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MORNI NG SESSI ON
9:35 a.m

JUDGE MACE: My nane is Theo Mace. |
know that | have been introduced before, but just to
reintroduce myself, 1'Il be presiding today with the
assi stance of Judge Mdss and the Comm ssioners.

I'd like to take the short form of
appearances from counsel so that the reporter can
begin to -- this is a new reporter this norning --
begin to know who the personnel is. So if you would
begi n.

MR, QUEHRN: Good norni ng, Your Honor.
Mar k Quehrn for Puget Sound Energy.

MS. DODGE: Kirstin Dodge for Puget
Sound Energy.

MR. VAN CLEVE: Brad Van Cleve for the
I ndustrial Customers of Northwest Utilities.

MR. FURUTA: Norman Furuta for the
Federal Executive Agencies.

MR, KURTZ: Mke Kurtz for the Kroger
Conpany.

MR. FFITCH: Sinmon ffitch for the Public
Counsel Section of the Washi ngton Attorney Ceneral.

M5. SM TH:  Shannon Smith for Comm ssion

staff.
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MR. CEDARBAUM  Robert Cedarbaum for
Conmi ssion staff.

JUDGE MACE: | just wanted to caution
everybody to nmake sure that you use your mke this
norni ng. W have a new reporter, and she hasn't had
t he advantage of being in the roomto pick up sone of
the term nology and to get used to your voices. So if
you woul d be real careful about using your mike this
nor ni ng.

For the reporter’'s benefit, Chairperson
Marilyn Showal ter, Conmi ssioner Richard Henstad, and
Conmi ssi oner Patrick Oshie.

I wanted to begin just to note that we
recei ved responses to bench data request No. 7 and
bench data request No. 1, and | think the
Conmi ssi oners have copies of those at their places.

Is there anything prelimnary before we
begin with the first witness for today, M. Sel ecky?

MR. CEDARBAUM  Your Honor, | have just
two brief comments. Robert Cedarbaum | just wanted
to report on the status of our response to bench
request 3B where Ms. Steel was asked to rerun sonme of
her spreadsheets to give conparabl e nunbers that
M. Gaines presented. W hope to have that prepared

and filed by the end of today.
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JUDGE MACE: Thank you.

MR, CEDARBAUM The second point is,
with respect to the conpany's response to bench
request No. 7, | would note that there was sone
notation placed at the bottom of that page which I
believe is beyond the scope of the bench request. |I'm
not suggesting it be stricken, I'mjust noting that,
to that extent the bench request was not responsive.

JUDGE MACE: But you're not objecting in
any way, you're just noting it.

MR, CEDARBAUM It is what it is. |If

it's a characterization by the conpany -- |I'msorry.
I guess | would object because | don't know if this is
just a characterization of the conmpany or a fact. So
I would object to the notes on bench request No. 7 and
ask that they be renoved.

JUDGE MACE: M. Quehrn?

MR, QUEHRN:  Your Honor, we have no
objection to striking those footnotes.

JUDGE MACE: Then we'll strike those
notes that appear at the bottom of bench data request
No. 7. Anything else?

MR. VAN CLEVE: Your Honor, Brad
Van Cleve for ICNU.  We have a coupl e of

cross-examnm nati on docunents that need to be marked,
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one of which is for M. Selecky so | want to take that
up now. That's an exhibit that is entitled "PSE Rate
Spread Conparison, and it has a DWs-11 in the upper
right-hand corner, and it has been distributed to the
bench and to the parties.

JUDCGE MACE: Yes. | believe that's been
mar ked No. 322.

MR. VAN CLEVE: And there was anot her
exhibit for M. Luscier which was DW5-12 in the
corner.

JUDGE MACE: We have narked that
No. 208, and | believe the Commi ssioners all have
copies of those at their places this norning.

MS. DODGE: |'msorry, Your Honor, |
didn't get that. W' ve marked?

JUDGE MACE: There's a cross exhibit for
Ms. Luscier that is marked Exhibit 208.

MS. DODGE: What is the description of
t hat ?

JUDGE MACE: That's titled Puget Sound
Energy Conparison of Dollars and Percent |ncrease.
It's DWs-12 in the upper right-hand corner. |'m not
sure why that is, but does that hel p?

MS. DODGE: Thank you.

MR. VAN CLEVE: Also, Your Honor, we had
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two exhibits, cross exhibits, that we had distributed
yesterday for -- the first is for Donald Gai nes, and
it is a conmpany response to | CNU 8. 1-1

JUDGE MACE: W'l take that up |later
we're not quite to M. Gaines yet. W can deal with

that | ater on.

CHAl RWOMAN SHOMALTER: | have a
gquestion. | want to go back to bench request No. 7
and the notes that were stricken. | was the one who

asked for this, and ny interest is in having as nuch
up-to-date infornmati on as we can have. | understand
this is about the ratings per se.

Footnote No. 1, to me, is relevant to
this proceeding. Now, | assune maybe it's covered in
bench request No. 1, and so it doesn't need to be
here. But I'mnot really interested in narrowy
interpreting our bench request. The general effort
here is to get whatever current information there is
relating to this conpany, be it strict ratings or
other comments -- official comments, witten
comments -- by the rating agency. So..

MR. QUEHRN:  Your Honor, the information
in the footnotes is, | believe, correct.

M. Cedarbaum just accurately pointed out to nme today

that the question that was asked by the bench



00682
1 yesterday was specifically what the ratings were, not

2 what the outl ook was, which is what the notes say.

3 If the bench request were to be so

4 nodi fi ed, then we could revisit whether or not the

5 f oot notes bel ong there or not.

6 CHAl RMOVAN SHOWALTER: The footnotes, to
7 me, are providing information that | find useful. But
8 it also appears to ne that probably | will find the

9 sanme type of information in bench request No. 1, at

10 | east for footnote No. 1. |Is that correct?

11 MR, QUEHRN: | think you will find the
12 same information. |It's just bench request No. 1 is a
13 bit vol um nous --

14 CHAI RMOVAN SHOWALTER: Ri ght .

15 MR, QUEHRN: -- and this is probably

16 nore handy in that regard.

17 CHAl RWNOVAN SHOWALTER:  And f oot note

18 No. 2 is useful to me because it explains why

19 something isn't there.

20 MR, CEDARBAUM  Chai rnman Showal ter, ny
21 concern was that if the conpany was asked a bench

22 request, it went beyond the scope of that bench

23 request. And | think the inplication by the footnotes
24 is an additional argunent of their case.

25 If you want that information there, if
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it's just reflective of what's bench request No. 1
then | don't have any objection to that. [It's your
bench request, obviously. M objection went to the
conpany's initiative to go beyond the bench request
as it was stated.

CHAl RWOVAN SHOWALTER:  Personal ly, |
find it helpful. So | would rather leave it in there
sinmply because it provides a little bit of context for
the specific information that's provi ded above and
don't take it as inaccurate.

That's my issue: If it's msleading in
some way, then we have argunent on it. But if it's
factually correct but sinply beyond what the ratings
per se are, then | would rather |leave it because | am
interested in the total picture.

MR, CEDARBAUM  And | guess my concern
is | haven't cross-referenced the footnotes with bench
request No. 1.

JUDGE MACE: Maybe we coul d j ust
reserve -- | can hold in abeyance that earlier
indication that it would be stricken, and we'll just
wait a little bit on it and you can check if you would
like to.

MR, CEDARBAUM | guess maybe the best

way to handle this is, clearly, the bench would Iike
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to have whatever information is out there, and that
certainly is its right and prerogative, and that's a
good t hi ng.

So maybe we can just say let's |eave
the footnotes, but what's been provided in bench
request No. 1 is the controlling docunent; and if
there are inconsistencies between the footnotes and
bench request No. 1, bench request 1 governs.

CHAI RMOVAN SHOWALTER: That's a good way
todoit. And if you find on review there is
sonmething msleading in these footnotes, |I'mperfectly
willing to either strike it or nodify it.

MR. CEDARBAUM And we can al ways handl e
that on brief as well.

JUDGE MACE: Thank you. Anything el se
of a prelimnary nature? All right. Then,

M. Furuta, | believe -- where are ny notes -- |
believe M. Selecky will be the first witness.

MR. FURUTA: Yes, thank you, Your Honor
The Federal Executive Agencies call Janmes Sel ecky.

JUDGE MACE: M. Selecky, would you
pl ease rai se your right hand?

Wher eupon, JAMES T. SELECKY
havi ng been first duly sworn, was called as a w tness

herein and was exanm ned and testified as foll ows:
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1 JUDGE MACE: Please be seated.
2
3 DI RECT EXAM NATI ON

4 BY MR, FURUTA:

5 Q Coul d you pl ease state your nane and

6 busi ness address for the record, spelling your |ast

7 nane.

8 A Sure. M nane is Janes Sel ecky, that's

9 S-E-L-E-C-K-Y. M business address is 1215 Fern Ri dge

10 Par kway, St. Louis, Mssouri, Suite 208, 63141.

11 Q And by whom are you enpl oyed?
12 A | am enpl oyed by Brubaker & Associ ates.
13 Q And are your statenments of qualifications

14 set forth at Pages 11 through 14 of what have been

15 mar ked as Exhi bit 321-T?

16 A Yes, they are.

17 Q And you have a copy of Exhibit 321-T

18 bef ore you?

19 A Yes, | do.

20 Q And for the record, that's entitled

21 Interim Testinmony of Janes T. Selecky. M. Selecky,
22 do you have any corrections to make to that exhibit at

23 this time?
24 A. I do not have any corrections.

25 Q To the extent that Exhibit 321-T sets
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1 for material factual in nature, is that true and
2 correct to the best of your know edge?

3 A Yes, it is.

4 Q And to the extent that it sets forth
5 opinion, is it your best professional judgnment in
6 those matters?

7 A Yes, it is.

8 MR. FURUTA: Your Honor, we would

9 request that Exhibit 321-T be admitted at this tine.
10 JUDGE MACE: Hearing no objection, 1"l

11 admt that exhibit.

12 (Exhibit 321-T admitted.)

13 MR. FURUTA: And the witness is

14 avai l abl e for cross-exam nation.

15 JUDGE MACE: Very well. | show --

16 Ms. Smith, are you going to do the cross-exani nation
17 of this w tness?

18 M5. SMTH: We don't have any cross.

19 JUDCGE MACE: All right, thank you.

20 M. ffitch is not here this nmorning, so |I'm assuni ng
21 he doesn't have any cross.

22 CHAI RMOVAN SHOWALTER: Does anyone have
23 any nmessages from M. ffitch?

24 M5. SMTH: M. ffitch is here. He nust

25 have just stepped out of the roomfor a nonent.
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1 JUDGE MACE: |'Il go down the I|ist,
2 then. |'m assumng since he's not here he's not as
3 sensitive about his order in the cross. So | have,

4 then, M. Van Cl eve.

5 MR. VAN CLEVE: Thank you, Your Honor
6
7 CROSS- EXAM NATI ON

8 BY MR. VAN CLEVE
9 Q M. Sel ecky, do you have in front of you

10 what's been marked as Exhi bit 3227

11 CHAl RMOVAN SHOWALTER: M. Van Cl eve,

12 you need to pull the mcrophone to get between you and
13 the witness.

14 A No, | do not. | need a copy.

15 BY MR. VAN CLEVE:

16 Q Is it true, M. Selecky, that you

17 propose in this proceeding that any interimrate

18 relief be allocated on an equal percentage basis per
19 rate schedul e?

20 A. Correct. That's an equal percentage of
21 annual revenues.

22 Q The columm on Exhibit 322 that's

23 entitled FEA, is that colum a reasonable

24 representation of your rate spread proposal in this

25 case?
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1 A ["massuming it is. | nyself, though

2 did not performthose cal culations to determ ne what

3 is the anobunt for the various rate classes. |t |ooks

4 in order fromsone prelimnary work |'ve done, but |

5 did not prepare those col um nunbers.

6 Q Do you have any reason to believe that

7 any of those nunbers under the FEA colum are

8 i naccurate?

