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

)

)

)
Conpl ai nant, ) Docket Nos. UE-011570

) and UG 011571
V. ) (consolidated)
PUGET SOUND ENERGY, | NC., )
)  Volume VI

)
)

Respondent . Pages 929 to 1140

A hearing in the above natter was held on
February 21, 2002, at 9:30 a.m, at 1300 South Evergreen
Park Drive Southwest, Room 206, O ynpia, Washington
before Adm ni strative Law Judges DENNI S MOSS and
THEODORA M MACE and Chai rwoman MARI LYN SHOWALTER and
Commi ssi oner RI CHARD HEMSTAD and Conmi ssi oner PATRICK J.
OSHI E.

The parties were present as follows:

THE WASHI NGTON UTI LI TI ES AND TRANSPORTATI ON
COWM 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, O ynpia,
Washi ngton, 98504. Tel ephone (360) 664-1188, Fax (360)
586- 5522, E-Mil|l bcedarba@wtc. 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 ngton 98004, Tel ephone (425) 453-7326, Fax (425)
453- 7350, E-Mail dodgi @erkinscoi e.com

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

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

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

421- 2255, Fax (513) 421-2764, E-Mil nkurtzl aw@ol .com
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W TNESS: PACGE:
DONALD E. GAI NES
Direct Examination by M. Quehrn 944
Cross- Exanmi nati on by M. Cedarbaum 957
Cross-Exanmination by M. ffitch 990
Cross- Exam nati on by M. Cedar baum 1027
Cross-Exanmi nation by M. Van Cl eve 1030
Cross-Exanmi nation by M. Kurtz 1039
Exam nati on by Chai rworman Showal ter 1075
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DONALD E. GAI NES
21T 940 954
22 940 954
23 940 954
24 940 954
25T 940 954
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27 941 954
29 941 1019
30 941 1019
31 941 1019
32C 941 1019
33 941 1019
34 941 1019
35 941 1019
36C 941 1019
37 941 1019
38 941 1019
39 941 1019
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PROCEEDI NGS

JUDGE MOSS: Looking around the room | don't
think we need to take appearances again. W have
Ms. Kinn back reporting, so she knows all the players by
now, and | don't see any new faces in the room so we
will just skip that part and proceed directly to --
well, 1 guess | do have a couple of prelimninary points.

M. Quehrn distributed an errata sheet for
M. Donald Gaines's rebuttal testinony, which is Exhibit
25T, and | have noted for the Bench that the second
change, the penultimate change and the final change,
have al ready been made in the testinmony, and the fourth
change fromthe bottom can be stricken. Oher than
that, those are the errata.

| al so have furnished to the Bench,
M. Quehrn has furnished to the Bench a revised exhibit,
or actually | guess it was M. Cedarbaum revised
Exhi bit 75, so that should be substituted for the
current exhibit, and | will note that the new Exhibit 75
is not confidential.

We al so had distributed previously fromthe
I ndustrial Custoners of Northwest Utilities PSE s
response to Data Request Nunber 8-1 which | have marked

as Exhi bit Nunmber 80 for identification.
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1 this nmorning that bears the | egend U S. Bank account

2 nunber, |'m not going to give the nunber, reconciliation
3 of bank account for non-regul ated cash for the period

4 May 1999 to January 2001. And as | understand it, he

5 intends to use this in some fashion or another with this
6 witness this nmorning, and we will deal with that when we
7 deal with that.

8 Is there any other prelimnary business

9 before | swear the witness?

10 Yes, there is from Bench.

11 CHAl RWOMAN SHOWALTER: We have a Bench

12 request, and I'mnot sure who the right personis to

13 produce it, but it may be ICNU  So if you could turn,
14 there are two exhibits that are relevant, and one is

15 Exhi bit 208 and the other is 322, and these were both

16 produced by M. Schoenbeck. And if we begin with 322,
17 can explain what we would like. Al right, well, 322

18 | ays out the different parties' positions in terns of

19 revenue anount as spread across the different classes.
20 Now i f you go to Exhibit 208.
21 MR. VAN CLEVE: OKkay.
22 CHAIl RWOMAN SHOWALTER: It shows percent age
23 anounts over the different classes, but only according

24 to some of the recomendations. And the further thing
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don't conpletely understand is that if you |l ook at the

residential schedules that the revenue nonths are not
the sane, but | will just get at what |'minterested in,
| should say we are interested in. And that is

sonet hing that |ooks |ike Exhibit 208 that shows both
revenue and percentage increases but for all of the

di fferent options.

What we're getting at here is if we have to
deci de or once we decide that we will give an increase,
and |'mnot saying we will, but if we decide that, then
we need to decide howto do it, and it would be hel pfu
to the Bench to have in front of it the different ways
to go about it in one single place both as to revenue
anount and percentage increase.

MR. VAN CLEVE: We can do that. And the
di fference between 322 and 208 on the numbers is that
208 is based on the $136 MIlion proposal in the
rebuttal testinony during the interimperiod, and the
other one is based on the full 170.

CHAl RMOVAN SHOWALTER: Okay, well, | think it
woul d be sufficient to take the rebuttal proposal of the
conpany since that's their |atest proposal

MR. VAN CLEVE: Ckay.

JUDGE MOSS: And |I'mgoing to mark that as

Bench Request 8 which | inadvertently |ed Judge Mace to
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skip yesterday, so we will go back and fill that in.

MR, CEDARBAUM Can | ask a question about
t he Bench Request, clarifying question. None of --
neither Exhibit 208 or 322 included a Staff recomended,
and | assune that you neant to include that in your
Bench Request.

CHAl RWOVAN SHOWALTER:  Yes, | did.

JUDGE MOSS: M. Van Cleve, are you clear?

MR. VAN CLEVE: | think so. Do you want --
understand the percentages that you want, but for what
assunpti ons about the increase, just the conpany's
rebuttal and Staff?

CHAI RMOVAN SHOWALTER: No, any party that has
a recomendati on or even a contingent recomrendation, we
would Iike it laid out in a colunm both as to anobunt,
for exanple, Schoenbeck would be what, $68 MIIion,
what ever .

MR. VAN CLEVE: So we're defining four rate
spread proposals to four or so revenue increase
proposal s, okay.

CHAIl RMOMAN SHOWALTER: | would see it as four
payers of the columms, revenue anmount, percentage
anmount, spread over the different rate cl asses.

MR. QUEHRN. Excuse ne, Your Honor, | have a

question. As | recall, when we were discussing Staff's
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recommendati on, there were sone adjustnents to that that

al so the conpany had proposed, and that woul d be anot her
version of that. Should that be included in the
spreadsheet ?

CHAl RMOVAN SHOWALTER: That woul d be fine if
it's identified as a separate colum of Staff's proposa

as adjusted by PSE. |f you need to get together on

t hat .

MR, QUEHRN: We will work with M. Van Cl eve
on that.

CHAl RMOMAN SHOWALTER:  Okay.

MR, QUEHRN: Thank you.

MR. CEDARBAUM  Then how about a col um for
t he conpany's proposal as adjusted by Staff, | nean --

CHAl RA\OMAN SHOWALTER: That woul d be fine
too. Really what we're | ooking for is to have the
options in front of us. Should we decide that there is
interimrelief, then we woul d have to deci de the anount,
but it would be helpful to have in one place what the
different options actually look |ike as spread across
the rate classes, both by anpbunt and percentage, and
it'"s to allow us to have one place where we can | ook at
t hese proposals if we get there.

MR. VAN CLEVE: We will circulate it to the

parties and try to get sone agreement on what it says.
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JUDGE MOSS: Circles and arrows and photos on

t he back.

CHAl RWNOMAN SHOWALTER: | nean in essence, |
think it's an illustrative exhibit that explains what
the different parties have been saying in the course of
t he hearing.

JUDGE MOSS: W do have quite a vol une of
material in this record, so this is a way to pull the
sort of central focus of it into one place, and we do
appreciate the parties' efforts in pulling it together
in that fashion.

Anyt hi ng el se?

Al right, M. Donald Gaines, | wll ask you

to please rise and raise your right hand.

(The followi ng exhibits were identified in
conjunction with the testimony of DONALD E. GAI NES.)

Exhibit 21T is DEG 1T: Pre-filed Direct
Testinmony (revised 2/7/02). Exhibit 22 is DEG 2: Donald
E. Gaines Professional Qualifications. Exhibit 23 is
DEG 3: PSE Utility Operations - Credit Protection
Measures, 12 Months Ended October 2002. Exhibit 24 is
DEG 4: Standard & Poor's Report Re PSE, Cctober 30,
2001; Moody's Report Re PSE, Cctober 29, 2001. Exhibit

25T is DEG 5T: Pre-filed Rebuttal Testinony (2/11/02).
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Exhi bit 26 is DEG 6: Reconciliation of Lisa Steel

Exhi bit (LAS-14C) Including the Use of Unregul ated Cash.
Exhibit 27 is DEG 7: Reconciliation of Stephen Hill

Cal cul ation. Exhibit 29 is PSE's Response to Public
Counsel's Data Request No. PC-135-1. Exhibit 30 is

PSE' s Response to Public Counsel's Data Request No.
PC-50. Exhibit 31 is PSE's Response to Public Counsel's
Dat a Request No. PC-55. Exhibit 32C is PSE' s Response
to Public Counsel's Data Request No. PC-62. Exhibit 33
is PSE's Response to Public Counsel's Data Request No.
PC-64. Exhibit 34 is PSE's Response to Public Counsel's
Dat a Request No. PC-65. Exhibit 35 is PSE' s Response to
Publi c Counsel's Data Request No. PC-66. Exhibit 36C is
PSE's Response to Public Counsel's Data Request No.
PC-71-1. Exhibit 37 is PSE's Response to Public
Counsel's Data Request No. PC-73-1. Exhibit 38 is PSE' s
Response to Public Counsel's Data Request No.
PC-74(b)-1. Exhibit 39 is PSE' s Response to Public
Counsel's Data Request No. PC-128-1. Exhibit 40Cis
PSE' s Response to Public Counsel's Data Request No.
PC-9-1. Exhibit 41 is PSE's Response to Public
Counsel's Data Request No. PC-24-1. Exhibit 42Cis
PSE's Response to Public Counsel's Data Request No.
PC-43-1. Exhibit 43 is PSE' s Response to Public

Counsel's Data Request No. PC-51. Exhibit 44 is PSE' s
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Response to Public Counsel's Data Request No. PC-54.

Exhibit 45 is PSE' s Response to Public Counsel's Data
Request No. PC-56. Exhibit 46 is PSE' s Response to
Publi ¢ Counsel's Data Request No. PC-57. Exhibit 47 is
PSE's Response to Public Counsel's Data Request No.
PC-76-1. Exhibit 48 is PSE' s Response to Public
Counsel's Data Request No. PC-130-1. Exhibit 49 is
PSE's Response to Public Counsel's Data Request No.
PC-136-1. Exhibit 50 is PSE's Response to Public
Counsel's Data Request No. PC-139-1. Exhibit 51 is
PSE' s Response to Public Counsel's Data Request No.
PC-140-1. Exhibit 52 is PSE's Response to Public
Counsel's Data Request No. PC-142-1. Exhibit 53 is
PSE's Response to Public Counsel's Data Request No.
PC-143-1. Exhibit 54 is PSE's Response to Public
Counsel's Data Request No. PC-144-1. Exhibit 55 is
PSE's Response to Public Counsel's Data Request No.
PC-145-1. Exhibit 56 is PSE's Response to Staff Data
Request No. 30-1. Exhibit 57 is PSE's Response to Staff
Dat a Request No. 60-1. Exhibit 58 is PSE's Response to
Staff Data Request No. 63-1. Exhibit 59 is Conpilation
of PSE's Response to Public Counsel's Data Request No.
PC-65 and PSE s Responses to Staff Data Request Nos.
142-1 - 147-1. Exhibit 61 is PSE's Response to Staff

Dat a Request No. 104-1. Exhibit 62 is PSE' s Response to
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Staff Data Request No. 105-1. Exhibit 63 is PSE' s

Response to Staff Data Request No. 134-1. Exhibit 64 is
PSE' s Response to Staff Data Request No. 135-1. Exhibit
65 is PSE's Response to Staff Data Request No. 166-1.
Exhibit 66 is PSE's Response to Staff Data Request No.
168-1. Exhibit 67 is PSE's Response to Staff Data
Request No. 248-1. Exhibit 69 is PSE' s Response to
Staff Data Request No. 11-1. Exhibit 70C is PSE' s
Response to Staff Data Request No. 85-1. Exhibit 71Cis
PSE' s Response to Public Counsel's Data Request No.
PC-62. Exhibit 72 is PSE's Response to Staff Data

Request No. 82-G. Exhibit 73 is PSE' s Response to | CNU

Dat a Request No. 6.1-1. Exhibit 75 is PSE Response to
Staff DR 288-1. Exhibit 76 is PSE Response to Staff DR
290-1. Exhibit 78 is PSE Response to Staff DR 293-1.

Exhibit 79 is PSE Response to Staff DR 323-1.

Wher eupon,
DONALD E. GAI NES,
havi ng been first duly sworn, was called as a wtness

herein and was exani ned and testified as foll ows:

JUDGE MOSS: Thank you pl ease be seat ed.
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DI RECT EXAMI NATI ON

BY MR, QUEHRN

Q Good norning, M. Gaines.
A. Good nor ni ng.
Q M. Gai nes, do you have before you the direct

testimony that you adopted, revised, and that was
pre-filed in this proceeding as Exhibit 21T, the
revision being I believe on the 7th of February?

A Yes, | do.

Q Do you al so have before you and did you
prepare or oversee the preparation of exhibits to your
direct testinony, Exhibits 22 through 247

A Yes, | have them

Q Do you have any revisions to your direct
testimony or these supporting exhibits?

A Not the direct, no.

Q Do you have before you and did you prepare
the rebuttal testinony that was pre-filed in this
proceedi ng as Exhibit 25T?

A Yes, | do.

Q And do you have any revisions or corrections
to this testinony?

A Well, there was the errata sheet that was

passed out, but beyond that, there's one other
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adjustnment | see that | need to make as a result of the

recharacterization of one |ine of Exhibit 414C, and if |
could direct your attention to page 11 of that exhibit.

MR. CEDARBAUM  Your Honor, if | could
interject, | apologize to M. Gaines, but | think we're
getting into an area that relates to an exhibit that --
the proposed exhibit that M. Quehrn distributed
yesterday, which we will be objecting to and as well as
to this discussion, so we mght as well have that
argunent now before we hear M. Gaines and | have to
nove to strike it.

JUDGE MOSS: Well, we don't have anything to
strike yet | don't think.

MR, CEDARBAUM  Well, | guess | object to the
guestion as asking for supplenental rebuttal testinony
that was not pre-filed.

JUDGE MOSS: There's clearly been sone
di scussi on between counsel in advance of this norning,
and | suppose we shoul d hear whatever argument we need
to hear with respect to the objection you have to the
proposed direct | guess | will call it that's been
initiated here. So let's hear fromM. Quehrn in terns
of what it is he's proposing to do, and let's here from
you, M. Cedarbaum as to why you object to him being

allowed to proceed in that fashion.



25

0946

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

MR. QUEHRN: Thank you, Your Honor, and we

may actually want to take some testinony, foundation
testinmony, on this fromthe witness, but let nme briefly
summarize first. M. Gaines's rebuttal testinony anong
ot her things addressed Staff's proposed interimrelief
recomendati on that was set forth in Ms. Steel's Exhibit
414C. On Monday nmorning of this proceeding, | believe
it was line 2, Ms. Steel changed the nethodol ogy for
coming up with the $25 MIlion entry. Previously it had
been identified as a | ong-term debt adjustnent, and then
t he net hodol ogy or the rationale |I should say for that
$25 M I1ion changed on Monday norning to an adj ustnent
for sone transactions involving Infrastrux. W had not
seen that adjustment or heard that rationale for that
adj ustnent until Monday norning, and consequently
M. Gai nes' testinobny was not responding to ultimately
what Staff presented to the Commi ssion on Mynday.
Consequently, what we were going to do is have the
correspondi ng provi sions of M. Gaines' testinony that
address that issue and an additional exhibit to
el aborate in response to the material that Ms. Stee
presented on Monday.

JUDGE MOSS: Okay, thank you, M. Quehrn.

M . Cedarbaum what is your objection?

MR, CEDARBAUM  The objection is, Your Honor
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that the conpany was well aware all along as to what

Ms. Steel's adjustnent was and the theory underlying
that adjustnment. W asked data requests early on in
this case with respect to issues so that Staff could
reconcile some differences that she saw between the
conpany's financial statenents for Septenber 30th |ast
year and the Cctober projections that the conpany
included in its case. And Ms. Steel explained, | think
all of that on the stand on Monday. Those data requests
were responded to by the conpany, and they were

unhel pful in reconciling that information. W continued
to do discovery on that subject, and the conpany
under st ood that we were having problenms with that al

al ong. There were nmany di scussions between M. Gaines
and Ms. Steel about the subject matter before the Staff
filed its case, and then additional information was
provi ded, but there was still difficulty in reconciling
all of those nunbers. She explained all of that on the
stand on Monday.

The conpany has been well aware of this
problemall along, and to try to bring additiona
testimony in now really ampunts to additional rebutta
testi nony that could have been pre-filed all along,
because the conpany has understood what the Staff case

was all along. And we're prejudiced, | think, by that.
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It violates the procedural schedul e the Conmi ssion

established in the case. |It's sonething that could have
been antici pated and was not.

JUDGE MOSS: But, M. Cedarbaum as
understand it, this additional exhibit I will call it
and it's not been marked as such, is intended to respond
to a change Ms. Steel made in her exhibit which was not
announced prior to her appearance on the stand that
changed the characterization of an adjustnent on Exhibit
414C. | don't have that in front of me, but | do recal
that, | believe it's line 7. And if the conpany, and
M. Quehrn has just represented that, and we can have
M. Gai nes answer the question, that M. Gaines did not
understand that adjustnent to be what it was changed
into by Ms. Steel on the stand, and he now wi shes to
respond to it for what it was recharacterized as, that
doesn't seemto nme to be out of order

MR, QUEHRN:  Your Honor, | think it would be
hel pful actually if we could allow M. Gaines to address
the circunstances giving rise to preparation of the
exhi bit wi thout discussing the substance, because it is
not the case that we were aware of that change or had
any clue of the change bei ng made prior to Monday, and
think M. Gains has sone background that would be

hel pful to your deliberation of the issue.
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MR. CEDARBAUM  Your Honor, | guess if |

could just interrupt for a second, | apol ogize, but |
think it's fair to say that a change was nade to the
exhibit on Monday. M point is that that should have
been no surprise to the conpany and that now we're in a
position of having to respond to sonething that we only
saw yesterday norning. Now it appears that there's a
factual issue about whether or not the conpany should
have known, and | know that Ms. Steel has a difference
of opinion about the subject matter, so if M. Gaines --
if this is going to be, you know, turn into a critica

i ssue and ruling by the Comn ssion on whether to go into
the subject matter, then | would ask the ability to
recall Ms. Steel to give her side of the story, because
it is a factual issue apparently as to whether or not

t he conpany shoul d have been able to anticipate this
issue and include it inits pre-filed case.

CHAI RWOVAN SHOWALTER: Well, | have a
guestion here. How this arose aside, it's usually the
standard question when the witness gets up on the stand
says, would you answer every question the same today as
when you wote it, and the witness either has to say yes
or no. But it seenms to me to pose the question of, is
the testinony in front of us, you know, under oath

accurate, so what do you do if it's not. W need all of
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the testimny to be.

MR, CEDARBAUM | understand that, | think ny
-- and 1'mnot saying that that change wasn't necessary.
I"m saying that that change could have been antici pated
by the conmpany and dealt with in their pre-filed case
rather than yesterday and this norning.

JUDGE MOSS: Well, didn't the description of
what that line represented change fromthe tine
Ms. Steel filed it until she got on the stand and
recharacterized it? Am| mistaken about that? Is the
description just a difference in words that nean the
same thing, or did the words that she used to describe
it when she corrected her exhibit nean sonething
different fromwhat was witten on that page at the tine
it was pre-filed?

MR, CEDARBAUM | think it's fair to say it's
the latter, that that was a change.

JUDGE MOSS: Okay, well, we can't expect the
conpany to be prescient, and whatever background there
was in terns of dispute back and forth between the
conpany and the Staff about the discovery process and
t hey knew or should have known, so on and so forth, if a
line of testinony describes a nunber in a particular way
and then that is changed at the tinme the witness takes

the stand, and the conpany in the neantine has filed



25

0951

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

rebuttal with respect to the way it was originally

described, | don't see how we can hold the conpany to
the standard that it should have anticipated that Staff
was going to make that change with its witness on the
stand and say they can't now respond to what that |ine
really represents.

You know, the search here is for the truth.
The search is for the evidence that we need to nmake a
good decision. And if the conpany was responding to
that line of the exhibit or electing not to respond to
it because it msunderstood what it represented, then we
need to know, and we need to have that be part of the
record.

Now in terns of any prejudice, M. Cedarbaum
| don't, you know, | haven't really |ooked at this
exhibit, but certainly we're going to have M. Gaines on
the stand for a good long time this norning, |'m sure,
and probably through the |uncheon hour, and if that does
not give you sufficient tinme to study this with your
support from Staff and whatnot, you let nme know, and
will not allow you to be prejudiced. | want to give you
adequate tinme to study this and go over it with your
anal ysts and cross exanmine M. Gaines with respect to
it, but I do think we need to have it as part of the

record because of the change that was nade on the stand.
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| don't see any other way around that.

MR, CEDARBAUM Wl |, seeing where this is
headed, then | guess | wll, rather than wasting nore
time, I will withdraw the objection on that.

JUDGE MOSS: All right, we appreciate that,
M. Cedar baum

And so we will -- | suppose we need to nmark
this as an exhibit then. It will be 81, and | think
perhaps the easiest way to describe it will be as
reconciliation of bank account for non-regul ated cash.
That's a portion of the caption, and that should be
adequat e.

And is it necessary that we have sone
addi ti onal anmendnment then to Exhibit 25T, or is the
errata sheet adequate?

MR, QUEHRN: Currently 25T refers to a line
in 414 as it was initially presented such that
M. Gaines was going to nodify his rebuttal testinony
accordingly. And then essentially that induces or that
references this exhibit. So if we could have his --
that |ine changed and then nmove forward, | think that
woul d be fine.

JUDGE MOSS: All right, and you had,
believe, directed us to page 11

A That's correct, page 11, and specifically
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1 you to get there. Exhibit 25T, page 11, lines 7 and 8,
2 and specifically on line 7, there's an item nunbered 2
3 that starts with inappropriately deducted current

4 maturities fromlong-term debt, and that needs to be

5 changed to read, inappropriately deducted an adj ust nent
6 for unregul ated i nvestnents, and then in parentheses,

7 I nfrastrux.

8 COW SSI ONER HEMSTAD: | will have to have

9 you read that again.

10 A Certainly. On line 7, the sentence that

11 starts after the item2 where it says, inappropriately
12 deduct ed, the next part where it says, current

13 maturities fromlong-term debt should be stricken, then
14 replaced with, an adjustnment for unregul ated

15 i nvestnments, and then in parentheses, Infrastrux.

16 BY MR QUEHRN

17 Q M. Gaines, could you then please explain how
18 the exhibit that has been marked as Exhibit 81 rel ates
19 to that change in your testinony, please?
20 A Yes, | can. As | think the roomis wel
21 aware, that exhibit and specifically line 2 of 414C was
22 originally described when it was filed on January 30th
23 as a current maturity of long-termdebt. That exhibit

24 was then revised on February 4th. That correction was
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not made until just on Monday. And so as a result, the

i mplication was that noneys from Infrastrux had cone
fromthe utility, and this exhibit now shows that that's
i ncorrect.

I need to -- had I known that that was goi ng
to be the change, | would have filed this exhibit
earlier to show where the sources of that noney cane
fromand what the uses were to show that there is, in
fact, no money fromthe regul ated business that went to
Infrastrux, and therefore no adjustnment to equity
needed.

Q Thank you, M. Gines. So revised, if | were
to ask you the same questions set forth in your direct
and rebuttal testinony today, would your answers be the
same and the supporting exhibits be the same?

A Wth the corrections, yes.

MR, QUEHRN:. At this tinme, Your Honor, |

offer into evidence exhibits 21T through 27 and Exhi bit

81.
JUDGE MOSS:  All right, that was 21T through?
MR, QUEHRN: 27.
JUDGE MOSS: 27, we had previously disposed
of 28.

MR, QUEHRN: Correct.

JUDGE MOSS: All right, that series will be
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recei ved as marked, and then 81, hearing no objection or

no further objection, that will be admtted as marked.

And the witness is available for
cross-examnmination. | believe M. Cedarbaumor Ms. Smith
woul d go first.

MR, CEDARBAUM  Thank you, Your Honor
Before | start ny questioning of M. Gaines, | thought |
would -- it seens |like we have had the practice running
in this case of offering cross exhibits at the
beginning. | would like to do that, but there are sone
that we pre-marked that | am not planning on offering,
so | thought | could just run down the |ist of the ones
that | would offer hopefully by stipulation.

JUDGE MOSS: All right, | think yours start
around 56, right?

MR. CEDARBAUM  Yes, if I'mcorrect, mne
went from 56 through 79, if that's accurate. Then | can
either tell you -- | can tell you what in that sequence
I"'mnot offering, or I can just run down the list of
what | am of fering.

JUDGE MOSS: Wiy don't you tell me the ones
you -- and this is under the stipulation?

MR, CEDARBAUM | hope so.

JUDGE MOSS: Okay, why don't you tell ne the

ones you are offering, and | will go ahead and nark
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1 MR, CEDARBAUM The foll owi ng have been

2 offered by Staff then, 56, 57, 58, 59, 61, 62, 63, 64,
3 65, 66, 67, 69, 70C, 71C, 75, 76, 78, and 79.

