook at any cost of service information
prior to adopting the conmpany's straight kwh charge, you
did not examine the effect that your straight kwh
proposal woul d have on the 98, 800 conmercial custoners
Ms. Steel's concerned with, did you?

A Well, the answer is | did not, but | did Iook



00601

at cost of service information, but just not the cost of
service information fromthis proceedi ng.

MR KURTZ: Thank you, Your Honor

JUDGE MOSS:  Thank you, M. Kurtz.

(Di scussi on on the Bench.)

MR FURUTA:  Your Honor, all of ny issues
have been fully explored, so | have no questions.

JUDGE MOSS:  Gkay, M. Furuta, thank you.
believe then that was, no, let's see, we had
M. Brookhyser.

I s anybody here for Cogeneration Coalition to
ask questions?

| guess not. So that should conplete the
parties' cross-exan nation, and the Bench apparently
just has one or two questions. Maybe we shoul d go
ahead.

EXAMI NATI ON
BY CHAI RMOMAN SHOWALTER:

Q M. Lott, could you turn to page 5 of your
testinmony. As | understand the Staff's case, Staff
recogni zes power costs as the main driver of the
conmpany's current predicanent, but it does not therefore
follow that an interimrate increase should be linmted
to or tailored to power costs. Am1l right so far? That
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is, it would be single issue rate nmaking to --

A Can | try to answer?

Q Ckay.

A In fact, | tried to tailor nmy proposal as
much to power supply costs as | could. However, | could

not agree with the conpany's belief that their
underrecovery of power supply costs was as great as the
conpany stated. And therefore, | can't recomrend t hat
the deferrals that they proposed in Decenber or the
calculation of the $163 MIlion in M. Gaines's Exhibit
WAG 3 are correct.
| do, however, believe that we tried -- |

have tried to tailor the rate proposal to M. Gaines's
proj ections of power supply costs in the proceedi ng, but
it's the difference between that and what the conpany
has testified, those are included in base rates, they
have a big problem And second of all with the fact
that the conpany woul d take no risks associated with the
power supply costs that are included in the base rates.

Q Al right, I will just skip to ny question.
In lines 1 through 3, you recommend that the refund be
hedged to power costs. To ne, this has the appearance
of single issue refunding, whereas the interimincrease
itself is not directly based on power costs, it is
driven by power costs, but it's based on the Staff's



assessnent of the conpany's financial situation. So ny
question is to you, is this single issue refunding, and
if so, is that appropriate, and if so why, and but if
not, tell nme that it isn't?

A Ckay, you have asked the question a little
bit different than the conpany did. | guess it is
single issue refunding. They asked whether it was
single issue rate naking, and | said no, and that was in
a data request they gave ne.

Yes, it is single issue refunding, and the
reason why it's single issue refunding is because it's
the only major itemthat drives the conpany's
projections that has this level of potential error. |
nmean the errors in their power supply, just |ook at what
they projected a year ago when they purchased gas for
the current period. They were -- they purchased gas at
$5 to $7, $8, $9 an MBTU or a decathermas | call them
and the current price is $2. This drives their power
supply cost quite a bit. There's huge changes in where
t he conpany's power supply costs are going to be, and
that's why the Staff is recormmending that this is the
one area of the conpany's projections that are just
really questionabl e.

Staff al so has concerns, as the conpany
questioned me on it, with those purchases for the CIs in



particul ar, the purchases of those hedged prices for the
CTs. It's not sonething that we're fully ready to nake
reconmendati ons on

So we are very concerned about the power
supply costs. W think that nost of themare quite
legitimate, and they are driving the problem and but
the projection of themis just extrenely hard to nake.
I mean | have been listening to power supply people for
a long period of tine, and six nonths later it's
conpletely different, and I think that that's why we
have conditioned -- why ny proposal is to condition the
interimrelief to the conpany's projection of power

suppl y.

Q If the Staff recommendati on were adopted and
we ordered $42 MIlion of interimrelief, at the end of
the interimperiod, if power costs had -- actual power

costs were lower than projected but sone other costs
wer e hi gher and perhaps the reason sone of the $42
M1lion was spent, would it be appropriate to refund
based only on the fact that power costs were |ower but
not take into account that other costs in this
hypot heti cal were higher than projected?

A | don't think that that woul d be a good
result. | testified inny -- ny testinony addresses the
question of can we go out here and | ook at every single



cost that the conpany had and try to eval uate whet her
t hey underprojected or overprojected. The audit that
woul d be related to such a review would be -- no rate
audit that we ever do gets into that rmuch detail of all
the costs that the conpany incurs in order to deternine
whet her those costs were the appropriate costs and
whet her those costs were over or underrecovered during
that period. That's why our najor concern, if it wasn't
that the power supply costs were so variable, we
woul dn't even have the refund proposal there at all
In other words, if this was just the

financial condition the conpany got into and there
weren't this great potential for variability, then
don't think Staff would be naking a refund proposal at
all. W would just allow the conpany to have or suggest
that the conpany have a certain level of interimrelief.
But | think that there should be great concerns about
proj ections of power supply costs that are in ny opinion
about 7 mls. That's about 20%to 25% above what's
i ncluded in base rates when a year ago they were hal f of
what's included in base rates. $So, you know, you just
have these huge swings, and that's what Staff is
concer ned about .

Q Thank you

A Staff doesn't see that in other cost areas.



CHAl RAOMAN SHOMALTER:  Thank you.
JUDGE MOSS: Conmi ssi oner Henst ad.
Conmmi ssi oner GCshi e.

EXAMI NATI ON
BY JUDCGE MOSS:

Q M. Lott, Ms. Steel deferred a question to
you that | wanted to put to you, see if we could get an
answer for our record.

As you know, the Commi ssion earlier this year
or perhaps it was late | ast year approved a power cost
deferral account for the period early this year,
January, February, perhaps March or a portion thereof.
VWhat happens to the deferral account or the dollars in
the deferral account under Staff's proposal in this
case?

A Well, the total dollars obviously don't stay
the total dollars. The conpany currently has the right
to bring those back, and here's the proceedi ng that
we're in to talk about them And currently they shoul d
not be on the conpany's books and records as far as
being reported to the financial comunity, because they
haven't got a rate order that establishes that. But
they woul d basically disappear as far as -- and so they
woul d not show up on their March financial statenents.



It is possible that a small portion of them
dependi ng on the | evel that the Conm ssion granted for
interimrelief if nmy refund proposal was adopted, that a
snmal |l portion of themcould be actually booked. You
could take the interimrelief, calculate the cost
portion of that interimrelief, and divide it by the
proj ected | oads and conme up with a nunber bel ow the 35
mls and say that this is in effect a base line, start
wi th January and say that that would be properly
deferred, but it would not -- it depends on the |evel
that the Conmi ssion would have. [If the Conm ssion ended
up granting the whole $170 MIlion, | would still have
ny refund proposal established, then | think the conpany
coul d defer the whol e anmobunt based on ny answer just a
f ew seconds ago.

So it depends on the level of interimrelief
the Conmi ssion grants. And then doing what | would cal
a reverse calculation, they could actually say that
since ny refund proposal was based on the | evel of power
supply costs, defer the difference that that interim
relief gave themon a unit cost.

Q | guess I'ma little puzzled by your answer,
and | guess the concept of the funds disappearing
doesn't appeal to ny sense of --

A Di sappearing, they never existed. | don't



know what you nean funds.

Q Well, there's a deferral account, and it's
goi ng to have a bal ance, and ny question is under
Staff's proposal, what happens to the bal ance in that
account if we adopt Staff's proposal in this proceedi ng?
Does that bal ance just sit there on the books for later
disposition? Is it expensed away in sonme fashion? |Is

it anortized in some fashion? |'mjust trying to figure
out what happens to it.
A You made an assunption that a bal ance exists

in an account. The conpany conmes to this Conm ssion and
says, hey, we have the right to recover these dollars,

or at |least we have the right to ask to recover these
dollars. An account, that mght sit in some conputer
that the conpany has there. That bal ance is not
reported to their stockhol ders as, you know, we have $63
MIllion in this account, and therefore our retained
earnings are $63 M1 1lion higher, because the conpany has
no rate order.

When | discussed that accounting position, of
course Staff said that they didn't need it, you -- when
the Staff tal ked to them about that accounting petition
the conpany stated that this was sinply for presentation
to the Commission. There is -- it doesn't exist. |If
t he Conmi ssion doesn't give thema rate order, it does



not exist. So there's nothing to go away.

The Conmi ssion gives the conpany a | evel of
revenue, now revenue wll show up on the conpany's
books. The Conmmission allowed the deferral to sit
there, instead of having revenue in the conpany's books,
you woul d have a credit to that deferral account, so
i nstead of having earnings -- it's a matter of what
nonth you're going to show their earnings. Are you
going to show their earnings in January, are you going
to show their earnings in April or March, whenever they
get the dollars. So the dollars will cone in under
Staff's proposal as dollars the sane way they woul d cone
in under a deferral recovery. The only difference is
exactly what nonth. Wen you get done with the year
2002, incone will be the sane based on the interim
relief you grant them

JUDGE MSS: Al right, | will just confess
to total confusion and ask if there are any other
guestions fromthe Bench.