9 A No. | have no reason to believe that.
10 MR. VAN CLEVE: Thank you. That's al
11 the questions | have, Your Honor
12 JUDGE MACE: M. ffitch?

13 MR. FFITCH: | apol ogize for being

14 absent, Your Honor. Frankly, we just saw this cross
15 exhibit this nmorning. And I'd like to reserve the

16 opportunity to respond to any of the information that
17 is in here subsequently during the proceedi ng, perhaps
18 t hrough ot her witnesses.

19 | take it this has been offered; this

20 cross exhibit has already been offered?

21 MR. VAN CLEVE: No, it has not been

22 offered, but we do intend to use the sane exhibit for
23 the cross-exam nation of M. Higgins and Ms. Luscier
24 JUDGE MACE: |If you needed a few nonents

25 to examne it, | could turn to M. Kurtz who indicated
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he had some cross of this wtness.

MR. FFITCH: That woul d be hel pful
Thank you, Your Honor

JUDGE MACE: M. Kurtz?

MR. KURTZ: Sorry, | won't be that
hel pful. Because, as it turns out, | don't have any
guesti ons.

JUDGE MACE: Okay. We can take a few
mnutes if that would be helpful to you. W've gone
t hrough the expected cross-exanmi nation of this w tness
fairly quickly. O 1 could ask the bench if they have
any questions.

MR, FFITCH: [|'mnot going to have any
qguestions this norning, thank you, Your Honor

JUDGE MACE: And fromthe Comm ssioners?

CHAl RWNOVAN SHOWALTER:  No, | have no
guestions. | think the witness's testinmony was cl ear

MR. CEDARBAUM | have no questi ons.

COWM SSI ONER OSHI E: No questions.

JUDGE MACE: Any redirect?

M5. SMTH: | do have one cross, if |

may. This is Shannon Snith for Comr ssion staff.

CROSS- EXAM NATI ON

BY M5. SM TH:
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Q In Exhibit 322, the nunbers that you
have accept the conpany's interimrate proposal; is
that correct?

A Yes. But | just want to back up, that |
did not prepare this exhibit, those nunbers were
provi ded. But yes, that represents the conpany's

interimrate proposal

Q And you do sponsor this rate spread, do
you not ?

A Yes, | do.

Q And if you were to assune that interim

relief were granted at staff's recommended | evel,
woul d you oppose an equal cents per kilowatt hour in
t hat case?
A Yes, | would. | still believe it should

be on an equal percent of revenue basis.

M5. SMTH: That's all

JUDGE MACE: All right, thank you.
Anything else? Al right. Are you offering
Exhi bit 3227

MR. VAN CLEVE: No, Your Honor.

JUDGE MACE: All right. M. Furuta?

MR. FURUTA: W have no redirect at this
time.

JUDGE MACE: Thank you, M. Sel ecky.
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You are excused.

MR. FURUTA: And FEA would like to thank
the parties for allowing us to go out of order in
order to accommpdate the witness's schedul e.

JUDGE MACE: Very well. | show the next
Wi tness to appear is M. Schoenbeck.

Wher eupon, DONALD W SCHOENBECK,
havi ng been first duly sworn, was called as a wtness
herein and was exam ned and testified as foll ows:

JUDGE MACE: Pl ease be seated. | note
that we have received at the bench corrections to your
Exhi bit 271 and sone revi sed pages of testinmony. Does
everybody have that? The first several corrections
need to be made manual ly, and then the pages of
testi nony can be inserted as revised pages of
testi nony.

M5. DODGE: Your Honor, 1'd like to
briefly comrent on these corrections, if | may.

JUDGE MACE: Co ahead.

MS5. DODGE: |'m concerned, first of all,
to only have received these this norning just a few
nonent s ago.

JUDGE MACE: Can you speak up just a
little bit?

MS. DODGE: Yes. W just received these
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a few nonments ago and they appear to be -- at |east
the substitute pages, the last couple -- beyond the
nature of normal correction. They include, for
exanpl e, additional colums that go to Puget's
rebuttal and appear to be surrebuttal rather than
corrections.

I can't say that |'m objecting because
I don't know that Puget considers itself prejudiced
because this goes to rate spread, but | am noting our
concern.

MR. FFITCH: Your Honor, public counse
would join in that concern. W're seeing this for the
first tinme, and we'd like to reserve an opportunity to
present in sone appropriate fashion responsive
testinony if necessary or evidence with regard to this
new met eri al

JUDGE MACE: It appears that you'll have
an opportunity to cross-examne. And | suppose, if
you need sone linmted tine to review the testinony
further, that can be afforded you. But |'m assum ng
you'll have cross in addition to cross with regard to
t hese revi sions.

So at an appropriate time, if you need
sone additional tinme to review this, we can allow you

that, and then he can deal with the matter of
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response to it as that appears appropriate.
MR. FFI TCH: Thank you, Your Honor
JUDGE MACE: So, M. Van Cleve, are you
ready to present your wtness?

MR. VAN CLEVE: Yes, Your Honor.

DI RECT EXAM NATI ON

BY MR. VAN CLEVE:

Q M. Schoenbeck, on whose behalf are you
appearing in this proceedi ng?

A. |' m appearing on behalf of the
I ndustrial Customers of Northwest Utilities.

Q And have you prepared prefiled testinony
that's been marked as Exhibit 2717

A Yes, | have.

Q And did you al so prepare exhibits to
that testinony which have been marked as Exhibits 272
t hrough 2807?

A Yes, | did.

Q Do you have any corrections to nmake to
your testinony?

A Yes. There was a correction sheet that
was handed out. | don't know if we need to go through
t hem or not.

JUDGE MACE: No, | don't think we need
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to go through themon the record. Parties should nake
t hose corrections and so all the -- and should nmeke
the insertions of the testinobny into their testinony

pages.

BY MR. VAN CLEVE:

Q Wth these corrections, M. Schoenbeck
is your testinony true and correct to the best of your
know edge?

A Yes it is.

MR. VAN CLEVE: Your Honor, we would
of fer Exhibits 271 through 280 and make M. Schoenbeck
avail abl e for cross-exani nation.

JUDGE MACE: Hearing no objection, 1"l
admt those exhibits.

(Exhibits 271-280 admitted.)

MR, FFI TCH: Your Honor, | guess I'l
just state for the record, we did have that colloquy
earlier but perhaps this would be the place to
cross-reference back to our earlier objection

JUDGE MACE: Correct. | didn't hear an
objection. What | heard was the possible need to
rebut these corrections. So I'll admt the exhibits
at this tinme, and we'll deal with the need for
additional cross or for sone response as it appears

appropriate.
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MR. FFI TCH. Thank you, Your Honor.

MS. DODGE: May | proceed?

JUDGE MACE: Yes.

MS. DODCGE: 1'd first like to nove to
admt Exhibits 281 through 284, which were premarked
at the prehearing conference and then, subject to the
stipulation earlier that exhibits that were marked
there could be admitted without the need to go through
the exercise of foundation.

JUDGE MACE: All right. M. ffitch, |

understand you were involved in that agreenent; is

that --
MR. FFITCH: | don't believe. That
woul d be. ..
M5. DODGE: It was M. Van Cl eve.
JUDGE MACE: |'msorry. M. Van Cl eve?
MR. VAN CLEVE: W have no objection,
Your Honor.

JUDGE MACE: |Is there any objection to
the receipt for adnmission into evidenced Exhibits 281
t hrough 284? Hearing no objection, |I'll adnit those.

(Exhibits 281-284 adnmitted.)

MS. DODGE: Puget Sound Energy has no
questions of M. Schoenbeck.

JUDGE MACE: Ms. Snith?
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1 M5. SMTH:  Yes, Your Honor.

2 CHAl RMOVAN SHOWALTER:  Ms. Smith, can
3 you nmake sure your nouth is close to the m crophone.
4 MS. SMTH. | will, thank you.

5

6 CROSS- EXAM NATI ON

7 BY M5. SM TH:

8 Q M. Schoenbeck, have you reviewed

9 M. Gary Swofford's direct testinobny in this case?
10 A In the interimproceedi ng, yes, | did.
11 Sone tine ago.

12 Q Do you have that testinony in front of
13 you?

14 A No, | do not.

15 M5. SMTH. May | approach the wtness
16 with a copy, please?

17 JUDGE MACE: Yes.

18 BY Ms. SM TH:

19 Q For the record, the direct testinony of
20 Gary Swof ford has been marked as Exhibit 251-T. I'd
21 like to direct your attention to Page 3, Lines 16

22 through 18 of M. Swofford's testinony.
23 JUDGE MACE: Can you wait just a mnute
24 till the Conm ssioners get though that exhibit.

25 MS. SMTH. Yes.
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CHAl RMOVAN SHOWALTER: What page i s
t hat ?

MS. SMTH. It's Page 3, Lines 16
through 18. Has everyone found the pl ace?

A | have it.

BY M5. SM TH:

Q M. Schoenbeck, if you were to take into
account the 21.69 dollar savings referenced on Line
16, how woul d that change your recomendation for
interimrelief?

A. | don't believe it would. M interim
relief was predicated on an anal ysis of the power
costs the conpany provided for the nonths of January
t hrough October of 2002. The nont hs of
January- February- March are what has been known as the
"deferral period," and the other nonths have then been
called the "interimperiod," but the focus of ny
anal ysis was | ooking at the costs that should be paid
for by ratepayers for that period of tine.

| did do a nmore overarching anal ysis
| ooki ng at the conpany's general rate request which
was for a different test period. It was for an
amount of 228 million dollars. But other than what
I would prefer as the top-down approach at

recal culating the 228 million dollar request based
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1 on the currently authorized return on comon equity,

2 coupled with illumnating the proposed risk

3 adj ustnent, | stopped ny analysis of the conpany's

4 expenses at that I|evel.

5 M5. SM TH:  Thank you.

6 MR. FFITCH.  Your Honor, if Ms. Smith is

7 finished..

8 JUDGE MACE: That concl udes your

9 Cross-exani nati on?

10 MS. SM TH:  Yes.

11 MR, FFITCH: | nmay have a coupl e of
12 guesti ons.

13 JUDGE MACE: Co ahead.

14

15 CROSS- EXAM NATI ON

16 BY MR, FFI TCH

17 Q Good norning, M. Schoenbeck

18 A Good nmorning, M. ffitch

19 Q ' m | ooking at Pages 1 and 2 of your

20 testinmony. You are not recommendi ng that the conpany
21 be granted interimrelief here; is that correct?

22 A Yes. |If you look at the bottom of

23 Page 1, that issue would be addressed in the brief

24 with the Industrial Customers of Northwest Uilities.

25 Q And you don't do any anal ysis under the
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PNB standard in this testinony?

A Have to be careful about that. | do not
address the PNB standards in this testinmony.

Certainly I"'mwell aware of them including, in ny
view, the overarching one which is No. 6, that the
Commi ssion nust regulate in the public interest.

Q But you don't go through that analysis
in this testinony; correct?

A No. Again, | do not address it, but |
certainly took it into account in witing the
testi nony.

Q And as | read your testinony, is it fair
to generally sumuarize it as an analysis of how nmuch
of the alleged unrecovered power costs should be
allowed if there is to be any interimrate increase?

A That's correct. Basically, | believe |
was trying to be responsive to the Comm ssion order
that was issued in Decenber addressing the granting of
the conpany the deferral mechanism In that order, |
read the order to nean when the conpany would conme in
and seek those nonies in rates, people could address
the prudency issue. And that is, in large part, what
my testinmony does.

Q So if the Commi ssion concludes that the

standards for interimrelief have been net; and then
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if, secondly, the Comm ssion grants a sum of interim
relief on the basis of your testinony, will the

Commi ssi on be approving power cost recovery for Puget
Sound Energy?

A | certainly believe the 58 nillion
dol lars woul d be a prudent ampunt that is associated
with increased power costs for this conpany.

Q Well, isn't it in fact the case that if
t he Conmi ssion allowed the 58 nillion dollars on the
basis that you' ve testified here, they're sinply
all owing recovery of 58 million dollars of power costs
for Puget Sound Energy?