4 JUDGE MOSS: All right, the exhibits that

5 M. Cedarbaum has identified will be admitted w thout

6 obj ection per the stipulation, and | will just note for
7 the record then, you're not going to offer 60, 68, 72
8 t hrough 74, or 77.

9 MR. VAN CLEVE: Your Honor, if | could

10 interrupt --

11 MR. CEDARBAUM | think some of those were
12 ot her parties'.

13 MR. VAN CLEVE: Yeah, | had a question,

14 think 73 was an | CNU cross exhibit.

15 JUDGE MOSS: Saves tinme if we just -- al

16 right, were there any others?

17 MR. VAN CLEVE: Also | think it was

18 m sl abel ed on the exhibit |ist.

19 JUDGE MOSS: It nay very well be, |I've got it
20 as PSE response to |ICNU Data Request 6.1-1
21 MR. VAN CLEVE: That's correct.
22 JUDGE MOSS: You're right, | had previously
23 m sl abeled it, but you may not have the updated exhibit

24 list.
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MR. CEDARBAUM Just so it's clear, the ones

that Staff had marked for identification that we are not
offering are 60, 68, 69, and 77.

JUDGE MOSS: 69 | have received into
evi dence, M. Cedarbaum Now 74 apparently was not
used. That's a notation | have on my exhibit |ist.

MR, CEDARBAUM That's right.

JUDGE MOSS: So just the one I CNU exhibit,
M. Van Cl eve?

MR. VAN CLEVE: Yes. Well, there's Exhibit
80 that we nmarked earlier.

JUDGE MOSS: Right.

MR. FFI TCH:  And, Your Honor, for Public
Counsel , Exhibit 72 has been marked as one of our cross
exhibits for M. Gaines.

JUDGE MOSS:  All right, thank you for the
clarification, so that one |'mgoing to remove the
not ati on, and when we get to you, we will take that up.

MR, CEDARBAUM d ad | hel ped.

JUDGE MOSS: That sped things along, didn't
it. So we are then, | suppose, ready for your

cross-exam nation, M. Cedarbaum thank you.

CROSS- EXAMI NATI ON

BY MR. CEDARBAUM



25 Q M. Gaines, | wanted to start off at page 2
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1 toward the bottom where you di scuss the two step

2 phase-in proposal that --

3 A That's of my rebuttal testinony?

4 Q Yes, I'msorry, I'min Exhibit 25.

5 A. Page 2 you nentioned, right?

6 Q Yes, starting at line 21 you discuss the

7 rebuttal proposal for the two step phase-in

8 A Yes.

9 Q Okay. And the first phase would be to
10 col lect $136 MIIlion between March 15th and October
11 31lst, and then the remaining 34 is deferred and

12 recovered begi nning Novenber 1, 2002?

13 A That's correct.
14 Q The total recovery though over the two phases
15 still relates to recovering all of the power costs that

16 M. WIliam Gaines identifies; is that right?

17 A No, it relates to recovering the anount of
18 noney needed to keep financially viable, which is $170
19 M1lion.

20 Q But that $170 MIlion was cal cul ated by the
21 conmpany with respect to the power costs of M. WIIliam
22 Gai nes?

23 A I think the power cost was actually $163

24 MIlion, and it was grossed up
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Q If the Commi ssion were to grant the conpany

$170 MIlion in relief but didn't identify those dollars
associated with any power cost deferrals, is the
conpany's proposal still to have that recovery happen
over this two step phase-in?

A I"mnot sure how that would work if it was
done that way, M. Cedarbaum The reason is | don't
know whi ch costs woul d be deferred and then recovered.
The alternative approach the conpany offered here in the
rebuttal was to defer some power costs and then coll ect
those. By doing that, it enabled the conpany to have
both the earnings that it needs for the book coverages
as well as the amount of cash that it needs during the
interimperiod. So if it was just a dollar amount, I'm
not sure what costs would be deferred to the other
peri od.

Q So if what the Commi ssion grants in relief,
if it's at the $170 MIlion level but not directly tied
to what's been deferred and what's being projected for
power costs, you're not proposing a two step phase-in?

A | don't think that we could, because we
woul dn't have the book coverages needed to try and
strengt hen the bond rating.

Q What if the Conmm ssion were to grant you nore

than the 136 that you proposed, $136 MIlion that you
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propose be recovered during phase one but |ess than $170

MIlion total recovery, is there still a two step
phase-in proposal there or not?

A I think if it were tied to deferred costs,
then we coul d probably do something |ike that.

Q If the Cormission in its order were to
somehow adj ust the power supply costs that WIlliam
Gaines -- that's being deferred in the -- that's being
projected as referenced in his testinony to renove sone
of those power supply costs, would your financia
proj ections also have to then be adjusted?

A I think your question was if sonme of the
costs were adjusted or disallowed and so the --

Q Renoved.

A Renoved, | don't know what that means. You
ei ther expense them or you defer them so renpved
doesn't make sense to ne.

Q Well, M. Gaines has the conpany's deferring
power supply costs between January 1st and the end of
Mar ch

A That's right.

Q And there's a portion being projected, and
that's what M. Gaines was, WIIliam Gai nes' testinony
was partially about. |f those projections were changed

say so that |ess power supply costs were being projected
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1 i mpact on your financial analysis?

2 A If there was a new set of projections and so
3 that we had new better information let's call it on

4 power costs, be they higher or |ower, yes, | would need

5 to rel ook at the inpact on the conpany of the amount of
6 noney that we have requested to see if it's sufficient
7 to fill in the gap that we currently have between what's
8 in rates and the devastation that's happening to our

9 financial health.

10 Q Can you turn to page 9 of your rebutta

11 testi mony 25T.

12 A I"mthere.

13 Q At the top of the page, and this again

14 rel ates back to the two step phase-in that's in your

15 rebuttal case, you reference a rate cap at the top of
16 t hat proposal

17 A Yes, | do.

18 Q And you say that the rate cap is based on

19 earnings for the 12 nonths ended Cctober 31st, 2002; is
20 that correct?

21 A That is correct.

22 Q When you say overearn on line 2, is that --
23 does that tie to the conpany's authorized rate of

24 return?
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A That was the intent, yes, 8.99.

Q So if the conpany earns up to 8.99, it's not
overearning, and so there is -- it collects -- if it
earned up to 8.99, if the Conmi ssion, |I'msorry.

If the Commission were to grant $170 MI1lion

but that doesn't cause you to go over your authorized
return, you collect the entire 170. |If it does cause
you to go over 8.99% then there's a return of that
over age?

A. That's in essence it, yes. The idea was that
there seens to be a fear that perhaps the conpany m ght
make too nmuch noney, and that's certainly not the intent
nor the part of the PNB standard. So the idea was to
address people's concerns to that effect, that we woul d
cap what we would earn so that we woul d never earn nore
than the previously authorized conbined rate of return
of 8.99.

Q That was ny next question, this is the tota
conpany aut horized return?

A Yes, it is, it's nelding the electric and the
gas fromthe two prior gas cases, or sorry, gas and
el ectric cases pre-nerger, which | think were around the
'92, '93 time frame.

Q And | don't think your testinony says this,

but you can correct me if I'mwong, how would you go
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about measuring whether or not you get to that cap?

A What we would do is track on a nonthly basis
the, a cumulative nonthly basis, the rate of return,
operating incone divided by rate base. And then at the
end of the interimperiod, we would take a | ook at that
and see if cunulatively we were up or down, we had
earned nore than the 8.99. W would then have that
adj usted down in the general rate proceeding
prospectively, take that noney back and give it to
custonmers. And if we had not exceeded that 8.99 |evel,
then there would be no adjustnment.

Q So it's done on an actual nonthly basis; is

t hat what you're saying?

A. Actual cunul ati ve basis.
Q Okay.
A Adj usted for the Conmission itens that -- so

it's consistent with the Comm ssion basis report that we
file.
Q So it's not actual per rate of return, it's

Conmmi ssi on based rate of return but done on a nonthly

basi s?

A Cumul ative nonthly basis, that's right.

Q I think that the earnings cap at 8.99%
you're basically saying that if you -- that you're in an

energency relief situation up to 8.99% and that even
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maybe over that 8.99% you're still in an energency

situation, but there's a concern about overearning, so

you will give the nmoney back. |s that what you're
sayi ng?
A. No, not exactly. What we're saying is we

have a financial condition that needs to be addressed.
The ampunt that's appropriate to address that amount is
$170 MIlion. That in my direct testinony there's
tabl es that show that even with that, we don't get
anywhere near 8.99%rate of return. This is really
separate fromthat just to show that were there
concerns, as there have been, that the conpany nay be
overearning, that we would be happy to put a rate cap
in. Frankly, we think it's like giving the sl eeves off
our vest, because we don't think we can ever get there.
Q | guess I'mnot sure | understand that,
because it seens as if you have, not as if, you have
proposed a rate cap of 8.99% and you have said you need
to recover dollars on an energency basis up to that cap
so there's a spread of earnings up to 8.99% that you
bel i eve the conpany should recover on an interim basis.
A I think maybe my testinmony is unclear then
M. Cedarbaum because that's really not what ['m
saying. Wt |'msaying is that the conpany woul d

accept the lesser of $170 MIlion or to the anmpunt that
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woul d be capped. And if you go to page 19 of ny Exhibit

21, there's a table there that shows what those all owed
rates of return are expected to be both with and without
the requested relief, and in neither scenario does the
conpany get anywhere near 8.99%

Q What was that reference again?

A I"'msorry, it's Exhibit 21T, ny exhibits,
it's actually labeled as RLH 1T, page 19, and |'m
specifically tal king about the chart between lines 5 and
13.

Q I"'msorry, | guess | don't -- | know that you
adopted M. Hawl ey's testinobny, so maybe there's sone

confusion here, but in my --

A. Ch, I"'msorry, it's page 11, | m sspoke,
sorry.

Q And you're directing ne to which of the
charts?

A On page 11 if we have it proper, there should
be only one chart. |It's the one |abeled actual versus

authorized rate of return, and it appears fromlines 5
t hrough 14.

CHAIl RMOMAN SHOWALTER: The witness has a
different version than we do, so there are two charts on
ours, and it starts at line 17.

JUDGE MOSS: We are working off of the
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revised filling dated February 7th, 2002.

A And | apol ogi ze, | don't have that version,
but it was just handed to nme, so the one that | was
tal king about is on page 11, and it is the one on |ines
17 through 26, thank you.
BY MR CEDARBAUM

Q So if | understand correctly, if the conpany
-- if the Comr ssion allows the conmpany to earn -- to

collect an additional $170 MIlion and that brings you

up to the 8.99% then you will recover it?
A I"'mnot sure | foll ow what you're saying.
Q If the Commission grants you the relief that

you have requested, the $170 MIIlion, and you can
col l ect that w thout exceeding cap, you will collect it?

A. That's right, and the thought was let's say
power costs actually were |lower and so the noney nade
fromoff system sales were higher, so that $170 M1 1Ilion
woul d cause us to earn nore than the authorized rate of
return, we're not asking to keep that excess.

Q But if collecting the additional $170 MIlion

brings you up to the cap, you will collect the $170

MI1lion?
A Yes.
Q And the $170 MIlion is the anpbunt of noney

you believe the conpany should receive in additiona
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revenues to avoid the energency that you testified to?

A In essence, yes, but |I think to be accurate,
part of it was the collection of a deferral, and then

part of it was revenue.

Q Let's switch to your rebuttal testinony, 25T,
at page 10.

A Al right.

Q And |I'm | ooking at table 3, which is | hope,

it's at the top of my page, hopefully the top of yours?

A. It is on mne, yes.

Q Okay. And everybody else's. For sources of
internal cash in the 2002 without relief colum, you
show $348 M Ilion; do you see that?

A Yes, | do.

Q And then in the rate relief colum, which is
one colum to the right, that's increased by $106

MIlion up to $456 MIlion, correct?

A It looks like it's 108, but | can check the
mat h.

Q I"'msorry, you're right, I"'mwong, it is
108.

A Thank you.

Q And that $108 MIlion increase going fromthe

first columm | referenced to the second is the net of

taxes recovery of the conpany's requested $170 M11lion



25

0968

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

i ncrease?

A That's correct.

Q In the conpany's rebuttal case, it's seeking
to -- it's proposing this two step phase-in and

deferring recovery of I think Ms. Luscier said $34.5
MIlion; is that right?

A I think on a grossed up basis, that's
correct.

Q So if we go to the final colum in table 3
where you show $423 MIlion for internal cash, we were
uncertain why there's a $33 MIlion difference there
instead of the $34.5 MIlion difference in the phase two
part of the two step phase-in.

A. And since that's not a question, | suspect
you want it expl ained what that is.

Q I would Iike you to answer, if you can, why
the 423 -- why there's a difference of only $33 MIlion
between the 2002 with relief colum and the 2002 revised
colum rather than reflecting the inpact of the $34.5
M1lion.

A Yeah, | can certainly explain that. You will
see it on page 1 at the bottom of nmy workpapers which
were filed with nmy testinony, specifically lines 54 and
55. But just to explain what that shows, |ine 54

shows - -
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CHAIl RMOVAN SHOWALTER: \Where are you?

THE WTNESS: It's on nmy workpapers.

MR. CEDARBAUM | don't think it's an
exhi bit.

THE WTNESS: | will try to explain it
orally, M. Cedarbaum

CHAl RWNOVAN SHOWALTER: Pl ease sl ow down.

THE WTNESS: |'msorry.

CHAl RMOVAN SHOWALTER: Partly because we have
nothing in front of us, also because this is dense
material, so.

THE WTNESS: | will try and not be dense.

CHAl RMOVAN SHOWALTER: It really helps if we
can be digesting it at a rate that our brain can keep up
Wit h.

THE WTNESS: |'msorry, certainly.

A As | mentioned, the $170.7 MIlion that the
conmpany requests in aggregate is 163 grossed up for
taxes. |If you then ook at the interimor the split
period, the two phase period as you have described it,
M. Cedarbaum that 163 pre-grossed up is split between
$130 MIlion in the interimperiod and then $33 MIlion
in the second period, the following period. So it's
just the difference, the difference between the 34, the

5 and the 33 is the gross up for taxes, revenue
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sensitive taxes.

BY MR. CEDARBAUM

Q Okay, so are you -- you're saying that there
should be -- basically I"'m-- what |I'mgetting after is
whet her or not you made a mistake in this table.

A. | don't think I did, and I would explain it
this way. Let's say, for exanple, the Conmm ssion did
grant the $34 MIlion of revenue in that period, which
is a collection of deferred costs, so it would be costs

bei ng coll ected and revenues being collected, so there's

no federal incone tax basis, the conpany would still pay
the revenue sensitive items on that $34 MIlion. So $34
MI1llion would conme in as revenue, and then m scel |l aneous

taxes, the filing fee, all the conponents of the revenue
sensitive itens would be taken out before you get to the
interimcash.

Q | have some questions about sonme of the cross
exhibits that were just introduced. |If you could | ook
to Exhibit 75, and actually maybe al so keep your thunb
at Exhibit 67. Wiy don't we start off with Exhibit 67.
That's the conpany's response, your response to Staff
Dat a Request 248.

A I have that in front of ne.

Q And there we asked about the conpany's plans

for its next shelf registration, and there's a
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description there that the conmpany's working on the

shelf registration statement and so forth; is that

correct?
A That's the statenent at that tine, yes.
Q Then if we turn to Exhibit 75, does this

exhibit constitute the shelf registration that actually
was filed with the Securities and Exchange Commi ssi on?

A Yes, it does, it was filed on the 15th, |
believe, if nmy nenory is correct.

Q And just for clarification purposes, the
first page of the exhibit on the first side of the page,
this is just a sutmary of the shelf registration; is
that correct?

A It is correct. Most often when we ask our
board to authorize a shelf, we put together a one page
summary that sort of clarifies the purpose, intent, use
of proceeds, and so forth as just an informational item
and that's what the first page, the first side of the
first sheet is.

Q Is that first page actually filed with the
application with the SEC, or is that just an interna
docunent ?

A. It's an internal docunent for updating the
boar d.

Q So the actual application with the SEC woul d
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start on page 2?

A My pages aren't nunbered, but it's the
second, it's the back side of the first sheet of paper
yes.

Q l"msorry, that's correct, it's the page that
says Securities and Exchange Conmi ssion at the top

A That's the one.

Q And can you just briefly explain what's in
the rest of the exhibit?

A. The rest is the registration. And you're
tal ki ng about Exhibit 757

Q Yes, | am

A Okay, thank you. Yes, this is what's called
a universal shelf, and it enables the conpany either --
it enabl es Puget Energy the hol ding conpany to issue
common stock, and then it also authorizes Puget Sound
Energy to issue first nortgage bonds, trust preferred, |
t hi nk unsecured debt is in there as well

Q And you indicated, | believe, or would you
accept subject to check that this was filed with the SEC
on February 15th?

A That is the correct date.

Q And since then, is it also correct that you
filed an application with this Conmm ssion with respect

to this shelf registration?
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A Wth respect to the portions of PSE issuing

securities, that's correct. PE issuing securities, that
is an unregul ated entity, so it doesn't require -- it's
not subject to the application

Q Wul d you agree or accept subject to check
that the conpany has asked for Conmmi ssion action on that
application, and I mean this Commission, by the end of
February?

A The date, | believe, was February 27th, if |
remenber right, yes.

Q | have -- I'mdone with this exhibit, and
have a question about trying to reconcile statements in
two data requests that were inconsistent. They' re not
exhibits, so | can provide you with copies of the data
requests, or perhaps your counsel can, or naybe you
remenber them fromnenory. But in Staff Data Request
292, your response to that data request, you indicated
that the conmpany first exceeds its line of credit in
June 2002, but in your response to our Data Request 181
sub part B, you gave that date as August 2002. And if
you need to take a m nute and check those, that's fine,
but we're I ooking -- ny question is basically for you to
reconcile those two and tell me which is correct in your
opi ni on.

MR. QUEHRN:. Your Honor, since those aren't
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exhibits, if M. Cedarbaum has extra copies, that would

be very hel pful

MR. CEDARBAUM | can let the w tness | ook at
my copies. | don't have extra copies beyond that.

JUDGE MOSS: That would be fine.

THE WTNESS: It would be hel pful to ne, as |
bel i eve the questions may have been different.

JUDGE MOSS: | believe M. Cedarbaumis
getting copies for you, M. Gaines.

THE W TNESS: Thank you.

MR, CEDARBAUM May | approach the w tness?

JUDGE MOSS:  Yes.

A I think I can explain that, M. Cedarbaum
and | could give you your book back. It would require
us to turn to one of the exhibits here that are -- it's

Publ i ¢ Counsel Data Request 62, which | believe is
Exhibit --
JUDGE MOSS:  32C.
A Is it 32C or 71C?
BY MR. CEDARBAUM
It could be both, but it is in 71C
And it's page 7, which is ny understanding
not one of the confidential pages.
Q This is the page where there's short-term

debt, no interimrelief?



25

0975

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

A That's correct, yes. Do you have that in

front of you?
Yes, | do.
A Okay, thank you. In the far right colum
| abel ed colum K, there's an itemthat shows the anmpunt
by which we exceed the credit line. And then if you
| ook across the rowto the left, there's a corresponding
date, and you can see the first data request said,

wi thout relief, when do you exceed your credit limt.

And you can see we exceed that by about $5 MIlion in
June of '02. And then the second question -- and | --
when | say first and second, M. Cedarbaum |'m not sure

whi ch of these two data requests is the first and
second, but one said correcting for the $40 M1 1lion
i ssuance of secured note that we issued in January, then
when woul d you exceed the credit Iimt. Wat would
happen is you would go al ong and subtract in essence 40
fromthese nunbers, so it becones August | think is the
date on row 12 where it's $101 MIlion over. That would
be reduced by 40, and so we woul d be over by $61 MIlion
in that nmonth. W would be under in the two prior
nont hs, June and July.

Q So the difference between our Data Requests
181 and 292 is that 181 takes into account the $40

MI1lion debt issuance from January, but 292 does not?
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A The first one was asked before | think we

i ssued that request, and the one that specifically asked
that we update for that, then we put that in, yes.

Q Now referring back then to your rebuttal
testi nony, 25T, on page 2, line 17, that bullet.

A Yes.

Q Is the June 2002 date that's shown in your
testimony the sane June 2002 date that you responded to
us in Data Request 289?

A Yes.

JUDGE MOSS: M. Cedarbaum would this be a
convenient tinme to take a break?
MR. CEDARBAUM | actually don't have that

many nore questions for M. Gaines, but it's fine with

me.
JUDGE MOSS: 15 mi nutes?
MR. CEDARBAUM O | ess.
JUDGE MOSS: (Okay, why don't you go ahead and
finish then. | think that would be better.

BY MR CEDARBAUM

Q There was a fair anount of discussion,
M. Gaines, with respect to credit ratings and things
like that. It's not your testinony, is it, that if the
conpany's credit rating is downgraded that that

downgrade triggers a default on debt; is that correct?
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A A downgrade doesn't trigger a default on

debt, but it does becone problematic with respect to
whol esal e power costs. As M. Bill Gaines described,

does increase our costs.

Q Sorry to bounce around here, but.
A. That' s okay.
Q If you could turn to page, not page, but

Exhibit 78, that's your response to our Data Request

293; is that right?

A. I"'mnot quite there yet.

Q Okay.

A It was Exhibit 78, M. Cedarbaunf

Q Yes.

A. Ckay, |I'mthere.

Q And this is truly just a clarification
guesti on.

A Al right.

Q Trust ne.

A. As difficult as | find that, | wll try.

Q If you look at the second page of the

it

exhibit, am | correct that there's been di scussi on about

the $80 MI1lion of elective debt redenptions over the

course of these past few days and various testinony,

t he

$80 MIlion that we're tal king about is detailed on page

2, the bottompart of that table that's | abeled MIN s
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that are callable in 2002?

A That's correct, that's the 80.

Q If you could now on, again | apologize for
jumpi ng around here, but if you could turn back to your
rebuttal testinony at page 7.

A. Al right.

Q The second table at the bottom table 2, the
line that references credit rating, do you see that?

A | do.

Q Is it correct that the credit rating that is
shown for no relief and relief involves the conpany's
corporate credit rating as opposed to its senior secured
debt rating?

A That's correct.

Q And finally, M. Gaines, | had a few
qgquestions for you about the conpany's SEC 10-Q report
for the quarter ended June 30th of 2001

A Is that an exhibit?

Q No, it's not, so | could ask you to subject
to check, and we can provide you a copy of that right
away so you could check it. O if you want to take a
m nute, | can go get it for you.

A. Maybe | can just hear the question and | can
see if | need it.

MR, QUEHRN: Just a question, Your Honor
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would it suffice, perhaps we could inquire if it would

suffice just to submit the report to the record and | et
it speak for itself.

MR. CEDARBAUM We can do that. |If you just
want to make it another exhibit, that would be fine.

JUDGE MOSS: | understand that the proposa
is that you not inquire about, it be allowed to speak
for itself.

MR. CEDARBAUM And | was just going to ask a
couple of clarifying questions about it, and the exhibit
woul d speak for itself after that.

JUDGE MOSS: All right, well let's just meke
it an exhibit then. We'Il mark it as 82, and we'll |et
M. Cedarbaum ask sonme clarifying questions with respect
toit. Nowyou' re going to furnish that after the
break?

MR. CEDARBAUM Yes, | will try to meke
enough copies of it during the break and get it to you
right after the break.

MR. QUEHRN:. Your Honor, could M. Don Gai nes
have a copy of it while you're asking the questions, if
that's --

JUDGE MOSS: One is forthcom ng.

MR, QUEHRN: Thank you.

JUDGE MOSS: | think.
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MR. CEDARBAUM  Your Honor, maybe it's better

that we just go ahead and take that break now.

JUDGE MOSS: That does make a | ot of sense,
M. Cedarbaum let's take our recess.

MR, QUEHRN: Thank you.

JUDGE MOSS: So we will recess for 15 nminutes
until 10 before the hour

(Recess taken.)

JUDGE MOSS: We're going to mark then as
Exhibit 82 the form 10-Q

And then, M. Cedarbaum you also handed up a
PSE' s response to Staff Data Request 62-1

MR. CEDARBAUM  Yes, | did, Your Honor, and

if you would like, you can -- | had al so handed up what
| think M. Gaines will agree is page -- is the page 5
referenced in his response to 62-1, so this can be one

exhibit if you would like or two exhibits.

JUDGE MOSS:  Well, if it's all part of the
response, let's just nake it one.

MR, CEDARBAUM  Technically it wasn't part of
the response, it was just the referenced docunent from
the response.

JUDGE MOSS: Well, that's fine, it stil
relates sufficiently toit, so 82 will be the form10-Q

for the quarterly period ended June 30th, 2001, and 83



25 will be the PSE response to Staff Data Request Nunber
0981

1 62-1 and docunent referenced therein

2 And while we're dealing with housekeeping,

3 M. Cedarbaum let ne just ask you, in the event that on
4 your review of the new information that cane in this

5 norning on the Infrastrux thing or on the Bench's revi ew
6 for that matter, if we needed to have Ms. Steel back

7 woul d she be avail able this afternoon?

8 MR. CEDARBAUM  Yes.
9 JUDGE MOSS: Okay, thank you.
10 Then | believe we can proceed with your

11 guesti ons.

12 MR. CEDARBAUM  Thank you.

13 BY MR CEDARBAUM

14 Q M. Gaines, referring you first of all to

15 Exhibit 82 for identification, do you recognize this as
16 the conpany's 10-Q report to the SEC for the quarter

17 ended June 30th, 200172

18 A Yes, this is a revised one, that's correct,
19 10-Qa.

20 Q This is what's on file with the SEC?

21 A That's correct, yes.

22 VR. CEDARBAUM | woul d nove the admi ssion of

23 Exhi bit 82.

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

BY MR. CEDARBAUM

Q Referring you now, M. Gaines, to Exhibit 83
for identification, do you recognize page 1 as your
response to Staff Data Request 62-17?