Al right, did the Bench's questions pronpt
any further cross before we go to the redirect?

Apparently not. Any redirect?

WIl it be 10 minutes or |ess, because we
need to take a break at sone point.

Ms. SMTH  Your Honor, | propose that we



take a break. That may hel p ne scal e down sone of the
questions that | have in m nd.

JUDGE MOSS:  Ckay, then | woul d appreciate
you rmaking that effort during the break. W wll be in
recess until 5 after the hour

(Recess taken.)

JUDGE MOSS:  While we were off the record,
Ms. Dodge indicated that she had mi ssed an opportunity
and had just one or two questions followup to sone of
t he Bench questions, and then we'll see if there's any
redirect follow ng that.

CGo ahead, Ms. Dodge.

Ms. DODGE: Thank you, Your Honor

CROSS- EXAMI NATI ON

BY MS. DODGE

Q M. Lott, | just had a brief followup with
Chai rwonman Showal ter's questions about single issue
refundi ng, and your answers | believe went to concern
with the accuracy of Puget's power forecasts and the
potential variability in those forecasts. Now the
relief that the Staff has recommended at about $42
Mllion, isn't that about a 75%reduction off of the
$170 M1lion that the conpany requested?

A Yeah, that would be just a little over 75.



Q Now doesn't this essentially adjust for any
concerns that you mght have with the accuracy of
Puget's power costs forecasts?

A No.
Q Wll, I'"'mtrying to understand why you woul d
still need a refund nechanismthat's tied to whet her

Puget's power costs are forecast accurately if the
relief provided were to be only $42 MIlion rather than
the $170 MIIlion requested by the conpany?

A. VWll, the need for $42 MIlion is based on
t he power supply projections of M. Gaines just |ike the
need if $170 MIlion were granted. If M. Gaines's
projections were | ower than whatever shows up in WAG 3,
were | ower than that, then the conpany's need for
interimrelief would be | ower.

Ms. DODGE: Thank you, no further questions.

JUDGE MOSS:  Any redirect?

Ms. SMTH  No, thank you.

JUDGE MSS: Al right, thank you, M. Lott,
we appreciate your testinony today, and you nay step
down fromthe stand.

And | believe this will bring us to your
witness, M. Hll, M. ffitch.

MR FFITCH That's correct, Your Honor.
Public Counsel calls Steve HIl.



JUDGE MSS: M. Hill, before you get settled
in, if you would please raise your right hand.

(The followi ng exhibits were identified in
conjunction with the testinony of STEPHEN G HILL.)

Exhibit 350TCis SGHT-C. Pre-fil ed Response
Testinmony (Confidential in Part). Exhibit 351 is
SGH 1C SCHEDULE 1. Puget Sound energy, Inc. Current Bond
Yi el d Spreads Above Treasury Securities. Exhibit 352 is
SGH 1C SCHEDULE 2. PSE Stock Price - Decenber
1999- January 2002. Exhibit 353 is SGH+ 1C SCHEDULE 3.
PSE Bond Rating Benchmarks and Puget Hi storical
Performance. Exhibit 354 is SGH+ 1C SCHEDULE 4 PSE
Interimlncrease Based on a F. M B. Coverage of 2.0
Times. Exhibit 355 is SGH+ 1C SCHEDULE 5. PSE Capital
Structure and Dividend Payout. Exhibit 356 is
SCGH 1C SCHEDULE 6. PSE Capital Structure |npact of
Ret ai ned Earnings. Exhibit 357 is SG+ 1C SCHEDULE 7.
PSE El ectric Industry Dividend Payout Ratios. Exhibit
358 is SGH 1C SCHEDULE 8. PSE Projected Capital
Structure Inpact of Earnings Retention and Divi dend
Rei nvestnent. Exhibit 359 is SG+ 1C SCHEDULE 9. PSE
Di vi dend Reductions in the Electric Uility Industry.
Exhi bit 360 is SGH+ 1C SCHEDULE 10. PSE Fi nanci al
Projections Incone Statenment Conparison. Exhibit 361 is



SGH 1C SCHEDULE 11. PSE Projected Incone Statenent Data.
Exhi bit 362 is SG+ 1C SCHEDULE 12. PSE Proj ect ed
Qperating Expenses. Exhibit 363 is SG+2: Stephen G

H Il Professional Qualifications. Exhibit 364 is Public
Counsel Response to PSE Data Request No. 10-1. Exhibit
365 is Public Counsel Response to PSE Data Request No.
11-1. Exhibit 366 is Public Counsel Response to PSE
Data Request No. 12-1. Exhibit 367C is Public Counsel
Response to PSE Data Request No. 18-1. Exhibit 368Cis
Publ i ¢ Counsel Response to PSE Data Request No. 19-1.
Exhi bit 369 is Public Counsel Response to PSE Data
Request No. 20-1.

Wher eupon,

STEPHEN G HILL,
havi ng been first duly sworn, was called as a witness
herein and was exani ned and testified as foll ows:

JUDGE MOSS:  Thank you, sir, please be
seat ed.

JUDGE MOSS: Al right, M. ffitch has handed
up and is distributing an errata sheet, appreciate him
doing that so we won't have to | abor through.

JUDGE MSS: M. ffitch, before we get
started -- oh, I'msorry, never mnd, go ahead.
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MR FFI TCH  Thank you, Your Honor

DI RECT EXAMI NATI ON
MR FFI TCH

Q M. HIl, could you please state your ful
name for the record

A My full nane is Stephen G Hill.

Q And coul d you pl ease provide your business
addr ess.

A M/ address is P.O Box 587, 4000 Benedi ct
Road, Hurricane, West Virginia 25526.

Q And do you have before you your direct

testinony that has been marked as Exhibit 350TC in this
docket ?

A Yes, | do.

Q And do you al so have before you your exhibits
whi ch have been marked as Exhibits 351 through 363 in
thi s proceedi ng?

A Yes.

Q And were these testinmony and exhibits
prepared by you or under your supervision or direction?

A Yes, they were prepared by ne.

Q And do you have any corrections to your
testinony and exhi bits?

A Yes, | do.



Q And are those listed in the errata sheet
that's been distributed to the Bench and to counsel ?
A Yes. As was pointed out to ne in a data

request fromthe conpany, there was a transposition of
nunbers on Exhibit 354, which is ny Schedul e 4, and that
caused a change in ny secondary interimrate increase
recommendation from$29 MIlion to $30 MIlion, and that
nunber then cascaded through nmy testinony in several

pl aces, and that's the essence of these corrections.

Q Al right. So all of these corrections shown
on the errata sheet relate to that one change?
A Ri ght .

MR FFITCH  And, Your Honor, the item 8 on
the errata sheet contains a blank under the or next to
the exhibit, that's for reference to the Exhibit 354 in
thi s proceedi ng.

JUDGE MOSS:  Thank you, M. ffitch. Gve us
just a mnute.

CGo ahead, M. ffitch.

MR, FFI TCH. Thank you, Your Honor.

BY MR FFI TCH

Q M. HIIlI, if | were to ask you the questions
contai ned in your direct testinony today, would your
answers be the sanme as set forth in the testinony and
the exhibits?



A Yes, they woul d.

MR, FFI TCH.  Your Honor, Public Counsel would
of fer Exhibits 350TC t hrough 363.

JUDGE MOSS:  And hearing no objection, those
will be admtted as marked.

MR FFI TCH  Thank you, Your Honor, the
wi tness is available for cross-exani nation.

JUDGE MOSS: Thank you.

Again, | think the conpany will go first.

MR QUEHRN.  Thank you, Your Honor.

CROSS- EXAMI NATI ON
BY MR QUEHRN

Q Good afternoon, M. HII.

A CGood afternoon, sir.

Q M. HIl, I wuld first like to refer you to
page 6 of your testinony, please, which is Exhibit 350C,
and | would like to refer specifically to page 6, lines
22 through 23, and then actually it carries over | think
to the first line on the next page.

A Page 67
Q Correct.
A Ckay.

CHAl RWMOVAN SHOMLTER: M. Quehrn, can you
just tell us what you are reading on that |ine 22 since



it doesn't look Iike it's going to be the right one on
our page.

MR QUEHRN:  Yeah, |I'mnoticing that too.
Excuse ne, just a mnute, please. That's because it is
page 5, mny apol ogi es.

BY MR QUEHRN

Q The bottom of page 5, lines 21 and through
basically the end of the page and the first Iine on the
top of the next page.

A Yes, | have it.

Q And | certainly hope I don't nake that error
again. And the statenment I'mreferring to is:

Conpany managenent has el ected to

continue to invest significant anmounts

of comon equity into its unregul ated

operations (Infrastrux) at the sane tine

as it is before the Comm ssion

requesting expedited rate relief.