A Yes, it would be. | guess ny only
hesitation is there has been sone testinony, and I'm
still not quite clear on it myself, with respect to if
that noney woul d be subject to subsequent refund.

Q And a portion of that recovery that you
recommended i s based upon the January to March period
that you' ve taken a | ook at and that the conpany has
requested. Isn't that right?

A Yes. That's correct. That's what's
critical about this in nmy nmind, is under the conpany's
170 mllion dollar request, over half of it -- in
fact, it's closer to 60 percent of it -- 60%of a 170

mllion dollar request is actually associated with the
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deferred period of January-February-March. And under
the deferral order, | interpreted it to say when the
conpany sought those nmonies in rates, they would be
subject to a review and, frankly, that the conpany
woul d have to justify the prudency of those costs.

MR, FFITCH. Thank you. Your Honor, can
| have a nmonment -- and if you want to go on to other
cross that would be fine -- | want to have a nmoment to
confer on the matters related to the corrections in
the testimony, if | may.

And I'"mnot sure if |I'mprepared to go
ahead and do any cross on that right now, but | m ght
be able to deternine that with a short conference.

JUDGE MACE: We'll take a five-mnute
recess and let you do that.

MR. FFITCH: Thank you very rmuch.

(Recess was taken.)

(Di scussion off the record.)

MR. FFITCH. Thank you for the brief
recess, Your Honor.

JUDGE MACE: M. ffitch, before you
commence if you have questions, | wanted to go back to
M. Van Cleve for a nmonent and have himindicate on
the record, or have the witness indicate on the

record, what portions of the testinobny in exhibits
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1 remain confidential. W noted that it appears al nost
2 the entirety is confidential, and -- of the exhibits
3 in any event -- so that it would be hel pful if we

4 could pinpoint with greater exact attitude what's

5 confidenti al

6 MR. VAN CLEVE: M. Schoenbeck, could
7 you please point to the portions of your direct

8 testimony, Exhibit 271, which you believe remin
9 confidential ?
10 THE WTNESS: Certainly. The first site

11 woul d be Page 9.

12 MR. VAN CLEVE: Would be Page 9, the

13 very last sentence on that page.

14 MS. DODGE: Actually, that is not

15 confidential fromthe conpany's perspective, so that's
16 fine.

17 THE WTNESS: Okay. So that's no |onger
18 confidential. The next site | would suggest would be
19 Page 11. In the table, the values in the last two

20 rows that are entitled Decenber Estimate in Total

21 woul d be confidential under the columms | abel ed

22 Tonasket, CTs, and Tot al
23 JUDGE MACE: Thank you. Go ahead.
24 THE WTNESS: | was just going to say so

25 in other words there woul d be six values that woul d be
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bl acked out on that table.

JUDGE MACE: And the conpany --

MR, VAN CLEVE: And you're referring to
revised Page 11; is that correct?

THE WTNESS: Yes, | am Dated
February 18th.

JUDGE MACE: Fromthe conpany's point of
view, should that renmmin confidential?

MS. DODCE: That would be fine also, to
not keep it under confidentiality.

JUDGE MACE: Very well

THE W TNESS: The last one | would
suggest woul d be on Page 12, the value on Line 6.

But that was just aggregating the two
total values fromthe prior confidential table plus
the table on this page, so |I'm presum ng since the
table on the prior page is no |onger confidentia
that value is no longer confidenti al

M5. DODGE: That's correct.

THE WTNESS: So it sounds |ike the
entire testimony is fine. And | would suspect all the
exhibits, in my mnd, | haven't changed this data, so
with any of those | presune they should all still be
kept confidenti al

MS. DODGE: The exhibits should be kept
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confidential as marked.

CHAl RMOMAN SHOWALTER: Ms. Dodge,
don't know if your mke is on

MS. DODCE: |Is that better?

CHAI RMOVAN SHOWALTER: | think you just
need to speak a little |ouder

JUDGE MACE: Very well, thank you. |
appreciate that. M. ffitch?

MR. FFI TCH: Thank you, Your Honor. Now
that we've turned a | ot of pages here | need just a
second to make sure |I'mback in the right place.
BY MR. FFI TCH

Q Okay. M. Schoenbeck, could you pl ease

turn to Page 23? This is revised Page 23 of your
direct testinony; that's the one that's been passed

out to everybody this norning. Do you have it?

A Yes, | have it.
Q And | ook at Line 6. And there you
say -- Lines 5 and 6 you say that equal cents per

kil owatt hour is, in your view, inequitable since it
| eaves many cl asses even further away from cost?

A Yes, that's correct.

Q When you say "further away from cost,"
do you nean cost as the result of a conpany

cost-of-service study offered by M. Heidell that has
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been filed in the general rate case?

A. That's in part the answer, that's
certainly correct. W used M. Heidell's
cost-of-service study as a benchmark for our rate
spread. Certainly, there are things with respect to
that cost study that we don't believe are correct for
ascertaining a cost-based rate for the major custoner
classes. | suspect the public counsel does not agree
with all of the things that were done in that cost
study to say it's correct either

But using it as a benchmark and pl us
noting the changes | would make, | believe an equa
cents per kilowatt hour rate spread approach woul d
further distort the revenue to cost responsibility
of PSE's mmj or custoner cl asses.

Q Let me take the answer into two parts.
First of all, with regard to M. Heidell's testinony,
that is not in evidence in this proceeding at this
time, is it?

JUDGE MACE: | thought we admitted it.

MR. VAN CLEVE: No, it's not, Your
Honor. It's been marked as a cross exhibit for
Ms. Luscier.

A. So | guess, technically, it's not in the

proceeding at this tine.
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1 BY MR. FFI TCH

2 Q Al right. And it has not been fully

3 exam ned by the parties, no party has offered any

4 responsive testinony at this tinme to the Hei del

5 study; is that correct?

6 A. No, | believe I"'mthe only party that

7 has used it to the extent | have. So |I obviously have

8 reviewed this study nysel f.

9 Q And di scovery is still ongoing in

10 response to the conpany's general rate filing,

11 i ncluding the Heidell testinony; isn't that right?

12 A It certainly is.

13 Q Wth regard to the other matters that
14 you referred to that support the statenment other than
15 the Heidell cost study, do you have any

16 cost-of-service study that you've provided in support
17 of your testinony here on those other factors?

18 A. No, no. It's just fromny experience in
19 review ng PSE's cost-of-service study for severa

20 years, recognizing that sone of the approaches that
21 M. Heidell used | do not believe are correct, and

22 knowi ng that the results of flow ng through the nath
23 woul d further assign cost responsibility to the

24 classes that is not assigned under an equal cents per

25 kil owatt hour basis.
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Q Woul d you agree that the conpany's
cost-of -service study uses the nethodol ogy for
all ocation of distribution plant that is different
than the Conmmi ssion has ordered the conpany to use in
their |l ast general rate case?

A. I would agree that M. Heidell has used
di rect assignnment nethods as opposed to genera
all ocation nethods to a nuch greater extent than what
was done in the last rate case. Now, | suspect there
will be a debate on whether that's an inprovenent to
the study or not, but certainly there are changes to
M. Heidell's study vis a vis the last the litigated
cost studies.

Q So is that a yes, the Heidell study is
not consistent with the | ast nethodol ogy ordered by
t he Conmi ssion?

A Yes. M. Heidell nade inprovenments in
sonme areas of the study.

Q O at |least sonme may termthem
i mprovenents?

A. Sonme may.

MR, FFITCH: Thank you. | don't have
any further questions.
JUDGE MACE: Thank you. M. Kurtz?

MR, KURTZ: Yes, Your Honor.
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CROSS- EXAM NATI ON

BY MR. KURTZ:

Q Good norning, M. Schoenbeck
A Good norning, M. Kurtz.
Q Now, since you've filed your testinony

on rate spread and rate design, have you had the
opportunity to review the testinony of Kroger w tness
M. Hi ggins on the sane topics?
A Yes, | have.
CHAl RWOVAN SHOWALTER:  You need to be
usi ng your m crophone.
MR. KURTZ: Apol ogi es.
BY MR KURTZ:
Q M. Schoenbeck, after having revi ewed
the Higgins testinony, are you now ready to accept

what M. Higgins provided as the rate spread and rate

desi gn?
A No, I'm not.
Q | didn't think so, but I just wanted to

make sure you hadn't confessed the errors of your ways
or seen the light --

A No.

Q -- so to speak. Al right. Let ne

start off asking you some questions about this new
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1 Exhi bit 322 that M. Van Cl eve handed out.

2 Do you have that, sir?

3 A Yes, | do.

4 Q Did you prepare this for M. Van Cl eve?
5 A Yes, | did.

6 Q Coul d you generally describe how you

7 prepared this exhibit?

8 A Certainly. When we initially had done

9 our class inpact cal cul ati ons, we had used sone

10 estimated | oad data we had manufactured from responses
11 to data requests. |In the conmpany's response to our

12 ei ghth round of data requests, | believe it was No. 7,

13 they gave their specific nunbers.

14 So we used the nunbers fromthe
15 conpany's response to our request to 8.7 and that
16 results directly in the first two columms of this

17 Exhi bit 322. The third colum is sinply our nunbers

18 fromour direct testinony.
19 For the FEA proposal, that is based on
20 an equal percent of the annual revenues fromthe

21 conpany's response to ICNU 8.7. So, in other words,

22 while the rates would just be in effect for an
23 interimperiod, the allocation factor was still the
24 annual revenues because it's ny understanding that

25 that's what the FEA proposal is.
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Wth respect to the Kroger proposal
frommy review of that testinony, | interpreted it
as basically adopting the conpany's rate spread, and
that's why | have the note on there, PSE GRC rate
spread approach. It is sinply applying the sane
ratio of the class increase the conpany has proposed
in the general rate case, divided by the overal
percentage increase they are seeking for interim
relief. So | did calculate those nunbers based on
t hat understandi ng of M. Higgins' testinony.

Q So to this extent, you and M. Higgins
both relied on the cost-of-service study fromthe
general rate case. M. Higgins adopted the rate
spread approach proposed by the conmpany in the genera
case and applied it to the interimcase; is that
right?

A I would couch it nore in terns that he
adopted the conpany's rates, general rate case rate
spread proposal. 1'd say | relied nore heavily on the
paranmeters of the nunbers | saw comi ng fromthe
conpany's cost study.

Q But M. Higgins, as you understand, took
the conpany's rate spread fromthe general case and
applied that to the interimcase?

A That's correct.
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Q And what you did is you took the
conpany's cost study and applied your own judgment and
experience, and cane up with a different cost-based
rate spread?

A That's correct.

Q Ckay. Now, why did you allocate zero
rate increase to rate schedules 25 and 29?

A Both, for the sane reason. Under the
conmpany's study and in what | believe would be ny
study, those classes should be receiving significant
decreases, so | thought it was inappropriate to assign
them an increase.

Q Do you have a copy of the conpany's
cost-of-service study in front of you?

A No, | do not.

Q Do you have what's been marked as
Exhi bit 207, or can Counsel provide that to you?

A | have a copy that's been provided to ne
by the conpany.

Q Is this the same docunent and cost study
that you relied on in your testinony in this case?

A It appears to be.

Q Coul d you turn to what has been nunbered
as Page 45 of Exhibit 207, which is the summary page

of the cost-of-service results?
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A Yes. | have it in front of nme.

Q You have that? Now, am | understandi ng
this study properly: that if we |ook at the colum
called Total Allocation, that would be the entire
conpany, all the rate schedul es?

A Yes, that's correct.

Q And when this cost-of-service study
shows that there was a realized rate of return on net
i nvestment, the very last line, of 5.17 percent on the
total conpany basis, is that cal cul ated by dividing
the net operating income on Line 13, 137 mllion
di vided by Line 23, the net investnent in plant, or
rate base?

A Yes, it is.

Q Ckay. Now for rate schedul e 25 that you
have allocated zero increase, is it correct that they
have an 11.8 percent return, realized return on
i nvest ment ?