A Yes, | do.

Q And t he second page of the exhibit is page 5
of your Exhibit 4C in the general rate case phase of
this docket?

A. That's right, DEG 4.

MR. CEDARBAUM  Your Honor, | would nove the
admi ssion of Exhibit 83.

JUDGE MOSS: And there being no objection, it
will be admitted as marked.
BY MR. CEDARBAUM

Q I would like to nove, M. Gines, into a
di scussion of Exhibit 81, which was entered this
norning, and while | do this, | would |like you to have
before you and | asked M. Quehrn to warn you earlier
that I will have questions about Exhibit 425 as well,
whi ch was an exhibit that Ms. Steel was questioned
about. \When you have that in front of you, just let ne
know.

A 817

Q 81 and 425.
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MR. QUEHRN: Your Honor, a question with

respect to 425.

JUDGE MOSS: Yes, M. Quehrn.

MR. QUEHRN: It would be helpful to know if
the questions are also going to refer to the
attachnents, because | don't seemto have a conplete set
of ny attachments to give to the witness right now.

JUDGE MOSS: 425 currently consists of four
pages.

MR, CEDARBAUM | was going to ask the
Wi t ness questions about his answer, the conpany's
answer, to part F, which | understand the question is in
evi dence and the answer is in evidence, and the answer
i ncl udes anot her page that's also in evidence, which has
a handwitten annotation page 4 at the bottom

JUDGE MOSS: That's all correct.

MR, QUEHRN: And | now have a conpl ete copy,
t hank you.

JUDGE MOSS:  You do?

MR, QUEHRN: Yes.

JUDGE MOSS:  All right, so | think we're in
good shape to go forward with your question,

M . Cedar baum
BY MR. CEDARBAUM

Q M. Gaines, if you could | ook at Exhibit 425
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and just to yourself, it's not always necessary, just

reread part F in the question part.

A (Readi ng.)

Q Are you --

A. l"msorry, yes, | read it

Q And your answer on the second page of the

exhibit refers to the handwitten page 4, excuse ne, the
page that has the handwiting page 4 at the bottom and
you indicate that the major assets sold and transferred

since 1988 are listed, but then in the | ast sentence,

you say:

Docunentation of all assets
sold/transferred greater than $1 MIlion
during this period would be
extraordinarily large and burdensone.
Do you see that?

A | do.

Q So what's shown on the page of the exhibit

that has handwitten page 4 at the bottomis not a
conplete list; is that correct?

A It's not a conplete list, because it doesn't
have all individual paynents over $1 MIlion, which
woul d be in the thousands for the tine period requested.
When you think of cash as an asset, any paynment of $1

MIllion or more would fit under that definition. It
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woul d just be thousands of pages.

Q Well, if we were to | ook at Exhibit Nunber
81, are there sales that are shown on Exhibit 81 that
are not listed on Exhibit 425, page 4?

A. When you say sal es, what do you mean?

Q Well, sources in Exhibit 81, under the
sources section at the top.

A | see where you're going. | don't believe
there are. There's two mmjor sources there as | glinpse
at this exhibit, three, | take it back. There is the
Cabot comon one which ties right into line 2 of page 4,
handwitten 4, in Exhibit 425.

Q My question is, is it correct or not that you
show sources on the top half of page 81 that are not
reflected on the handwitten page 4 of Exhibit 425? And

| think that's either a yes or a no.

A. | don't believe that | do. | think they're
all listed. There's three sources shown, and they're
all listed on this page 4. |If there's one that you're
not able to see, | would be happy to point it out for
you.

Q Well, maybe |I'm not understandi ng the exhibit
conpletely. If you -- let me turn the question around.

Are there transfers shown on Exhibit 425, page 4, that

are not shown on Exhibit 817
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A Oh, certainly, because 425 was a request just

for this one for the conpany, and this is one specific
bank account only dealing with non-regul ated cash, a
very small subset of the conpany's finances.

Q Does this specific bank account include all
what did you say, non-regul ated cash?

A That's what | said. It doesn't include all
Actually, let me think about that. Well, on a
consol i dated basis, we had a difficulty with this
earlier in the week, PSE is consolidated, and so in its
books of account, specifically, for exanple, if you were
to |l ook at the pages in the 10-Q it includes Puget
Western and HEDC, some of those non-regul ated
subsi di aries that have cash, and this was sonething that
sonmebody thought was a source to the utility. This is
specifically -- and this excludes the Puget Wstern
subsidiary and HEDC. This is moneys that originated
actually from the WECO hol di ng conpany for assets that
canme -- noney that came fromthe sale of assets fromthe
WECO hol di ng conpany, specifically set up to keep track
of these dollars which would otherw se be described as
fungi ble to keep them separated, so there would be no
possibility of confusing unrelated cash with dollars
fromthe regul ated busi ness.

Q But on page -- there are transfers shown on
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page 4 of Exhibit 425 that don't show up on Exhibit 81?

A Oh, absolutely, they were two different
qgquestions, two different responses.

Q Is it correct that Exhibit 425 does not show
all losses either fromthe sale of any transfer, from
the transfer of any assets?

A Well, the list was just to -- the question
was just to provide the asset transfers. There was no

mention of gains or |osses.

Q But there are | osses fromtransfers?

A | don't know that.

Q Well, if we | ook back at the question F on
Exhi bit 425, it just says, list each asset transferred.

It doesn't distinguish between transfers that result in
a loss or transfers that result in a gain.

A That was exactly what | was saying, why we
didn't put gains or |osses on the sheet, it just says
transfers.

Q But again, page 4 of the exhibit does not
i nclude all transfers?

A As | nmentioned, the list of all transfers
woul d i nclude every cash paynent as this question was
witten in excess of $1 MIlion. Every day we nake
paynments to all sorts of vendors for power, for wages,

for payments to subcontractors, to gas suppliers.
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There's a |l ot of payments in our conpany that would be

deenmed asset transfers under this definition. And so as
| mentioned, the Iist would nunber in the thousands if |
were to give you every check that exceeded $1 MIlion

Q So this |list on page 4 wouldn't include any
| osses the conpany night have incurred fromthe sal e of
any gas transportation contracts or the sale of capacity
under gas transportation contracts?

A This has the mmjor asset transfers. On our
books of account, a contract isn't deemed an asset, so a
contractual change | don't think would appear on this
list. [It's not an asset by an accounting definition

Q Does this list include the sale of Wshington
Ener gy Services?

A I"mnot sure that | know the answer to that.
The reason that | hesitate is |I'mnot sure of the date
of that. This says '98, I'mnot sure if it was prior to
that date or if it would be assuned in one of these
lines that are sort of aggregate lines like sales
transfers of property and so forth. | don't see that as
aline itemon here.

MR. CEDARBAUM  Your Honor, | will have a
couple nore questions from M. Gaines about this, but I
think | amquite frankly suffering a little bit fromthe

| ack of being able to prepare on this, and so | would
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i ke perhaps to kind of have until lunch tinme to have

ot her parties question before that, take sone tinme over
l unch, and perhaps cone back to this.
JUDGE MOSS: W can certainly do that,
M . Cedar baum
BY MR CEDARBAUM

Q Let me ask you a couple of questions though
on Exhibit 81, M. Gaines. Wen it says proceeds in the
sources part of the page, is that synonynous with a
gain, or is that just the cash that was recei ved whet her
it was a gain or a | 0ss?

A This is just a bank account, so its's just
the cash. It doesn't have gains or |losses. It just has
the cash that went in and out of this specific bank
account .

MR, CEDARBAUM  Thank you.

Your Honor, that conpletes nmy questioning at
| east for now of M. Gaines, but | appreciate the
opportunity to get another chance later if | think it's
necessary.

JUDGE MOSS: We will allow for that,

M. Cedarbaum as | indicated first thing this norning
i n our discussion.
| believe, M. ffitch, aren't you to follow

Staff?
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0990

1 JUDGE MOSS: All right, then you nay proceed.
2

3 CROSS- EXAMI NATI ON

4 BY MR. FFI TCH:

5 Q Mor ni ng, M. Gaines.

6 A Morning, M. ffitch.

7 Q You did not submit direct testinony in this
8 i nterimproceedi ng, but you're now adopting the

9 testi mony submitted by M. Hawl ey, correct?

10 A That's correct.

11 Q Did you prepare the initial testinony of
12 M. Haw ey in this proceeding?

13 A | did a lot of the nunerical work for his
14 testimony and worked with himon its creation and
15 writing.

16 Q Can you tell us why M. Hawl ey is not

17 avail abl e today to participate in the hearing?

18 A. | believe he's out of the country.

19 Q Who det erm nes what Puget Sound Energy's
20 dividend will be?

21 A The board of directors.

22 Q And the board of directors of Puget Sound
23 Ener gy?

24 A Correct.
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Q And who determ nes what Puget Energy,

I ncorporated's dividend will be?
A The board of directors of Puget Energy, Inc.
Q Can | ask you to turn to Exhibit 72, please

and that's the response to Staff Data Request 82-G

A | have it.

Q Tell me, the second page of that exhibit
lists the menmbers of the board of directors of Puget
Energy and Puget Sound Energy, correct?

A. Let me nmake sure |I'mon the right page. The
first page is the response. The second appears to be an
organi zational chart of the utility. And then starting
on what | would think would be the third page is a |ist
of directors and officers of various subsidiaries.

Q Al right, that's the page that |I'm | ooking
at, the third page fromthe front of the exhibit.

A I have it here.

Q And t he board of directors of Puget Sound
Energy and Puget Energy are the sane people, are they
not ?

A They appear to be on this exhibit, yes.

Q And so if the board of the unregul ated parent
conpany, Puget Energy, decided that it needs a | arger
di vidend contribution fromthe regul ated subsidiary,

Puget Sound Energy, it's unlikely that the board of
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Puget Energy woul d object to that request, wouldn't you

agree?

A | don't know that | can answer that, because
the boards of the two separate entities, and they are
separate entities, have their own fiduciary
responsibilities to the investors and owners of those
two conpanies. So just because the person sits on the
same board of different conpanies doesn't mean that they
woul d necessarily do the sane thing. They have to act
according to their fiduciary responsibility, and |I don't
know how they would act. |'mnot a board nenber.

Q Al right. You' re aware that one of the
i ssues raised by Public Counsel in this proceeding is
the level of information provided to the PSE board of
directors regarding dividend policy and its inpact on

capital structure?

A I know there has been |ots of data requests
about that.
Q Well, you actually comment on that in your

rebuttal testinony, don't you, that's Exhibit 252

A Do you have a page reference?
Q Page 26.
A. Yes, | do comrent on that, page 26, | believe

the lines nmust be it |ooks |ike 21 1/2.

Q 21 1/2 to 22 1/2?
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A That's correct, M. ffitch

Q Now that's the full discussion in your
narrative testinony regarding the manner in which the
board is informed of the capital structure issues?

A. Well, that testinobny that you just cited is a
specific reference to something that M. Hi Il comrented
on, so it's not conpl ete discussion of anything other
than the lines referenced in M. Hill's testinony, which
are in the question that inmmedi ately precedes that
ref erence.

Q Al right. Well, the question says that
M. H Il alleges that the board of directors was not
properly informed of the inpact of the conpany's capita
structure, inpact, excuse ne, on the capital structure
of its dividend policy, and the answer is designed to

gi ve Puget Sound Energy's response to that allegation

A That specific question, yes.

Q And that sentence is the conpany's answer?

A. That sentence is that the board is fully
inforned, that's correct. It would be hard for nme to
believe how M. Hill could make such an assertion having

never attended a board neeting and only review ng the
m nutes where it says there's lots of discussion, but he
woul d have no way of know ng what the discussion

entails.



25

0994

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Q Well, other than this answer, has Puget Sound

Energy presented any evidence in this proceeding that
the board was provided with information on the inpact on
the capital structure of paying out a dividend which
exceeds the conpany's earnings?

A I"mnot sure | know the answer to that. |
don't know all the data requests by heart. There's been
over 600 of them

Q Al right, well, let's take a | ook at a
coupl e of those, perhaps help you out. If you turn to
Exhibit 31, that's Public Counsel Data Request 55-1 and
your answer. Do you have that?

A Exhi bit 31, 55, yes, | do.

Q And that asks whether the option of reducing
di vi dends has been di scussed and asks for conplete
copi es of any board m nutes related to that discussion.
It's the narrative response stating that it's addressed
quarterly, and then there are excerpts of mnutes there.
Can you point to anything in those m nutes which again
addresses the inpact on capital structure paying out a
di vi dend exceedi ng the conpany's earni ngs?

A Well, | can certainly turn you to what would
be the it | ooks like, oh, it's the nunbered, hand
nunbered page 2 at the bottom and these are excerpts

fromthe October 9th board neeting, and |'m sure there
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1 if you would |ike, where it says, M. Elders then

2 revi ewed various financial considerations as they bear

3 on dividend policy. It doesn't provide any additiona

4 informati on as to what those considerations were, but it
5 does say that he reviewed various financia

6 consi derations as they bear on dividend policy, so

7 woul d say that yes, the dividend policy is addressed or
8 was addressed.

9 Q But you're not pointing to any specific

10 i nformati on on that page that indicates any expressed
11 di scussion of the issue that | asked you about, are you?
12 A It says they discussed various financia

13 considerations with respect to the dividend. That's

14 what |'m pointing to.

15 Q And it doesn't say what those financial

16 consi derations are?

17 A It does not.

18 Q Is there anything nore specific anywhere in
19 this exhi bit about what financial considerations were
20 di scussed with the board?

21 A Well, certainly there are other simlar

22 statenents. For exanple, on handwitten page 4 toward
23 the bottomjust before it | ooks |like a notion was nade

24 that says, after full discussion of the various factors
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affecting dividend policy, notion was made. Let ne see

if there's any other. |'msure there's other ones |like
t hat .

Q I would concede -- |'m happy for you to go
t hrough and find those other references, | guess | would

concede that there are a nunmber of references in the
m nutes of essentially that sane nature, that various
factors affecting dividend policy were di scussed.

A Ri ght .

Q But there's nowhere a discussion of what
those factors were, right?

A | don't see them here, no. And the mnutes,
of course, are not word for word m nutes in essence,
word for word transcripts of a board neeting. They are
m nutes, not transcripts.

Q Let me ask you to turn to Exhibit 37. That's
the response to --

A 73-1.

Q 73-1, and this is a foll owup response,
excuse ne, a followup question to the |last data
request. It notes that a portion of the response was
m ssing, there were mssing mnutes, and asks for those
to be supplied, indicates that it was not possible to
di scern an answer to the question about whether dividend

reducti ons were considered, and asks for a copy of any
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reports given to the boards regarding cash flow

i mplications of dividend reductions. You then provided
an answer. Can you see -- can you | ook through that
response to the data request and see if there's any
depiction of capital structure or of the discussion with
the board of the inpact on capital structure of paying
out a dividend which exceeds the conpany's earnings?

A I can certainly | ook through there,

M. ffitch, but the question doesn't at all address

capital structure, so |l would -- and as these are, as
you adnmitted, were subsets to mnutes, |I'mnot sure that
there would be a reference. |It's an inconplete record

here of minutes, and the question wasn't addressing
capital structure at all unless I"'mmissing it as | read
the question quickly here. But it |looks to nme as if
there is plenty of discussion on dividend, but | don't
see anything related to capital structure. | suspect
it's certainly not part of the question, so that's
probably why it wasn't part of the answer.

Q Now when you say there's plenty of discussion
of dividend, what are you referring to?

A Well, all the attachments, specifically pages
3 through 10. That woul d be ei ght pages | suspect.

Q Do any of those discussions of dividends

agai n bear on the inpact of capital structure of the
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conmpany's dividend policy, or are they sinply the sane

ki nd of general discussions that you referenced earlier
in a discussion of the prior exhibit?

A | thought that | answered that question
There's no question regarding capital structure, so we
woul dn't expect to find an answer to that in here.

Q Is there any question regardi ng, excuse ne,
is there any di scussion about the option of dividend
reductions in any of the mnutes materials that you have
provi ded?

A Well, | think that in nmy earlier response to
the earlier exhibit you just asked ne to go through
there was plenty of discussion. | gave you specific
citations. You said that you would accept that there's

probably several nore.

Q Well, | think the record is clear that we're
referring to references of a general nature which -- am
| correct?

A. I'"'mnot sure | know what you nean by

references to a general nature.

Q Well, if you turn to the first page of
Exhibit 37 I will give you an exanpl e.

A. Al right.

Q And the next to the | ast sentence of the text

bef ore the resol ution states:
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M. Haw ey revi ewed various financia

consi derations as they bear on dividend

policy.
A Correct, yes, | see that there, second page.
Q And there are a nunber of references |ike

that throughout this exhibit, correct?

A Yes, there are. That's what we were talking
about, vyes.

Q But as with the previous exhibit, there's no
speci fic explanation of what those various financia
consi derati ons were?

A Well, there was the ones that we just went
through in the other page, in the ensuing pages. That's
sone of it obviously.

MR, QUEHRN: Your Honor, if | may interject
at this point. | think M. Gaines has already testified
that this is not a transcript of the board neeting, and
I think this question has been asked and answer ed.

JUDGE MOSS: It does seemthat the w tness
has adequately addressed the question, M. ffitch

MR, FFITCH: Al right, thank you, Your
Honor, we can nove on.

BY MR FFI TCH
Q Let me ask you to take a | ook at the data

response that's been narked as Exhibit 44, and that's a
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1 A | see that, yes, thank you.
2 Q And in the second paragraph of the response

3 you state

4 If the retail environnment allows the

5 conpany to collect the necessary

6 revenues to recover its total cost of

7 service as required by the Hope case,

8 there are no credit protection problens.

9 That's a correct reading?

10 A That is a correct reading, yes.

11 Q Wul d you agree with ne that this statenent
12 is a pretty fair sunmary of Puget's position in this

13 case, that is, if the Comr ssion raises rates high

14 enough to cover your costs, there won't be any bond

15 rati ng downgrades or credit protection problens?

16 A Well, when you said this case, |I'mnot sure
17 that | can agree, because |I'mnot sure that the, in

18 fact, I know for a fact that the $170 MIlion that the

19 conpany is requesting does not fit the Hope standard

20 here. It's nowhere near sufficient.
21 Q Well, let me ask you a couple of hypothetica
22 questions. Let's assune, first of all, hypothetically

23 that the conpany nade a very | arge purchase of expensive

24 power for the sole purpose of selling that power off
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1 A When you say high price, what do you nean,
2 with respect to what?

3 Q Let's assume that the price is in the range
4 of high prices that were experienced in the Western

5 electricity market in late 2000 and into 2001.

6 A What woul d that be?

7 Q Let's pick a number of $200 a negawatt hour.
8 A All right.

9 Q Just hypothetically.

10 A Sur e.

11 Q Do you have that in mnd?

12 A | do, yes.

13 Q Do you agree that that is expensive power?
14 A well --

15 Q Just so that we have a good hypothetical to

16 work with here.

17 A Wel |, when you say a high price or expensive
18 and we have said that that would define the nunber we're
19 tal ki ng about is $200, | think that has to be defined
20 with respect to what. |I'mnot sure that that was a high
21 price at the tine that you nentioned. It's certainly a
22 hi gh price conpared to today's prices, probably ten

23 times the amobunt of today's prices. But, you know, when

24 you ask ne to conpare high or sonmething, it's relative
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to sone base. | don't know the base that you want it to

be relative to.

Q I would be very happy for you to select a
nunber for this hypothetical which you would view as
expensi ve power.

A. Well, with respect to what, with respect to
today's prices?

Q Why don't you decide, and you tell us what
you woul d view as expensive power let's say during that
time period of 2000/2001

A You know, | don't know what prices were to
know what woul d be high or Iow for that period. You

know, that's a question that woul d have better been

asked Bill Gaines when he was on the stand as he is our
power supply witness. | ama little bit confused,
M. ffitch, this is your hypothetical. I1'mtrying to

figure out also why I'mthe one trying to construct it.

Q Well, 1 just want you to be confortable with
the terms. | nean | understand the conpany's request in
this case is essentially based on the fact that the
conpany paid sonme high prices for power sometinme during
2000 and 2001; isn't that correct?

A No, that's not the case at all. There's
nothing -- there's no dollars in this request at al

related to 2000.
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Q All right.

A The request is to cover expenses fromthe
period January 1 through October of 2001

Q Okay, | stand corrected.

CHAl RWOMAN SHOWALTER: 20027

A. 2002, sorry, thank you for the correction.

Q You're correct, I'msort of blending two
things. Let's get back to the hypothetical. Let's if
you will just agree with ne for purposes of the
hypot hetical that we're going to use the nunber $200 per
megawatt hour as expensive power.

A | got that.

Q Do you believe this Conm ssion should raise
rates to cover those costs?

A. Oh, | would think that they would, sure. You
said it was for a purchase for an off systemsale, |
think that they should credit the revenues fromthe sale
if it was sold at $100 or $500, | think that that al
shoul d be netted out. | don't know that it would
necessarily result in a rate increase. It could result

in a decrease depending on the sale price that we

assune.
Q Let's assune again a second hypotheti cal
A Is this independent of the first or in
addi ti on?
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Q Separ ate, independent, new hypotheti cal

Let's assunme the board of directors of Puget Energy
el ected to double PSE' s dividend contribution fromits
current |evel.

A. What was that, did you say Puget Energy or

Puget Sound Energy?

Puget Sound Energy's dividend contribution.
The dividend to PE?

Yes.

Okay.

Do you have that in mnd?

| do.

o » © >» O > O

Do you believe this Commi ssion should raise
rates to cover those costs to avoid credit protection
probl ens?

A The Conmmi ssion doesn't regul ate the dividend.
The Comnmi ssion regulates the rate of return, and it's
the board's consideration as to how that rate of return
is to be divvied up between retention and pay out.
That's not the jurisdiction of the Conmi ssion. |It's the
responsibility of the board.

Q Well, that's not exactly -- that isn't really
what the hypothetical asked for, so |let nme ask the
guestion again.

If the board of Puget Energy did decide to
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doubl e PSE's dividend contribution fromits current

| evel, do you believe this Comm ssion should raise rates
to cover those costs to avoid credit protection
probl ens?

A. I don't know how a dividend would get into
the rate meking equation, M. ffitch. The rate making
equation, as | understand it, is rate based tines rate
of return plus operating expenses, that when grossed up
for revenue sensitive items would equal the revenue
requirenent, so |I'mnot sure how the dividend gets into
that equation. That's obviously a very sinplistic
equation. There's a lot nore detail certainly in the
conpany's general rate case, but | don't know that the
dividend level is a piece of that file.

Q So in your viewthat's irrelevant?

A For my view, rates are set based on a fair
rate of return applied to rate base and covering al
operating expenses, and we're just trying to get sone to
remain financially viable in this proceeding.

Q And in the hypothetical, the dividend would
have not hing whatever to do with the Ilevel of rates to
be charged by the regul ated conpany?

A. I don't know how it would get into the
equati on.

Q Moving on to another area, M. Gaines, from
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the period followi ng 2000, the year 2000, did Puget pay

out an amount of dividends which was roughly equal to

its earnings?

A What was the -- post 20007

Q Post 2000.

A. So neani ng 2001 to date?

Q Yes.

A Yeah, | think because the earnings have been

eroded from the underrecovery of power costs, that's
probably correct.

Q And for the year 2000, the conpany's
di vi dends were about twice its income avail able for
common stock, correct? | can give you sone references,
exhi bit references.

A Yeah, because | don't know the nunber.

Q Let's take a look at, well, first of all, you
woul d accept that the dividend is a $1.84, right?
Per share, yeah.
Ri ght .

For Puget Energy.

o > O >

So let's ook at Exhibit 32C, page 17, and
these are handwritten page nunbers. This is
confidential, it's marked confidential at any rate.
woul d ask if the conpany still asserts confidentiality

with regard to the bottom nunber in the first columm
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which is now a historical number?

A The bottom nunmber of the first colum we can

wai ve the confidentiality on.

Q Thank you. And that number is 88 cents,
correct?

A. 88 cents per share, that's right.

Q So again, the question is, and maybe now you

can answer it with those basics established, for the
year 2001, the conpany's dividends were about twice its
i ncone avail able for comopn stock?

A Well, no, because the dividend that you asked
me about is a dividend from Puget Energy. This
financial statement is a financial statement of Puget
Sound Energy, one subsidiary, and it al so excludes the
non-regul ated entities of Puget Sound Energy, the
non-regul ated subsidi ari es of Puget Sound Energy, such
as Puget Western and HEDC. And so this would only show
a subset of the earnings. | believe the conpany
reported earnings for 2001 of $1.14 per share, Puget
Energy did, and so that would not quite be double. And
| believe we rel eased those earnings on February 8th.

Q All right. Now one of the points you made in
your rebuttal about Infrastrux is that it's snal
conpared to PSE, and a default of Infrastrux would not

be a credit problemfor PSE, is that right?



25

1008

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

A I think ny testinony says that it's small.

have the -- if you give nme the page reference, | can
doubl e check that. | can probably thunb through and try
and find it as well

Q I would appreciate it if you would do that.
| didn't note that in the question. | can also |ook for
it.

MR. QUEHRN: Starting on page 24, | think,

goi ng over to page 25.

Q If you look at pages 7 through 12 of page 25

of your rebuttal testinony, is that --

A Lines 7 through 127
Q Is that the correct page reference?
A. Yes, that's the one. It talks about the

relative size and assets or in terns of the asset of PSE
versus | nfrastrux investnent.

Q Ri ght, but the plan, Puget Sound Energy's
plan for Infrastrux or Puget's, Puget Energy's plan for
Infrastrux is that it's going to be big; isn't that
right?

A That's the plan with no additional capita
i nvestment from Puget Energy, just the ones that
appeared at the outset on Exhibit 81

Q And the plan is for it to be a billion dollar

conpany according to --
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A I n revenues.