The | atest acquisition announced, It goes on
to say, Decenber 12, 2001, was a gas pipeline, and
continues on through the Iine. M question to you is,
M. Donald Gaines testifies in Exhibit 25 at page 25
that the initial $86 MIlion equity investment in
Infrastrux occurred year end 2000. Do you disagree with
this statenent?



A Do | disagree with M. Gaines' statenment that
there was a transfer of funds from Puget Sound Energy to
Infrastrux or Puget Energy effectively at that date; is
t hat your question?

Q Two parts, that the initial equity investnent
of $86 MIlion occurred year end 2000, let's get that
first, and then we can tal k about the anmount if that's
your concern

A | believe that is ny recollection. M
recollection is that that's correct for the date.

) Ckay. And do you recall the anmobunt to be $86
M11lion?

A That seens about right.
Q Can you point to any investnents of conmon

equity by the parent to the subsidiary subsequent to
that $86 MI1lion investnent?

A | haven't reviewed that data. The point |I'm
maki ng i s that the parent conpany has noneys avail abl e
to spend on gas pipeline construction conpanies and is
doing so at the sanme tine it's before these |adies and
gentl enen asking for noney for its regul ated operations.

Q And let ne refer you then back to page 5
line 21. You say that conpany nanagenent has conti nued
to invest significant anmounts of common equity capita
into Infrastrux at the same tinme it's before this
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Commi ssion. Can you give ne the date of when those
subsequent investnents of common equity occurred?

A No, | can't.

Q M. Gaines also testifies in his rebutta
testinmony, again Exhibit 25, at page 25 in this
i nstance, line 7 through 10, that:

Al'l subsequent acqui sitions by
Infrastrux were nmade by draw ng upon
this initial $86 MIlion equity

i nvestnent, Infrastrux stock, or its
line of credit.

Do you disagree with that statenent?

A No, | don't, but | would refer you to the
section of ny testinony where | talk about that the
security for PE, the parent conpany, essentially arises
fromthe regul ated subsidiary. And even though PE nmay
have a line of credit, it's effectively secured by the
cash flows of the regulated subsidiary. So while you
may draw an accounting division between those noneys, at
the very least it's, inny view, it's politically
untoward to spend noney in the unregul ated sector at the
sane time you're claimng a cash enmergency in the
regul ated sector. | think that's the point |I'm making.

Q But to be clear then, you' re not aware of any
subsequent acquisitions that were made -- |'msorry,



strike the question, you answered the question
Referring to the line of credit, do you know

the val ue of the assets of other unregul ated

subsidiaries that back the Infrastrux Iine of credit?

A Are you tal king about Puget Sound Energy's
unregul ated subsidiaries, or are you tal ki ng about Puget
Energy's unregul ated subsi di ari es?

Q Let nme speak first to -- let nme ask the
question nore broadly. Do you know t he val ue of the
assets of all unregul ated subsidiaries either of the
parent or of Infrastrux that back the line of credit?
Do you know t he val ue of the assets?

A | do not.

Q Ckay. Have you had the opportunity to review
and it's referred to in M. Gaines' testinony as the
hol di ng conpany order, it was an order issued by this
Conmi ssion in docket UE-991779?

A | have not.

Q I would like to now refer to hopefully this
time it is page 6 of your testinony. This would be at
line 24, and the text I'mreferring to, if | may just
again read it:

Both of the major bond rating agencies
have nmade it quite clear in their
publ i shed statenents that absent a



A

positive regulatory response to the
conpany's interimrate request (read)

sone interimrate relief, Puget's bond
rating could be | owered.

Is that your testinony; is that correct?

You read it correctly.

Thank you. Are S& and Mody's the two ngj or

Q
bond agencies that you're referring to?

o >

Yes, they are.
Do you happen to know how many conpani es

subscribe to S& and Mody's for the rating service?

100?

PO>O0> OPF

| do not know that nunber.
| don't either. Do you think it's nore than

How many conpani es, are you talking about --
How many conpani es subscri be --

-- are regul ated by then?

Subscribe to the rating service, yes.

Ckay, you nean -- there are people that

subscrlbe to the rating service that get their rating

reports for

i nvest ment purposes. And then there are

conpani es that are rated by them Wich do you nean,
whi ch group of --

Q
A

How many subscribe to the rating service?
Conpani es that are rated by Standard & Poor's
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and Moody' s?

Q Yeah.

A Wll, | would guess it would be in the
t housands.

Q Do you know whet her these conpanies pay a fee
for being rated by these agenci es?

A Yes, they do.

Q Do you think that paying a fee for this
service results in a bias on the part of the rating
agenci es?

A | think it results in a client relationship
whi ch i s devel oped often over several years in which the
rated entity -- let me be nore direct about what |'m
saying. | think the utilities present their projections
to the rating agencies on a regular basis. They know
each other. They're friends. And the rating agencies
if they can will help out the utilities in a regulatory
situation. As | said in ny testinony, and I -- and they
can do that w thout biasing their responses.

For exanple, we tal ked about earlier today a
recent report by Standard & Poor's where they classified
the Staff's recommendation in this proceeding as,
forget the word, unhel pful or their word was -- it was
not -- it wasn't supportive, that was the word,
unsupportive, because it wasn't the full $170 MIlion



amount. Well, they can say that without changing their
basi ¢ opi nion about the rating.

They haven't put the conpany on ratings
wat ch, they haven't changed their basic opinion which
was set out last Cctober that they were | owering the
ratings fromsingle Amnus to triple B in expectation
that the conpany would get no noney until the rate case.
| think that clearly that's still their position even
t hough they said recently they think that the Staff's
reconmendation in this case is not enough. So there
t hey have hel ped the conpany. They have put additiona
pressure on the Commi ssion. They haven't changed their
rating. So they're not being untruthful, but | do
believe there is a relationship devel oped between,
especially over tine, between the conpanies that are
rated and the bond rating agency.

Q And if | may just to conplete ny thought, |
understand your answer, and | guess | al so understand
you to say that you don't think that relationship rises
to the level of bias; is that correct?

A I think -- | think the rating agenci es have
to be very careful about that. | think they have a
responsibility to be as truthful as they can. However,
we all are wordsmiths here, and we know that we can say
certain things in certain ways to have influence w thout



changi ng the gi st of what we're saying.

Q Thank you. | would like nowto refer to page
10 of your testinony. And first, | would like to refer
to a statenment | think that begins right at the bottom
of the page, and it's the maintenance of, carrying over
to the top of the next page, an investment grade rating
is inportant, and actions which would jeopardi ze the
rati ngs should be carefully considered by the

regulators. 1Is that your testinony?
A Yes, it is.
Q And | believe then in a subsequent point,

line 3 on page 11, you go on to say:

However, that is not to say that

i nvestment grade ratings are to be

mai nt ai ned regardl ess of the

ci rcumst ances.

A That's correct.

Do you think that the effect of a downgrade,
and Iet s say a downgrade to bel ow i nvestnent grade
status of PSE s corporate credit rating, mght have an
ef fect on PSE s access to whol esal e energy narkets?

A It mght. | think that a downgrade of PSE' s
first nortgage bonds woul d nore probably have an inpact.
Q I f, however, downgrade did have an inpact on

PSE' s access to whol esale markets, is that one of the



circunstances that you think should be considered in
eval uati ng the consequence of such a downgrade?

A Yes, | would not argue with that. | think
that it would be expected that if you' re selling power
or buyi ng power from sonebody or doing or trading with
sonebody for any reason and you find out that their
credit rating has been reduced, then you have questions
about your ability to get paid, and at sone point you
may want to have some nore assurance of that. That
doesn't mean that you can't participate in the whol esal e
market. It doesn't nean that you can't borrow noney.

It just neans that there are other strictures that may
cone into play.

Q Is the effect of a downgrade on the conpany's
corporate credit rating a circunstance that you
consi dered and addressed in your testinony?

A Yes. And again, | want to correct, when you
say corporate credit rating, | think we need to
under stand, we have tal ked about this a couple tines,
the corporate credit rating | ooks at the whole
corporation, okay, not at specific debt issues.

Let's | ook at Puget Energy, for exanple.
That's a diversified conpany that has Infrastrux and
PSE. That corporate credit rating because of that
hi gher risk of operation, i.e., Infrastrux, the



corporate credit rating of PEis going to be |ower than
the first nortgage bond rating of PSE, because those
first nortgage bonds are secured by actual concrete and
steel, which will have value if -- in the case of a
bankruptcy. So that's a nore secure debt than the
corporate credit rating.

So | just wanted the Conm ssion to, you know,
be sure that it understands that we have used that term
corporate credit rating, and it's kind of an al
inclusive thing. You look at the whole ball of wax, if
you will.

When you tal k about first nortgage bond
rating, you're talking about the conpany's nost secure
debt. And to ne, that is -- that's the nost inportant
thing you need to look at in terns of what mght get
downgraded and what nmight not. |[If first nortgage debt
gets downgraded bel ow i nvest nent grade, that creates
nore of a problemthan if the corporate credit rating is
bel ow i nvest nent grade.