A That's what's shown on this sheet.

Q Is that the highest return on investnent
of any rate schedul e?

A No, it is not.

Q Yes, right. The retail wheeling is
hi gher, but you've excluded them fromany rate

i ncrease?
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A That's correct.
Q Of the schedules that are slated to get
a rate increase here, is that the highest realized

rate of return?

A Yes, it is.
Q Again, would it be correct to read this
as, Line 13, total operating incone of 37 mllion

divided by a rate base of 318 mllion to get the 11.8

percent ?
A Yes, it woul d.
Q One last question on this. Looking at

the high voltage rate schedule, third fromthe end?
Do you see that?

A Yes, | do.

Q Is it correct that this rate schedul e
provides a 1.05 percent return, or, in other words,
343,000 dollars of return on 32 million dollars of
rate base?

A Right. And you're pointing out one of
the major problemareas in the cost study.

Q Okay. Would it be then accurate to say
that based on this cost study, that rate schedul e 25
provides 11 times the return on investnent as rate
schedul e high voltage, which |I believe is 46 and 497

A Yes.
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1 Q That' s based on this schedul e

2 A. Based on this page, yes.

3 Q Now i n using your judgnment, and you've
4 attenpted to address these perceived inequities in

5 your allocation here; is that right?

6 A Yes, | have.

7 Q Does the strai ght KWH approach

8 exacerbate this rate disparity for many rate cl asses?
9 A That's what ny testinobny states, yes.
10 MR. KURTZ: Thank you, Your Honor

11 JUDGE MACE: Anybody here from CCW who

12 wants -- M. Brookhyser is not here. Al right.

13 Does the bench have any questions?
14 CHAI RWOVAN SHOWALTER: | do.

15

16 EXAM NATI ON

17 BY CHAl RMOMAN SHOWALTER

18 Q M. Schoenbeck, if you could turn to

19 Page 17 of your testinony, a prelimnary question

20 which | think relates to your testinony back on

21 Page 1, but -- or maybe it's Page 3. But in general |
22 percei ve your testinony to be taking the conpany's

23 theory of recovery; that is, interimrate relief based
24 on power costs and al so neasured by power costs, and

25 maki ng adj ustnents to their cal cul ations under their
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1 theory. Am1l -- is that generally correct?
2 A. That's a good one-sentence summary.
3 Q Al right. Well, then on Page 17, Lines

4 8 to 10, you say that Puget is asking to have its

5 ri sks reduced while at the sane tine not |owering

6 return on capital. And | understand that point.

7 It seens to nme if you had a static

8 envi ronnent and you shifted nore risk to the

9 rat epayers, that, all other things being equal, you
10 woul d need to |l ower the rate of return in order to

11 conpensate for that shifting of risk. |Is that

12 correct?

13 A Exactly.

14 Q Al right. But my question is, in the
15 real world today, it seens to nme we have two novi ng
16 pi eces; which is, one, the issue of potentially

17 shifting risks to the ratepayers, but also at the sane
18 time a riskier environnment that the conpany is

19 operating in. So let me ask the question this way:
20 Supposi ng the conpany were not

21 proposing to shift any risk in forns of a power cost
22 adj ust rent or power costs being paid, but there was a
23 ri skier environnent and the conpany said for that

24 reason, we need an increase in the rate, and so they

25 were only basing their increase in rate on this



00716

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

ri skier environnent.
Woul d that be permissible in sort of a
t heoretical sense?

A Yes. Certainly, in theory, if your
facts are correct -- and that's obviously one of the
stated concerns through the testinony. You' ve hit on
the first of the several reasons why | believe the
hedge costs should not be allowed. And the very
initial one is they have not come before this
Conmi ssion, seeking the authority to nmake the
substantial amount of financial hedge transactions
when in fact the rate of return had been set when al
t he sharehol ders bore this risk. That's one of the
natural tensions, you're right. It's obviously a
dynanmi ¢ worl d: each day, each hour things change.

But in the rate setting environnment,
you just take a snapshot when things are cl osed.
And at that time, the sharehol ders bore the risk of
the market, they bore the risk of changes in the
hydro. So I find it troubling that the conpany is
now coming in, after they had entered into these
transactions, in seeking a hundred percent recovery
of them fromratepayers

Q Ckay. Then if you could turn to that

Exhi bit 322.
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1 A Yes, | have it.

2 Q If the Commi ssion grants sone kind of
3 interimrelief, then isn't it necessarily the case

4 that we have to deci de how, anobng several options?

5 A That's correct.

6 Q And ny question is, is -- or are -- sone
7 options nore neutral than others, or necessarily do we
8 have to make a judgnent? And, specifically, we have
9 an option of per kilowatt charge, and another option
10 is flat percentage charge, based on the whole bill

11 Now just taking that, those two

12 options -- which | understand is not your options --
13 but just taking those two, can one say that one is
14 nore neutral or nore true to the prior rate spread
15 than the other?

16 A If you're benchmarki ng back to say how
17 the base rates were set, | would probably agree that
18 an equal percent basis nmay be nore appropriate.

19 When you get into people advocating a
20 different nmethod is, again, noving off of the static
21 pi cture when the rates were set -- in the case of

22 Puget was 1992 or 1993 -- and you recogni ze the
23 additional costs that have been incurred, or the
24 changes in their cost structure. And that is one of

25 the reasons why | actually thought it was nore
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1 appropriate using the conpany's current cost study,
2 given the fact that it had been al npst ten years

3 since we had | ast seen a cost study.

4 If you want to not use the conpany's

5 current cost study, then of the two nethods you

6 proposed, | would be nore in agreenent that the

7 equal percent would be nore appropriate because

8 you'd be gearing nore to giving each custoner class
9 the sane percentage increase under interimrate

10 relief, and people can generally understand that.

11 Q And | guess ny policy question is:

12 Shoul d the Commission in an interimcase try to be
13 nore neutral vis a vis the existing rate design, or
14 should we try to make a prelimnary judgnment for the
15 tenporary rate increase that is nore forward-| ooking.
16 And | take it your answer would be the
17 | atter because of your proposal

18 A Exactly. And al so because -- let ne
19 first say, because this is confusing. | don't quite
20 know if this is an interimcase, if this is a prudency
21 case, or if this is a PCA case where we're at right
22 now, sitting here today.
23 But under the tenet that it was an
24 interimrelief they're seeking in an interimcase, |

25 think you do have to look forward a little bit, and



00719

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

that's what | was trying to do. You do have to | ook
forward because there could be a clear possibility
that the rates you establish in the interimcase
could very well be higher than the final rates you
set for a custonmer class in a general rate case.

If we go back to my calculation, the
conpany has asked for 228 million dollars in rate
relief, and that's at a 14 percent rate of return.

If you should decide that the rate of return would
be | ower, such as the current authorized rate of
return, 10.5, that's a 70 mllion dollar deduction
so you're already below their interimlevel

Under the conpany's proposal in the
general rate case, every custoner will elect if they
want to bear the market risk or if they want to
have -- in other words, have their rates change on a
nmont hl y basi s dependent on market prices; or if they
will ask the conpany to give thema fixed rate and
therefore pay for the hedging cost. So if | decide
to accept the market risk, that's another -- | can't
say the nunber because it's a confidential nunber --
but it's a substantial number. |It's a substantia
nunber of dollars that would further |ower the
overall rate level down to a point that's not too

far off what nmy interimproposal was.
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1 So | think given the very unique

2 proceedi ng you have before you today that you have

3 to decide, you do have to take into account what the
4 end line is for the class rates coning out of the

5 general rate case decision. Because -- or you nust
6 meke it very clear -- and that's what | tried to say
7 in my testinony -- you nust nmake it very clear that
8 if you set a rate under any nethodol ogy is what |

9 suggest you would do, if you set a rate under an

10 interim-- sone interimnmethodol ogy, that that rate
11 is clearly subject to refund if you ultinmately set a
12 general rate below the interimrevel

13 But, again, that gets into the issue
14 of -- that's the natural philosophy you woul d use or
15 apply in rate-maki ng under a typical interimcase

16 that's based on a general rate case revenue

17 requirenent. But it gets so dicey when we're now --
18 we're now in kind of this world with 170 million

19 dol I ar power cost that's outside the general rate

20 case proceeding.

21 Q And that's -- we have yet to determ ne
22 those costs or the prudency of them or even the

23 theory of recovery in this case. But one concept

24 woul d be the "pig in the snake" issue, that there were

25 some extraordi nary events going on that needed to be
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taken care of and which one would not particularly
expect to see permanently.

And that theory would be nore in the
nature of a tenporary surcharge for sonething, that
t hen goes away, which would nmean that people nmight --
m ght be paying nore either during the interimor for
sonme period after the general rate case, and then pay

| ess as that bubble, or pig, is paid off.

A. Yeah.

Q Is that --

A Sur e.

Q -- a theoretical problem or is it nore

of a practical problen?

A Well, it's alittle bit of both. But
I'"d actually agree that if you decide this -- this
really isn't an interimincrease. You know, let's
call a spade a spade; let's call it energency rate
relief for the conpany. Then | think custoners could
al so understand that, the idea that ny rates are high
for sone period of tinme because there is this
energency rate relief that had to be granted, and now
they will be going |ower.

But that's not kind of the box, in a

way, that | believe the conmpany has painted in

calling it an interimrate relief. Because that's
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much nore synonynous with your general rate case
costs. And, of course, |I -- you know, that's in a
maj or part of ny testinony, of course, is taking

i ssue with what should have been known or shoul d
have been done during this period, during this very
vol atil e market period.

Q Al right. But as you see it, would you
see that what we should be doing here is treating this
extraordinary period in an appropriate way and dealing
with it, and then dealing with the general rate case?
O do you see it nore as this is nore appropriately
t hought of as interimrates, pending the general?

A Inmy mind, it's actually the forner. |
think it's nmore dealing with the costs that were
incurred during this period, and then noving on to the
general rate case.

CHAl RWOVAN SHOWALTER:  Thank you. |
have no further questions.

JUDGE MACE: Comm ssioner Henstad?

EXAM NATI ON
BY COW SSI ONER HEMSTAD:
Q | believe you state in your testinony
that the single largest factor in the conpany's

request for relief is their hedging costs. Is that



00723

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

correct?

A Yes, it is.

Q First, just for a little context --
well, is it your view that they should not have been
hedgi ng, or that hedgi ng may be appropriate, or -- and

that these particul ar hedges may or may not have been
prudent ?

A It's alittle bit of all. It alnost
sounded |i ke three questions. First, with respect to
shoul d they hedge, that may be a good practice. You
know, hedgi ng may not reduce your costs, but it |ocks
in your costs. So in many instances it's good because
it narrows your risk, or your financial exposure.

Qovi ously, | have a concern that the
conpany is now asking the custonmers to pick up these
financial |osses where | believe it should have been
done on their own dine, given that when their
general rates were set, they bore those risks.

Then, obviously, to the third point, |
definitely believe that, given the volatility of the
market, it was inprudent to enter into sone of those
financi al hedges, given the facts that shoul d have
been known using reasoned foresight and not
hi ndsi ght in maki ng those transacti ons.

Q Well, is it your point, then, the
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prudency of the hedging costs is irrelevant since they
ought to have been the risk borne by the conpany?

A That's in part, that's correct. In ny
testinmony, | give four or five reasons why that cost
shoul d not be paid for by ratepayers. And that's
actually -- | give both those reasons. | give the
reason that that is an activity that was not approved,
and at the tinme the risk was borne by the sharehol ders
and in fact that some of them just were not done
with --

Q Is it your position that before entering
i nto hedgi ng arrangenents, the conpany shoul d have
come to the Commi ssion for approval? W had a very
vol atile market during the |ast year and a half.
Shoul d they have conme here first?

A | certainly believe, for the amunt of
activity they were doing, they should have sought
approval. And that's why | actually state in ny
testinony that's basically what they are doing in the
general rate case now, they're seeking that authority
for a substantial nunber of dollars to be included in
their base rate revenue requirenent.