Q According to the CEQ, fornmer CEQ, M. Waver,
correct?

A | believe in terns of revenues, that's

correct, in five years.
Q You note also in your testinopny that
Infrastrux has a credit |line which is guaranteed by

Puget Sound Energy.

A That's incorrect.

Q Al right, can you show ne in your testinony
where --

A I don't know that | have it in ny testinony,

but I know that the guarantee is from Puget Energy.
There's no relationshi p between Puget Sound Energy
and --

Q Al right, | stand corrected, | msread ny
notes and inadvertently said Puget Sound Energy. | did
mean Puget Energy.

A. Al right.

Q So again, just to clarify the record, your
testinmony is that Infrastrux has a credit line which is
guar anteed by Puget Energy?

A That is correct.

Q Does Puget Energy have any tangi bl e assets

ot her than desks and paperclips?



25

1010

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

A It has investnments in subsidiaries.

Q Al right. 1Isn't it true that Puget Energy
derives its credit strength from Puget Sound Energy?
A It would derive it fromall of its

subsi di ari es, yes.

Q And t hat woul d include Puget Sound Energy?
A Absol utely.
Q And would the relative ambunt of credit

strength derived fromthe subsidiaries sort of track the
relative size of the subsidiaries?

A | would think that it would and their
expectations, certainly.

Q Can Puget Energy guarantee a line of credit

for Puget Sound Energy?

A. I don't know that it would nake any sense to
do that.
Q Well, I'"mnot asking if it would nmake sense.

First question is can they do it?

A. Well, certainly it's physically possible. |
don't know that it would be of any value to a | ender

Q I f Puget Energy were to guarantee a line of
credit for PSE, would that be an optional source of
capital for PSE?

A No, a guarantee is not a source of capital

A guarantee just says there's sone person stepping in
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much |i ke a co-signature, co-signer on a car loan. It

doesn't necessarily nean that the co-signer has the
financial wherewithal to make the paynent. They're just
signing that they will accept partial responsibility.

Q But a guarantee typically allows the
transaction to go forward, correct; it allows the person
whose credit is guaranteed, it allows themto go forward
with the transaction, correct?

A I don't follow you by go forward with the
transaction.

Q If a lender seeks a guarantee from a borrower
and the borrower is able to provide a guarantee that
satisfies the |l ender, then typically the transaction
will go forward; isn't that correct?

A. Wth respect to that one item assum ng
there's no other thing that blocks it and gets inits
way.

Q M. John Durbin is the president and CEO of

Infrastrux; is that accurate?

A He is the head of Infrastrux. |'mnot sure
of his exact title. | would accept that.
Q Right. And is it true that M. Durbin is

al so on the board of directors of both Puget Energy and
Puget Sound Energy?

A | don't have that earlier exhibit in front of
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me, but | would accept that.

Q Al right, if you want to check that, that's
Exhibit 72. And again, it's the sane page 3 of the
exhi bit.

A. Thank you. Yes, he appears on both |ists.
Thank you for the reference.

Q Are there any other officers or directors of
Puget Sound Energy or Puget Energy that sit on the board
of directors of Infrastrux?

A. Again, going to this page, that page 3, |
believe you said, of Exhibit 72, the board of Infrastrux
appears at the bottom of the page, and it | ooks like the
only one that | see in addition to M. Durbin would be
Dougl as Bei ghl e.

Q And am | correct that M. Haw ey, the CFO of
Puget Sound Energy, is also shown as a director of
I nfrastrux?

A He is, yes.

Q And M. MKoen, who is the general counsel of
Puget Energy, also appears on the board of Infrastrux?

A Yes, he does.

Q Now can | ask you to take a | ook at your
response to Public Counsel Data Request 50, which has
been marked as Exhibit 30.

A Yeah, | have that.
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Q All right, you' re ahead of ne.

A I can doubl e check, you said Exhibit 30, our

response to Public Counsel Data Request 507

Q Yes.
A. Thank you.
Q And the attachment to the data request itself

is a consolidating balance sheet for Puget Energy; is

that correct?

A That's what it appears to be, for Novenber
2001, yes.
Q Al right. | can walk you through the

specific lines if you would Iike, but would you agree
subj ect to check that if we | ook at colum F, which
shows the data for Infrastrux, those nunbers indicate a
capital structure for Infrastrux of about 53% commopn

equity and 47% | ong-term debt ?

A Did you say 56% common equity?

Q 53%

A. I wonder if maybe | should have you step ne
through this. |I'mtalking of the Infrastrux colum I|ine

40, which is comopn equity, and dividing it by tota
capitalization -- oh, | see, it includes this short-term
debt here, excuse ne.

Q | have been | ooking at |ines 40 and 43.

A Okay, and your question is -- it looks to ne



25

1014

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

as if the line on -- the itemon line 40, $94 M1 1ion,

if you were limting it to line 44, which would be the

sum of the two that you nmentioned, it would be 56% |

suspect to be accurate, | wonder if perhaps you included
the items down in |lines 44 and, sorry, lines 48 and 49,
the current maturities. |I'mtrying to read ny lines
across here. It looks like current maturities of

| ong-term debt as well as the short-termdebt as that's
typically how we woul d cal cul ate capitalization

i ncluded the short-term debt and the current maturities
inthat. | can check that to see. It would have the

ef fect of reducing the 56.

Q All right, could you do that, please?
A. I will, yeah. | believe that's how you got
your 53, M. ffitch. |If I add in the Infrastrux colum

F lines 44, lines 48, and 49, | get a total of
approxi mately $177 MIllion. And if | were to divide
that into the amount on colum F, line 40, of 94, | get
53%

Q And the | ong-term debt?

It would be 100 minus that, so it would be

47%

Q And woul d you agree that that's a reasonabl e
approxi mation of the capital structure of Infrastrux?

A On that particular date, yes.
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Q All right. Now the same page indicates PSE s

capital balances on that particular date, correct?

A Yes, it does.

Q And if you did that same cal cul ation, would
you accept that the common equity ratio of PSE on that

date is 30.4%

A I would accept that subject to check
Q Al right. And finally, if we could just
take a look at line -- well, first of all, pardon ne,

let's take a | ook at colum B for Puget Energy, and
asked you about desks and paperclips a little bit
earlier, and you indicated that the primry asset was

i nvestnents in subsidiaries?

A Yes.

Q And that's shown on line 16, correct?

A That's correct.

Q And that's $51 MIlion and a little bit.

A Ri ght .

Q And if you look at |line 60, we see that the

total capitalization of Puget Energy is 51, 300, 099,
correct?

A Yeah, it includes the 51 from above and
$370, 000 of other itens.

Q Al right. And if we |ook over on line 60 in

t he Puget Sound Energy colum, the total capitalization
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of Puget Sound Energy is $5.3 Billion, correct?

o > O >

Total capital liabilities, yes.
And for Infrastrux $213 MIIlion?
That's correct.

I would like to follow up on a question that

Staff counsel had a bit earlier in the questioning about

the rate cap. |If you earned an 8.99% overall rate of

return, given that your current equity ratio is

approximately 30% what would the return on equity be in

t hat case?
A.

of ny head.

t oday?
A

Q

I don't know the answer to that off the top

Coul d you calculate that in the hearing room

No.

Coul d you provide that in response to a

record requisition?

A

Q

I'mnot sure that | can.

Let me ask you another question first.

Per haps you have already answered this by indicating

some | eve
the return
A
Q

You' re sayi

of confusion, but can you even say whet her
on equity would be greater than 10.5%

I think it would be greater than 10.5%

So | et ne understand your earlier answer.

ng that you could not cal cul ate what the



25

1017

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

return on equity would be with a 30% common equity ratio

and an 8.99% overall rate of return?

A ' mnot sure what the rate base woul d be.
' mnot sure what -- and then there would be sone
earnings that flow down, so | would have to make a bunch
of assunptions. And if you specify those, | nmight be
able to make a cal cul ati on for you.

Q Al right.

A If you have nmade one, | would be happy to
reviewit.

MR. FFI TCH: Thank you.

Your Honor, perhaps during the next break, we
could prepare a request with certain assunptions built
into it, discuss it with the witness, and then formthat
as a records requisition.

JUDGE MOSS: We will be breaking for |unch
here fairly shortly, so if you want to fornul ate such a
qguestion during the recess, you could do that.

MR. FFITCH: And, Your Honor, |'mjust about
finished as well, so just one or two nore questions.

BY MR. FFI TCH

Q Under both the originally filed and under the
revised proposal, the total anmount of Puget Sound
Energy's request for relief is around $170 MIlion,

correct?
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A That's right, 177.27.

Q 17772
A 27, $170, 727, 000.
Q Al right. As | understand Puget Sound

Energy's position in this case, if the conpany receives
anything | ess than that anmount, the conpany will go to

junk bond status; is that correct?

A | believe what nmy testinony says is if we
receive less than that, we will be downgraded to junk
status. | don't know that it says the bond rating or
the corporate credit rating. | will be happy to check

that if you have a reference for ne.

Q I don't have a reference at the present tine,
but the record in the proceeding will reflect the
conpany's statement at the hearing to that effect.

A I think ny testinony speaks for itself in
t hat regard

MR. FFITCH Al right. | don't have any
further questions. Thank you, M. Gaines.

THE W TNESS: Certainly.

MR. FFI TCH: Thank you, Your Honor

JUDGE MOSS: Well, ordinarily we would break
just at the noon hour, but it's pushing up against that.
In fact, my watch says it's about 6 m nutes before the

hour, so | think what we ought to do is go ahead and
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t ake our recess now.

And, M. ffitch, if you would refine your
guestion that you nentioned over the |uncheon hour, then
I will let you ask that when we get back

And then we have sone additional cross by |
guess, M. Kurtz, you have a little bit, and, M. Van
Cl eve, you also have indicated a little bit, so we wll
pick up with that. And then we will turn back to
M. Cedarbaum and see where we stand.

MR. FFITCH: Your Honor, I'msorry, | also do
need to offer our cross exhibits.

JUDGE MOSS: All right, why don't you do
t hat .

MR, FFITCH. And again, we had reached an
agreenent as to stipulation with counsel for Puget Sound
Energy that Public Counsel's cross exhibits would be
adnmi ssi bl e, and those are Exhibits 29 through 55, and
Exhibit 72. And if | may just check one other, Your
Honor. | just want to make sure that Public Counsel --
the response to Public Counsel Data Request 135-1 is
i ncluded, and | do see that as Exhibit Number 29, so
that |list was correct, Your Honor

JUDGE MOSS: All right, and those will be
admitted as marked.

Al right, with that then, why don't we take
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our luncheon recess until 1:30 this afternoon

(Luncheon recess taken at 11:55 p.m)

AFTERNOON SESSI ON
(1:35 p.m)

JUDGE MOSS: M. ffitch is distributing a
docket, | mean a docunent. | nust be getting tired.

MR. FFI TCH.  Your Honor, this is a
representati on of the assunptions that we are going to
i ncorporate in our question to M. Gaines that we had
posed before the break, before the lunch break. And we
sinmply put those down on paper for the assistance of the
wi tness in | ooking at our question.

I have al so spoken with M. Quehrn beforehand
and indicated that if the conpany wants to respond to
this in sone fashion, they can -- we have no objection
to themdoing that in terms of alternative cal cul ati ons.

However, | would like to go forward now with
the question and describe our assunptions and then pl ace
that -- place this in the record for the background that
it provides. So if | can go ahead, Your Honor

JUDGE MOSS: All right, you don't want ne to
mark this at this time?

MR, FFITCH: Oh, yes, I'msorry, if you would

mark it.
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JUDGE MOSS: And the anticipation is that

there will be sone further response fromthe conpany,
and so we should mark it as a records requisition.

MR. FFI TCH: That woul d be fine, Your Honor

JUDGE MOSS: All right, we will call it
Nunber 14.

MR. QUEHRN: Excuse ne, Your Honor, | think
we al ready have a 14.

JUDCGE MOSS: |Is there a 14? You're quite
right, it's witten in the margin of ny exhibit |ist,
and | didn't see it. Thank you for the correction. It
will be 15.

Al right, M. ffitch, go ahead.

MR, FFI TCH. Thank you.

BY MR, FFI TCH

Q Good afternoon, M. Gaines.

A Good afternoon

Q In case you don't recall the specific
guestion that | posed before lunch, | will just repeat

it, and it's shown at the top of this Record Requisition
15. |If Puget Sound Energy earns 8.99% overall with
approximately a 30% equity ratio, what is the effective
return on equity? That is the question. And here are
the assunptions we're asking you to use in answering

that question. The capital amunts are for Novenber
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30th, 2001, and that data in that columm cones from

Exhibit 30 that we were |ooking at just before |unch
So are you with me so far?

A I am

Q And then the percent colum just is a
mat hemati cal cal cul ati on based on that first col um.

The third colum of cost rate cones fromthe Gaines rate
case direct testimny, DEG 4C. And then the fina
colum is the weighted cost rate. On the fourth |ine,
you can see |long-term debt, and our assunption states
that that includes current maturities of |ong-term debt.
In the third and fourth colums in the first line are
nunbers in boxes. These are our cal cul ations of these
ampunts -- of the answer to the question, really what
the cost rate for conmon equity, i.e., the return on
equity amount, and then the weighted cost rate. So

we' re asking you to accept those subject to check. Can
you accept those subject to check?

A. Actual ly, because, M. ffitch, you and your
wi t ness were kind enough to show nme this ahead of tine
and | do recall some of these nunbers fromthe exhibits
that you have described, | think I can just accept those
specific nunbers as they are stated on the sheet.

Q Al right, thank you very much.

MR. FFITCH: Your Honor, | did have one ot her
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question, if | mght, just with regard to a

clarification to an answer that we had this norning in
My cross-examn nation.
BY MR. FFI TCH

Q Ri ght at the end of our conversation this
norning, M. Gaines, | asked you about your position
regardi ng the potential downgrade if the conpany did not
receive $170 MIllion, and | just want to get a
clarification. When you talk about the potentia
downgrade to junk bond status that would occur if the
conpany did not receive $170 MIlion, are you referring
to Puget Sound Energy's first nortgage bond rating or to
t he corporate debt rating?

A. When we were speaking this norning, and
shoul d preface this by saying, you know, these are ny
opi ni ons, of course, the rating agenci es woul d nake
their own determ nation, and the rating agencies do
state that the ratings process is as nuch art as it is
sci ence, but when | was -- recalling back the
conversation that we were tal king about, it was with
respect to the table that | had in my testinony, and
that was the corporate credit rating

There is, of course, the possibility of the
bond rating itself, the senior secured bond rating being

downgraded as well both, but -- | think that would be
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the case certainly with Mbody's. | think they have

stated as such. But certainly the corporate credit
rating and possibly the senior secured rating as well
And if you would like, |I can give you the reference into

Moody's reports as to why | think that's pretty nuch a

gi ven.

Q Those reports are in the record, are they
not ?

A They're in the Bench Request, yes.

Q Okay, that's fine if you want to give those

references.

A Oh, certainly. Wth respect to Mody's,
Moody's put out a report, it's the one that should be
fairly close to the top of that exhibit. [It's the one
dat ed January 14th, 2002.

JUDGE MOSS: This is Bench Request 1 that
you're referring to.

A | don't have it, and I don't think that I
need it, but it's the thicker one that has all the
Standard & Poor's and Mdody's reports.

Q Yes, that would be the one.

A In that report, there's a couple statenents
that | think bear relevance to this proceeding.
Remenber this is a report that cane out after both Staff

and Public Counsel had announced their proposals and
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1 request. There's a statenent that they say:

2 State regulatory actions in Washi ngton
3 during the fall of 2001 were troubling
4 from Moody' s perspective given the

5 effects of changed market dynam cs on

6 PSE's ability to withstand resulting net
7 power cost volatility. W note that

8 surroundi ng jurisdictions were taking a
9 far nore supportive action at that tine,
10 enabling other utilities to better cope
11 with simlar challenges.

12 And then they further go on to state:

13 PSE's ratings are under review for

14 possi bl e downgrade refl ecting concerns
15 about how regulators will ultinmately

16 rule on the conmpany's request for

17 interimand base rate relief.

18 Supportive rulings, especially relating
19 tointerimrelief, are essential to

20 enable PSE to maintain sufficient

21 earni ngs and cash flow to support its
22 current ratings.

23 Q Al right. So in that rating that's being

24 referred to there is which one?
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A That was the Moody's report. It's not just

tied to a specific rating, but their report covers al

of their ratings, and certainly the footnote on that
report tal king about that ratings are subject to review
for potential downgrade covers all of the ratings with
the exception of the comercial paper rating P2.

MR. QUEHRN:. Excuse me, Your Honor, could we
make it clear for the record that M. Gaines was reading
from page 5 of 40, Bench Request Nunber 1.

JUDGE MOSS: Thank you, M. Quehrn.

BY MR. FFI TCH

Q And what is Moody's current first nortgage
bond rating for Puget Sound Energy?

A. The bond rating is Baal, the corporate credit
rating Baa2, and that's capital B, two snmall A's, and
then the nunmber 1. And the other one was capital B, two
| oner case A's, followed by the nunber 2.

MR. FFITCH: Al right, thank you.

I don't have any further questions, Your
Honor .

JUDGE MOSS: Thank you, M. ffitch

M. Cedarbaumtold nme off the record that he
had had an opportunity to study exhibit | believe it was
81 further and has about five minutes or so worth of

questions, and | believe this would be a good tine to go
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ahead and have that before we turn to M. Van Cl eve.

MR, CEDARBAUM  Thank you, Your Honor

CROSS- EXAMI NATI ON

BY MR. CEDARBAUM

Q M. Gaines, | will need you to take a | ook at
Exhibit 81. | will let you get settled up there.

A Sorry, | seemto have m splaced ny notebook
here.

Q Do you have the exhibit?

A | do.

Q At the top of the exhibit, there's reference

to U S. Bank account number --

A. Yes, | would appreciate you not reading the
account nunber into the record.

Q That's fine. |Is this the only account in
whi ch non-regul ated cash woul d be placed, or are there
ot her accounts?

A There woul d be other accounts. | know that
Puget Western, the real estate subsidiary that disposes
of the non-regul ated property has its own bank accounts
that then get consolidated on the financial books of
account with Puget Sound Energy. O the ones, of the
accounts at PSE, M. Cedarbaum | believe, and | would

have -- | would have to do this subject to check,
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believe this is the only bank account with respect to

t hat .

And clearly there's two ways of tracking the
non-regul ated dollars. ©One is with accounts, chart of
accounts type accounts, accounting accounts, and then
anot her way to segregate cash as we have done here is
wi th bank accounts. | know there are other charts of
accounts that have non-regul ated dollars in themat the
PSE | evel .

Q And are the proceeds that you show on Exhi bit
81, do they cover all of the cash that would reside in
this particular bank account that's shown on Exhibit 817

A Yes, they did, it's a summary of all the
transactions fromthe begi nning through the duration of
the account. You can see the noneys coming in, and then
you can see the nmoneys going out. 1In fact, the very
| ast line shows that just to clean up the account there
was a $2 1/2 Mllion transferred fromthis non-regul ated
cash account into the utility for utility purposes.

Q And again, | think you stated this before
[ unch, but when you use the term proceeds, you're just
sayi ng the cash received froma sal e whet her that
transaction was a gain or a |l o0ss?

A Right, this is a bank account, so the only

thing you can deposit in a bank account is cash, and so
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it has all the cash inflows and outfl ows.

Q And since there are other bank accounts that
have proceeds from ot her non-regul ated transactions,
what's shown in Exhibit 81 would not show all of those
proceeds whet her or not those transactions resulted in a
gain or a loss as well?

A Correct. For exanple, the balance that we
were describing earlier at the end of the year with $60
MIllion of cash is actually at Puget Western, not at all
related to the utility, and it's inits own separate
account governed by Puget Western.

MR, CEDARBAUM  Thank you, M. Gaines, those
are all ny questions.

Your Honor, | would just note for the record,
you had asked this norning whether Ms. Steel was
available to be recalled for purposes of this exhibit
and this topic, and she is if the Bench would Iike that
to happen.

JUDGE MOSS: But you have no i ndependent need
to recall her?

MR. CEDARBAUM  No.

JUDGE MOSS: COkay, thank you.

Al right then, M. Van Cleve, | believe
you're next in the order.

MR. VAN CLEVE: Thank you, Your Honor.
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As the other parties have done, | would |ike

to offer Exhibits 73 and 80.
JUDGE MOSS: All right, is there any
obj ection?
There does not appear to be. Those will be

adm tted as marked.

CROSS- EXAMI NATI ON

BY MR. VAN CLEVE:

Q Are you ready?
A Certainly, thank you, | appreciate your
wai ting.
Q The current power cost deferral ends at March

31st, 2002; is that correct?

A. I think the order that we got enabling us to
defer costs for recovery purposes only goes through the
end of March. But | believe that the proposal that we
have, and this | would have to have subject to check, is
that we woul d defer, | think we have assumed in here,
that we woul d defer through | think March 14th and then
begin collecting on March 15th. And the counter
proposal then was you defer under the counter proposa
all the way al ong through the end of October.

Q What's your proposal in the case, that the

deferral end in March or that it continue?
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A Qur what | would call sort of the -- we gave

two options, if you will, but the nost recent one that's
in my rebuttal testinmony is one where we remain
consistent with the order that was granted for the first
three nonths, carry that deferral through the end of the
rate period, and again that's really to true up power
costs so there's no over or under collection of power
costs, and then we would collect $130 MIlion, 136
bel i eve grossed up, during the period from March 15th
through the end of October. And then the resulting
nunbers that M. Cedarbaum and | were discussing, the
roughly $34 1/2 MIlion or 33 after the gross up would
be deferred and coll ected over the one year period
begi nni ng concurrent with the general rate case.

Q Are you aware that the Staff is proposing
that the deferral terminate on the date of the interim

rate order?

A | believe that that is their proposal
Q And do you oppose that proposal?
A Well, certainly keeping the deferral in place

is a good thing, | think. So keeping that aspect of
their proposal we certainly incorporated into ours.
There's a | ot of other aspects of their proposal that I
certainly disagree wth.

Q But the question is whether you oppose that
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proposal ?

A Well, as | nentioned, | think |I answered that
guestion, we are requesting a deferral mechani smthrough
the end of the interimperiod truing up power costs and
deferring a collection of the bal ance goi ng forward.
don't know what they have done with the bal ance to the
extent there's an over or under recovery at the end of
t hat peri od.

Q There's been a little confusion in this case
about whether this is a power cost recovery case or an
interimrate case. Can you explain that?

A I would be happy to, M. Van Cl eve, because
agree with you 100% there's a whole bunch of confusion
on that topic. And clearly as the standard is for
interimrate relief, you | ook at the six part PNB
standard, the bit of case law as | understand it from
Oct ober of 1972. And our case is about neasuring the
results of our operations, financial operations, and
financial condition. Wth respect to that standard
through six or seven ratios and sone other qualitative
aspects of the company, conparing those to the standard,
and showing that in this case granting the full anount
barely gets you there, if you will.

And when | say barely gets you there, | nean

that the resulting book coverage ratios do not result in
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1 current bond level. The anpbunt of cash flow comng in

2 even with the elinmination of the elective redenptions is
3 barely sufficient to enable us to operate within our

4 existing line of credit, $375 MIlion. Table 4 |

5 believe it is in ny testinony shows that in that

6 scenario we would have a $25 MIlion leeway, if you
7 will, short-term debt by the end of the interimperiod.
8 | believe Staff had proposed, as M. Lott correctly

9 described Ms. Steel's testinony, they're proposing a
10 cushion of $126 MIlion, so we have 1/5 the cushions
11 that Staff had proposed. So that's the piece of our
12  case.

13 Certainly, certainly the key driver and the
14 root cause | think is the word we have used is the

15 underrecovery of net power costs. And the way | think
16 about it and the way | think is good for all of us to
17 think about it is the PNB standard really addresses

18 synptons, and it's appropriate to do that, because as we
19 heard from other witnesses earlier, there's a |ot of
20 di fferent diseases that could result in synptons that
21 shoul d be addressed through that standard. 1In this

22 case, the disease is underrecovery of power costs, and
23 that's really, M. Van Cleve, how the case is

24 constructed, howit's put together, and how the request
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of relief is justified.

Coul d you please refer to Exhibit 73.
This would be the response to the | CNU Dat a

Request 6.1-17

Q Correct, this is a response that you
prepar ed?

A Was that a question?

Q Did you prepare this response?

A In all honesty, I"'mnot sure if it was

prepared by nme or under my supervision, but it would be
our response, Yyes.

Q Okay. And in response to sub part A it
| ooks like the conpany is agreeing that the interimrate
relief be subject to refund; is that right?

A. Yes, as a matter of fact, through the true up
provi sion that we had just discussed.

Q And in sub part C, it asks what the
met hodol ogy woul d be for the refund, and can you explain

what you nmeant by your answer?

A I will try it again, | thought |I did, and
have to admit, M. Van Cleve, |'mnot an accounting
expert, I"mnot a CPA, but | can give it ny best shot
certainly.

What we're proposing is, you know, consistent

with the order for the first three nonths we would
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defer, we would collect dollars based on the requested

projected levels. W would then track the actual costs
and defer the difference between actual costs and the
cost presently enbedded in existing rates, if you wll,
and track that going along and then collecting $130
MI1Ilion.

At the end of the interimperiod, at the end
of the COctober period, to the extent there was a bal ance
in that account that was a receivable to the conpany,
that would be collected going forward. To the extent
power costs let's say were, net power costs, were |ower,
t hat nmoney woul d then be refunded prospectively to
customers. And | believe as Ms. Luscier described, our
proposal is that we would accrue interest on the
recei vabl e or the payable as well. Because to the
extent there is a receivabl e bal ance, that neans that we
financed that, and so really the interest just covers
the interest expense.

Q So that nmeans that what you're trying to
collect as interimrates is based solely on the
conpany's power costs, correct?