) M. HIl, I would Iike to call your attention
now to Exhibit 364, which is a response to PSE Data
Request 10-1. Do you have that avail abl e?

A | don't have it in front of me. |If you give
me a copy of it -- these are ny responses to your

questi ons?
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Q Yes.

A Ckay. | reviewed themearlier. |If you have
a question, | would be happy to answer. | believe it's
pretty straightforward.

Q Do you now have a copy of Exhibit 364 in
front of you, M. HII?

A Yes, | do.

Q The question is:

Pl ease provide all analysis and
docunent ation in your possession or
control that M. H Il has prepared or
reviewed to address the ability of the
utility to purchase whol esal e power

under the WBPP agreenent if it

bel ow i nvest nent grade.

is rated

Is that your understanding; is that the

guestion?
A Yes, you read it correctly.
Q Ckay, thank you. And | understand your

response is that you had not reviewed any docunents
regarding the ability of a utility to purchase whol esal e

power under the WBPP agreenent. |s that still the case?
A That's still the case.
Q kay. | would Iike then to refer you to the

next exhibit that we have identified for
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cross-exam nation, that's Exhi bit 356.
A Al right.

Q 3657
A No 365 is the next exhibit.
MR, QUEHRN. Thank you. And actually, Your
Honor, | need to stop at this point. | have just been
rem nded, | believe M. ffitch and I had an

understanding sinmlar to one we had with Staff about
stipulation to the adm ssibility of these exhibits for
cross-exam nation, and | neglected to nention that
before |I referred to the first one, 364, and perhaps |
can now nove to adnmit 364 and then 365 through 369.

JUDGE MOSS: M. ffitch.

MR FFI TCH  Your Honor, Public Counsel would
have no objection based on the understandi ng between
nmysel f and Puget Sound Energy counsel that Puget has no
objection to the introduction of any of the cross or any
of the exhibits identified by Public Counsel for Puget
Sound Energy in this proceeding at the pre-hearing
conf erence.

JUDGE MOSS: That's the understandi ng?

MR QUEHRN. That's the correct
under st andi ng, yes.

JUDGE MOSS: Ckay. And let nme say in this
connection then, M. Quehrn, that there's no reason to



go through these and have the witness read theminto the
record. They speak for thenselves. |f you have
guestions about them go ahead.
BY MR QUEHRN

Q Referring then to 365, that again speaks to
t he conpany's access to whol esal e markets; is that
correct?

A Yes, and the fact that | elected not to
revi ew docunents related to that.
Q Thank you. Now a nonment or two ago, you

suggested that you actually had taken into consideration
t he conpany's access to, or pardon ne, the effect of a
downgrade of the conpany's corporate credit rating on
access to the whol esal e markets. Could you point mne
where in your testinony that you make that point?

A | don't discuss it in ny testinony. However,
| have experience working with conpanies that are rated
bel ow i nvestnent grade, and | know that they are able to
bot h borrow noney short termand | ong termand al so buy
and sell power. So it was not mnmy expectation that that
woul d be a prohibitive factor. If indeed the conpany's
bonds were to be downgraded, which | do not expect to be
the case, and the rebuttal testinony of M. WIIliam
Gai nes points out that very fact, that while he clains
that there m ght be problens with, not problens, but



requi renents that a letter of credit or downpaynent

m ght be required to the conpany, he doesn't ever say
that the conpany woul d be prohibited fromparticipating
in the purchase power market.

Q Sois it fair to say then your consideration
of this circunmstance is based upon your past genera
experi ence and testinony that has been provided in this
case by the conpany?

A More the forner than the latter, but yes.
Q Ckay. | would Iike nowto refer to page 25
of your testinony, please.
A " mthere.
MR FFITCH |'msorry, counsel, could you

repeat where you are.
MR QUEHRN. Page 25 of M. Hill's testinony.
MR FFI TCH.  Thank you.

BY MR QUEHRN:

Q And | will give you the Iine reference in a
m nute, but for some reason all of ny line references
seemto be about one off. Yes, | think beginning at

line 21, your testinony nmakes reference to credit
protection neasures for the years 1998, 1999, and 2000;
is that correct?

A Yeah, it's line 22 in ny copy.

Q Ckay.



A But yes.
Q Now for the years in question, your Schedul e
C, and we will get the reference to that here, | believe

this is Schedule 3.

MR QUEHRN. And that woul d be Exhibit 353C
al t hough there is no confidential information, Your
Honor, that we are concerned about on this.

JUDGE MSS: Al right, so as to 353, it's a
non-confidential exhibit.

MR QUEHRN R ght.

BY MR QUEHRN

Q Now t his the schedul e shows S& A rated
benchmarks essentially for the sanme three years,
correct, 1998, 1999, and 2000; is that correct?

A Well, not exactly, it shows S&P A rating
benchmarks, and it shows Puget's cal cul ati ons of those
benchmarks for those three years.

Q Ri ght, so the conparison there is the
conparison to A rated benchmarks?
A Well, no, not really. The conparison there

is to show that the paraneters, the bond rating
paraneters for Puget under the assunption of the
conpany's projections, no interimrate relief, aren't
really nmuch different than they have been over the past
three to four years. That's the conparison



Q Do you know how | ong PSE was able to
mai ntains its A mnus bond rating?

A | don't know how long it was rated A m nus
prior to the tine it was reduced last fall, no. It was

my understanding it was rated A minus during the tine
that these neasures were in effect.

Q | believe if we return back to page 25 of
your testinmony for a mnute.

A Al right, I"mthere.

Q I"mnot. | believe at page, |I'msorry, at
line 10 on page 25, you note that PSE maintained its A
m nus bond rating until the Comm ssion's previous
decision not to allow an increase of rates prior to a

full investigation of the conpany's financing. | nake
that date to be about COctober of 2001; is that correct?
A I think that's about right.
Q Now i f we can go back to your schedul e again

when you were draw ng the conparisons, which | think
was - -

JUDGE MOSS:  353.

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

Q For the years 1998, 1999, and 2000 t hat

you' re using for conparison, did the conpany
underrecover its power costs during those years?



A | have no idea

Q Do you know i f the credit rating agencies are
concerned about the financial inpact of the
underrecovery of power costs?

A | don't think there's any question about
that. You nmean now?

Q Yes, correct.

A Yes, they have said as much in their reports,
and reports are a part of the record.

Q Let's just nmake an assunption then, if we
may. |f you assunme that the conpany wasn't

significantly underrecovering its power costs for those
prior periods as conpared to the current situation it's
facing now, would it be reasonable to infer that if
credit rating agencies are concerned about the nagnitude
of PSE s underrecovery power costs that they may be al so
nore inclined to downgrade PSE just as a financial
factor to carry through in your conparisons?

A Vell, | think we have evidence from St andard
& Poor's that they elected to downgrade Puget two
not ches essentially. The first nortgage bonds went from
A mnus to triple B because of that very reason. So |
think that's pretty obvious. That they realized that
the conpany's -- that the power cost situation that the
conpany was undergoi ng was going to be probl emati c.



They also didn't expect any rate changes for the conpany
through until Cctober. And on that basis, they
downgr aded t he conpany's debt, which indicates to ne,
(a), that they took those factors into account, and (b),
there's unlikely to be any further changes regardl ess of
what happens in this proceedi ng.

It's not the case with Mody's. Mody's
rated the conpany's first nortgage debt as B double A 1,
which is the same thing as S&'s triple B plus. It's
the top of the B range. |It's one notch bel ow where
Standard & Poor's had it. They on the other hand
elected not to nove with the Conmission's orders in the
fall. However, they did say that if the Conmmi ssion
doesn't order any interimrelief, bond rating reductions
would be in the offing. And so they're higher now, but
I woul d expect Moody's, if the Commission foll ows ny

reconmendation and gives no interimrate relief, | would
expect Moody's to | ower the conpany's bond ratings as
well. They may well go to the middle B status or the
Baa status, or they may go to the [ower rung, but I
don't -- it's ny expectation they would go bel ow t hat.
So what you have is -- I'msorry, this is a |long answer
to your question.

Q Actually, it's not responsive to ny question

A | was trying to say yes and to show you that



it's already happened in fact with one of the ratings
agenci es, but the other one hasn't yet responded.

Q And | believe all of that is in your direct
testinmony, and I will get to that in a mnute. | just
was actually trying to understand if it's your opinion
that the concern with the conpany's underrecovery of
power costs m ght exacerbate a future downgrade if it
were to occur?

A A future downgrade, | wouldn't agree with
that. | think it already has inpacted Standard & Poor's
bond ratings, which I think |ooking at the data on
Schedul e 3, Exhibit 353, was clearly too high to begin
with. The conpany in its presentations to the bond
rati ng agenci es always had a plan, a story to tell about
what they intended to do in the future about getting
their bal ance sheet back in order. Well, | think
Standard & Poor's realized that once they had this power
cost problem that was not in the offing, so they
decided to nove down on the rating scale for Puget where
t hey probably shoul d have been anyway.