So they are doing it now, in the
general rate case. And | believe, given how

volatile the markets were, it would have made
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1 perfect sense for the conpany to have cone before
2 the Conmmi ssion and di scussed about the potentia
3 rewards and risks of entering into this type of

4 activity.

5 Q I think in your testinony you take the

6 position that the conpany really hasn't el aborated

7 upon or described this issue. | think you said there
8 was one sentence in their materials.

9 Was there any additional response to

10 that in their rebuttal ?

11 A. Oh, well, certainly in -- M. Gaines has
12 provi ded many of the data requests to responses.

13 And nmaybe to clarify on the record

14 what ny testinony is talking in terms of in the
15 written evidence of the witten record provi ded by

16 t he conpany, which did not include data requests to

17 responses but in other words just their prefiled

18 direct testinmony, it was just one sentence. Now

19 what's gone on fromthe discovery process is there
20 are now boxes of responses, and M. Gaines has put a
21 substanti al nunber of the responses, possibly all of
22 the responses associated with the gas costs, in his
23 rebuttal testinony.

24 Now, | obviously think there is a

25 little bit of a due process argunent here, that we
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1 cannot file surrebuttal to those assertions, and

2 that's what | addressed. | just contrasted it to

3 the Avista approach, which provided us a substantia
4 anount of evidence in their direct showing with

5 regard to their mediumterm gas transactions and

6 hedgi ng activity.

7 Q In any event, apparently it would stil

8 be your position that that response and that

9 information and the like ultimately is irrel evant

10 since they ought not to be able to recover the hedging
11 costs at all?

12 A Yes. That's correct. It was one of the
13 several reasons | gave.

14 Q You al so go on to say in your testinony

15 that the inpact of this was 150 million dollar

16 economic cost. | think that was of the hedging

17 activity. Wuld you el aborate on that, or am

18 m sunder st andi ng?

19 A You just have to be a little bit

20 careful. [|'madding two periods of time there, so it

21 basically includes the second half of 2001 plus the

22 prudency/interimrespective period.
23 But if you |l ook at 150 million dollars
24 of cost, the after-tax net inconme that would produce

25 if that cost went away woul d be approxi mately 100
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mllion dollars. This conmpany has approxi mately 87
mllion dollars of conmon stock outstanding, shares
of conmon stock outstanding. Therefore, that's why
| viewed this as a major part of the conpany's
problem it only equates to about a $1.10 per share
ear ni ngs.

Q Okay. | think we have in front of us a
concern about the conpany's cash position and the
i ke, the hedging costs are real. How do you respond
to the response that if we were to ignore those costs,
that puts the conpany in jeopardy?

A It's certainly ny view, and | believe |
testified this in the Avista case, that | don't
believe it's your responsibility to keep this conpany
whole if the actions that were pursued that put them
in the situation were not in the public interest.

The way | | ook at the conpany's
transaction, it's the old phrase, it's a bet where
"heads | win and tails you lose," where, if the
conpany enters into these transactions and they are
very successful and they can profit fromthem you
woul d not see themin here asking for rate relief.

It would be simlar to, if you found
an i nvestnment banker that you bought stock with, and

you traded stock. And for any conpany where you had
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1 a market gain, you kept the profit; whenever there
2 was a market |oss, the stockbroker ate the cost.

3 That is, in essence, what | see this
4 conpany asking for in this instant case. They're

5 saying, "We'll bet on these hedges. If we make a

6 profit on them we'll nake an above-authorized rate
7 of return for a substantial period of time. W wll
8 not be in for rate relief. But if we |lose on them
9 we'll cone in and ask for the custoners to pay for
10 every dime of those transactions to nmake us back

11 whol e again."
12 | don't believe that's your

13 responsibility to do that.

14 Q Do you have any concern about the credit
15 ratings fromWall Street?

16 A Well, again, | did not |ook at all those
17 aspects of the case.

18 I will sinply note that there are

19 certainly several utilities when you include two

20 maj or, two of the largest utilities in the nation

21 bei ng Southern California Edi son and Pacific Gas and
22 El ectric Conpany that are still operating in both

23 the gas and energy markets. And Avista, Avista

24 Conpany al so obviously has a poor bond rating; they

25 are still rating in the energy narkets.
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It's not a question that they will not
be able to operate. It's a question of what cost
will they be able to operate at, and who shoul d be

responsi ble for the cost. That's really the issue
in nmy mnd.

Certainly, with respect to the market
prices for the interimperiod being what they
currently are on the West Coast, | don't believe
that it will come at nmuch of a price to operate in
either the gas or electric markets. You have to
recall that why such things as creditworthiness of
venturing into a bilateral contract becane such an
i ssue 12 nonths ago was because market prices were
at $100 a negawatt hour, $200 a megawatt hour, $500
a negawatt hour.

The coll ateral and the line of credit
that a custoner has to put up in a bilatera
transaction now that the market prices are back down
to $20, $30, is just a fraction of what it was.
Before, it was a real issue to operate the nmrkets.

In fact, my conpany subl eased space
with another small partnership that brokered trading
deals. They basically went out of business because
they could not provide the letters of credit to

continue their activity in that type of a market, a
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$200 to $500 market. Now that the market has gone
back to $20, $30 a negawatt hour, | haven't had an
issue with respect to providing a security or a line
of credit for a customer since about Septenber.

Q I think you said, both in response to a
question fromthe chair and al so now, that -- well
there were facts or elenents that the conpany should
have known, or things that they -- that should have
been done during this critical period.

VWhat do you nmean by that? What should
t hey have known or should have been done differently?

A Well, very specifically within the gas
area, there had been two conplaints filed at FERC at
the end of the year 2000 with regard to reinposing the
as-built cap on firminterstate -- or rel eased
interstate conmi ssion capacity. So there were
conpl ai nts goi ng on.

In May as subsequent to that, slightly
| ater, FERC even issued an order seeking coments
and rul e-nmaki ng on should they reinpose the as-built
cap for capacity rel eases.

Anot her obviously very, very
significant event on the West Coast was the
i nadequacy of gas in storage in, particularly,

Southern California as well as the | oans SoCal Gas
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1 was maeking to certain non-core custonmers. All these
2 cane to a head in the winter season that -- the 2001
3 wi nter season. | think reasoned foresight would

4 recommend that during this volatile period it was

5 not in the best interest to engage in forward gas

6 hedges at historically high prices.

7 Wth respect to al nbost any conmodity,
8 there is generally a market price, a general narket
9 price, a long term market price that people use.

10 Certainly with respect to gas, it's in the range of

11 3 to 3.50 for a compbdity. Realizing what had gone

12 on in the winter of 2000, there was no reason -- |
13 don't believe there was any firm sound reason, to
14 suspect that it would necessarily reoccur in the

15 wi nter of 2001.

16 Q Al right. You reference another

17 el enent, the nonpaynment to the conpany for whol esal e
18 mar ket transactions a substantial amunt. | think

19 t hat nonpayment issue is in the neighborhood of 42

20 mllion dollars.

21 What shoul d the Commi ssion do about

22 that? Ignore it? After all, the conpany enters into
23 transactions for the purchase or sale of the

24 comodity. |In fact, it has not been paid.

25 Now, obviously, it inmpacts its cash
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1 flow Are we sinply to shrug at that?

2 A. You shoul d obvi ously consi der

3 everything. But, again, if | enter into a contract, a
4 bilateral contract, and it ends up being a bad deal |
5 don't get reinmbursed for it. There's a default on

6 that contract. You or | would not have the option to
7 then turn around to a third party and ask that |

8 effectively be made whole for that transaction.

9 And, again, that's what | perceive the
10 conmpany doi ng by having taken certain risks on

11 whol esal e transacti ons, have them not play out,

12 putting themin a financial problem potentially

13 creating a financial problemfor that. | don't see
14 the answer is that the sharehol ders pay a hundred

15 percent of those costs to allow themto recoup their
16 | oss.

17 Q | inquired of the witness, M. Hill,

18 yesterday along this line. Have you read the

19 testimony of Ms. Steel for the staff?

20 A. Yes, | did, very quickly.

21 Q | see. So you haven't analyzed her

22 Exhi bit 414-C?
23 A | actually have not.
24 COW SSI ONER HEMSTAD:  Thank you.

25 That's all | have.
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1 JUDGE MACE: Conmmi ssioner Oshie?

2 CHAl RWOVAN SHOWALTER: | have some
3 fol | ow up.

4 JUDGE MACE: Co ahead.

5

6 EXAM NATI ON

7 BY CHAI RMNOVAN SHOWALTER:

8 Q On this issue of the "tails | win, heads
9 you lose," and com ng in only when the conmpany is on
10 the losing end, isn't that really the nature of

11 rate-nmaki ng i n general ?

12 That is, arate -- we set a rate. At

13 t hat point we have no-show cause authority, and the

14 conmpany collects the revenues. And if it's doing

15 well, it is doing well, it does keep the difference.

16 And it is only at the point at which it feels it's

17 not doing well enough that it cones back to us for

18 nore. Now, we have the ability to go conplain

19 agai nst the conpany. But isn't there something in
20 the nature of rate-nmaking in general that is a bit of
21 the heads | win, tails you lose, in that I'll collect
22 the rate as long as it's fine, and then when it's

23 not, I'll come and ask for nore?

24 A. That's exactly right, and you' ve

25 expl ai ned a general rate increase process and a
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typical interimincrease process.

Q Ri ght .
A And that's what | believe is really not
before you today. | think what you have here is much

nmore within where | agreed with you earlier: it's
seeki ng some sort of an emergency rate relief. And
think you have to be very, very careful under those
ci rcunst ances exactly how many nonies you shoul d

afford them if any.

| think it's not -- you described
busi ness as usual in the rate-nmaking sense. "Yes,
we see our earnings deteriorate, so we'll cone in

and seek a general rate increase.”

But in nmy viewthat's not what this
i ssue i s about, because what this issue is about is
a substantial amount of nopnies associated with power
costs that are actually, for the focus period,
January through March of this year. It's not a
normal i zed rate-making nethod at all

Q One of the things | find interesting is

that the conpany has its theory, that it needs to
recover all of these power costs, or 170 mllion, or
as adjusted | ater.

The staff says, "Don't | ook at the

power costs, |ook at the financial condition of the
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conmpany. And actually it's not in such bad shape,
but, for cushion, we recomend 42 nmillion." Public
counsel says, "They are not in bad shape, they don't
deserve anyt hing."

What's interesting about your -- |

won't call it a recommendation -- but your all owance
is that, | take it, you would find acceptable as
prudently incurred, 58 nmllion?

A Yes, | woul d.

Q And that is nore than the staff is

recommendi ng on a financial need basis. Wich would
be to say if we went with your cal cul ati ons, we would
be allowing 58 nillion of the deferred costs to be
recovered. And we would be saying, if we accepted
staff's recomendation, that this is not only enough
it's probably nore than enough to get the conpany over
the hurdle of the interimperiod.

A Right. And the fundanmental reason, the
core reason for that difference is -- you know, | had
not anal yzed the nunbers in the staff case or the
public counsel case, but | have read the testinony,
and | woul d say public counsel and staff have
approached this as a typical interimrate relief case,
that's how t hey have approached it.

They have done the financial analysis
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1 to say, what shall we give themif this were an

2 interimcase. But | tried to say, | was being

3 responsive in ny case nore to your order granting

4 the accounting petition for the deferral, where --

5 I'"'m sure you know what it says, but basically it

6 says if PSE seeks recovery of these costs, there

7 will be a prudency review.

8 And that's where | was com ng, from

9 because in ny perspective, again, | think this is

10 much nore a case of energency rate relief as opposed
11 to a typical, interimcase. So you have that

12 di sconnect: different approaches were used,

13 di fferent anal ysis was done by public counsel and

14 staff, looking at it nore as a typical interimcase
15 versus nme, | ooking for nore of a prudency/ power cost
16 case.