A Well, as | nentioned, certainly the
underrecovery of power costs is the key driver or the
di sease that we're trying to cure, but by addressing the

synpt ons.
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Q But you're actually trying to track the power

costs to determ ne the anbunt that you recover, correct?

A We had proposed that, that that's how it
woul d work, because clearly the power cost is the root
cause of the synptons.

Q And are you aware that in a typical interim
rate case that refunds are based on the difference
between the interimrates and the final rates adopted in
the rate case?

A I"mnot aware of that at all. It seens |like
they would cover two different periods. An interimrate
case covers a period between the tinme typically of
filing and the time that the general rates go into
effect. The general rates then start at that point in
time going forward. It seens |ike what you descri bed
woul d be retroactive rate making.

Q VWhat is retroactive rate maki ng?

A It's when you set rates for a historic tine
period to be put in place during a historic tine period
is my understandi ng, and there's probably a | ega
definition that | can't give you, because |'ma |ay
person.

Q So it's your understanding that in prior
interimrate cases that refunds would be cal cul ated by

reference to sonme sort of deferral account?
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A You know, | did review, | believe, three or

four cases of prior interimrelief in this state, and
they all stated that rates were set to be set to recover
-- to allow the conpany the ability to finance on
reasonable ternms. | don't remember in those cases if
there were true up provisions or not. There very wel
may have been, and |I'msorry, M. Van Cleve, | don't
have those to go through at this monment, but | can
certainly give you the references to the causes, cause
nunbers, if you would like.

Q Coul d you refer to page 2 of your rebutta
testinmony, | believe it's Exhibit 25T.

A It is, and |'mthere.

Q And if you refer to line 16, your statenent
regardi ng access to whol esal e markets, are you relying
on the testimny of M. WIIliam Gaines in drawi ng that
concl usion, or do you have any personal know edge about
t hat issue?

A. This is the -- and | just want to nake sure
before answering we're referring to the sane piece, it's
at a bit of an angle here, M. Van Cleve, but | believe
you're referring to the sentence that states, PSE' s
access to whol esal e energy markets will becone
unt enabl e.

Q That's correct.
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A | amreally referring to the testinmony of

M. WIliam Gaines as well as a response to Staff Data
Request 291-1. |I'mnot sure if that's an exhibit. |

woul d be happy to check fromny exhibit list, but I

believe mine is a partial list. Actually, | don't see
it on here. | don't believe it's in the record.
Q Were you involved in the letter of credit

that was provided to Enron?

A | personally was not, no.
Q Do you know anyt hi ng about that transaction?
A | don't -- | don't about that. | know about

the ability or lack thereof to get letters of credit. |
can tal k about that, but |I don't know -- | have people
inm staff who work directly with people in M. Gaines'
area when conpani es request letters of credit, as has
happened in the past.

Q And has anyone in the last three nonths
requested a letter of credit from Puget Sound Energy?

A | don't know the answer to that. | believe
the answer, |'m guessing the answer is yes, because | do
know cl early Bank of America totally cut off the ability
to do gas financials with us, and | would suspect that
prior to doing so they would have requested a |etter of

credit. | would check that, and Bill Gaines certainly

woul d better know the answer or soneone in his staff.
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1 Honor .

2 JUDGE MOSS: Thank you, M. Van Cl eve.

3 I think M. Kurtz has a few questions.

4 MR, KURTZ: Actually, alittle bit nore than

5 a few, but.
6 JUDGE MOSS: Well, you're down for 10
7 m nutes, are you estimating now that you will need nore

8 time than that?

9 MR. KURTZ: Yes.

10 JUDGE MOSS: How nuch?

11 MR. KURTZ: Probably 20.

12 JUDGE MOSS: Thank you.

13

14 CROSS- EXAMI NATI ON

15 BY MR. KURTZ:

16 Q M. Gaines, | would like to ask you sone

17 guestions that follow up on the dial ogue you had with
18 M. ffitch. It was a short dialogue, but it got to sort
19 of the differing roles between the utility and the

20 regulator. Do you renenber when you stated that the

21 Commi ssion regul ates rate of return, not dividends?

22 A | do recall that discussion.

23 Q And you went on to say that dividends are not

24 in the rate nmeking equation, and you gave the rate
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maki ng equation as rate base tines rate of return plus

operating expenses and taxes.

A Yes.

Q Is that right?

A Yes.

Q Also not in the rate maki ng equation are

things such as interest coverage ratios; is that true?

A Well, not exactly, because the rate of return
contains interest expense, and that's a conponent of the
i nterest costs.

Q Well, we will see in the rate of return
testinmony in the general case fromthe various experts
how t hey cal cul ate the reasonable return on equity, and
there will be cap M nodels and DCF and interest coverage
rati os. But once the Comm ssion sets the reasonable
rate of return on equity, it's up to the conpany to do
with the noney and manage it as a prudent business.

It's not -- that's not the Conmi ssion's job after it
determ nes what the return on equity should be, is it?

A The conpany certainly -- the Conm ssion
certainly does not get into nmicromanagi ng a conpany.
They simply set rates. | don't say that because it's a
si npl e process, | nmean from di stingui shing whose
responsibility it is.

Q You al so -- you brought up, | think, | think
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that the Hope standard, and | think you cited it for the

proposition that regul ation should maintain the
financial integrity of the regulated entity?

A That's how it was used in nmy testinony.

Q You woul d agree, would you not, that the Hope
standard does not set forth the proposition that the
rate payers are the guarantors of the utility or that
the utility is guaranteed to earn any given rate of
return?

MR, QUEHRN: Objection, Your Honor, he's
bei ng asked to give a | egal opinion.

JUDGE MOSS: Well, the witness cited the
opi nion in support of his own testinmony, so to the
extent he can answer the question, | think he shoul d.

A | can attenpt to, Your Honor. There's an
aspect of it that | -- there's two cases that are
usual ly used together, and as | sit here, | conbine them
in my mnd, the Hope case and the Bluefield case, and
they are both | egal cases. And certainly | can't give
| egal opinions on those, but | believe that what those
cases do or are used in the standards for is the process
of setting rates that are to be fair, just, reasonable,
and sufficient, sufficient to cover all costs.

BY MR KURTZ:

Q Al'l prudently incurred costs, true?
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A Costs that are deened to be inprudent are

typically disallowed.

Q And rate making is not intended to guarantee
autility a given profit level or return, it's intended
to give you the opportunity to earn that return; isn't
that right?

A It is provided, yes, that's correct, to give

the conpany the opportunity to earn the allowed return

in the ROE
Q Now t he manner for setting rates, at least in
all jurisdictions that is not deregulated, it is

typically the general rate case process?

A Well, certainly the way for setting genera
rates is a general rate case process. There's a |ot of
ot her ways of setting rates, for exanple, purchase gas
adj ust rent nechani snms as this conpany has. A |ot of
ot her companies, in fact, | believe the majority of
states have electric cost adjustment nechanisnms as wel |

Q That's exactly true, and those recover cost,

not the profit margin; isn't that right? Wlich is the

reason --
A Not al ways.
Q Can | finish my question?
A Sur e.
Q Typically -- well, your gas commpodity, you
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don't earn a profit margin on the gas you buy and pass

through to your gas custoners, do you?

A Not currently, but for a while, M. Kurtz, we
did have an incentive PGA where one third, roughly one
third of the benefit to the extent we coul d purchase
bel i eve bel ow i ndex went to sharehol ders and custoners

to have two thirds of that benefit.

Q Okay, | don't want to divert us too far
A Okay.
Q In general for base rates, the process for

establishing the reasonable rate of return is the
general rate making process?

A Correct.

Q Ckay. And in Oregon, the suspension period
to give the Conmission tine to review the general rate

case i s how nmuch nont hs?

A In Oregon, |'mnot sure, in Washington --
Q Washi ngt on.
A. In Washington | believe it's a 30 day period

that rates are suspended for 30 days, and within that
period, the Conmmission typically sets -- can set them
for hearing, and that would be a -- typically as nuch as
a 10 nonth process, so we say effectively 11 nonths.

Q That's typical across the country. \When a

utility goes to raise rates, they're al nost
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1 t he Comm ssion holds a rate case, at the end of the

2 suspensi on period, you get new rates?

3 A Unfortunately, yes.
4 Q And oftentimes if there's a rate reduction
5 the suspension period will be waived. Are you famliar

6 with that concept?

7 A I"'mnot at all, |I'msorry.
8 Q Now t hat 10 nont h suspensi on period sonetines
9 is referred to as regulatory |lag, because you cone in

10 and file for newrates and you won't get themfor 11
11 nmonths; is that right?

12 A That's correct.

13 Q And one way to cure traditionally,

14 traditionally cure regulatory lag or at |least address it

15 is through the use of a future test year

16 A. Well, one way is to have interimrate relief.
17 Q Does the future test year concept, isn't that
18 i ntended to provide some formof relief to the regul ated

19 conpany fromregulatory | ag?

20 A I don't know the answer to that question
21 I''m not a rate making accountant.
22 Q Well, if you use a future test year, you're

23  projecting your costs, your costs, your revenues, your

24 rate base going out into the future instead of using
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historic --

MR, QUEHRN: Objection, Your Honor, the
Wi tness has already said he's not famliar with the
future test year concept.

JUDGE MOSS: Well, let's test that a little
further.

Go ahead with your question, M. Kurtz.
BY MR. KURTZ:

Q Do you understand the question as | have
stated it?

A Partially yes, | think. For exanple, we have
a historic -- we have a future test year or we have a
hi storic test year in this case and a historic rate
base. | don't know when you nove to a future test year
what the rate base is, what the other costs are that
you're allowing or disallowing. |'mjust not famliar
with them sorry.

Q In your general case, are you using a future
test year?

A | believe we're using a historic test year
for the 12 nont hs ended June 2001 with power costs that
are projected through the rate year. This, | believe,
is a historic test year state.

Q Let me contrast the process for setting when

autility goes in to raise rates versus reducing rates,
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1 at large that your rates are too high; do you know the

2 answer ?

3 A It sounds like it's a |legal question. |'m
4 just -- | believe that he could. | do not know.
5 Q I f sonebody were to file such a conplaint and

6 all ege that your rates are too high, would you agree as
7 a policy matter to some form of synmetry where the new
8 | ower rates would go into effect automatically until the
9 Conmi ssion would have tinme to fully review that?

10 A I don't know the answer to what you're

11 constructing.

12 Q Well, I'"'mtrying to contrast it to the

13 interim process here where rates are going to go into

14 effect you're proposing during the review process for

15 the general case. Do you know if that's possible in

16 Washi ngt on?

17 A Actually, it is possible, it's been done in
18 the past several tines.

19 Q What exanpl es are those?

20 A One of themis the WUTC versus WAshi ngt on

21 Wat er Power, Cause Nunber U-80-13. Another one is --

22 Q And you're citing that case for the

23 proposition that new | ower rates went into effect before

24 the end of the conplaint process was over?
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A ["mciting themin ny testinony fromthe

standpoint of that in the interim the process for
setting interimrates in this state is to allow for the
conpany to finance on reasonable ternms or allow access
to financing on reasonable terns.

Q No, | thought you were giving ne exanples of
where conpl aints had been filed against utilities in

this state and the new | ower rates went into effect --

A ["msorry.

Q -- before the end of the conplaint process.

A I''m not sure of when other people have
initiated, | apologize, | msunderstood.

Q Okay. Now here with the -- what the conpany

is doing is you're asking for $170,727,000, which is the
di fference between the power costs from your 1992
el ectric case and your projected power costs through the
end of October, WAG Exhibit 3, which has a new exhibit
nunber, that's where you get the 170, 7277

A. Well, the deferral to power costs | believe
is $163 MIlion. What we're doing is requesting an
anount of noney that fits within the PNB standard to
allow us to finance.

Q And then you gross it up for the 9 1/2%
non-federal incone tax rate, and you get $170, 000, 727 on

that exhibit?
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A When M. Gai nes does his cal cul ati on and

grosses it up, he gets that cal cul ation, yes.

Q In your -- in your -- that's ten nonths worth
of projected power costs grossed up for the utility use
tax?

A Revenue sensitive itens.

Q Revenue sensitive itens, and you're proposing
to recover that over the seven and a half nonth period
March 15th through Cctober 31 in your primary
recommendati on, your first recommendation?

A I think the first recommendati on actually had
the deferral going for two or three nonths, two nonths |
think it was.

Q Now just as a matter of pure mathematics,
that the ten nonth -- annualizing those ten nonths worth
of costs, | get $204,872,000. Wuld you accept that?

A. | don't think that | would. | don't know how
you annual i zed.

Q Well, sinply take 177.27 over 10 nonths,

di vide by 10, and then multiply over 12.

A That woul d be an i nappropriate cal cul ati on,
because the power cost nunbers in WAG the exhibit there
that has that, vary nonth by nonth, so you would have to
| ook at the | guess preceding three nonths.

Q Well, I"'mnot trying to -- I"'mnot trying for
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1 power cost differential for an additional two nonths.
2 I"'mtrying to annualize the ten nonths of actual data

3 you have

4 A. I wouldn't agree with annualizing it that

5 way.

6 Q Well, how would you annualize it?

7 A Wwell, first of all, | wouldn't, because

8 there's no reason to. | would probably, if you wanted
9 to go back and |l ook at the nunbers, | believe you can

10 find themon page 1 of M. Hawl ey's workpapers, which

11 are in an exhibit here, they provided in response to

12 Publ i ¢ Counsel Data Request 62, which is exhibit --

13 CHAIl RWOVAN SHOWALTER:  32.

14 A. 32C, that's correct, thank you. And it shows
15 there the underrecovery reaching back is a quarter of a
16 billion dollars.

17 Q That's not my question. You said you had a
18 better way to annualize the ten nonths worth of cost

19 recovery.

20 A | said | --
21 Q VWhat is your way to annualize the 170.77
22 A. Actually, M. Kurtz, | said that I wouldn't

23 because there would be no reason to, but if you were

24 going to ook at a 12 nonth period, which is what you
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were trying to get to, I would | ook at the costs on that

page, specifically lines, rows, excuse ne, 3 through 14.

Q What |'m asking you to do is you're asking
for rate relief additional -- a rate increase of
$170, 727,000 to be recovered over a seven and a half
nont h period which reflects 10 nonths of net power cost
differential. Nowif we wanted to put that 10 nonth
cost nunber on a 12 nonth basis, it would be
$204, 872,000 just as a matter of mathematics.

A. I don't know what you're using that for, so
don't know. | would not do that. | don't know what
you' re doi ng.

Q Well, let me ask you this question
M. Gaines. Wuld it be an inproper use of the interim
rate nmaki ng process to use that process not to avoid a
financial hardship, but to sinply negate the rate case
suspensi on period and to boost your earnings during the
rate case suspension period?

MR, QUEHRN: Objection, Your Honor, again
we' re being asked to give |legal opinion about what the
appropriate use of the interimrate making process is,
and that's not within the witness's expertise.

MR, KURTZ: If | could respond, | think this
witness's entire rebuttal testinony is about what's

appropriate for the interimrate maki ng process.
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JUDGE MOSS: The objection is overrul ed.

Do you have the question in mnd?

THE WTNESS: | do not.

Pl ease restate the question, M. Kurtz.
BY MR KURTZ:

Q Wuld it be an inappropriate use of the
interimrate naking process to use it not to negate, not
to cure a financial hardship or calamity, but to sinply
negat e the suspension period?

A Well, as | understand it, the standard used
here is the PNB standard, which tal ks about the ability
to finance on reasonable ternms. So assum ng we were
going to keep with that standard, we would use that
standard and put it in effect in setting rates. There's
not an aspect that | have recalled of that standard that
says boost earning. | don't know what you're getting to
at that. |It's to address the conpany's financia
viability, as | understand it.

Q So you would agree then it would be
i nappropriate to use the interimrate process sinply to
ride out, to avoid, to negate the 11 nonth suspension
period built in to the law, and it's only appropriate to
use it to prevent undue financial hardship under the PNB
standards to paraphrase?

A Those seem synonynmous to ne. They seemthe
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same thing.

Q Well, if that were true, every tinme a utility
filed for a rate increase, they would be entitled to
interimrate relief also, because they need nore noney,
hence we need to put it in during the suspension period.

A. No, they woul dn't, because they, as |
menti oned, they would have to do that with respect to
t he PNB st andard.

Q So you do agree that sinply to use the
interimrate relief process to negate the suspension
period woul d be wong, and it would only be proper to
use the interimrate process to neet the PNB standards
of financial hardship, to paraphrase those standards?

A. That's how it is applied. | don't know the
contrast that you're mamking of negating the |ag period.
It seens like to the extent a utility has a hardship, an
inability to finance on reasonable ternms, during that
stay out period or the lag period, that is an
appropriate time to be filing for interimrelief,
especially in a situation like this when it's due to

circunstances largely outside of the control of the

utility.
Q Let ne refer to your direct and rebutta
testinmony, if |I could. First of all, your direct

testinmony on page 8. It's the portion which begins on
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line 12 and runs through line 16. Do you have that,

sir?
A I'"msorry, what was the page reference again?
Q Page 8 of the direct, lines 12 through 16.
A. This is that one where |I'm having the wong
-- two different copies, so it's the one -- it's the

part where it starts, per the chart above?

Q Yes.
A Okay, thank you.
Q Okay. Here is the portion of your testinony

where you calculate the return, the rate of return on
the conbi ned gas and electric rate base, but for the
peri od endi ng October 2002 on a projected basis, and you
project -- you project that the gas and electric
conbined rate of return will be 5.5% 5.55% wi thout any

interimrelief.

A For the 12 nonths ended Cctober, that's
correct.
Q 12 nmonths end. And you contrast that to the

8.99% conbined rate of return authorized in the gas and
electric rate case?

A The last tine that the cases were all owed,
sorry, the returns were set, yes.

Q And you repeat that, this point, four tines,

| take it, in your rebuttal testinony. This is sort of
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hi ghli ghted on your errata sheet, page 4, |ine 4, page

10, line 17, page 30, line 17, page 32, line 2, because

you corrected that, that 5.55% nunber, in each of those

pl aces.
A. So it's consistent, that's right.
Q So this is a thenme that appears in your

direct as well as four places in your rebutta

testinony; is that right?

A Yes, it is.

Q Now can you turn to page 30 of your rebutta
testi nony.

A "' mthere.

Q Okay. Line 16, you discuss this, in ny

direct testinony, you point out, without interimrate

relief, the return, the rate of return on the gas and

el ectric conbined rate base will drop 5.55% bel ow t he
8. 999
A It is belowthat, it's not 5.55 bel ow 8.99,

the nunber would be 5.55.

Q Yes, yes, if | msspoke. And then you
conpared this to the 1980 interimrate case, | take it
did Puget get a interimrate relief in 19807

A Yes.

Q Okay. You also got interimrate relief in

19737
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A Yes.

Q Okay. And you're asking for interimrate
relief in 2002, so is this -- this is sort of a -- is
this a trend, do you -- is this a historic practice to

conme in during the suspension period and seek interim
rate relief?

A No, actually we have had several general rate
cases where we didn't do that. This is just citing
ot her exanpl es and what the shortfall was then conpared
to the shortfall now and pointing out that the
shortfalls historically when we have had interimrelief
granted were substantially smaller with respect to the
previously allowed returns than where they are in this
pr oceedi ng.

Q And | think you agree that it would be

i mproper to use the interimprocess sinply to avoid the

suspensi on period, and apparently you -- so these two
prior tinmes -- let me strike that question
Let me -- let's -- | would like to go to the

wor kpapers that go behind this calculation, and there

are a nunber of places in the record.

A 32C | think has the workpapers.

Q Well, I've got it in Exhibit 424 al so.
A Al right.

Q

71C, but naybe 424 since this one is not
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1 JUDGE MOSS: | do have it marked with a C

2 designation, M. Kurtz.

3 MR. KURTZ: Okay.

4 JUDCGE MOSS: | realize it's not all on

5 col ored paper, but portions of it are, and that's how we
6 flag our confidential exhibits. Have we waived

7 confidentiality on this whole exhibit?

8 MR. QUEHRN. Actually, Your Honor, | don't

9 believe this portion of the workpapers were narked

10 confidential at |east for mine, so there's no --

11 JUDGE MOSS: There are portions that are and
12 portions that aren't. | think it would be better -- are

13 yours al so segregated by col ored paper?

14 MR, KURTZ: Yes, page 11 is the only page
15 will refer to.
16 JUDGE MOSS:  All right, well, that's not

17 confidential, so you may refer to it freely.

18 MR, KURTZ: Okay.

19 BY MR KURTZ:

20 Q And | would like to use -- if you have page
21 11 of Exhibit 424 as well as page 8 of your direct

22 testinony, that will be the two things to | ook at.

23 A Al right, | have both in front of ne.

24 Q Okay. | think these exhibits track
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A Track in the sense certainly that page 11 is

the source of the 5.55% we were di scussing.
Q Okay. Now let me see if | understand this
exhibit. Colum B is 12 nmonths of operating incone for

the gas and el ectric conpany comnbi ned?

A Yes.

Q Is that right?

A Yes.

Q Colum Cis the rate base for the nonth

stated for the gas and el ectric conpany conbi ned?

A It really starts with an average or nonthly
averages as rate base is typically cal cul ated, but that
woul d be what it was as of that nonth or projected to be
as of that nonth.

Q One thing | noticed about this rate base
calculation is it stays fairly constant. Septenber of
'Ol it's $3.650 Billion, and October of '02, $3.673
Billion. |Is that accurate; is that correct, am!|l

understandi ng that right?

A It is arelatively flat calculation, right.
It grows it looks like by $23 MIlion or so over this
peri od.

Q On a rate base of $3.6 Billion, that's a

pretty small|l percentage.

A Pretty smal | percentage.
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1 portion, are they both fairly constant at that point in
2 time, or stable?

3 A You know, | don't know the answer to that,
4 M. Kurtz. It depends on their growth rates and the
5 cost of having that growmh. Because typically the

6 adder, of course, is the additions to plant, and the
7 deduct is to depreciation. |I'mjust not sure where
8 those two are.

9 Q Okay. Now the other colum D, the rate of
10 return, is sinply the operating incone, which is your

11 after tax incone, correct?

12 A Yeah.

13 Q Tinmes the rate base?

14 A. Di vided by the rate base in this case.

15 Q Yes, divided by the rate base, and so that

16 gives you the rate of return on rate base. And for
17 Oct ober of '02, you project that it will fall all the

18 way to 5.55% for the gas and electric conpany conbi ned?

19 A Yes.

20 Q Okay. Now your -- the last authorized rate
21 of return in your last -- in the conbined cases were
22 8. 99%y

23 A Correct.

24 Q And M. ffitch and M. Hill have this new
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exhibit they have that gets into this same topic?

A It attenpts to, yes.
Q Records Requisition 15.

Now what you then calculate is the shortfal
or the anpunt that you project your rate of return wll
be bel ow the authorized return, 3.44% nnultiplied by the
rate base, and you cal culate a net operating incone
shortfall of $126,407,000 for the gas and electric
company conbi ned?

A. That's correct, as of the October period,
yeah.

Q Okay. Now if you earned $126, 407, 000 of net
operating inconme, you would be exactly at your

aut hori zed rate of return of 8.99%

A Yes.
Q Did you cal cul ate the revenue requirenents
required to bring -- | got divide by the -- divide by

the revenue conversion factors in .62, we get a revenue

requi rements of $203,882,000 to yield this |level of

ear ni ngs?
A Ri ght .
Q Okay. Now if you got this -- so $203, 882, 000

to get your earnings up to the 8.99% authorized in the
| ast rate case. Are we there so far?

A I'"msorry, no, would you repeat the question?
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Q Grossing up the --

A | got that part. The $203.8 MIlion
Q Okay. Now from Records Requisition Exhibit
15 we learn that -- well, let ne just back up. The

8.99% was fromthe |ast rate case, which included we
| earned | ast night a 45% equity balance for the electric
conpany. | think Ms. Luscier testified to that.

A | believe it's the weighted conbi nati on of
the electric at 45% and the gas, which was at 44%

Q Okay. Now the current equity proportion for
electric is 29.79 or as of, what is it, November of 'O01?

A That was the date of this sheet for --
there's a little bit of an apples to oranges here,
because this is for Puget Sound Energy, so it includes
those non-regul at ed subsi diaries we were di scussi ng.

Q So if you earned, under this exhibit, Records
Requi sition 15, if you earned 8.99% Public Counse
calcul ated that the return on equity at the current
equity capitalization percent of 30% would be 12. 76%

A That's what their mathematics shows. It's a
di fferent cal cul ati on.

Q Because it includes these unregul ated
conpani es?

A Well, beyond that, it's not a 12 nonth ended

or average of the nonthly average cal culation as rate
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base is supposed to be. It's taking costs froma future

test period and applying themto a point in tine
capitalization. It says that you're able to earn 8.99,
yet it doesn't flow that earning down to retained
ear ni ngs, grow ng the denom nator of the cal culation and
reducing the effective ROE. There's a tax piece

m ssing. There's a bunch of things |ike that that are

i nappropriate to it.

Q Well, | just want to back up a little bit,
because | want to continue with this exhibit. But I
have from Exhibit 70C, which | guess is confidential
the -- oh, that's conbined also. | think we're going to
have the sane unregul ated problem Let's go back to the
wor kpapers supporting your testinmony. |If you got

$204, 800, 000 in additional revenues --

A 204 or 203 did you say?

Q Ch, excuse ne, 203, 882.

A Thank you.

Q For the 12 nonths period ended October '02,

you woul d be conpletely at the last authorized rate of
return for both the gas conpany and the electric conpany
before the suspension period was over and right when the
new rate case was started?

A Presuming all the projections cane out in

actual as they're projected to be, that would be the
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result.
Q Well, these are your projections.
A Ri ght .
Q And you based your rate increase on these

projections; is that true?