Q Let's go back to page 25 for a nminute
A " mthere.
Q | think this is part of the testinony you

were just referring to where essentially you predict
that if nointerimrelief is granted, the conpany, and
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think in this instance you're referring to its senior
securities bond rating, will not be downgraded to bel ow
i nvestnment grade; is that correct?

A Can you give nme a line, I'msorry.

Q Actually, this is the gist of the answer to
that entire question

A Yes, essentially.

Q kay. If this prediction is wong and PSE is
downgraded to junk status, you testify at pages 16 to
17, | believe, that fromthe standpoint of cost for
debt, you believe that this consequence is cost
justified and presents no hardship to custoners. Let ne
go back and find the page.

A | don't believe | used cost justified.

Q I"msorry, | think you do a cost benefit
anal ysi s.

A You could call it that.

Q Ckay.

MR FFITCH  Your Honor, could we have the
direction to a page nunber?

JUDGE MOSS: | think M. Quehrn is | ooking
for that now, M. ffitch.

MR FFI TCH.  Thank you.

MR QUEHRN: Page 16.

THE WTNESS: |'mthere



JUDGE MOSS: | have it at line 20, | believe.
MR QUEHRN: Correct.
BY MR QUEHRN:

Q Now appl ying this cost benefit analysis, it
appears to nme that you have | ooked primarily at just
interest costs associated with incurring debt at bel ow
i nvestment grade; is that correct?

A Well, | think I know what you're talking
about. | don't think it's on page 16, but | will say
yes to your question.

Q Ckay. Did you consider any other

consequences of a downgrade to junk status when you made
this cost benefit anal ysis?

A I didn't quantify anything el se except
interest cost increases. But as | said before, because
of my experience in past cases with conpanies that are
"junk rated", | was aware of difficulties having to do
with trade credit, that sort of thing.

Q Can you now turn to page 8, please

A I"mthere.

Q And we want to refer to Iines 13 through 17
where the statenent is that the power costs not only
experi enced by the conpany was due to a confl uence of
events unlikely to be repeated in the future.

A | believe it's lines 17 and 18 in ny copy,



but | see the quote.

MR QUEHRN. And | rnust apol ogize to the
Bench, for sonme reason the copy that |'mreferring tois
not jiving, and it's going to take nme a little bit
| onger to get those line references, and | do apol ogi ze.

JUDGE MOSS: | think they're reasonably cl ose
and we're able to follow along, so if we have a problem
we will let you know, but | think it's probably just a

printer fluke or something seens to happen
BY MR QUEHRN

Q Should I infer fromthis general statenent
that you expect the net power costs that the conpany is
going to experience during the interimperiod to be
substantially | ess than forecasted?

A No, I'mnot talking about the details of the
power costs, although that's been testinony we have
heard today, that's not --

Q So you're not tal king about power costs
during the interimperiod in this regard?
A No, I'mtal king about the fact that the whole

West ern power market sort of blew up in 2000/ 2001.
That's what |'mtal ki ng about.

Q Let's refer to page 10, please. And
believe this is the other place where you | ook at
mar gi nal debt cost and in this instance relate themto



the PNB standard. Beginning at line 5 and through |ine
19 |1 think are the reference Iines of the text, your
testinony at this point assunmes a margi nal debt cost of
300 basis points if PSE were downgraded to junk status;
is that correct?

A Yes, it does, and that's a very conservative
assunption. That's a hi gh nunber
Q You then conpare this increased interest cost

of borrowing to the anmount of the proposed rate
increase; is that correct?
A That's right.

Is it a fair summary of your conclusion that
the cost of debt, basically borrowing the $163 MI1lion
at a junk or below investnent grade status, is |less than
the cost of the proposed rate increase? |Is that the
general point you're maki ng?

A Yes, and I'mtrying to nmake a conservative
assunption by using a very high nunber of 300 basis
points. | say even if it were extrenely high, the cost

to custoners would be nuch, much higher or current rate
i ncrease of 170 versus paying the interest on the rate
differentials.

Q And if PSE borrowed this noney as opposed to
getting a rate increase, do you suppose it would have to
repay the principal?



A Well, any tine you borrow, you have to repay
the principal, except this -- there's several reasons
why that anal ogy doesn't really apply here. First of
all, and I think Ms. Steel said it very well earlier

thi s nmorning, when a corporation needs capital, they go
to investors, not to the custoners. To the extent that
you have earnings that you're not paying out in

di vi dends, you can use those earnings to supply capita
and repay debt.

Al'so, there are issues with the capita
structure that you now have, which is far nore | everaged
than the capital structure that's in place in your
rates. So that additional short-termdebt is actually
being paid for by rate payers as if it were comobn
equity, because you have noved way past the 55% debt
ratio that's assuned in rates. So, you know, those
anal ogies don't really hold.

Finally, you know, even if you accept your
premise that -- and look at it like, well, don't you
eventual ly have to pay this noney back, think about
buying a car. Wwo in the roompays cash for a car. |
don't know many people that do that. You would rather
finance it, wouldn't you. The answer is yes.

Q Is it not true inthis case that if we
i ncrease our debt, that will further erode the bal ance



bet ween debt and equity in the conmpany's capita
structure?

A Well, |I'mheartened to hear that the conpany
i s now concerned about increased debt in the capita
structure.

Q I'"mactual ly asking for your view now.

A I was about to say yes. |If you use nore
short-termdebt to finance your needs, it will in effect
i ncrease debt in the capital structure. But I'm
concerned about that debt |evel being too high. It's
been too high for several years. At this point though
t he conpany does have renedies to prevent that, one of
whi ch is not paying out all their earnings in dividends.

Q One nore question with respect to this
anal ysis here. | understand your answer with respect to
repaynent of the principal. Does your analysis address

the availability of sufficient revenues to pay the
principal short of borrow ng nore noney?

A You're going to have to explain to nme when
you say principal, what are you tal ki ng about ?
Q The principal anmount of the debt. As we

clarified before, if you borrow noney, you've got to pay
it back.

A W're talking in the abstract, if you borrow
noney, you got to pay it back?



Q No, I'mactually referring not so nmuch in the
abstract, but to your analysis on lines 5 through 19 on
page 10

A Ckay, we're assuming that the conpany is

borrowing $163 MIlion instead of getting it fromrate
payers; that's your assunption?

Q | believe that was part of your analysis.
A And your question is what?
Q Does your analysis here in terns of your cost

benefit analysis address the availability of sufficient
revenues to repay the principal and interest costs, or
does it just assunme you can go out and get the

fi nanci ng?

A No, ny analysis | ooks at and is focused on
the conpany's financial viability. |It's ny belief based
on ny anal ysis of the conpany's projections and as in ny
experience working with conpanies in this industry for
the past 20 years that no interimincrease i s necessary.
The conpany has the financial wherewithal to be able to
wi thstand the financial pressures it feels during this
i nterimperiod.

You have a rate case ongoing, and | fee
certain, having worked with this Conm ssion before, that
your rates will be fair and just and reasonable as a
result of that case on an ongoing basis. So you have a



rate case in progress. That's the statutory
requi renent, that the Conm ssion | ooks at your rates
when you bring thema rate case, bal ances your costs,
and provides rates on that basis. So it's ny
expectation, and | nentioned that in ny testinony, that
the conpany will be treated fairly by the Comm ssion at
that time but does not at this tine need interimrates.

Q I would like to nove to page 16 of your
testinmony, please, and | want to refer in this instance
to lines 4 through 6, and I would note that this is
carryover of an answer to a question where you're
starting to address factors of the PNB test.

A Yes.

Q Specifically I would like to refer to your
testinony that begins on line 4 that says:

The conpany will continue to be able to

nmeet its financial obligations, albeit

it at a higher nmargin of cost for debt

capital, but that does not constitute a

gross hardship in ny view.

Is it your view, is it your testinony the
conpany nmust be unable to neet its financial obligations
for there to be a gross hardshi p?

A No, | think that that would be a cl ear
i ndication that there's gross hardship. | think if



there were a reasonabl e chance that the conpany m ght
not neet its interest paynents or night not neet payroll
or sonme other crucial factor in its operations, then
woul d consider that to be financial hardship. 1In the
situation where the conpany has the financial neans to
neet its obligations, the only difference being that the
cost may be slightly nore, that doesn't to ne indicate
financi al hardship.

Q You appear to get to this | think also a
coupl e of pages later, and this would be page 18, lines
4 through 6. W're nowreferring to the fifth factor of
the PNB test. |In your testinmony at |ine 4:

In ny view, a disaster would be inm nent

if autility were unable to continue

operations, pay creditors, or neet

payrol | .

Is it your testinony that the PNB standard
requires a showing that the utility is unable to
conti nue operations?