17 Q Just so I'mclear, is all you're saying
18 is that these costs, 58 nmillion dollars, were

19 prudently incurred? O are you also saying that those
20 costs fall outside the historic rate and then
21 revenues, so that therefore they should be recovered
22 in addition to current revenues?
23 A | look at it as primarily the latter
24 Basically, we can qui bble over the specific

25 nunber, but under current rates the conpany has a
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certain anount of power costs built intoit. W have
adjusted it, but the conpany's nunber is $24.74 a
megawatt hour

In doing nmy analysis that justifies
the 58 million, 1've recogni zed that their current
power costs that | believe are prudent, are higher
than that. Now, under -- if this was a general rate
case, we'd certainly say, yes, you should increase
general rates to reflect a 58 nillion dollar
i ncrease in prudent power costs.

G ven that I'mnot quite sure where we
are: is this an interimcase or is this enmergency
relief case, you can also say, you could call it an
i nterimsurcharge, an energency surcharge. But, in
my view, they certainly have had sone cost pressure
in the power cost area that would nornmally reflect
an increase in their enbedded conponent of that
el ement in rates.

Q But if this were a general rate case,
woul dn't we al so be | ooking at anything on the plus
side, such as |lower interest rates or cost savings and
other things like that?

A That's exactly right.

Q Anot her question. [|If we went with your

theory and allowed the 58 mllion, would it be
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1 appropriate or inappropriate to say we think we can

2 approve at least 58 mllion, but we'll defer the ful

3 prudency review until the end of the rate case. So 58
4 million, but we'll see if anything nore.

5 Woul d that be appropriate?

6 A. In ny mind, I think it would actually be
7 very appropriate, sinply because | think in |arge part
8 there is inadequate tinme given to prepare this filing
9 in the period before you, given the significance of

10 the issues.

11 Q That's something simlar, | think, to

12 what we did in Avista. W allowed so much out of the
13 deferred account, but -- deferred or postponed.

14 A. Ri ght .

15 Q -- full reviewtill later.

16 A What -- again, | may have misinterpreted
17 the order, but what | was relying on is the sentence
18 t hat says, you know, if PSE seeks to recover these

19 costs in future rates, the conpany will bear the
20 burden to prove that such recovery is proper, and
21 other parties will have the opportunity to contest
22 what ever proof the conpany offers and to offer their
23 own evidence and arguments concerni ng how we shoul d
24 treat these costs for rate-making purposes.

25 And that's how | interpreted the
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conmpany's proposal, that they just got this deferra
on Decenber 28th for -- accounting order, accounting
petition to allow themthe deferral. And now as of
March 15th, they are going to be collecting these
costs already that are deferred in the bal ance.
That's how | interpreted this.

Q My | ast question is about the
historically high prices that you nentioned in
Conmi ssi oner Henstad's questioning of you. Again, if
we had been operating in a nore or |ess predictable
world knowi ng that prices are cyclical, then you m ght
not want to buy a lot at the high point and you'd wait
till it went down.

But wasn't it the case that these were
not historically high prices, they are were
hi storically unprecedented prices, and
unprecedentedly high prices, and it was very
difficult to know what was going to happen?

A ["msorry, what's the distinction you're
maki ng between "historically high" versus
"unprecedent ed"?

Q I guess if we had | ooked at gas prices
backwar ds but begi nning prior to the year 2000, say,
you woul d have seen ups and downs but you woul dn't

have seen anplitude of prices, of the anplitude that
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occurred --
A. Ri ght .
Q -- in the last 18 nmonths, or last two

years. So | guess the question |I'm asking you is how
responsi bl e anybody shoul d have been to predict that

t hose prices were going to cone down if they had gone
to, | think in sonme instances, a hundred tines

hi storical values? How is one to know that they
weren't going to go to 200 tines, or down only to 50
times? How was one to know that things would
stabilize?

A You have to | ook at the market
fundamental s, you truly do. And the other thing you
have to realize is that every day there is a forward
price curve. It can be a forward price curve for
buying gas, or it could be a forward price curve for
buying electricity, based on whatever nethod you use
to request quotes from people.

And then you have to decide. You have
to decide if | need gas in Decenber and it's April
do | believe that forward price curve. And those
decisions are made all the time by consultants that
are dealing with getting gas or electric supplies,
by energy managers of conpanies. And so, in a way,

you' re kind of betting on your gut-feel from I ooking
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at your market fundanentals versus the other guy.

And certainly | think in this, what we
tried to depict, if now | understand your question
with our Chart 3 in our Exhibit 280, we tried to
show -- that's in part what we tried to show, is the
volatility that has been experienced in the gas
market. So, as in any kind of gut feel, you're
relying on what's happened in the past and what you
know about the conditions that caused that present,
substantially historically high up-tick in gas
prices. So then you have to make the reasoned
j udgment .

But the mere fact that you have a
qguote from anybody, a forward price quote, that six
nmont hs out from now, nine nonths out from now, they
are willing to sell you gas at $9.00, you still have
to make the decision, is that a prudent decision to
buy it at $9.00? O do | think, because of narket
fundanentals, that the price mght actually be $4.00
or $3.50, like some of the consultants that PSE uses
were predicting, and buy it then on the market? Do
you go long and buy it that much in advance, or do
you think the market will go down and buy it on a
mont hly spot basis to get over this hunp?

CHAI RWOVAN SHOWALTER:  Thank you.
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JUDGE MACE: Anything else fromthe
bench? We'Il take a recess now until 11:30 and resune
with some cross that you nay have as a result of the
Conmi ssi oners' cross.

(Recess was taken.)

JUDGE MACE: W need to conpl ete any
additional cross of M. Schoenbeck that m ght result
from the Comn ssioners' cross-exam nation

The next thing | want to deal with
before redirect is the question of Exhibit 322. W
understanding is that was an exhibit nmarked for
M. Sel ecky, yet this witness has been crossed on
that exhibit. And I think, for the record, for the
nost conpl ete record, it would be good to have that
exhibit adnmtted. Perhaps we'd have to remark it,
but I want to give you notice that that would be
something I will deal with after we finish the cross
related to the bench's cross. M. Dodge?

MS. DODGE: Yes, just a few brief

guesti ons.

CROSS- EXAM NATI ON
BY MS. DODGE
Q M. Schoenbeck, did you reviewthe

testinmony of M. Donald Gaines in this proceedi ng?
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A Yes, very briefly.
Q Did you have an opportunity to | ook at
Pages 9 through 11 of his direct testinony, which has
been marked Exhibit 21?
CHAI RMOVAN SHOWALTER: Ms. Dodge, is
your m crophone on?
(Di scussion off the record.)
A I"'msorry, Ms. Dodge. | have his
testi mony before nme, so what was the page reference?

BY Ms. DODGE

Q Pages 9 through 11
A Yes, | did read this testinony.
Q Did I understand -- was it your

testimony that you believed that the conpany's interim
request is a request to make it whol e?

A Wth respect to 170 million dollars of
power costs, yes, that's correct.

Q But then you weren't speaking generally

to the conpany's financial condition then, when you

said the conpany is asking to be nade whole. |s that
correct?
A | was directly tal king about the 170

mllion dollars of power costs that the conpany is
seeki ng approval of.

Q But, again, you weren't speaking to the
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conmpany's general financial condition?
A No, | was not.
MS. DODGE: Thank you, that's all
MR. FFI TCH:  Your Honor, | had one or
two ot her questions.

JUDGE MACE: Go ahead.

CROSS- EXAM NATI ON
BY MR FFI TCH
Q M . Schoenbeck, Commi ssioner Showalter
asked you about Exhibit 322. Do you have a copy of

that in front of you?

A Yes, | do.

Q And did you prepare that exhibit?

A Yes, | did.

Q | have a question on the FEA col unm.

That's intended to show equal percentage annua
revenue option; is that correct?

A Yes, it is.

Q And with respect to the residentia
customer line on that exhibit, was this cal cul ated
based on residential revenues as actually paid by
resi dential custoners, net of the residential exchange
credit, or was it based on the tariff rates before

application of the credit?
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1 A That's a good question. Again, the

2 source was the response to 8.7. And, |ooking at the

3 val ue, | suspect it would not have the residentia

4 exchange credit reflected init. So | believe it

5 woul d be base revenue, but | would have to double

6 check.

7 Q So that would be in effect before the

8 residential exchange credit is taken into account?

9 A Yes, that's correct.

10 Q In that case then, the actual percentage
11 increase to residential bills would be higher than the
12 percent, than an equal percent shown here; correct?

13 A That woul d be true.

14 MR. FFITCH: Thank you. | don't have

15 any ot her questions, Your Honor

16 JUDGE MACE: Did staff have anything?

17 Go ahead.

18

19 CROSS- EXAM NATI ON

20 BY MS. SM TH:

21 Q M. Schoenbeck, did you make any

22 adj ustnents to PSE' s cl ai mred enbedded power costs of
23 24.74 mlls?

24 A. Yes, | did. | made an adjustnent. |If

25 you' d | ook on Page 21 of ny prefiled testinony, |
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adj usted the $24.74 of negawatt hour upward by $2.44.

JUDGE MACE: Where are you on that page?

A I"'msorry. I'mat the last two rows of
the table. Unfortunately, the table does not have
i ne nunbers.

And what's al so not shown on the table
is the conpany's base nunber was 24.74. So if you
take the base nunber of 24.74 and add 2.44 to it,
you get what | used in deriving nmy 58 mllion dollar
nunber, was 27.18.

Q And that was adjusted just for risk,
wasn't it?

A Yes, it was. For the, primarily, hydro
risk.

Q If it were denonstrated that the
enbedded cost is actually higher than your adjusted
nunber of 27.18, would that reduce your recommendation
for interimrelief?

A Yes, it would. The mathematics -- the
mat hematics in deriving 170 mllion dollar differences
results fromthe difference between the projected cost
for the interimperiod, nmnus the risk adjusted tract
rate. So if ny 27.18 would be increased, it would
therefore reduce the 58 mllion dollars.

MS. SMTH: That's all | have
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JUDGE MACE: M. Kurtz?

MR, KURTZ: No questions, Your Honor.

JUDGE MACE: Let's deal with
Exhi bit 322, what's been marked as Exhibit 322. |
understand the witness prepared this exhibit; is that
correct?

MR. VAN CLEVE: That's correct, Your
Honor. And since we have had quite a few questions
about it, we'd just go ahead and offer it.

JUDGE MACE: | wonder if it would be
better to mark it differently? W can |leave it as
322. Do you offer it then?

MR. VAN CLEVE: Yes.

JUDGE MACE: |s there any objection to
the adm ssion of that exhibit? Hearing no objection,
"Il adnmit the exhibit.

(Exhibit 322 admitted.)

JUDGE MACE: Do you have redirect?

MR. VAN CLEVE: Just a couple of brief

guesti ons.

REDI RECT EXAM NATI ON
BY MR. VAN CLEVE
Q M. Schoenbeck, if you could turn to

Exhi bit 275-C.
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A Whi ch?

Q This is your DWS-5C, which is still a
confidential exhibit.

A At which page? There's several pages.

Q If you could first refer to Page 13.
And this rate agency presentation has a date of
April 23rd to 24th. And can you explain how this tine
frame relates to the conpany's decision to enter into
t he gas hedgi ng transactions which you tal k about in
your testinmony?

JUDGE MACE: Well, I'ma little

concerned because we are tal king about a confidentia
exhibit here, and | don't think that that

confidentiality has been lifted yet. This initia

page --
MS. DODCE: That's correct.
JUDGE MACE: -- seens to be prelimnary.
MS. DODCE: And even before that, |
woul d object to the question as, | don't know where

we're going with respect to being within the scope of
cross-exanination. That was a pretty broad-based
questi on.

MR. VAN CLEVE: The questions that |
intend to pursue -- and | just have about three

gquestions -- have to do with the questions from both
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Conmi ssi oner Henstad and the Chai rwoman regarding,
guess I'Il call it the "heads | win, tails you | ose"
and this concept of the conpany taking risk, keeping
the benefits, but inmposing costs on the custoners.

And | think there was quite a bit of
questioni ng around that issue.