A. Well, we said it would be subject to a true
up so -- and we've done really two cal cul ations,

M. Kurtz. One is to true up to the extent it's rel ated
-- there's a deferral part related to power costs true
up with respect to that so that we would not overearn on
that at all, we would pass through exact cost, and it's
also put in, as | nentioned, sonething that we believe
is the sleeves off our vest, an ROR cap just in case the
parties are nervous that we should overearn. So | think
there's two protection nmechanisns built in for custoners
here.

Q Well, just as an aside, | thought the sleeves
of f your vest was not -- because you don't think it's
much of a protection.

A Well, it's a protection, | just don't think
it's going to happen.

Q So if you got additional revenue for the gas
and el ectric conpany of $203,800,000 by Cctober '02, you
woul d be earning exactly the rate of return authorized

in your last rate case. That's what this exhibit shows;
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is that right?

A Yeah.
Q Okay. Now you're asking for $170,727,000 to
be collected over 7 1/2 nonths for the 10 nonth power

costs that we have tal ked about at |ength, right?

A Yes.
Q Okay.
A. It is the collection of the ambunt needed to

keep financially viable.

Q Now | know you didn't agree with ny
annual i zati on nunber because you probably antici pated
where | was going. |f you annualize the 170, that cones
out surprisingly enough to $204 M I1lion, which is al nost
exactly the $203 MIlion you need to be completely
financially whole earning your exact authorized rate of
return.

A O course, | will only get to the extent it's
granted $170 MIlion, and part of that will be a
collection of a deferral, so it won't be treated as
earnings, so |l will earn the allowed rate of return as
shown on the | ast page of the table that we were | ooking
at earlier in ny testinony, or shown in this workpaper
as well, which is well below the allowed rate of return.
If you're proposing that | collect 203, | would be happy

with that.
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Q Are you proposing to use this interimrate

maki ng process as a way to get to your authorized rate
of return as a nethod to negate the suspension period?
A No, as | nentioned, what we were doi ng was
requesti ng an amobunt of noney to solve the undue
financial hardship, and as the third item of the PNB
standard st ates:
The nmere failure of a utility's
currently realized rate of return to
equal the rate of return previously
authorized to the utility by this
conmi ssion as adequate is not sufficient
standi ng alone to justify a grant of
interimrelief.
It's only one of six standards.
Q Now t hi s workpaper is the gas and electric
conpany conbined. That's correct, isn't it?
A Yes, it is.
CHAl RMOVAN SHOWALTER: | just want to nake
sure, is this sonething we don't have, or are you
| ooki ng at an exhibit?
MR. KURTZ: No, this is the sanme exhibit,
page 11 of Exhibit --
A 424C.

CHAIl RWOVAN SHOWALTER:  |'m sorry.
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BY MR. KURTZ:

Q This is for the gas and el ectric conpany
conbi ned?

A Yes, it is.

Q Now t he rate increase you' re proposing here

only goes on the electric custoners?

A Yes, it does.

Q Okay. Now where would we be able to
calculate the rate of return just on your electric rate
base? What we would need is we would need the 12 nonths
operating income, electric only, 2002 October, and the

electric rate base?

A Yeah.

Q Do you have those nunbers?

A | do not.

Q Okay. Now there's a |lot of evidence in this

record. Surely the electric operating income and the
electric rate basis is sonewhere in this record, or am
m st aken?

A It really isn't. This isn't arate of return
type case. This is an interimproceeding. The test is
not rate based return, it's ability to finance on
reasonable terms with respect to the PNB standard. The
conpany's operated as a conbined gas and el ectric basis,

and so we have in this case the only rate base
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information is that contained in this exhibit. |

believe it appears on a couple of other pages, but this

is the only place | believe you will find it. As |
menti oned, there has been 600 data requests, | don't
believe there's been any -- certainly I have not seen

any, M. Kurtz, that have that separation.

Q Well, there is at |east one exhibit that has
the electric rate base. That would be Exhibit 207, the
Hei dell electric cost of service study, and that would
be Exhibit JAH-2. This is the summary sheet of the cost
of service result. |It's the first spreadsheet after the

written testinony.

A M ne has witten page nunbers, M. Kurtz, is
it --

Q It's the first spreadsheet after the
testimony. It's the summary of the cost of service
results. It's |abeled JA-2.

A | see it. Mne has a page nunber of 45, page

1 of 29 at the bottom
Q Yes, that's it. Nowthis is as of June 30

2001, but this has an electric rate base of,

2,662,676,446. That's investnment and plant, |ine 23?
A. | see that, yes.
Q Now | know you testified you don't know if

the electric and gas rate bases are both stable, but on
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a conbi ned basis, they're surely stable if this is the

only electric base nunber in the record. Do you have
one that would go to October 20027

A I"msorry, | don't. This is the only -- |
didn't even -- wasn't even aware we had this one. 1In
fact, this is actually it |ooks |like general rate case

testinmony that was just incorporated in this exhibit.

Q In any event, the electric, the gas rate base
is approximately $1 Billion?

A. Roughly, sure, for the sake of argunment.

Q Now -- and, of course, if you're -- when you

have a |lower rate base, if you multiply earnings by a
| ower rate base, you get a higher rate of return
Miultiply the same operating income by a smaller rate
base, you get a higher rate of return?

A You woul d.

Q Okay. So to calculate this on an electric
only basis to see the inpacts of your $170 MIlion rate
increase just on the electric, | think we have kind of
one piece of the puzzle, the electric rate base, and you
say you don't have the operating incone on an electric
only?

A | don't.

Q Now you surely keep your books that way, you

have a FERC Form 1 which is electric only, Form 2 gas
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only, so you certainly keep your books separate?

A We di saggregate the books to conplete those
FERC fili ngs.
Q Is this a nunber the -- could you break out

this 12 nonth operating income on your workpapers into
the gas and electric conponents so that we could
calculate the electric rate of return before and after
your rate increase?

A I don't know that sitting here. | would tel
you that, you know, the ability to finance is not split
between the two types of conmpanies. The ability to
finance is the conpany overall, and so you have to | ook
at it as it's run on an aggregated basis. The test is
on an aggregat ed basis.

MR, KURTZ: Your Honor, | guess if | could
make this a records requisition to sinply take the
Oct ober 2002 net operating income on a gas and electric
combi ned basis and sinmply show it on an electric
separation and a gas separation, and, of course, the two
shoul d add up to $203, 884, 000.

JUDGE MOSS: |Is that sonething the conpany
could furnish by tonorrow?

THE WTNESS: As | nentioned, |'mnot sure if
we can do that, but we can certainly try and do that.

JUDGE MOSS: O course, we may finish this
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afternoon, although I'm beginning to be less optinistic

about that, but we do have tonmorrow reserved, so | wll

make that Records Requisition Nunber 16 and ask for that
to be returned as soon as possible, or if there's going
to be a delay, let us know.

MR, QUEHRN: Yes, Your Honor, we will do it
as quickly as we can, and as soon as we have a reliable
turn around tine on that, we will advise the Bench
BY MR. KURTZ:

Q | just have one nore sort of area of
guestions, and that deals with | mean there's a nunber
of ways to cal cul ate how nmuch rate relief the conpany
shoul d get. You have said the net power cost nethod
$170, 727,000. Staff did the Exhibit 414C sources and
uses calculation. M. Hll did the two tines interest
coverage ratio and cane up with $31 MIlion. You're
famliar with all of these different concepts, right?

A I"mfamiliar with the calculations. As we
menti oned, they only do bits and pieces of the ful
st andar d.

Q Now woul d it be appropriate for the
Commi ssion to consider something akin to a cost benefit
anal ysi s?

A No, we have been through that before, and the

flaw of that is, first of all, you could never get
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interimrelief on that basis. But the big flawis that,

one, doesn't fit with the PNB standard at all, two, it
presunmes an ability to repay the principal. | nean it
presunes that you go out and borrow this capita
sonewhere to get the interest that you would incur in
absence of relief and then that you have the ability to
repay that capital. And in the inability to finance
cases, you wouldn't have that. You can't meke that
assunption.

Q Tell me what your definition of a cost
benefit deternination is.

A Well, you ran nme through the exanples that
ot her peopl e provided, and ny understanding of their
cal cul ations, because | wouldn't do one, | don't think
it's appropriate to do one, is you conpare the amount of
rate relief being requested or the 107,727 as we have
been di scussing, with the amobunt of interest that you
woul d pay or customers would pay if the conpany had
borrowed $170, 000, 727. And unl ess you have an interest
rate that's exceedingly high, probably 100% the
interest rate would never -- the interest would never
come up to the rate relief, so it's sort of a contrived
cal cul ation.

Q Let me define a different way of | ooking at

cost benefit. You're asking the rate payers -- you're
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asking the rate payers to pay the conpany $170 MIlion

to preserve your financial integrity, and anong other
things, that would rmake it easier for the conpany to
transact in the whol esal e market wi thout providing
expensive letters of credit, it would prevent your bond
rati ngs and borrowi ng costs from going up therefore
making it nore expensive to borrow, and a nunber of

ot her things. But have you done a cal cul ation that
conpares what the rate payers are buying for $170
MIlion, in other words, trying to quantify these

negati ve aspects and seeing if they add up to $170

MI1lion?

A No, | have not.

Q Just as an econom c theory, wouldn't it only
make sense to spend the $170 MIlion for the rate payers

to spend it or the Commi ssion to spend it for them
really if the Comni ssion were buying nore than $170

MIlion worth of either benefits or avoi ded costs?

A. | don't see that anywhere in the PNB
st andar d.
Q Well, let ne just ask it to you under the

public interest standard of PNB, number 6, the catch
all, not the catch all, but the public interest. Can
you poi nt anywhere -- you're asking the Comr ssion to

buy $170 MIlion worth of protection, but it's unclear
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how much -- what that's buying in dollars. Have you

tried to quantify these negative things that are going
to happen?

A They're not all quantifiable. They aren't at
all. And what we're trying to do is collect an anmount
of noney that enables us to finance on reasonable terns,
avoi d undue hardship, to be able to finance on
reasonable terns, to be able to keep the utility
heal thy, all of which is in the public interest.

There's a m sconception | think oftentines in
proceedi ngs |ike this where people take the narrow
definition of the public interest nmeans | ow rates.
That's not my understanding of the public interest. The

public interest is balancing fair rates with the

opportunity to earn a fair rate of return. | think
that's -- if there's any public standard, that's what it
is.

And when you | ook certainly at the bond
ratings of the conpanies in this state that operate al
under the sane |egal standard be they electric, investor
owned, or publicly owned, there's a huge differential in
ability to finance and in bond credit levels, and
think that's what we're tying to -- one part of this
addresses certainly coverage ratios, bond rating,

ability to finance on reasonable terns, as the cases
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that | have cited cover.

Q Now i f we | ook at this, sonebody earlier used
it in the phrase insurance, if you' re asking the
Commi ssion to spend -- to order rate payers to spend
$170 MIlion on insurance which will then yield sone
benefits to the conpany's financial integrity, which do
inure to the custoners in part, and Staff thinks only
$42 MI1lion worth of financial cushion or insurance is
the proper anount --

MR, QUEHRN: Objection, Your Honor, was it
M. Gaines's testinony that spoke to insurance?

MR, KURTZ: No, it was probably the very
first day. It mght have been Ms. Steel. But no, you
never -- | don't renmenber you using the word insurance.
Well, let's just strike that portion of it.

BY MR. KURTZ:

Q I wasn't referring to you, let's just think
of it as insurance. You're asking -- you're asking for
$170 MIlion to protect your financial integrity to
prevent a nunber of bad things happening, yet you
haven't been able to quantify nonetarily that it's worth
$170 M 11ion.

A. Well, | think clearly having healthy
utilities, which this does, solves the problem stops

the confiscation of equity. | think those are al
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things that are part of the public interest.

Q Now you woul d certainly agree that a person
a consuner, a conpany could certainly buy too much
i nsurance and it would not be cost effective, just as a
general proposition?

A. I"'msure there's -- you could be overinsured

and pay too much in prem um sure.

Q Now - -
A I don't think of this as insurance in this
case.
Q An inperfect anal ogy.
MR, KURTZ: Sorry for the delay, | think I'm
done.
JUDGE MOSS: It's all right, M. Kurtz, take
your tinme.

MR, KURTZ: Thank you, M. Gaines.

THE W TNESS: Thank you.

JUDGE MOSS:  All right, | believe that
conpl etes our list of those who had indicated they had
cross-exani nation for M. Donald Gaines. That would
bring us to the tinme for questions fromthe Bench. |
wanted to ask if you wanted a brief recess.

I think we should take a recess then unti
approximately 5 after the hour, all right, 10 after the

hour then.
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(Recess taken.)

JUDGE MOSS: We have cone to the point for
questions fromthe Bench

Chai rwoman Showal ter.

EXAMI NATI ON

BY CHAI RWOVAN SHOWALTER

Q Maybe you could begin by turning to Exhibit
42, and ny first questions really are not about the
content of the exhibit. It's just a touchstone for ny
questions, and I want to know nore about the rating
agency process and the conpany's rel ationships with the
rati ng agency. First of all, have you personally
participated in discussions with either Mody's or
St andard & Poor's?

A | have been the conpany's prinmary contact
with the agencies for over the |ast ten years.

Q Al right, that's good. There seemto be
annual presentations in here; is that a custonf

A Yes, the rating agencies have quite a bit of
projected infornmation that they |ike to receive from
conpanies. The materials in this exhibit that you asked
me to turn to are those projections. W do that in
typically the April time frame for the full annua

review. Clearly then they | ook at the actual results as
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they come out quarterly, and we talk with them al ways

two tines during the year. Clearly we sit down and neet
with themin their offices in the tinme periods that they
go through these materials and then again in the fall,
and then periodically throughout the year we have

t el ephone conversations with them

Q So then for the April review, is one com ng
up?

A Yes, there is.

Q When you make those presentations, do you go

back to New York?

A Yes, we do.

Q ' m going to speak of Mdody's and Standard &
Poor's collectively, and if there's a difference, just
et nme know.

A Okay, sure.

Q Typi cally how many people fromthe conpany
woul d go back to make that kind of presentation?

A. It's usually either three or four. |It's
usually the CEO, the CFO nyself, and then our director
of investor relations. And we tinme that -- the reason
that there's as many people as there are is we typically
since we're in New York, we tine that with a
presentation to equity analysts as well.

Q So that would be you and M. Haw ey?
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A And now M. Reynol ds, yes.

Q And M. Reynolds. Wen you said CFO |
t hought that was M. Haw ey.

A Yes, M. Reynolds, M. Haw ey, nyself, and
then Ms. WIllianms, who is ny director of investor
rel ations.

Q And for your annual neeting in April, over
how many hours or days do you nake your presentation?

A Good question. It's we take this materi al
and we mail it out to thema week, two weeks in advance
so they can really go through the details in advance of
the neeting to sort of shorten up the neeting tinme. The
nmeetings, they may have sone clarifying questions in
bet ween receiving the informati on and when we neet, and
then when we neet, it's typically an hour and a half to

two and a hal f hour process.

Q And who woul d be there on the part of say
Moody' s?
A. On the part of Moody's, do you want the type

of individual or their names?

Q The types.

A Okay. It's the analyst who is assigned to
followi ng the conpany. Typically if the person is
avail abl e, also the backup analyst. And then oftentines

ot her nore senior people at the conpany, soneone from
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the credit cormmittee, someone from-- who may be the

manageri al | evel over the analysts. Typically in
Moody's, last tinme just, you know, trying to go by
menory here, but it's three to five people. So in
total, you nmay have a neeting of, you know, eight to ten

people in total

Q On both sides?
A Yes.
Q Then is there any socializing that occurs; do

you go out to lunch or dinner that night?

A No, not there. W -- the time where we see
themin the fall is at the Edison Electric Institute,
the EEI financial conference. There's socializing
there, but it tends to be nore with investnent bankers
than rating agencies. O course, you see themin the
hall and you say hello.

Q Then did you say that while you' re back
maki ng your annual presentation to the ratings agencies
you typically also neet with the investor analysts, do
you do that with themas a group or with individua
conpani es?

A We have done it as both. Typically it's
every other year we make a presentation to the what's
called the splinter group of the New York Society of

Security Analysts, and the splinter group are the
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anal ysts who are nenbers of that society who

specifically cover electric and gas utilities, soit's a
subset of clearly the full group, if you would. That's
every ot her year, and then nost often we try and
schedul e one on one neetings with the buy side and sel

si de anal ysts, supply side, equity side anal ysts.

Q Then you said you are the primary contact for
the rating agencies. How often will you talk to people
at either Mbody's or Standard & Poor's, once a week or
once a nonth?

A It's probably -- it probably averages once a
month | woul d guess, but it's bunched up. You may have
three conversations in a week and then go two nonths
wi thout any. It just depends on the events going on,
the issues, if they're planning a review of a certain
aspect of the conpany maybe on liquidity or sonething
like that, have a bunch of questions they want to ask
you over the phone maybe about quarterly results,
sonmething |ike that.

Q And then at the other end, on the Mody's end
or the Standard & Poor's end, is there a prinmary person
t he anal yst for your conpany?

A Yes, there is.

Q And why don't you tell ne the names of the

Moody' s anal yst and the Standard & Poor's.
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A The Mpody's anal yst is an individual naned

Kevin Rose. You have probably seen his nane on his
reports. He's been the primary anal yst at Mody's for
many years now. On Standard & Poor's, the current

anal yst is a woman named Kathy Mock | believe is her
name. She's just been followi ng the conpany as the

pri mary analyst for about, oh, a nonth or so. Prior to
that, it was a man whose nane as | sit here is escaping

me, and | can picture his face.

Q M. Ferara?
A Bill Ferara, thank you, yes. And then prior
to that it was -- and then Bill was the analyst there

for about two or three years. And then prior to that it
was a guy naned Ray Leung who had covered us for maybe
four or five years. And prior to that Cheryl Richer

who is now nore of the policy pieces.

Q Al right. And then there's the formal Apri
meeting, the fall nmeeting that occurs in conjunction
with a big industry group neeting, and then there are
ti mes when you actually face to face neet in between, or
generally it's just phone calls?

A Generally it's just phone calls. I'mtrying
-- actually, there was a -- | was trying to -- | was
going to say | don't recall another time of neeting them

ot her than those two instances, but | do know -- |
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remenber now that Kevin Rose and his backup anal yst,

A.J. Sabatelle, came out and wanted to see one of our
power plants, so | think we took themon a tour of
Snoqual mi e Falls.

Q Al right. Could you turn now to Exhibit
414C;, that's Ms. Steel's exhibit.

A | have it, thank you.

Q Al right. | just renenbered | didn't want
to leave Fitch out. Mody's, Standard & Poor's, do you
al so deal with the Fitch rating agency?

A No, we don't. As a cost saving nove when
first becane the treasurer, we had -- it was before
Fitch and Duff & Phelps nmerged, and | called up -- we
had four agencies rating us. | called up every
commer ci al banker and investnment banker that we did
business with at the tine and asked them why do | have,
you know, as |'mnew to this job, why do | have four
rati ng agencies, do | need four, if I don't, how many do
I need, and who should they be. And unaninmusly the
response cane back that you need at |east two, they need
to be Standard & Poor's and Moody's. It's sort of a
first tier and then a second tier of agencies. So at
that time, we discontinued being rated by Fitch and Duff
& Phel ps, and subsequently those two firns have nerged,

and so we only deal with Standard & Poor's and Moody's
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now.
Q Al right. | would like to know what your
fees to themare. | don't know if that's confidentia
or not. If you can tell us now, please do, if not.
A. I would be happy to provide it as a Bench
request. | can tell you roughly what | think they are.

It depends on to sone extent if you're doing financings,
because sonetinmes they just have a coverage fee, which
is approximately | think it's $50,000 a year, and | --
that's I'mguessing so -- but | think that's the
nei ghborhood, and | would like to provide you the
accurate nunber. Then again, |ike when we did the
conservation financing, which is a fairly conpl ex
transaction, then you' re asking themto rate that. They
did a lot of work, and there's usually a separate fee
for that. They do have, in the case of Standard &
Poor's | know that they have a fee schedul e that at one
time | had a copy of. | don't recall seeing one for
Moody's. | suspect they do. But these tend to be
standard within an industry group

Q Al so, do you know how many conpani es does a
typi cal analyst in the electric industry have, so, for
exanple, M. Rose, do you know if he follows 12
conpani es or 30 conpanies or 3 conpani es?

A I don"t. | would guess if |I was guessing
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it's in the neighborhood of 8 to -- well, say 10 to 20

guess, that sort of a range, certainly more than 3 but
not 50, you know.

Q Al right. | guess since | asked, why don't
we nmake that a Bench Request to show us what the fees
are, the fees to Miody's and Standard & Poor's, and
would Iike to know who it is from is it from Puget
Energy or Puget Sound Energy?

A It would be from Puget Sound Energy, and j ust
the tinme period, 2001 cal endar year, say?

Q That would be fine. | don't need to know

speci al fees for special.

A Just aggregate?

Q Just the general range.

A Oh, the sort of the standard review fee?
Q Ri ght .

A Okay.

JUDGE MOSS: That will be 17B.
Q Al right, now!| will wait until you're
finished witing that.
A Okay, thank you.
Q Now | ooki ng at Exhibit 414, | understand that
you and Ms. Steel have sone differences as to what you
woul d put down on this chart, but for purposes of this

qguestion, please assunme that Ms. Steel is absolutely
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correct in her calculations, and I will give you an

opportunity to explain why you disagree with sone of
that, but for right now !l would just |ike you to assune
that this 414C is the accurate report of the conpany as
far as it goes in its scope. So, in fact, assune that
Ms. Steel is with you in New York acconpanying you to
the rating agencies. First questionis, is this
portrayal of Puget Sound Energy significantly nore
positive than what the rating agenci es have seen from

t he conpany?

A When you say significantly nore positive, you
mean in terns of the financial result that they would be
| ooking for, the coverage ratios, that sort of thing
resulting --

Q I guess | would say from what you have
provi ded Mbody's and Standard & Poor's, conpared to what
they -- conpared to this docunent, would they have a
di fferent view of the conpany, and you can tell nme
whet her that means Puget Energy or Puget Sound Energy,
if they accepted this docunent versus what they have
seen?

A I think I -- there's just two questions, if |
coul d.

Q Okay.

A If | were to take just this docunent, they



25

1085

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

woul dn't have enough information to make an assessnent.

If you're saying -- if we put -- if we assumed that this
was the amount of rate relief granted and then went
through and put that into the book, included all the
information that we would normally include, as in the
exhibit that you had earlier referenced me to, the
rati ng agency presentations, it would fall sonmewhere

bet ween t hose two.

We had given them | believe, well, first of
all, we gave themmaterials fromthis proceeding in,
wel |, the whole financial comittee, certain aspect of

it in an 8-K, showed themresults on sonme of the key
nmeasures that they | ook at, the quantitative ones, both
with and without the full relief, you know, with and

wi thout 170, and this is 42, so it would proportionally
be in between those nunbers.

Q And | think you may have answered the
guestion, but supposing Ms. Steel had worked for Puget
Sound Energy and you were asking us for $42 MIlion in
interimrate relief and you had to -- and |I'm sure you
had conversations with the rating agencies, that is |
assunme you did, where you asked for the interimrate
relief. It may -- supposing you had called them up and
said, we just want you to know we're asking for $42

MIlion ininterimrate relief, and here's why, and you
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laid out this analysis with all the workpapers behind

it. The question, | have two questions, and the first
one is, would this presentation of the status, the
financial status of the conpany, be nore positive than
what they have seen?

A. It would be far nore negative.

Q And why is that?

A Well, it's -- that's why | say they have seen
two things. They have seen with and without rate
relief. It falls sonmewhere in between. They have seen

all the ratios.

Q Okay.
A Maybe | don't understand the question.
Q Al right. Well, let's say conpare it to a

hypot heti cal conversation that you may or nmay not have
had where you said, we're asking for $170 MI1ion of
rate relief, and here is why, and | presune the here is
why woul d have been things |ike here are our power costs
and here's our authorized rate of return, et cetera, et
cetera. Conpared to that scenario, wouldn't the --

woul dn't the scenario that Ms. Steel presents | nean be
nore positive in the sense that the conpany does not
appear to be in as much distress from her analysis than
fromyours? That's all |I'masking is a conparison

A If we assune all the aspects of her
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cal cul ations are accurate and you flowed that through

all the schedules -- |'m struggling, because when you
ask me is it nore positive or |ess positive, as conpared
to what, and |I'massuming it's conpared to what they
have seen, and certainly the ratios aren't good conpared
to their standards. You know, in the case of Standard &
Poor's, they have published benchmarks that you can
conpare coverage ratios against, and they woul d conpare
t hat agai nst that and nake their own independent
assessnment of whether or not fromtheir view as what we
presented them how that fit within, in the case of
Standard & Poor's, their quantitative criteria, they
woul d nmake an assessment of the qualitative aspects of
the conpany as well, and set that into there in the
rating process.

Q | see where | may have confused you. Let's
just take the anpunt of requested relief off the table.
Suppose that you haven't told Mbody's or Standard &
Poor's yet what you're going to ask us for. You have
sinmply gone because they have asked, and they said,
wel |, how are you doi ng?

A Oh, okay, so maybe can we do it fromthe
perspective of we're inside this rate stability period
that we had a few years back and --

Q No, no, this is all these facts and figures
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t oday.

A Okay.

Q Let's just say it's January, well, let's just
say it's today.

A. Ckay.

Q You're back in New York, and the rating
agenci es are asking, how are you doi ng?

A Yeah.

Q And it seenms to me that you have presented a

pi cture on that question --

A We presented --
Q -- that's nore negative than Ms. Steel would
present. That she would say, well, they've kind of got

enough to nmake ends neet, but not much nore, and they're
not prepared for contingencies, and so, you know, the
conpany is coming in and asking for $42 MIlion

Wher eas you woul d have said, well --

A We're not doing too good.

Q -- it's pretty bad.