A Wel I, the PNB standards are open to
interpretation. Let nme say that. They don't define any
ki nd of hard nunbers. And | think that's -- that's a
good thing. | think it leaves it up to the Conm ssion's
good judgnment about what to do in cases like that. |
think it would be a clear indication, as | said a nonent



ago, of financial hardship if the conpany were unable to
continue operations. That's clearly sonething you do
not want to happen

Q Does it have to go that far to neet the test?
A Pr obably not.
Q You go on to testify that it would nmeet the

PNB test standard, criteria nunber 5, upon a show ng
that the utility can not pay its creditors. And again,
I would agree that that would neet standard 5. Anything
| ess than not paying its creditors?

A A high probability of not being able to pay
its creditors | would say woul d be pretty close

Q So right on the brink?

A Wll, it's difficult to say without a, you
know, in the abstract to say what an actual cut off
nunber would be. | would be concerned if the conpany
were on the brink, as you say, with regard to paying its
creditors. | don't think Puget is anywhere close to
that situation.

Q Finally, just along this sanme |ine of
i nquiry, you say unable to neet payroll, and | would

assunme that perhaps your answer is simlar there, that
the utility doesn't have to be unable to neet its
payrol | ?

A No, | think I'"msensitive to that issue,



because | happen to be on the board of directors of a
wonen's health care clinic back hone, and, you know,
that's always a probl em when we have board neetings, and
that organi zation fromtinme to tinme faces that issue,
and that certainly is a point where you have to stop
operations if you can't pay the people that are working
for you.

Q Ckay. Mowving on, let's go to 9, or excuse
nme, page 19 of your testinony. And here | would like to
refer to lines 1 through 4. And here your testinony
calculates a current market to book ratio for the
conpany's stock; is that correct?

That's correct, as of January 14.

Q And that calculation is nmade just with
respect to a single date; is that correct?

A That's correct.

Q Al right, thank you

A It's [ower than that now.

Presunmably it's different every day using
that nethodol ogy; is that correct?

A Yes, it woul d be.
Q Al right.
A And every single day the price changes and

t he book val ue doesn't, the ratio would be different.
Q Now | would like to go to Exhibit 354, which
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I think was initially identified as your Schedul e 4.

A I"mthere.

Q Now | think | can save us a few questions
here. If | ook at the 29.312 in the bottom that is a
nunber that you have adjusted; is that correct?

A That's right.

Q And that nunber is now correctly 30.1?

A Yeah, 30. 145.

Q I"msorry, 30.145.

A And | believe | provided a revised version of
this in response to one of your data requests, which you
have |isted as a hearing exhibit.

Q Excuse ne just a mnute.

MR QUEHRN:. If | could just confer with
M. Gaines for a mnute as to sone testinony that's
going to relate to confidential information.

JUDGE MOSS: (Go ahead.

MR, QUEHRN:. Your Honor, for the Bench, I
would like to clarify that there are confidenti al
nunbers appearing on Exhibit 354C. W have nade
reference just to the cumul ative shortfall nunber that
M. HIIl has referred to, and if we refer to that nunber
only rather than how it was calculated, which I will try
to limt ny questions accordingly, we should have no
reason to worry about the questions or the answers that
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| anticipate as far as confidentiality is concerned.

JUDGE MXSS: Al right, well, it's your claim
of confidentiality that's probably the one at issue
here, M. Quehrn.

MR QUEHRN: Right.

JUDGE MXSS: So | will rely on you to protect
your client accordingly, and others can be on caution
that this is a confidential exhibit.

MR FFITCH I'msorry, M. Quehrn, Your
Honor, if | could just interject two things, one to
clarify the record, the witness referred to the
corrected nunber as 30. 145.

JUDGE MOSS:  Yes.

MR FFITCH | think perhaps we all
understood that fromlooking at the text in the errata
sheet, but for the benefit of the transcript, that
nunber is 30, 145.

JUDGE MOSS:  Yeah, | think we all have that,
so thank you, M. ffitch.

MR FFITCH  And the second point is that
whil e the questions, there may be an attenpt to limt
the questions to the non-confidential nunber, there may
be an issue that arises where the witness wants to talk
about specific nunbers that are in this exhibit that are
confidential, and I don't know if that's the case, but
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we may have to deal with that perhaps on redirect.
W' Il have to cross that bridge.

JUDGE MSS: Al right, well, let's cross it
if we have to.

COW SSI ONER HEMSTAD:  Judge Mbss

Just for ny understanding, why is this
exhi bit confidential?

THE WTNESS: You're asking nme, sir?

JUDGE MOSS: That would be to M. Quehrn.

MR QUEHRN:. Excuse ne, Conmi ssioner, let ne
turn back to that exhibit. | believe that the nunbers
that appear in the front part of that exhibit have
i nformation concerning earnings that have not yet been
disclosed to -- I'msorry, we're trying to be careful
with this. Let ne just again confer with M. Gaines.

JUDGE MOSS: We're just |ooking at the one
page.

MR QUEHRN: | agree.

JUDGE MOSS:  Schedul e 4.

MR QUEHRN. But | believe Conm ssioner
Henst ad' s question goes to the data above the nunbers,
is that correct, why is that confidential, is that your
question?

COW SSI ONER HEMSTAD: Wl |, |'m 1 ooking at
the whol e page. Al the nunbers have been, at |east as
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| understand how the confidentiality reference is used,
all of the nunbers are classified as confidential, and
I"'mtrying to get a handle on the issue of basis for
claimng confidentiality of Iots and lots of nunbers in
this proceeding. | don't understand.

MR QUEHRN: Question understood, one nonent,
pl ease.

Answer i ng Conmi ssioner Henstad's question
first, the projection of incone are matters that are
confidential because of at this point publicly
di scl osi ng these nunbers before they were disclosed to
the SEC, at which point it's ny understanding the
conpany doesn't disclose projections, it gives actuals,
it's not in the business of projecting its incone, it's
inthe utility business, that it puts the conmpany in the
position where it nay violate the federal security |aws,
and that's why we're very cautious about those nunbers.

And | will be very candid, the details of the
federal security laws that we're tal king about, | am not
all that well versed in, and if that is something that
you would like us to address at nore detail in some
point, | would be happy to.

COWM SSI ONER HEMSTAD: | will accept your
expl anati on.

MR QUEHRN. Al right, thank you.
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BY MR QUEHRN
Q Just a minute, M. HII.
A Ckay.
Q I think, M. HII, the easiest way to deal

with this mght actually be if I could ask you to be

ki nd enough to refer to M. Donald Gai nes's testinony,
whi ch i s non-confidential, where he runs through this
anal ysis that you have done to cone up with your
recomendati on with respect to first nortgage bond

10 coverages, and | will tell you that that is his rebuttal
11 testi nmony.

OCO~NOUIRWNPEF

12 JUDGE MOSS:  It's Exhibit 25.

13 Q Exhi bit 25.

14 A DEG 7?

15 Q Yes.

16 A Ckay, | have it.

17 Q | think what we want to do is to |l ook at the
18 text on page 11 beginning at |ine 12.

19 A W' re back at ny testinony now?

20 Q No, we're tal king about M. GGines'
21 testi nmony.

22 A Oh, okay, hang on a sec. Page 117
23 Yes.

Q
24 A | have it.
Q M. Gines if you go through his testinony



notes a couple of errors, and | believe we have adj usted
for the one, and actually the nunber has been adjusted
further today. The other error that he points out is a
failure on your part to adjust your reconmended relief

for revenue sensitive itens. |Is that an adjustnent that
you agreed with or you di sagreed with?
A Where, can you direct nme to aline, I'm

sorry, are we looking at this Table 4?

Q I"msorry, we're on page 11 |l ooking at |ines
now 19 through 23.

A Wth respect to Ms. Steel's cal cul ati ons?
I"msorry, I'mhaving difficulty |ocating what you're
tal ki ng about .

Q It's the paragraph that begins at |ine 12
M. HIl"s calculation of recoomended interimrelief,
M. Gaines notes a couple --

A Let me stop you. | think we have anot her

situation where Mcrosoft Wrd has failed us.
Ckay, now | have a copy, the sane copy that
you have. Let's go again.

Q And again, | think one of the adjustnents
that we have pointed to here has been addressed in your
errata sheet. | would point out that his calculation

al so points to an adjustnment that needs to be nade for
revenue sensitive itens essentially to gross the nunber
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up for taxes. |Is that a nunber that you agree with or
di sagree with?

A I"msorry, direct me to the line again,
pl ease.

Q Let's just take it fromline 16

A Ckay.

Q Through the end of the paragraph

A Ckay.

No, | don't agree with that, the $70.5
M11lion

And specifically, you do not believe that
this nunber shoul d be adjusted for revenue, basically
grossed up for taxes; is that correct?

A He has a tax gross up using a figure of .95

for a gross up on his Exhibit 25. | don't have a
problemw th that nunber, with the .95 gross up

Let nme tell you how !l cane to this, ny
Exhi bit 354, and maybe that will answer your question
My primary reconmmendation in this case is based on ny
revi ew of the PNB standards, the conpany doesn't need
interimrate relief.

Q Pardon ne, actually | really would just |ike
to focus on the adjustnents, and then |I'm done with
this. | think you make it quite clear in your testinony

why you think what you think. | would just like to
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understand if you agree with this adjustnent or not.