JUDGE MACE: |'IIl allow the questions.
"Il overrule the objection.

MR. VAN CLEVE: And | will try to stay
away from anything confidential in this exhibit, Your
Honor .

COW SSI ONER HEMSTAD: What page are you
on?

BY MR VAN CLEVE:

Q I"mjust referring to the cover page of
this presentation, which is Page 13 of Exhibit 275C.
And ny question was, what was the tinme franme in which
the conpany entered into the gas hedge transacti ons.

CHAl RMOVAN SHOWALTER: |'mjust going to
interject because you didn't say for the record that
it was April 23rd and 24th of the year 2001.

MR. VAN CLEVE: Ckay, thank you.

A The conpany -- there's actually a good
reference | could make but it's to another

confidential exhibit. It would be Exhibit 276C, or
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DWs- 6C. For the CT hedges, the date is shown for when
the transacti on was entered into.
It is ny belief these transactions
were entered into in response to a directive that
was given around the 1st of April, 2001

Q Ckay. If you could refer to Page 85 of

Exhi bit 275C, which is your DWs-5C --
MS. DODGE: |'msorry, what was the
page?
JUDGE MACE: 85.
MR. VAN CLEVE: 85.
A Yes, | have it.
BY MR. VAN CLEVE:

Q Okay. And if you |look toward the bottom
of Page 85, the second line up fromthe bottom it
says: Return on average conmpn equity?

JUDGE MACE: This is in the box; is that
correct?

BY MR. VAN CLEVE:

Q That's correct. Do you see that |ine?
A Yes, | do.
Q And is it your understanding that these

were the projections that the conpany had of its ROE
in April of 20017

A Yes, it is.
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Q And do you know whet her these exceed the
conpany's authorized rate of return?

A The aut horized rate of return | believe
is approximately 10.50.

Q And to use your "heads | win, tails you
| ose" anal ogy, does this indicate to you that the
conpany thought it was going to win at the tine that
it adopted its gas hedgi ng strategy?

A The short answer is yes. 1'd also refer
you to Page 73 of this exhibit, the right-hand col um
of that page, about the third paragraph down that's
annotated with a pencil marking.

CHAl RWOVAN SHOWALTER:  Are you in 73 of
the exhibit or 73 of the report?

THE W TNESS: Page 73 of the exhibit, so
it's Page 73 of 138.

MR. VAN CLEVE: Which is Page 59 of the
report.

CHAl RWOVAN SHOWALTER: 59 of 138? So
it's 59, okay.

JUDGE MACE: | wanted to ask the conpany
at this point since the reference is to a fairly
speci fic portion of these exhibit pages, is the
material on Page 73, also 59 of the report, that is

referred to, where the pencil marking is, does that
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remai n confidential?

MS. DODGE: If | could have just a
moment .

JUDGE MACE: Ms. Dodge?

MS. DODGE:  Yes.

JUDGE MACE: The question is raised that
this report is alnost a year old, and perhaps the
whol e report -- you could consider whether the whole
report should remain confidenti al

M5. DODGE: Your Honor, the entire
report does need to remain confidential. The format
of this is proprietary. The conpany has devel oped it,
it's custom devel oped, it's sonething that others
could pick up and use without having to put in the
effort to develop it. And so, with respect to the
formatting itself of the report, there's a concern
about this being proprietary and others just
| eapfroggi ng off of the conpany's efforts.

Wth respect to nuch of the information
in the report, it does contain forward projections
that go out beyond where we currently are. And that
rai ses the issues discussed yesterday with respect to
SEC requirenents. |f those forward-Iooking
projections are made public, that the conpany is

obligated to come in and update those every tine
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sonet hi ng changes, and they are just not set up to do
t hat .

However, with respect to Page 73 of 138
the exhibit, the particular paragraph that's been
delineated in pencil, that in and of itself does not
need to remain confidenti al

JUDGE MACE: And how about those numbers
that were referred to on -- I'msorry, |'ve forgotten
t he page reference.

MR. VAN CLEVE: 85 of 138, Your Honor.

JUDGE MACE: Page 85, the information in
the box that was referred to in the redirect?

MS. DODGE: Yes. These again contain
forward projections.

JUDGE MACE: So they renmain
confidenti al

M5. DODGE: Yes.

JUDGE MACE: Okay, thank you. Al
right. Go ahead, M. Van Cl eve.

BY MR. VAN CLEVE:

Q M. Schoenbeck, the statenent on Page 73
of 138, how does that, in your view, relate to the
financi al projections on Page 85 of 138?

A. Well, it tells ne the projections on 85

of 138 assune no rate changes.
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MR. VAN CLEVE: Thank you. That's all |
have.

JUDGE MACE: Ms. Dodge?

MS. DODGE: | have nothing further

JUDGE MACE: Staff?

CHAIl R\OMAN SHOWALTER: | had a foll owup
but | forgot it. What page did you start out on?
think it was in the testinony. O did you start with
Page 85 of the exhibit?

MR. VAN CLEVE: | started out with
Page 13, which was the cover page of the report.

CHAl RMOVAN SHOWALTER:  Gh, wel | .

JUDGE MACE: Commi ssioner Oshie?

EXAM NATI ON
BY COW SSI ONER OSHI E:
Q M. Schoenbeck, going back to Page 85 of
138 of Exhibit 275C, and the reference is nade by your
counsel to the return on average conmon equity.

Now, do you know if that ratio that's
on Page 85 is based on actual equity of PE, or PSE, |
guess what ever woul d be pertinent, or is it based on
an inmputed equity |evel ?

A. For starters, | should explain. Page --

the financial statistics, the first series of
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financial statistics which include Page 85, are for
the electric and gas entity. The consolidated
statistics actually start on Page 86. So
interpreted this to be their projected earned return
for their utility operations; in other words, their
regul at ed conpani es, or company.

Q Does that answer ny question on whet her
and how they came up with the ratio, or came up with
t he average?

A Oh, | think it's a default, Commi ssioner
You | ook at your projected revenues, you | ook at your
proj ected expenses, and what falls out is the incone
avai l abl e for common stock, of which then falls out
this ratio based on average equity.

COW SSI ONER OSHI E:  Thank you.

JUDGE MACE: Commi ssioner Showal ter?

EXAM NATI ON
BY CHAI RWOVAN SHOWALTER:

Q | realized what nmy question is, and it
had to do with Exhibit 276. You said you believed
that on April 1st there was a directive. | just
didn't know what you meant by that.

A. Around April 1st. That was reflected in

the m nutes of a risk managenent conmittee neeting on
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i nstructions on going out and procuring either gas or
oil.

Q So you nean a directive from whonf?

A The ri sk managenent conmittee in general
is made up of sonme of the nobst senior officers of the
conpany.

Q Oh.

A I can give you a better reference. |If
you | ook at Page 118 of 138 of the exhibit, you would
see under the RMC nenbers that were in attendance at
the neeting were M. Holly --

JUDGE MACE: Well, again --

CHAl RWNOVAN SHOWALTER: | can see the
exhibit. Thank you.

JUDGE MACE: Anything further fromthe
bench? 1'm not sure where we are here, but does the
conpany have any further cross of the w tness?

M5. DODGE: No, Your Honor. Thank you.

JUDGE MACE: Staff?

MS. SMTH. No, thank you.

JUDGE MACE: M. ffitch?

MR. FFITCH. No.

JUDGE MACE: M. Kurtz?

MR, KURTZ: No.

JUDGE MACE: | think that that conpletes
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your cross-exam nation, M. Schoenbeck, thank you.
You' re excused.

And | think now would be a good tinme to
take a lunch recess, and we'll resune at 1:30. Thank
you.

(Lunch recess was taken from 11:57 a.m

to 1:32 p.m)

AFTERNOON SESSI ON

JUDGE MACE: All right. Let's go back
on the record and resune with the presentation of
witnesses. | think M. Higgins is next.

MS. DODGE: Your Honor, | have one quick
housekeeping matter with respect to M. Schoenbeck

JUDGE MACE: Yes.

MS. DODGE: | was going through the
exhibit |ist over the lunch, the revised, and noticed
that 285C for M. Schoenbeck which, actually, | was a
little confused. | think that's also the sane exhibit
has been marked as 167C.

And this is one that | had intended to
ask to be admitted along with M. Schoenbeck as he is
the author of docunent and this is also one of the
docunents subject to the stipulation earlier, just to

be sinply admitted into the record. So whether we
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want to make it a 285 because it's part of the series
with M. Schoenbeck's cross, that's fine, or want to
keep it as 167 | think ICNU intends to use it later

| just nove that we admit it now and
make sure we're clear with the nunbers.

JUDGE MACE: All right. 1Is there any
objection to the admi ssion of that exhibit, then?
Hearing no objection, I'lIl admt it, 285C. It was one
of M. Schoenbeck's.

JUDGE MOSS: Just to nmke the record
clear, it's the ICNU response to PSE data request
No. 8-1

(Exhibit 285C admitted.)

JUDGE MACE: Anything else prelimnary
before I go ahead and swear in M. Higgins?

Wher eupon, KEVIN C. HI GG NS,
havi ng been first duly sworn, was called as a wtness

herein and was exani ned and testified as foll ows:

DI RECT EXAM NATI ON
BY MR. KURTZ:
Q Woul d you pl ease state your nanme and
busi ness address for the record?
A. My nanme is Kevin C. Higgins. M

busi ness address is Energy Strategies, 39 Market
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Street, Suite 200, Salt Lake City, Utah 84101

Q M. Hi ggins, do you have in front of you
Exhi bit 301-T, which is entitled Direct Testinony of
Kevin C. Higgins?

A Yes.

Q Al so attached to that, marked as
Exhi bits 302 through 306 are exhibits to your
testi mony?

A Yes.

Q WAs your testinmony and exhibits prepared
by you, or under your direct supervision?

A Yes.

Q Do you have any changes or corrections
you would like to make to your testinony at this tinme?
A Yes. In Exhibit 306, there are two
typos | would like to correct. It's the last exhibit.

And on Line 22 in the colum that says Category
Reference, it should read 21 times 22a.

And the second correction is in the
next line, Line 23, the Category Reference should
say 22 times 10.

Q Wth those corrections, if | were to ask

you the same questions which are asked herein, would
your answers be the sanme?

A Yes.
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MR. KURTZ: Your Honor, | tender
Exhi bits 301 t hrough 306.

JUDGE MACE: Any objection to the
adm ssion of those exhibits? Hearing no objection --

MR FFITCH |'msorry, Your Honor, ny
timng is bad. Sinon ffitch for public counsel

| just note that Exhibit 303, KCH 2, is
an excerpt from another exhibit that's been
i ntroduced in the case for cross-exam nation purposes
only, and that's the direct testinony of Janes
Heidell. Public counsel and staff had both initially
entered objections to that exhibit for any other
purpose in this proceeding other than for
cross-exanmi nati on purposes and had an agreenent with
| CNU, who had tendered the full exhibit as
Exhi bit 207, which was placed on the record earlier.

And | just sinply wanted to neke the
record at this point that we continue to have concern
about M. Heidell's cost study being admitted in this
proceedi ng for any other purpose other than
cross-exani nati on purposes. |In other words, that it
shoul d not be admitted in the interimcase to
establish anything substantively about the cost study
at this point.

And while this is only one page from
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that rather volum nous exhibit, | just wanted to
pl ace that on the record.

JUDGE MACE: M. Kurtz?

MR, KURTZ: Well, is that an objection
to the admission, or is that just a --

JUDGE MACE: It didn't sound |ike an
objection, it sounded nore |like a caveat. M
understanding is that we have already ruled with
regard to this

MR. KURTZ: If there is no objection --
woul d you like a response?

JUDGE MACE: No. | just wondered if you
had any i nput about M. ffitch's statenent.

MR. KURTZ: No, | don't.

JUDGE MACE: It's not offered in any
ot her way but for the purpose of cross-exan nation.

MR. KURTZ: No, no, no. His exhibit is
a direct exhibit to his testinony.

JUDGE MACE: Correct.

MR, KURTZ: So this is part of
M. Hi ggins' direct testinony.