A It's pretty bad, we're not doing well, we're
coming in and asking for $170 M11i on.

Q Al right, so just on that score, she would

be presenting a nore positive picture of the conpany's
financial status than you woul d?

A Where |'mgetting really confused is the
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conmpany has presented, you know, a with and w thout.

The conpany has a financial condition. Presenting $42
MIlion, presenting -- ignoring specific nunbers,
presenting an anount that results in worse coverage
| evel s conpared to another scenario would result in a
wor se condition.

Q Al right. Let's take two withouts, your

presentation without that you have provided them

A I think | see where you're going.

Q And her presentation without.

A I"'msorry, I'ma little slow here.

Q Whi ch of those two withouts would be nore

positive for the conmpany?

A. If you presuned her cal cul ati ons were
accurate --

Q Yes.

A -- and she has taken out some O&M and capita

expenditures, and let's presunme that there were no
i mpacts on service quality, it's just the financia
aspects, if you would, they would say, well, you have
| ower expenses given any level of rate relief, you have
| ower capital needs with respect to rate relief, so that
woul d be viewed slightly nore positive.

Q Al right. So she is there saying things

aren't great, but they're not terrible, but | think $42
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MIlion is needed. Now still on her scenario, on her

scenario, do you think $42 MIIlion would satisfy
Standard & Poor's and Mbody's and say, | see, this ought
to get you there?

A No, it would not.

Q And why not ?

A Well, her analysis here covers -- it's trying
to get into how nuch liquidity the conpany has. It's
really limted to that. There's -- renenber we had a, |

don't know if it was a records requisition or a Bench
request that said, can you take sone of this proposa
and conpare it to sone -- the other benchmarks that --
and the ratios that Standard & Poor's and Moody's | ook
at, and | probably have forgotten the question now, but
they woul d make their own assessnment of that

i nf ormati on.

Q The question was if she --
A ["mgoing to wite it down.
Q The question was, accepting her analysis of

the conpany's financial status and her reconmendation of
$42 MIlion, would Standard & Poor's and Mody's be
satisfied? And if not, as you indicated, what would

t hey be saying, you haven't provided for X, Y, Z, what
would the X, Y, Z be?

A They woul d say that you haven't -- it's ny
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personal view speaking for sonmebody el se on this.

Yes, |'m asking you to -- yes.

A They woul d | ook at that, and they woul d say,
the coverages that you're projecting and as we | ook at
them and cal cul ate them do not neet the standard for the
current rating. And they would say sonmething |like, we
will reviewthis with the credit conmittee. This is an
anal yst tal king now because you're in the neeting. The
anal yst woul d say, my reconmendation to the ratings
conmmittee will be to at |east put the conmpany on credit
watch, if not downgrade all together. We will neet with
the credit cormittee, tell you of our decision, how we
get there, and then talk to you about when we plan to
take the action.

Q And so that they would be -- they woul d say,
this isn't enough because you still haven't covered your
fi nanci al s?

A You woul d be bel ow t he benchmark ranges for
the current ratings class, yeah.

Q Al right. | recall in Ms. Steel's testinony
somewhere her conment that even your requested anmount
woul d not cover that.

A. Yes, that's, in fact, in nmy calcul ation, ny
-- there's the four quantitative nmeasures for which

Standard & Poor's publishes a benchmark, and for the
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first one, funds fromoperations to total debt, with

rate relief, ny nunber is 18.2% The range for double B
is 15%to 20% M funds from operations to interest
coverage is 3.3 tines coverage. The range for a B
sorry, double B conpany is 2 to -- it's about the high
end of that |level, double B again. The pre-tax interest
coverage, with full relief nmy nunber is 1.9 tines

coverage, the range for double Bis 1.5 to 2.4.

Q Are you reading fromyour testinony?
A. No, I -- well, these nunbers are in ny
testinmony. | pulled themtogether on a one page sheet.

I can give you specific references.

Q Al right, let's keep going so it's all in
one pl ace.

A. They're all, just so you know, they're all in
M. Haw ey's workpapers, which, as | think M. Kurtz
poi nted out, is a couple of different exhibit nunbers,
41C, if | remenber right, 43 and 44, sonething like
that, we'll get to it. The debt to capital ratio is
61.5% The range for double Bis 55 to 62 1/2. And the
Commi ssioners as a Bench request asked for the
conpari son of how you do the two ratings nethodol ogi es.
In ny general rate case testinony, which |I guess is not
an exhibit in this case, is the one page sheet that has

those ranges on it. |If you wanted that so you could
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see, | would be happy to provide that.

Q Well, just tell me, does the conpany's
recomendati on, do all of those nunbers fall within a
range, or do sone of themfall outside of a range?

A. They all, without relief, they fall in the B
range. Wth relief, they tend to fall in the double B
range. The thing that had been hol ding our rating at
the A minus |evel up until the recent downgrades was the
qualitative aspects of the rating, their assessnent of
the econony, the conpany's nmanagenent, the regulatory
climate, and so forth.

Q Al right. So then what you're saying is
either way, | think I heard you say, either way, these
financial indicators are going to be bel ow i nvest ment
grade, or at |least some of themw Il be?

A Most all of themw |l be. Wat they wll
really be looking at is the qualitative aspect, because
that's the thing that's really -- well, conbined with
not recovering the cost and therefore the quantitative,
rati os dropping down, that's a big piece of their rating
and their actions in the current proceedings.

Q Al right. But the qualitative aspect has a
circular aspect to it, which is if they' re |ooking at
what we're going to do, well, if the only neasure is

what did the conpany ask for, what did they do, that's
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one thing if there's -- but we need sonething nore

objective than that, and so if these financia
indicators aren't really a pivotal issue, then here we
are sitting saying, well, what is positive, what is

negative, and what is justified.

A. Their analysis isn't based on what you get
conpared to what you ask for. | think it was in, and
don't recall if it was when you were on the conference

call with the B of A people or the presentations of the
regul atory research associated clients, but you made a
statement to the effect of, and forgive ne for

par aphrasi ng you, but the rating agencies tend to | ook
at the end result, we have a process that we work
through. And that's a true statenent.

They tend to say, okay, you got sonething,
what ever the Commi ssion orders. They |ook at that and
say, was that set with an eye towards credit quality,
was that set towards keeping a conpany financially
healthy. And they do that by |ooking at nunbers. They
do that by conparison to others in the region. And
that's, of course, just the one aspect.

I nean we're tal king about one of the
qualitative aspects, but it's not at all -- the conpany
coul d have asked for say $500 MIlion and we woul d be

totally asking for way too nuch, and they woul d think we
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were dunmb and probably get marked down for bad

managenment, and it would be a big part that we didn't
get, and what it would come down to is what did we earn,
what's the result, what was the -- what did the order
say, how was it witten in ternms of responsive to
concerns over, you know, bond ratings and all of that.

Q Okay. | did say | would give you a chance to

di sagree with 414, and | would like to begin with line

2.
A Yes.
Q Now this is Infrastrux, correct?
A Yes, it is. Well --
Q Can you first just tell ne, what does

I nfrastrux do?
A. Yeah, | would be happy to. Starting with

Puget Energy, a hol di ng conpany has two subsidiaries,

the regul ated entity and Infrastrux. Infrastrux is a
roll up strategy business. It was forned in May of
2000. It was formed with the initial equity deposits

from Exhibit 81. There have been no additional equity
investments in it at that tinme.

And what its business is is to acquire
conpani es that do gas and electric construction and
mai nt enance for other utilities. To sone extent it has

a limted amount of teleconmmunicati ons busi ness. It's
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simlar, | don't knowif you're famliar with this

conpany, there's a conpany called, and | will probably
get the names m xed up, Quanta that acquires -- that
owns Potel co and owns a whol e bunch of operating
conpanies. Infrastrux is a holding conpany. It has I
bel i eve ei ght operating conpani es now underneath it that
it has acquired.

There was di scussion of equity ratios. On
day one it was 100% equity financed. It has a $150
MIlion line of credit that it uses to acquire
addi ti onal busi nesses going forward. Those busi nesses
provide a growth or are intended to provide a growth in
excess of the growth that the utility provides. That
retai ned earnings will cone in and provide nore equity
to be able to finance, to pay the debt and be able to
finance nore acquisitions, and so their business plan is
to do for other utilities the construction and
operating, sorry, construction and mai nt enance services
for other utilities as the utilities out source.

Q Okay, ny nmind was distracted because | forgot

to ask you one | ast question about Mody's.

A Sur e.

Q So | apol ogi ze for junping back to that.

A No probl em

Q | need to get this out of nmy head. Can you
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turn to Bench Request 1. This is the --

A Yes.

Q -- Moody's page 5 of 40.

A Okay.

Q And under cross-exam nation, you read this

par agraph or the two paragraphs on this page.

A Yes.

Q And | thought -- | took this to be your
grounds for saying that Mody's will downgrade if we do
not grant relief in sonme neasure.

A There's -- and | would -- | need to clarify.
There's actually four grounds that |I have in ny
testimony that -- four aspects that you woul d address
that | addressed to make that statenent. It's the
gquantitative neasures, it's the qualitative measures,
it's the liquidity aspects, which is one of the four
that 414Cis trying to get to, and then it's their
actual statenents. It's those things collectively that
| based ny assessnent on.

| did a simlar assessment in the earlier
filing. Renmenber | said that if the conpany's request
was denied, | thought that we would be placed on credit
watch at a mininumif not downgraded all together. Both
of those things happened based on sinmilar review of

i nf ormati on.
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Q Do you have any informal conversations with

Moody' s beyond what's in this piece of paper, and this
possibly could be confidential, but do they call you up
and say, hey, look you're in real trouble, and, you
know, I'mjust telling you now, if you don't get action
you're going to get downgraded, or are they very carefu
that this is the statenment and the only statenment?

A They, as you have seen fromthe other report,
they -- ratings are perspective, so they | ook at
forecasted information. They also |ook at the
hi storical nunbers as well. They call us and ask
gquestions about forecasts, how they change, you know.
For exanple, the two year ago rating agency
presentation, we showed themtwo scenarios, own or sel
Colstrip. As we got close to that decision, they called
and said, are there -- | see now that you have el ected
to conti nue owning that resource, are there materia

changes to that forecast. They asked those sorts of

guesti ons.
Q But they don't predict informally to you?
A You nean predict what an action would be?
Q MM hm
A. No, they do not at all
Q Okay. Al right, I"'msorry for that, but

let's go back to Infrastrux, and nmaybe we could turn to
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Exhi bit 81.

A | have it.
Q Al right. I'mstill confused about what was
transferred fromwhere to where. | see on this exhibit

what | ooks like an acquisition in June of 2000 through
the -- through October 2000. So who acquired what from
whont?

A Yeah, so you're just |ooking at the uses,
you' re not wanting to know t he sources of the nobneys and
all that?

Q Ri ght now | just want to know where did
Infrastrux cone fromand where was it transferred from
and to whon?

A. Ckay. Infrastrux, as | nentioned, was fornmed
in May of 2000. And it was at that tinme we had yet to
formthe hol ding conpany Puget Energy. So it initially
was a subsidiary of Puget Sound Energy much as Puget
Western, the real estate subsidiary, is a subsidiary,
unregul at ed subsidiary, of Puget Sound Energy. What
happened there, and | would have to get this subject to
check, I'"'mnot sure if specifically if this nmoney that
went out to acquire Utilx in the firmexanmple, if that
went out to Infrastrux and Infrastrux sent it out or if
we sent it out, Puget Sound Energy sent it out of its

bank account to do the acquisition, but that's what it
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was used for was to acquire that business.

Q Al right. But it seens that Ms. Steel's
essential dispute with you is that this was transferred
fromthe utility to Puget Energy w thout a transfer of
debt or debt ratio, that the conpany, that Infrastrux
woul d have had at that tine, so. And your answer seens
to be, well, no, we used unregulated funds. And | --

A And that is the principal difference. Her
presunption, as | understand it, is that there was noney
inthe utility that was then transferred over to do
acquisition for or set up Infrastrux or whatever. And
t herefore because that was utility noney, if you wll,
there should be sone grab back of that equity. She said
$25 MIlion in her recharacterization. She said maybe
even the full $86 MIlion in the general rate case. She
didn't provide a basis for her 25, that was a
guesstimate | would call it.

VWhat ny exhibit is trying to show is that
there were assets that date back actually to the
Washi ngton Energy hol di ng conpany, assets that were
acqui red by Washi ngton Energy selling stock, not noving
that at all down into Washi ngton Natural Gas, but
putting it into a business that they set up to acquire
expl oration and production properties for gas back

around the time of gas deregul ati on when a | ot of LDCs
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were | ooking to get their own sources of supply. That

was an unregul ated busi ness separate fromthe utility.
So sonetine after that, and | don't know the dates, they
sold or transferred that business to Cabot G| and Gas
and received in exchange for that investnment conmon
stock and preferred stock of those in Cabot O | and Gas.
So now you had this unregul ated conpany that had conmon
stock and preferred stock

Q Okay, but then her --

A. Then that nobney, we nonetized the securities,
kept that in a separate account so it wouldn't be at al
tied into the utility, we could track dollars
specifically not only on the books of account, but in a
separate bank account to acquire these businesses. So
this is the key difference is this noney canme from never
anything related at all to a utility operation and has
fl owed through over tine to another utility, non-utility
aspect. And so this is where we disagree. There was no
adj ust nrent needed because there was never any debt
acqui red, never any debt put on the books. There was
only equity that was from day one unregul at ed.

Q So you' re saying that the source was
unregul ated, the dollars were always tracked, and
therefore it never really got into the regul ated side,

so it really never was -- had to -- was never pulled out
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of the regul ated side?

A And because of the hol di ng conpany order that
was granted, we are -- and the historical know edge we
know of when the gas business didn't track separately in
the Commi ssion's view appropriately the difference
bet ween regul ated and unregul at ed busi ness, we are very
m ndful of keeping separate in either/or the books of
account or specific bank accounts the different noneys
so that we never have this problemso that we can track
and show t he source of nopneys.

And that is -- had we, you know, known that
it wasn't a current maturities, it was this portion of
reassi gned debt equity, this would have been ny exhibit
to counter to rebut that point. | need to show clearly
we are not at all taking noney that ever had anything to
do with the regul ated busi ness. There is no debt on the
utility's books at all related to either the
subsi di ari es of Puget Sound Energy or Infrastrux, and
I"'mtrying to make that clear

And in this case, we assumed we woul d have
difficulty convincing people of this, and so we actually
set up a separate bank account at U. S. Bank separate
from Bank of Anerica where our core electric checking
account is to track totally separate dollar for dollar

And you can see by the end there was $2 1/2 MIlion |eft
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over that we said, okay, we will give it up and put it

back to the utility. So if there's any adjustnent that
we were going to make to be truthfully honest, there
should be $2 1/2 MIlion com ng out of the utility and
going to the non-regul ated side, but that's not what
we' re proposing.

Q Okay. Now | understand you have
di sagreements on lines 5 and 11 and naybe 7 as well, but
' m not going to ask about them either, because |I m ght
understand it or | mght not understand it enough to ask

a question, so.

A They're in nmy exhibit anyway.
Q Al right. | think what | wanted -- well,
let's see. | think what I would like to do now is just

run straight through your testinony and ask a bunch of
clarifying questions or other questions that are
pronpted by your testinmony. And sonme of these are just
trying to find out whether -- what the accurate
information is as of today.

A Is this the rebuttal testinony or the direct?

Q No, I'mgoing to start with your direct
testimony, so that's the Exhibit 21T.

A. Ckay.

Q And if you could turn to page 2.

A Al right.
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Q You use the termerosion of equity a lot, and

| understand that if your costs are nore than you

t hought they would be, it's taken out of equity. But
there can be erosion of equity froma fat account, or
there can be erosion of equity froma thin account. And
let me ask -- I'mnot sure | can fornulate a question

I guess one form of erosion of equity is your stock
value; is that correct, or is that not a right way to
put it?

A. I wouldn't put it that way, because what |
was tal king about here is, and there is an equips that
said it well, when you buy pencils for ten cents and
sell themfor a nickle, you have this erosion. The
stock value, and that's a book equity standpoint. As I
under st and when you say stock, | think of the val ue of
the stock in the stock market, and so a price
differential there, a price change, so they're
different.

Q And this may be my ignorance, because it
seens |ike very often | think |I understand equity and
stock are sonetines used interchangeably, but that's not
the sense in which you're using it here?

A. It's not the sense. Clearly what ny
testinmony says here is |'m buying pencils for a dinme and

selling themfor a nickle, and so |I'mstarting down this
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path of underrecovery. | also have in ny testinony that

when you're not recovering, you're not going to have
earni ngs at decent |levels, the value of the stock goes
down. | think | have a nunber of $300 MIlion or
sonething later in nmy testinony that shows the erosion
in the stock price that equity investors have
experienced. And | have, | believe it's in my genera
rate case testinony, the inpact on bond hol ders of the
val ue of their bond investnents dropping as a result of
t he downgrades as wel |
Q Okay. On line 10, you say:

New equity will not be available to neet

exi sting and increased needs for

external capital

You don't need to tell me what the increased
needs are, but by increased, do you nean new
unanti ci pated needs for capital or just what you're

pl anning to do?

A. What we're planning to do.

Q And that is an increase over sone prior year?

A When | say increased, it's the result of
since we won't have the -- wouldn't have the internally

generated funds as a source of financing, we have to --
we have an increased need now t hrough the underrecovery

of going to the capital narkets to rai se noney, and
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those ampunts are reflected in M. Hawl ey's workpapers

and projections.
Q Okay. And this has probably been answered,
but on lines 12 and 13, it says you will reach the two

ti mes coverage test by January 2002. Did that, in fact,

happen?
A | don't know that. |I'mnot sure if we have
cl osed the books for January. | was |ooking for our

financial reporting people. W can do the calculation
if we have cl osed the books and provide those as a Bench
request if you would like. | just don't know.

Q Yes, | would like that, because it | ooks as
if it either has or hasn't happened.

A. Ri ght. You know, there's one other thing
shoul d mention on that, because it canme up, and what
we're really talking about there is the ability to
finance, and we had sonme earlier discussions today with
respect to a registration statement. | wouldn't want
anyone to think that just because you have a
registration statenent on file with the SEC that you're
able to finance. | nean that's the difference is as
much as you could register your car with the Departnent
of Motor Vehicles to drive it, you may not have the
noney to put gas init. It's that sort of a difference.

Q Okay.
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1 Q Al right, then you al so nake reference here
2 and el sewhere to extractive rate, and | can't remenber,
3 but I think you said either 200 or 300 basis points

4 woul d be extractive.

5 A I think what we said was it's non-extractive
6 if you would -- would be, you know, about 100 basis

7 poi nts over a conparable for the last time we did it,

8 and that -- the 250 or 200 to 250 over was the

9 extractive anount that we paid when we did the $40

10 MIlion, the |ast piece of that prior shelf.

11 Q But on that question, all of these rates are

12 bel ow or either close to or below the authorized

13 interest rate in your rates; is that correct?
14 A. That is correct, but that's not the proper
15 conparison. The conparison is what am| -- what could

16 have gotten had | not had to pay a premium So whereas
17 we -- there was testinony earlier that we issued that 2
18 year bond at 6 1/4% and we conpared that to a tota

19 enbedded portfolio with a weighted coupon rate of 7.4%
20 which has a 13 1/2 year duration, so there's a big, you
21 know, you pay nore for farther you go in time, so

22 there's a differences as well

23 But the proper conparison is when | paid 350

24 over the treasury, had | not had this concern in the
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financi al markets, what would | have paid. It would

have been substantially lower than 6 1/4, it would have
been about 3 3/4.

Q But isn't it the case that the rates that the
rate payers are now paying assune a rate that you would
now call extractive, and maybe you w sh you didn't have

to pay it, but --

A. No, | wouldn't --
Q -- doesn't it include that?
A Il wouldn't -- no, because this is where we

had testinony where Ms. Steel said a 10%rate is
extractive. Well, in relation to what? |If we're back
in the early '80's where the cost of short-termdebt is,
you know, 20% that's not particularly extractive.
Extractive is there's a range, you know, the way
securities are priced is you look at the risk free rate,
which is the treasury rate for the duration or termthat
you' re looking to do. So if |I was |looking to do a two
year note, as | was in January, | would look at the two
year treasury. And then there's a spread that you pay
based on your credit rating, your credit quality over
that treasury rate to sort of pick up the risk
differenti al

The extractive aspect -- and there's a range

around that that you may -- all the conpanies that are A
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rated, for exanple, if they were to all issue the range

may deviate by 20 to 30 basis points for any point in
time just because they all have their own unique
aspects. When we tal k about extractive, we're talking
about relative to that normal range, anything
substantially outside of that range above that is
extractive. W' re paying nore than we should given our

credit quality over the concerns specific to our

conpany.
Q But the word extractive aside, my question
is --
A Well, premiumis the sane thing.
Q Well, the premium but don't the current

rates include an ampbunt that assumes an interest rate up
to that level?

A well --

Q So you could call it it's extractive but it's
"affordable" in the sense that your rates anticipate
t hat anount ?

A Well, 1 think once you get outside the rate
year, you have a tough tine |ooking at the dollars and
what costs they go for. As ny testinobny says, what's
presently in rates is 7.91 on the electric side. What
we expect those costs to be in the upconm ng case is the

7.4. So there's a reduction there. Yet we have this
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erosion of equity, so, well, there's a big savings,

where does it go. Well, all of this comes into the
conpl ete financial picture of the conpany, which is
picked up in a lot of the ratios that | used to conpare
to the PNB standard. So what |'mtestifying to is, gee,
you know, because of this problemthat we have, |I'm
building in costs that custoners will pay higher than
what they need to be paying if we could address the
problemin a tinely manner. That's what the prem um or

what ever words you want to apply to it addresses.

Q Okay. Could you turn to page 107
A Yes.
Q This is as good a place as any to talk to --

to ask you for a conparison of the different
recommendations, or | will call it contingent
reconmendations, of the different parties here. You
have no relief, full relief, and revised relief, but in
ny mnd anyway, |'msticking in a few nore col ums

t here, which would be --

I"'msorry, you're in ny rebuttal testinony?
Yes.

Oh, I'msorry.

I"'msorry, that was nmy fault, Exhibit 25T.

Okay, and is that table 4?

. » O > O >

I'"m | ooking at the bottomtable, line 14.
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A Yeah, okay, table 4.

Q Al right. So you have no relief, and we
could say that would be Public Counsel's position. And
then in my mnd, | amsticking in Staff relief of $42
MIllion, and, you know, $68 MIlion for what | wll cal
a contingent relief. And then there I'mnot sure ful
relief is really at issue anynore. | realize probably
you' ve got this chart in your rebuttal later but -- oh
no, here it is, revised relief.

A Revi sed relief.

Q Ri ght, revised. So you are nmaking the case
that only with the full anount of revised relief wll
you avoid | was about to say junk status, yeah, because

triple Bmnus is --

A. The | ast notch of investnment grade, yes.
Q And |'m just wondering how you can -- how
you're able to make that judgnent. | mean obviously |

think if we granted $160 MIlion instead of 170, |
suspect that, you know, that would be tantanount in

everyone's eyes to a full anmount.

A. | suspect --
Q But you go, you know, you go down the |ine,
and why -- let's just take M. Schoenbeck's. 1'm saying

$68 MIlion, | Hope it was 68 and not 58, but.

MR. VAN CLEVE: | think it was 58.
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Q Okay, 58, make it 58, let's take that anount,

it could be on a theory that, yes, this was a deferred
accounting nechanism yes, it would continue, yes, the
total amount would be the total amount of recovery of
the deferred account throughout the interimperiod would
be determined at the -- in the rate case, you know, but
for now, $58 M I1lion because a conservative estimte
i.e., M. Schoenbeck's, shows that probably that anpunt
is justified. And in the neantime, our Staff has shown
that this is anple for the emergency needs of the
conpany. Now the question is, why wouldn't that be
convincing to the rating agencies and to the conpany for
that matter?

A Wel |, because the ratios that would be
resulting and the statenents that have been nade and the
anmount of liquidity that we would operate within sinply
don't neet the requirenents to support the rating to
enable us to finance. So just because sonebody says,
guess what, | have done these projections and | have
determined that this nunber is enough, that would inply
the agencies don't do their own assessnent of the
nunbers.

They do what | would call a stress test.
They make their own, calibrate, if you will, nunbers we

give them W can't predict obviously a decision that a
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Conmi ssion woul d nake, so we give themw th and wi thout

scenarios. Two years ago we gave them own, sel

Col strip, and they can then do their own mathematics in

between. And sonetines it's as easy as, well, if the
Conmi ssion granted $85 M I 1ion, because that's hal fway
between zero and full, it's probably hal fway the spread

of the ratios between, and they can conpare that to
t heir benchmarks.

It's not at all | have said this is enough
so therefore it is, so therefore I'mgood. |It's
what ever you say is fine, now that you have presented
your nunbers to me, |'mgoing to go through them and see
whet her or not | agree, and |I'mgoing to come up with ny
own assessnent as a rate agency.

Q But then we get back to this issue of the
qualitative versus the quantitative, because on the
nunbers on the quantitative side, it seens that none of
these is going to bring these financial indicators up
It seens to depend nore on the qualitative judgnent, not
just the judgnent of the rating agencies, but their
judgment of our judgrment and what our psychol ogy i s when
we do this.

A. What they will | ook at is your decision, and
they will | ook at whether your decision enables the

conpany to operate within -- or what they will do is
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they will say -- they will | ook at what |evel of

financial health does the decision result in. And they
wi |l make their own i ndependent assessnment of that, and
they will set a rating or a ratings direction based on
t hat .

It is, as their own docunents describe, a
conmbi nation of quantitative and qualitative assessnents.
And as their docunents state, if you have strong
qualitative aspects to your rating, you can be weaker on
the quantitative side and visa versa. |f you have
weaker quantitative aspects, you need to be stronger
have better financials within the sane -- to have the
same rating, bond rating or credit rating.