A | disagree with the adjustnent, and I'm
trying to tell you why. If you're happy with the fact
just disagree, that's fine.

Q What you're going to say pertains to whether
or not it should be grossed up by the .955 factor that's
nmy question?

A Yes.

Q Wiy it should or should not?

A Yes.

Q Ckay, thank you

A Can | go ahead?

Q You sure can

A Ckay, thanks. As | was about to say, |

really don't have a problemw th the .95 gross up if
that's -- if the Conm ssion feels that's proper, fine.
The way | canme to this -- ny Schedul e 354, which is the
$30.1 Mllion, is that nmy prinmary reconmendation based
on ny review of the PNB standards is the conmpany does
not need a financial interimrate relief. | recognize,
however, that the Conm ssion nmay either disagree with ne
or have other issues in nmnd that are beyond ny scope of
my analysis in this case and may want to grant the
conpany sonething for whatever reason. So | sought then
to offer an alternative recommendati on, not because



bel i eve the conpany needs it financially, | think
they're going to be fine financially until you come out
with a rate order.

And | used this matrix, if you will, of the
conmpany's first nortgage bond interest coverage and
figured a ratio that was based on the period in
question, not |ooking back 12 nonths. That's why | did
a nonthly basis and then got the cunul ative nunber. |
just used this to cone up with an alternative
reconmendation for the Conmmission if the Commi ssion felt
i ke, yeah, yeah, they don't need noney, but we fee
like we got to give themsonething, and that's
essentially what | did.

So | wanted to explain that, that this is not
| think a hard and fast scientific, if you will,
financial analysis of the conpany's needs. | think this
is an alternative recommendati on, and that's how I
intend to present it to the Comm ssion

Q Getting back to the question that was asked
and the appropriateness of grossing it up, | understand
your dollar anobunt that you reconmend to pertain to the
amount necessary to neet the coverage test for first
nort gage bonds?

A No, I'musing the coverage test for first
nort gage bonds in order to be able to generate a



secondary reconmmendation with the Comm ssion. |
recognize, and I say so in ny testinony, that this
amount of noney here is not going to allow the conpany
to neet its two times coverage. | realize that. But I
used that calculation to come up with ny nunber.
Q So what nunber do you think would allow the
conpany to neet its first nortgage bond coverage test?
A That's in ny testinony. | can find it for

you. |It's $60 sonething MIlion, and that's in
M. Hawl ey's projections nonth by nonth show that for a
trailing 12 nmonth period, | believe it occurs in March
2002 is the nost critical nonth, the conpany woul d need
an increase of $68 MIlion in order to be able to neet
its two tines coverage. And that's the |argest anount
for any 12 nonth period, so therefore it stands to
reason that you would be able to neet the two tines
coverage with that anmount of noney in any of those
peri ods, and | believe Ms. Steel independently cane up
with a simlar nunber.

MR, QUEHRN:.  Your Honor, | have no further
guesti ons.

JUDGE MOSS:  Thank you, M. Quehrn.

Let's see, for this witness we had indicated
| guess M. Kurtz you had a few questions for Kroger,
five mnutes worth I believe you said.



MR KURTZ: Yes, sir.

CROSS-EXAMI NATI ON

BY MR KURTZ:
CGood afternoon, M. HII.
M. Kurtz, how are you doi ng.
Fine. You are Public Counsel's only wtness?
Afraid so.
And you have not testified at all on the rate
spread or rate design of any interimrate increase that
t he Conmi ssion mght award; is that right?

A That's correct.

MR KURTZ: Your Honor, those are all ny
guesti ons.

JUDGE MOSS:  Thank you, M. Kurtz.

And, M. Cedarbaum sorry, | overlooked the
fact that Staff was supposed to go after the conpany,
but I don't inmagine that interfered unduly with the flow
of things. You had about 15 minutes, | believe you
sai d.

>0 >0

MR CEDARBAUM And | won't have that many
guestions. | just have questions in one short area.
JUDGE MCSS: G eat.



CROSS-EXAMI NATI ON
BY MR CEDARBAUM
Q M. HIll, you referred to the two tines
i nterest coverage test. Are you aware that that's for
el ectric nortgage bonds?

A Yes.

Q Are you aware of any gas nortgage bonds that
woul d be different?

A No, I'mnot aware of any.

Q Wul d you accept subject to check that the

conpany does have gas utility nortgage bonds at a 1.75
tinmes test?

A | woul d accept that.

Q Wul d that affect the cal culation of the
amount that you have put in your testinony at all?

A Well, if you used 1.75 instead of 2, it
certainly would. It's just a mathematical truism |
think we're trying to focus here on the electric
operations. That's why | used the 2.0.

MR, CEDARBAUM Thank you, that's all.
JUDGE MOSS: Does the Bench have any
questions for M. HII?



EXAMI NATI ON
BY CHAI RAWOVAN SHOMALTER:

Q Foll owi ng up on the last point, your |ast
question with M. Quehrn as well, I'ma little confused
on the two times coverage. It sounded to nme as if you

said yes to you had used that as a basis for a secondary
recomendati on, but that you recogni zed that that
coverage ratio still would not be net with your
reconmendati on, you would have to go to $68 Mllion to
neet that; is that correct?

A That's correct.

Q Ckay. And can you, you nmay have covered this
in your testinony, and you can just point nme to it if
you want, but tell me again why you don't think it's
necessary to reach the two tinmes coverage ratio?

A First of all, the primary reason is the
conpany has no intention of issuing first nortgage debt.
It doesn't need to issue mediumtermnotes during the
interimperiod. They can finance their operations with
their revolving credit agreenment as it stands.

Ms. Steel showed very clearly that their financing needs
woul d be bel ow the $375 MIlion level with her
adjustnents to the conpany's nunber, so it's not
necessary.

Q Thank you, that's sufficient. Could you turn
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1 to page 7 of your testinony.

2 A I"mthere.

3 Q On footnote 4, you cite a Standard & Poor's
4 general article about a general negative trend for U S
5 utilities, and it's dated October 5th, 2001. Do you
6 know of any update to this kind of report?
7 A Yes, | believe you got one either today or
8 yesterday that was just handed out. It's the sane --
9 it's the same -- witten by the sanme person. It's a
10 continuation of the sane report.

11 Q Ckay, thank you

12 MR CEDARBAUM It's Bench Exhibit 2
13 CHAl RWOVAN SHOMLTER:  Thank you.
14  BY CHAl RMOVAN SHOMALTER:

15 And then on page 4 of your testinony.
16 Yes, ma' am
17 Are you there?
18 I"mthere.

19 You tal k of your experience with other
20 utilities. M question to you is, when did you have
21 this experience, is it within the last 18 nonths?

Q>0 >0

22 A Yes, ma'am |'mhaving it now [|'mstil
23 i nvolved in the Western Resources hearing that's
24 ongoing. And if you're not aware of that, | would |ike

25 to be able to tell you a little bit about it as a
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cautionary tale if you're interested to hear.

Q Vll, I think I will just stick with ny
guestions right now, thank you.

A Al right.

Q Do you have experience currently with
utilities who are engagi ng i n power purchase contracts,
that is, does your role have anything to do with those
contracts?

A No, ma'am | do testify about financial
i ssues, primarily cost of equity, that's ny prinmary
expertise, but financial issues are always on the table
in rate cases, and purchase power is a part of the
standard portfolio of power supply.

Q In an exhibit to Ms. Steel's testinony, |
can't renenber the exhibit nunber, but there is a
excerpt fromthe standard contract that allows sellers
to increase their security if they becone, | forget what
the termis, but dissatisfied with the credit, with the
credit worthiness of the buyer. And it appears to ne to
give the seller quite a bit of discretion there. Do you
have any experience currently with conpani es who are
ei ther on the buying or selling end?

A I haven't dealt specifically with power
purchase contracts in rate cases that | have been
involved in. As | said, you know, power purchasing is a



pretty standard part of portfolio of, you know, power
supply. And even in the cases |'minvolved in with
conpanies that are in fragile financial condition, for
exanpl e, Western Resources currently, and in the past
Tucson El ectric Power, which is now Uni source Energy, |
have been aware of those conpanies being able to
continue their power purchase contracts and arrangenents
with other buyers and sellers even in a frail financia
condi ti on.

Q In the | ast year?

A West ern Resources, yes. Unisource Energy was
several years ago.

Q What is Western Resources' corporate bond
rating or first nortgage bond rating?

A Doubl e B

Q Could you turn to page 11

A Ther e.

Q And i n your paragraph beginning on line 15
particularly the sentence beginning on line 17, |I'm
perceiving a policy recommendation there, and | just
want to see if I'mcorrect. It appears to nme that you

are saying, yes, the Conm ssion shoul d determ ne
financial need, so that is one constraint, a conpany
shoul d not get nore than it needs. But that a second
constraint, which may be below the first, is what's



regular, what's fair froma regulatory practices
standpoint. |Is that what you' re saying here?

A Yes, | think a review of the conpany's
financial condition is part A but part Bis I think
it's necessary, although the conpany woul d di sagree,
that you study how they got here

Q So, for exanple, |I think you may have given
the exanple, but if a conpany | anded in a predicanent
transparently wholly of its own inprudent nmaking, you
woul d say that even though it was in a predicanent, if
it was quite clear that the anmounts were inprudently
incurred that we should not provide relief because it
couldn't be justified in a regulatory sense?

A That's exactly what |'m saying.

Q And then on the other hand, if a conpany
| anded in sone kind of predicament wholly not of its own
nmaki ng, we still could not go beyond what was generally

at least on a prelimnary basis justified in a
regul atory sense. For exanple, supposing the entire
conpany were in a predi canent, but nore than half of its
revenues conme fromunregul ated activities, for exanple?
A Ri ght .
Q It wouldn't matter what kind of shape the
conpany was in, it would not be justified for the
regul atory side to go too far in bailing out the other
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si de?

A Exactly.

Q So that really don't we have a doubl e,
al nost said the word doubl e standard and that's a
m sl eading term double constraints, we need to
determ ne need but also what's justified?

A Yes, ma'am and | think that standard nunber
6 about the public interest standard is where the what's
justified cones into the situation

Q And in ternms of determning what is
justified, don't we have at issue essentially all of the
elenents of a rate, all of the large elenents of a rate
case, but we don't have tine to finally determ ne them
but don't we necessarily have to nake sone prelimnary
j udgnent s about them them neaning --

A Al'l those el ements.

Q -- prudency and jurisdiction and legitimte
costs that go into a regulated utility?

A Yes, and | think that's why the PNB standards
are set to prevent a disaster kind of situation. You
obviously don't -- you can't let that happen, because

it's too inportant that the conpany be able to fulfill
its public service obligations. But at the sane tine,
you can't make rates that are fair w thout know ng the
facts and its -- and you have to nmake judgnents.



In this case, one of the issues that has been
tal ked about quite a bit is the conpany's forward gas
contracts. Short termthey're very expensive. D d they
enter those contracts for the purpose of selling off
systems. WAs that prudent. There's no way to know t hat
within a couple of nonths of analysis. You may not even
know t he real answer by the tine you get to Cctober.

But you have to | ook at those kind of things in order to
justify what's reasonable in this case. And
particularly in this situation, | feel that the
conpany's use of debt |everage prior to the fall of this
past year exacerbates the problens that they're in now
Absent a 30% equity ratio, we nmay not even be sitting
here right now

Q Do you have any experience with the conpany's
you consult with in making presentations to Mody's or
Standard & Poor's?

A | have read a lot of them

Q But have you ever participated --
A No, ma' am

Q -- in a nmeeting?

A Have not.

CHAIl RWOVAN SHOMALTER:  Thank you, | have no
further questions.



EXAMI NATI ON
BY COMM SSI ONER HEMSTAD:

Q M. H I, have you reviewed Ms. Steel's
testi nony?

A Yes, sSir.

Q Have you | ooked at her Exhibit 414C?

A Yes, sir, | have.

Q Do you generally agree or do you have

di sagreenents with her adjustnments that is reflected in
page 1 of 414C?

MR FFI TCH  Excuse ne, Your Honor, | would
like to be able to provide the witness a copy of that if
there are going to be sone questions to or let himfind
it there.

THE WTNESS: | do have one

JUDGE MOSS: Al right, we'll give hima
chance to get that in front of him

A Here it is, yes, sir, | have it. Certainly I
would think that line 4 is reasonabl e, because that
represents debt redenption which are el ective and which
the conpany included inits initial filing as part of
its emergency request. So clearly those should not be
i ncluded. The conpany has the option not to call that
debt. They can certainly put that off. | didn't nean
call that debt, | neant, well, you understand what |'m



saying. That's an optional redenption. That's the
right word. So that should not be included.

Her di scussion this nmorning of excess working
capital at the end of the year seens very reasonable to
nme. The conpany is claimng that doesn't have anything
to do with regul ated operations. M. Steel showed very
clearly that that noney is on the PSE side of the
bal ance sheet and is available to the conpany. The
conpany offers that security to borrow that noney, and
t hey shoul d have access to it, especially in a
"emer gency" situation.

Nurmber 8 is also not arguable. | talked to
M. Hawl ey nyself on the phone, they definitely did
i ssue that $40 MIlion of debt, that was not included in
their original projections.

And | have, to be honest with you, | haven't
done -- those are straightforward on their face and
require no analysis, and I haven't done the analysis
necessary to confirmthe other nunbers in the detail
But generally | agree with what she has to say, and this
shows very clearly that the conpany will be able to nmake
it through the interimperiod wthout broaching their
$375 MIlion revolving credit Iimt. |It's ny opinion
that they could go beyond that. They m ght have to
scranble to do it and nake anot her arrangenent with
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anot her group of banks. It can be done. But | think
Ms. Steel's 414 shows that they don't even have to do
that with no interimrelief.

COW SSI ONER HEMSTAD:  Thank you, that's all
| have.

COW SSIONER CSHIE: No questi ons.

JUDGE MOSS: (kay, before we go any further,
we had hoped to finish by about 5:30, but on the other
hand, if we can get the witness off the stand in a
reasonably short period of time, | suspect | can prevail
upon everyone to stay a few nore mnutes. Let ne ask
first of all whether the questions fromthe Bench caused
anyone to have any further cross before we hear the
redirect.

MR QUEHRN: | have one question.

JUDGE MOSS: One question doesn't seemlike
t oo much.

Anybody el se?

How nmuch redirect do you think, M. ffitch?

MR FFITCH | need a minute to | ook through
my notes, Your Honor, | may have sone.

JUDGE MOSS: Al right, go ahead with your
qguestion then.
MR QUEHRN.  Thank you, Your Honor.



CROSS-EXAMI NATI ON
BY MR QUEHRN
Q And fortunately this just refers to the | ast
question that was asked by Commi ssi oner Henst ad.
would like to refer you back to 414C,

A | have it.

Q And you indicated with respect to line 5, and
| listened carefully to your testinony, but | don't want
to -- | want to paraphrase it that you thought it was

clear that the entire anmpbunt shown there, the $62
MIllion, was did | understand you to say PSE dollars?
A No, | didn't say PSE dollars, but | believe
the conpany's rebuttal to Ms. Steel was that she
couldn't count that cash working capital as noney
available to the utility because it was on the bal ance
sheet of unregul ated operations. So she showed today in
response that the unregul ated operations to which the
conpany referred in their rebuttal were under the
heading, if you will, or the corporate structure of PSE
not PEE So they're part of PSE, PSE provides the
security for financing those conpanies and in an
emer gency situation should be counted on as being able
to have access to those funds.
Q Not neaning to understate Ms. Steel's
per suasi veness of her testinony, just as a factua



matter, the reference to the $62 MIlion is drawn froma
consol i dat ed bal ance sheet that woul d include cash of
the utility and cash of the subsidiaries. 1Is it your
under standi ng that you can just | ook at that nunber on a
consol i dat ed bal ance sheet and autonmatically tell which
part of it is subsidiary dollars and which part of it is
not subsidiary dollars?

A No.

MR QUEHRN. Thank you.

JUDGE MOSS:  What do you think, M. ffitch
| ess than 10 or 15 mi nutes?

MR FFI TCH  Your Honor, | don't have any
guestions on redirect.

JUDGE MOSS:  Then that would clearly be an
affirmative. Al right, then |I believe that conpletes
our exam nation of M. Hill, and we appreciate your
patience sitting here, a little behind schedul e getting
you on the stand, thank you very nuch

THE WTNESS: Thank you, sir.

JUDGE MOSS: Hope you had a pleasant stay in
the Pacific Northwest.

| believe, well, let me just ask if there's
any further brief business?

M. Furuta.

MR, FURUTA: Your Honor, during a break,
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1 Ms. Davi son graciously offered to allow ny witness to
2 take the stand before her witness, M. Schoenbeck, in
3 order to -- partly because ny witness is out of town to
4 get himon and of f tonorrow.

5 JUDGE MOSS: That's M. Sel ecky?

6 MR FURUTA: That's correct, and | just

7 wanted to ask the parties if anyone had a problemif we
8 did decide to take her up on that and conme up for cross
9 first thing tonorrow

10 JUDGE MOSS: M. Kurtz, you and M. ffitch
11 and Staff had indicated a preference to cross exani ne
12 Sel ecky, woul d that prejudice any of you?

13 It does not appear that it would. Wy don't
14 we go ahead and reorder the wi tnesses so that

15 M. Selecky will appear first thing in the norning

16 foll owed by M. Schoenbeck.

17 MR FURUTA: That woul d be fine, thank you.
18 JUDGE MOSS:  You' re wel cone.

19 Anyt hing el se we need to take up before we
20 recess for the eveni ng?

21 Al right, we will resune at 9:30 tonorrow
22 nor ni ng, see you then.

23 (Hearing adjourned at 5:40 p.m)

24