And so there's -- and there's a bunch of
things that are in nmy testinony that | have | ooked at,
as | nentioned, the qualitative aspects, the
guantitative aspects, the liquidity, ability to operate
within our liquidity facility, the $375 MIlion, and
then the statenents of the agencies thenselves. And
it's those four itens collectively that | have based ny
assessment on.

Q Okay. Could you turn to page 18 of your
rebuttal testinony.
A Yes, |'mthere.

Q On lines 7 and 8, | just don't understand the
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1 A Okay.

2 Q It says:

3 I ncreasing debt by increasing revenues

4 wi || exacerbate the consequences of

5 underrecovery.

6 Q What does that nmean? How do you increase

7 debt by increasing revenues?

8 A I think that is a typo.

9 Q Okay, that's good.

10 A | didn't catch that one, |I'msorry.

11 Q What is it supposed to be?

12 A Well, let nme read it. What it's really

13 trying to get at is increasing the debt, you know, by
14 piling on nore debt and without recovering your cost is

15 going to continue to erode equity here.

16 Q Does it mean increasing debt w thout

17 i ncreasi ng revenues?

18 A Ri ght.

19 Q Okay.

20 A Boy, that is a confusing one.

21 Q Well, see, nost people would recognize there

22 was a typo and they would fix it, but I didn't know
23 enough to fix it.

24 A And | didn't recognize it, | apol ogize.
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Q Al right. And then on lines 16 and 17, it

says:
Depriving the conpany needed revenues
thereby forcing the conpany to pursue
expensi ve short-term debt is not good
public policy.
Now what short-term debt would you be forced
to pursue?

A Well, what | was really referring to there is
the fact that we have this credit facility, we are
projecting that we wouldn't be able to operate within
that, so while we had $40 MIlion left under that prior
shel f and while our ratio was -- enabled us to issue
bonds, we issued that, used the proceeds to pay down
short-termdebt, so froma rating agency standpoint
there's no change in total debt, substituting two year
debt for overnight debt, if you will, and we had to pay,
you know, by not getting the revenues in the door to do

that, we had to pay 6 1/4 instead of 3 and a fraction.

Q So back to that issue?
A Yeah.
Q Al right. The next page, page 19, this gets

nmore to the theory of our interimcase or the theories
maybe. But on lines 6 and 7, you say that:

What may or may not have caused
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hi storical increases in debt is

irrelevant to the conmpany's request for

interimrelief.

It seens to me you're asking us to sinply
| ook at the conpany today and where it stands in
relation to the future, and |'mjust wondering if that
proves too nuch. Because supposing you were in terrible
shape because sonebody had reckl essly ganbl ed away $200
MIlion or nore. Don't you agree that in order to
understand where the conpany is today in its prospects
for the future, we necessarily have to understand how
you got here?

A I think it's inportant to |look at that. |
mean | think, you know, renenber the standard, of
course, is -- addresses synptons, the PNB standards
addresses synptons, and as | nentioned earlier, the
synmptons could be the result of many different di seases.
And so | think -- and what we have tried to denonstrate,
and | think we have resulted in confusing people, is the
di sease we have is the underrecovery of power costs.

So what |'m saying at this side of the |ine
is regardl ess of where your capital structure is, how
much debt or equity you have, if you're buying pencils
for 10 cents and selling themfor a nickle, you're going

to erode your financial health from whatever the
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starting point is. The starting point in that sense is

irrelevant, that's why | use the word, to the erosion
It's just a matter of it's you' re bleeding, and how | ong
do you bl eed before you bleed to death sort of a thing.

Q Well, | mean nedical, there's always an
anal ogy in every case.

A Well, I"'mtrying to put it, you know, |'m
trying to make it understandable, it's financial

Q So | mean the period of time at this point
is, you know, eight | think it was, | forget, was it
eight nonths. | mean another anal ogy on the nedica
terms is sonmebody cones in, you seemsick, | think it's
strep throat, | will give you some antibiotics, but we
don't -- so this ought to do it, but | don't know.

A Don't know whether it's viral or bacteri al

Q But here's a |lab test, when the lab tests
cone back, we'll figure it all out, we'll get you the
right remedy. And then the anal ogy being, would be, an
interimcase can take the tenperature, give the aspirin
or the antibiotic, but the lab test is the full blown
rate case, then we'll figure it all out. You are very
confident that the reason is the power costs, and you
beli eve you know where your starting point is. But it's
not quite as clear to the other parties, especially

where that starting point is.
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A The starting point is the financial condition

of the conpany. W structured our conpany to deal with
power market conditions as they were and as we probably
projected they would be. W didn't have credit
facilities in place to deal with exorbitant increases in
price and huge inpacts on the conpany. No one foresaw
that. We would have probably assuned that to pay that
much for such a huge credit |ine would be inprudent or
somet hing could be nade the case. No one predicted
these power cost increases. So it's a nmatter of what's
happening to you now, and surely the end result is the
general rate case, and it's just a matter of can one

finance on reasonable terns between now and then as

that's the -- as | understand the --
Q Okay.
A -- the bases upon which prior Conm ssion

deci si ons have been set.
Q But if you look at lines 14 and 15, you say:

It is incorrect to argue that had the
conpany sinply had nore equity to erode,
sonehow interimrelief would not be
required.
But | pose the question, supposing you have a

big fat bank account.

A Well, that's --
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Q Doesn't the anobunt of equity you have have

something to do with whether you are or aren't in
enmergency circunstances? That is, had you had this big
fat account, |I'm not saying you do, but had you had it
and the very same erosion was occurring over the next
eight nonths, it mght not be a problenf

A Well, it depends on the financing options
avail able to you. Just because you have a bunch of
equity doesn't mean you have cash in the bank obviously.
| mean you could have 100% equity and it's just how you
finance. All the assets are in plant rather than cash,
so you still have all your expenses of nmintaining that.
As you don't recover your costs, as you start eroding
this equity, you're going to come to a point, this is
the death spiral | tal ked about, there cones to a point

when the equity goes negative --

Q Ri ght .
A -- and you' re bankrupt.
Q But doesn't that just prove the point that

where your beginning point is is relevant?

A It's you're bleeding to death and how | ong
does it take you to die, going back to ny --

Q You could liken it to a very fat person going
on a diet and | osing, you know, 30 pounds versus a very

ski nny person | osing 30 pounds and being deathly ill.
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A I don't think that's exactly where |I'm going.
Al right.
But | could stand to | ose a few pounds.
JUDGE MOSS: M. Gaines is relatively thin.
Q Al right, could you turn to page 20 of your
rebuttal testinony.
A Yes.
Q You say at line 14:
Cutting the dividend will further
jeopardize the ability to issue equity.
And | think there's another place where you
quote an old case. |In fact, it's Exhibit 44, if you

could just take a peek at it, but it's quoting a case of

the Comm ssion in which they said:

Earni ngs would fall below the present

| evel s of dividend of common stock and
that the prospects are inpaired if the
di vi dend can not be earned from present
rates.

My question is, doesn't it also matter where

the dividend is? If your dividend is twice normal,

continuing these terrible analogies, but isn't there

sone roomto shrink the dividend without upsetting

peopl e too nmuch because there's sone cushi on above

nor mal ?
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A Wel |, depends on what we're talking about

normal is. |If normal is a dollar anmobunt, a pay out
ratio, a market to book ratio, or, |I'msorry, a dividend
yield ratio. 1In this case --

Q Let nme ask, by any of those neasures, are you

at or bel ow normal ?

A Well, yes and no. Soneone's testinony said
our dividend is too high, the dividend of course being
$1.84. There are 16 utilities who have dividends
greater than $1.84 per share. | think the one right
above us if | renmenber right is Idaho Power. So in that
sense, no.

Q No what ?

A No, we're not outside the norm In the sense
of dividend yield, we are the highest dividend yielding
stock at the present tinme, and that gets to a bit of a
circular situation. Were in financial theory the val ue
of the stock is typically the present val ue of
expectations of future dividends. That's what the
di vidend growth nodel gets to. There is when you erode
earnings, if people expect that to continue, the stock
price is driven down, thus you have a high yield. And
so people in proceedi ngs have said, the earnings are
down, let's -- or let's, as | would posit it, and other

parties |I'msure wouldn't agree, we propose sonething
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| ess than what is needed, the earnings are therefore

down, therefore, oh, |Iook at the dividend yield is too
high, let's solve that problem by cutting the dividend.
Well, that's not the problem you know, and
so that's where I'mgetting to. The problemwhere ['m
getting here --
Q That's because you say that the stock is too

low, so the stock really isn't where it ought to be?

A Yes.

Q So the dividend, the yield is too high?

A Yes.

Q But where is -- isn't another neasure of the

stock the conpared to book val ue?

A Mar ket to book val ue.

Q And recently it seened to be about 1.4, but
do you know where it is yesterday or today?

A Actually, the latest report that | saw, which

| believe was AG Edwards, was either 1.4 to 1.6 range.

Q Doesn't that indicate that the stock is not
too | ow?
A Well, you have to look at it with respect to

everybody el se, so what is everybody else's market to
book, and how are you trading with respect to that. So
it's not just one conpany in isolation. | don't think

you can say because your stock is above or tradi ng bel ow
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book or above book that it's overvalued. | think you

have to | ook at, especially when you have a utility |ike
ours that has or a conpany like ours that has a utility
and anot her growth business, it's very, very difficult
to separate the two aspects of the stock price

Q Okay.

A So it's arelative -- it's a relative neasure
| guess is what I'mtrying to get to. And on that
measure, let nme just do a quick calculation, if | may,
on that neasure, we're anobngst the average, we're at 1.4

with a roughly $21 stock price and roughly $15 book

val ue.
Q You are ampng the what?
A. Anmong the average, 1.4 tines.
Q Just let nme nmake sure |I'mdone here. |'m not

quite done. Oh, | know, Exhibit 72. First you answered
a question about the obligations of the two boards of
Puget Energy and Puget Sound Energy and said that each
board is responsible for its own -- for that conpany.
Are there tinmes when an action would be good for one
conpany and bad for the other?

A Certainly there are -- there are instances
where that could be the case, sure.

Q Al right. And |I'mjust speaking abstractly.

A Yeah, and | was answering to that.
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Q Al right. |If the board nmenmbers of those two

conpanies are identical, then individually as well as
col l ectively, how on earth does a board or both, each
board, know what to do?

A. Wel |, of course, the board is elected by
sharehol ders to be their representati ves of overseeing
the conpany since the true owners can't be nanagi ng the
conpany, the nature of a corporation versus a sole
proprietorship. So as | understand it, and we're
getting into a bit of a legal area and |'ma |ay person
but from ny understanding, directors have a fiduciary
responsibility to those who have el ected themto | ook
out for their interests.

And so there are tinmes, | would inmagine, and
| have never been a board nenber of a corporation, where
you' re probably confronted with the situation that you
have descri bed where | have a fiduciary responsibility
in this instance to this entity, | have a fiduciary
responsibility in this instance to this entity, and
sonmetinmes they may work in tandem and sonetinmes they
may be opposed.

But if they are opposed or in any event,
whet her they're opposed or not, if the board does not
act in a manner that is consistent with their fiduciary

responsi bility, they are subject to, | would inmagine,
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sharehol der lawsuits. Again, |I'mnot a |egal person,

but so that's what governs their behavior as well as
their own, you know, nmorals and ethics and so forth.
Q But in the case of these two conpani es, Puget

Energy answers to its sharehol ders, right?

A Yes.

Q Now t he board of Puget Sound Energy answers
to whon?

A Its owner, Puget Energy.

Q So doesn't that nean that Puget Sound Energy

is going to do what's good for Puget Energy?

A I don't necessarily think that that woul d
al ways necessarily be the case. | think there could be
awsuits in that sense

Q Al right. And then since we're on this
page, | wanted to ask you about M. Hawley. |s he stil
the chief financial officer of both Puget Sound Energy
and Puget Energy? Let nme see if that was correct. He's
the chief financial officer on this page of Puget
Energy; is that correct?

A I know he's the Vice President and Chi ef
Fi nancial O ficer of Puget Sound Energy, and | believe,
and | would be happy to have this subject to check, it
| ooks like he is the same title at both.

Q Okay.
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A. Bot h pl aces.

And what is your relationship to hinf
He is my boss.

And you said he was out of the country?
That's correct.

What is he doing out of the country?

> 0 » O > O

| believe, | don't know for sure, but |
believe that he had established or set up a trip to
visit his son who is studying abroad, and he set that up
when his son -- about the tine he registered for that
activity, which was quite a long tine ago, and so he's
-- that's why | say he's out of the country. That's ny
under st andi ng.

Q Al right. You were asked a question about
of f systemtrading, and can you just define for ne what
of f system neans when you answered that question?

A Well, if it's the one with the hypothetica
that M. Kurtz was having nme construct, it was what |
interpreted that to nean was when we were trading in the
whol esal e power market.

Q | think it was M. ffitch is ny nmenory.

A Okay. It would be the same answer. Bil
Gai nes can probably answer that better than | can.

Q It leads to the question of, in ny mnd, of

how much off systemtrading, if that's the right term
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is appropriate. | think what |I'mgetting at, and you

tell me whether off systemtrading is the right term is
that it seens to nme the utility needs to buy and sel
enough power to serve its custoners. It may well have a
little extra, there may well be sonething around the
mar gi ns, but that taking any kind of significant risk in
trades that aren't necessary to achieve that obligation
i s probably unw se.

I don't know how much has been done here, and
I don't know if that question got at this issue, but
it's a question in ny mnd. It certainly could be, |
think, that a lot of off systemtrading if it goes wel
and maybe it did go well for sonme period of time would
end up benefiting the rate payers. But that's at a
risk. If it doesn't work out, then the rate payers are
asked to pick up that risk. W have had other conpanies

get into that, and their reaction was, we better get out

of that.
A. There's two, and again, Bill Gaines is the
true expert, but there's -- | would like to give you ny

under standi ng and view on this. There's two types of
conpanies with this regard. One is a trading conpany
that | ooks for opportunistic activities within which to
make noney. Enron, for exanple, asset |ight trading,

didn't have physicals to back up trades, huge trading
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entity, trading for the sake of picking up a margin

whet her or not it was the result of, and in this case it
wasn't, surplus energy. | viewthat as different froma
conpany that has contractual or physical assets that
produce power that has a | oad shape to it and has at
times, you know, surplus and shortages of energy, be it
gas or electricity.

One is purely in the business of trading.
The other is trying to maxim ze the efficiency of its
resource portfolio. So the one bets on prices to try
and outsmart the market. The other sinply uses hedges
as a risk managenent tool to lock in price differentials
as an insurance policy, | think. Those are dramatically
different scenarios. W are the latter, Enron is the

tradi ng one, and that's about the extent of my know edge

of it.

Q Al'l right. Last question is on Exhibit 25,
page 21.

A 21 of 257

Q MM hm

A Bei ng my testinony perhaps?

Q I haven't got the right place. There is a

pl ace where you |list a nunber of actions that other
financial institutions have taken cutting back your

credit. Do you know where that is?
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A I think it is 21 starting on line 17 or 18.

Q Oh, I'mon the wong page. Here we are,
great. You have this |ist, and then on the next page,
22, line 7, you say:

And 7, as a result of the recent
downgr ades of the conpany's credit

ratings, reputable firms --

A Yes, this is referring back to selling the
$40 M1 1ion.
Q Okay. M question is the item7 is as a

result of recent downgrades. Wat about itens 1 through
6, why have these things occurred as a result of these
recent downgrades, are these recent, what's the tine
peri od here?

A. They're all recent with one exception.
They're all as a result of underrecovery of power cost
concerns. There is one aspect here that dates back
earlier that was just confirnmed again in the current
time period. That would be item 3, First Union Bank and
Fl eet Bank, those two, and banks that are in a -- lend
on an uncomritted basis cone and go depending on their
assessnment of your credit volune. They went, if you
will, originally around the tine of the concern over
recovery of the California receivables, early in 2001

I think the last |lending was in 2000 or so.
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We check with these folks periodically to see

if they will continue to lend. Shortly thereafter it
was the concern over the FERC price caps. Nowit's the
concern over the existing underrecovery. So those folks
are continuing not tolend. It's all -- even, you know,
item7 is a result of underrecovery. They're al
related to that. They're all really last half of the
year, nostly around probably close to fourth, beginning
of fourth, end of third quarter, beginning of first
quarter, that tinme frame, the Cctober tinme frane.

Q Al right. Actually, | had one | ast
question, which is really about the theory of the case.
|"ve really been struggling with what the theory of this
case is or what the different parties' theories are, and
so far | have an analysis that runs like this. Staff
and Public Counsel | think are looking at financia
need. And Public Counsel's answer is there is no need.
Staff's answer is there is a need for $42 M1l lion
M . Schoenbeck is keying off the conpany's
recommendation, but | think fundanentally he's | ooking
at a deferred account that we did approve, but we didn't
decide what to do with it.

A. Ri ght .

Q And he's not actually |ooking at the question

of need, but he says, all right, if there's going to be
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a deferred account, if there's going to be recovery, |

can find ny way to $58 M Ilion, and let's postpone a
full blown analysis until through the end of the rate

case and then we will decide.

A I think his --

Q It -- sorry.

A Go ahead.

Q Well, then the conpany | think is

fundamental | y seeking action on a deferred accounti ng.
And as a point of clarification, | do read the petition
for interimrelief as seeking extension of the deferred
account through the interimperiod. And if you |look at
it that way, then you want, this is what | would cal
the ice stormtheory, these big expenses that are
beyond, outside your regular range, and you want
recovery of them and you really want recovery of them
regardl ess, but you need it now, because at the sane
time, this is all producing a financial enmergency. But
sinply getting sone amobunt pending the rate case doesn't
fully answer the question, because just as with an ice
storm if the costs are extraordinary, they ought to be
recovered, and therefore the remedy that you' re seeking
ext ends beyond the interimperiod.

It would be if we followed M. Schoenbeck we

woul d give $58 M I1ion now but continue to ask the
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questi on and answer the question, how nuch of the

deferred account was justified and outside that range,
and whatever it is, it gets piled on to the general rate
case after that. And they really are -- they're
different in that | think the inpetus either way is
financi al need and maybe enmergency need. But in one, we
really answered the question, as soon as we figure out
your need we're done, because you need it, whatever that
is. That's the Staff and Public Counsel case. |In the
other, we haven't really answered the questions until we
tell you, yes, you get to recover on your all of these
nmont hs of deferred accounts, because A, they were
prudently incurred, and B, they were truly

extraordi nary.

And | don't really know what ny question is
on that. It's just I"'mjust -- | think I'mjust
struggling with having a dual function here. Now I
think that Staff may say the whol e deferred accounting
exercise, you shouldn't really even be thinking about
it. You shouldn't have done it to begin with maybe.

A | believe, and | would let the record speak
for itself, but I believe Ms. Steel said that her nunber
is a going forward nunber, and if | renmenber, this may
have been her testinony rather than her cross, but that

the anortization of the deferral, it should be anprtized
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over the period in which it was accrued, which in other

wor ds neans you just expense it. And because there is
no promi se of relief as we do our internal accounting
for January and February, we are expensing those costs,
and then we're doing a little side account that says,
okay, had we actually been deferring, it would be this
anount .

And so when parties make proposals, and let's
just pick a nunber that say sonebody that had proposed
$50 M Ilion for a sake of argunent, | believe the number
if you went through the deferral period just through
March was $89 MIlion. There's a difference in how it
i npacts the conpany as to whether that $50 MIlion is a
collection of the deferral or you wite off the deferra
and you just get $50 MIlion going forward. That's an
i mpact that has nore to do with when you recognize
earnings and so forth than, you know, obviously over the
ten nonth period the inpact would be the same in
aggregate, but that's another sort of conplicating
factor.

So as we think about that, | think we have to
address as we're contenplating proposals, is it what do
we do with the deferral, as you nmentioned, do we allow
recovery of that, if it's $50 MIlion, is it $50 MIIlion

of deferral, is it $50 MIlion of other, is it half and
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half, is it, you know, that inpacts the accounting for

it, sothat is sort of a conplicating factor to it.

CHAl RWOVAN SHOWALTER:  All right, well, thank
you, and thank you for allowing me all of this tinme.

JUDGE MOSS: All right, I"mgoing to preserve
ny perfect record for never predicting when a hearing
was going to end. Gven the late hour, it is a quarter
to 5:00, and it is necessary that everyone clear their
materials out of the roomthis evening in anticipation
and preparation for our public comment hearing that wll
commence at 6:30 this evening in this sanme |ocation, so
I will have to ask you all to do that. And if you want
to store your materials on site, | believe sonme roomns
can be made avail able, and maybe you could talk to sone
of the Staff in the back, they could point you to those
roons.

We will reconvene, of course, at 6:30 for
that public conmrent session, and then after that we wll
reconvene tonorrow norning at 9:30 to conplete
M. Gaines, Donal d Gai nes' examination, and al so we have
M. Swofford to go and whatever final business we have.

And so with that, is there anything el se
before we go off for the day?

MR, CEDARBAUM  Your Honor, | just have one

guestion. Yesterday there was a Bench Request nade of
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M. WIliam Gaines for information that he had | earned

during yesterday afternoon's hearing session concerning
access to power markets, and | was, | guess it's a
guestion of the conpany, when can we expect to see that?
It would be nice to see that before the record cl oses,
the hearing closes so that we can take up any questions
that mi ght come up because of that.

JUDGE MOSS: That was sonme agreenments or
contracts that were going to be, is that what you're
referring to?

MR, CEDARBAUM | don't have ny notes of what
t he Bench Request was exactly. Wen he was asked --
when he took the stand yesterday after we took an
afternoon break, | don't know if he made some phone
calls or talked to sone people at the conpany, but he
i ndi cated that he would -- he had sone information about
this area that he was going to provide.

JUDGE MOSS: | think Ms. Dodge can help

MS. DODGE: Your Honor, we have a nunber of
-- there are a nunber of Records Requisitions and Bench
Requests outstandi ng, and we have people at the conpany
wor ki ng on those today. W' re making every effort to --
I think that a nunmber of themwe will be able to provide
tomorrow. Sone are going to cone Fedex, and so it may

be, of course, you know, that may be 10:00 a.m
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delivery, so we will have to juggle the logistics a

little bit, but we are trying to get as nany of those as
possible tonorrow. There is -- it's looking like it may
take until Monday on a couple of them but | guess |
woul d suggest that we deal with where we are at the end
of the testinmony and hold the record open if we need to.

JUDGE MOSS: All right.

M5. DODGE: For anything like that.

JUDGE MOSS: Well, just get everything you
can expedited, of course.

MR. KURTZ: Your Honor, along those |ines,
the one Records Requisition that | nade earlier was
simply to divide a gas and el ectric nunber into gas

separate, electric separate. That surely is sonething

that could be provided by tonorrow norning, | would
hope.

THE W TNESS: Actually, it is not. | don't
think that it is. | guess | will let the attorneys
speak.

MS. DODGE: Actually, that is a significant
concern, and I will address it now, although I think
people are trying to gather just a little bit nore
information, but the difficulty is that the question
came up with respect to, you know, well, doesn't the

conpany issue -- have these FERC 1 and FERC 2 reports
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that are electric versus gas, so wouldn't it be a sinple

matter to just provide that breakdown for the projection
in October 2002. And.

The problemis that the FERC reports are
based on historicals, and what you do is you have gas
expenses, electric expenses, and common, and then you
can go through and divide out. Once you see what the
expenses actually were, you nake your allocations based
on all ocation factors.

The problemis that the forward projection to
Oct ober 2002 is a financial npdel that does not -- it's
a consol idated conmpany, they're not projecting finances

based on electric versus gas. And so | nean first of

all, they don't have the information. And second of
all, you could go through and there are certain things
that you could maybe say, okay, well, that's gas and

that's electric, but there's a whole | ot of common, and
there's a whole | ot of assunptions nade and a whol e | ot
of detail. It could take actually weeks to go through
and produce that.
JUDGE MOSS: M. Kurtz, would an

approxi mati on based on the last tine they broke it out

for the FERC Form 1 and FERC Form 2 purposes and those
factors applied to the current nunbers be suitable to

your purposes, or did you need sonething nore precise?
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MR. KURTZ: Well, | guess the only thing

woul d say is that the allocation factors and the
breakout, those used in the currently pendi ng genera
rate case would be | think appropriate.

JUDGE MOSS: All right.

MS. DODGE: Well, it's done on a test year
| mean that's historical.

JUDGE MOSS: Historical, yeah, we don't use a
future test year, we use a historic test year, as you
probably | earned today. That should be close.

MS. DODGE: The problemis that --

JUDGE MOSS: And, of course, that would have
been -- it would be pro forma results in the genera
rate case as well, which would be forward | ooking.

MR, KURTZ: Well, ny purpose for asking the
guestion was to sinply try to calculate what the rate of
return would be on the electric assum ng they got a $170
MIllion rate increase. It doesn't look like I will be
able to get that information any tine soon.

JUDGE MOSS: Well, we're trying.

MR. KURTZ: Yeah, | understand that, and
certainly the Comr ssion has to issue a ruling very
quickly, so we will take the conmpany at their word that
they will get it as quickly as possible.

MS. DODGE: And again, that's why we do have
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people trying to figure out how you m ght do this or

approxinmate it or -- so maybe we'll have sonething
better tonorrow.

JUDGE MOSS: Al right, then maybe you can
gi ve us your best whatever you can do on a short turn

around basis tonorrow, and then explain further how it

m ght have to be nore -- take longer to do sonething
nore precise. And we will see, M. Kurtz, see how cl ose
we can get.

MR, KURTZ: Thank you, Your Honor.

JUDGE MOSS: Okay.

Anyt hi ng el se?

Al right, thanks very nuch, we will see you
either tonight or at 9:30 tonorrow norning dependi ng on
your intentions to participate.

(Hearing adjourned at 4:50 p.m)
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