JUDGE MACE: But it's not offered for
pur poses outside what was discussed in the earlier
ruling. O am|l unclear here?

CHAI RMOVAN SHOWALTER: My under st andi ng
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1 is that the Heidell testinony and exhibits were

2 adm tted solely for the purpose of cross-examn nation
3 is that right? And so we have a new question now

4 because here's a page that is attached to another

5 witness's testinony, but it is part of that witness's
6 testinony. So the question is, is there objection to
7 this page as a part of a witness's testinony here.

8 MR, CEDARBAUM | f | might just comrent.
9 I think the staff is confortable with the page being
10 admtted with the understanding that this w tness may
11 have relied upon it in developing his testinony, but I
12 think the evidence and di scussion throughout the past

13 three or four days is pretty clear that no one is

14 accepting the conpany's cost-of-service study for its
15 merits or demerits. That will be subject to the

16 general rate case.

17 So this witness may have relied upon

18 this page, but that doesn't mean that anything here
19 is correct. If that's where we are, staff is

20 confortable with this.

21 JUDGE MACE: Now |'m asking M. Kurtz,
22 is that where you are with this exhibit?

23 MR. KURTZ: Yes. |In fact, the testinony
24 itself, I can tell you chapter and verse, the

25 qgquestioning is, are you vouching for the veracity of
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the cost-of-service study in the general case? No.
It's being relied on as a conpany-sponsored exhibit,
just as if it were a data request that the conpany
submitted. It's being used by M. Higgins to -- as a
gui de for setting rates, but he specifically says he
didn't do the cost-of-service study and doesn't know
if it's conpletely accurate.

So that is what it is being used for
and that's explicitly stated in the direct testinony.
So | would agree with M. Cedarbaum that's the
status of it.

JUDGE MACE: Then go ahead.

COW SSI ONER HEMSTAD: It would seemto
me that this witness can proceed. He's used it.

The question of its ultimte
per suasi veness would sinply go to what weight to give
to this witness's testinony is the parties', if any
party wi shes to attack what he's saying.

JUDGE MACE: M. ffitch?

MR. FFI TCH: Thank you, Your Honor. |
think I"'mcertainly confortable going forward for
public counsel on the basis of the statenents of
M. Cedarbaum and M. Kurtz.

JUDGE MACE: |'Il admit the exhibits

then, 301 through 306 at this tinme. And let's see.
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(Exhi bits 301-306 admitted.)

JUDGE MACE: Does staff have any
Cross-exani nation?

MS. SMTH: No.

JUDGE MACE: Thank you. And public
counsel ?

MR, FFI TCH: No questions, Your Honor.

JUDGE MACE: And -- is that right? Yes.
M. Van Cl eve?

MR. VAN CLEVE: Thank you, Your Honor

CROSS- EXAM NATI ON
BY MR. VAN CLEVE:
Q M. Hi ggins, do you have a copy of
Exhi bit 32272
A | do not.
Q Were you here earlier today when

M. Schoenbeck described his preparation of this

exhi bi t?

A Yes, | was.

Q And the colum on the far right is
entitled Kroger. |If the conpany were to be granted

the full requested interimrate increase of 170
mllion, is this a reasonable representati on of what

the inmpact of your rate spread proposal would be?
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MR. VAN CLEVE: Your Honor, | would
offer Exhibit 322. | don't think it's been admitted
yet.

JUDGE MACE: | believe | did admt it.

MR. VAN CLEVE: You did admt it? Okay.
That's all the questions | have.

JUDGE MACE: Any questions fromthe
bench.

CHAl RMOVAN SHOWALTER:  Well, | don't
have a question, but I'mjust staring at this
Exhi bit 322, and there's nowhere that says that this
is in thousands. And if it is, can we just have an
acknow edgnent of that, or do we need to have sonebody
testify to that?

JUDGE MACE: M. Van C eve?

MR. VAN CLEVE: It is in thousands.

CHAI RWOVAN SHOWALTER:  Nobody has an
objection if we put in three Os at the top?

JUDGE MACE: Any other questions or
concerns fromthe bench? Any redirect?

MR. KURTZ: No, Your Honor.

JUDGE MACE: Thank you, M. Higgins,
you' re excused.

THE W TNESS: Thank you.
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1 JUDGE MACE: Now | understand the next
2 witness will be M. WIIliam Gai nes, and there were
3 some cross exhibits that were subnitted to the bench
4 and we need to mark them

5 | received from public counsel an

6 exhibit titled Exhibit of PSE Load Growth, 1982-2000,
7 that | marked 172. And then | received fromstaff an
8 exhibit entitled PSE' s Response to WJUTC Staff Data

9 Request No. 306-1, and that will be 173.

10 M. Van Cl eve, we have two exhibits up
11 here, ICNU data request No. 8.11, and No. 8.71. Are
12 those for M. WIliam Gaines or M. Donald Gaines?

13 MR. VAN CLEVE: 8.71 is for Ms. Luscier.
14 And 8.1 -- I"'msorry, that was 8.7-1. And 8.1-1 is
15 for Donald Gai nes.

16 JUDGE MACE: M. Gines, would you stand
17 and raise your right hand.

18

19 VWher eupon, WLLI AM A. GAI NES,

20 havi ng been first duly sworn, was called as a w tness
21 herein and was exani ned and testified as follows:

22 JUDGE MACE: Please be seated. Co

23 ahead.

24

25 DI RECT EXAM NATI ON
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BY Ms. DODGE

Q Good afternoon, M. Gaines.
A Good afternoon.
Q M. Gai nes, do you have before you your

direct testinmony and rebuttal prefiled testinony in
this matter, which have been identified as Exhibits
151-T and 155-T?

A Yes, | do have.

Q Do you al so have before you the exhibits
to your testinony which have been identified as
Exhi bits 152 through 154, and 156C t hrough 159C?

A Yes, | have them

Q Did you prepare those exhibits or -- and
testimony, or were they prepared at your direction and
under your supervision?

A Yes, some of each

Q Do you have any additions or corrections
to make to any of that testinmony at this tine?

A No, | don't.

Q M. Gaines, are the answers to the
qgquestions and attachnents in Exhibits 151-T through
159C true and accurate to the best of your know edge?

A Yes.

Q Woul d you provide the sane testinony

today if you were asked the sane questions?
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A Yes, | woul d.

MS. DODCE: Your Honor, we offer
Exhi bits 151-T through 159C into evi dence.

JUDGE MACE: Hearing no objection, 1"l
admit those exhibits.

(Exhibits 151T-159C admitted.)

MS. DODCE: M. Gaines is available for
Cross-exam nati on.

JUDGE MACE: Let nme address a concern
rai sed by M. Stokes. He had asked to cone a little
earlier in the order of cross, and M. Van Cl eve
vol unteered that he could conme prior to ICNU. |s that
correct?

MR. VAN CLEVE: That's correct.

JUDGE MACE: |s that acceptable to the
parties? Okay. Then we'll go with that order.

MR, STOKES: Thank you.

JUDGE MACE: | have staff down as first
Cross-exani ner.

MS. SMTH. Thank you. Before we begin,
prior to this session | had spoke with counsel for PSE
wWith respect to admitting Exhibit 173 without any
foundation. | believe we had an agreenent as to that,
so | would nove the admission of Exhibit 173 at this

time.



00769

2

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

JUDGE MACE: Hearing no objection, 1'l]
admt Exhibit 173.
(Exhibit 173 admitted.)
CROSS- EXAM NATI ON

BY M5. SM TH:

Q Good afternoon, M. Gaines.
A Good afternoon.
Q I'd |like to draw your attention, please,

to Exhibit 165. Do you have that in front of you?
It's a cross-exam nation exhibit.

A Yes, | do have.

Q Now, is it correct that this exhibit
shows Puget Sound Energy's calculation of the 7 --
24.74 mills per kilowatt hour baseline that's included
in the general rates?

A Yes.

Q Now i f you would turn to Page 2, please,
of this exhibit, it's the nunber 2 that's circled on
t he bottom of the page. Now Line 10 represents the
average power supply costs as you have defined it from
Docket No. UE-1 -- 921262. |Is that correct?

A That's correct.

Q And to the total cost from Docket No.

UE- 921262, you added the anmounts on Line 13 through

20; is that correct?
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A Yes, that's right.
Q And the total cost on Line 23 is then
determined to equal the 24.74 mlls per kilowatt hour

Is that correct?

A On Line 26, yes.

Q On Line 26?

A Yes.

Q And t he adjustnments shown on Lines 13 to

20 are calculated on Page 3 of Exhibit 165. |Is that
correct?

A. That's right. And the rest of the
exhibit is some backup material to those pages.

Q So, for exanple, when you | ook at the

Total colum on Page 3, the itemon Line 30 for

totals, the 85.2 mllion dollar total, supports the
anount on Line 13 of Page 2. Is that correct?

A That's right.

Q And to arrive at this 85.2 nmillion
dol l ar amount -- or 85.2 mllion dollar amunt, one

woul d take the production cost increases shown at the
top of the page -- the top of the page on Line 8 from
PRAM 3 of the sanme 85.2, and multiply it tinmes the
per centage shown on Line 19. |Is that correct?

A. That's correct for that exanple, yeah.

Q And for this exanple it would be 100
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percent; is that correct?
JUDGE MACE: | was just going to ask you
to slow down just a little bit.
BY M5. SM TH:
Q I will, thank you. And for the record,
M . Gai nes, what does "PRAM' stand for?
A It stood for Periodic Rate Adjustnent
Mechani sm
Q So for the PRAMs 3, 4, and 5, the
per cent age shown on this page is 100 percent. But
starting with the nerger increases/decreases on

Lines 11 through 15, that percentage is reduced to 80

percent ?
A That's correct.
Q Is it correct that each of the nerger

changes represents the rate increase or decrease, |ess
the revenue-sensitive expenses as are shown on Page 5?
COW SSI ONER HEMSTAD:  You sai d Page 57

BY M5s. SM TH:

Q Yes. | believe it's Page 5 of this
exhibit.

A Yes. That appears to be correct.

Q Is it correct that the 1997 rate
decrease of 47.9 mlIlion shown on Page 5, Line 52,

represents a conbination of an increase in cost of
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2.47 percent to residential, and 1 percent, or 1.5
percent to everyone else, plus a |large reduction
associated with reducing the PRAM anortizations to
zer o?

A I have no idea. |'mnot sure what
you're referring to.

Q I"'mreferring to the rate decrease from
the nmerger case.

A Yes. | have that nunmber, but |'m not
sure how you've spread it or allocated it to these
various rate cl asses.

Q Okay. If | could refer you nowto
Page 4, is this your calculation of the 80 percent
factor applied to the nerger increases and decreases

on Page 3, Rows 22 through 267

A Yes. It's how we arrived at the 80
percent.
Q And are the items shown here the

expenses from UE-921262 producti on expenses?

A. Yes. We took those production-rel ated
expenses fromthat earlier rate case in 1992, and then
we took a subset of those expenses, only the ones that
are related to the power costs that we portrayed or
forecast in this proceeding. And that's how the 80

percent was arrived at.
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Q Now, on Exhibit 4 you see sone col ums
where it says the lines are either treated as yes with
a value of 1, or no with a value of zero. Do you see
t hat ?

A Yes.

Q Are the yeses the expense itens that are
i ncluded in the conpany's proposed accounts to neasure

under -recovered power costs?

A Yes.

Q And the total of the yeses is 79.9
percent. Is that correct?

A Yes, that's right.

Q Referring you now to Page 5, please.

And Line 16, the ampunt of 85.2 nillion in the Tota
colum is the anmount brought forward to Page 2,
Line 13, entitled 1993 Increased Costs. Correct?
A Correct.
Q And t he amounts on Lines 33 and 50 of

Page 5 are also brought forward to Page 2 as the 1994

and 1995 increases. |Is that true?
A Yes, that's right.
Q And now if you would | ook at the anmount

on Line 16 of Page 5, is it correct that this 85.2
mllion is cal culated by taking the Line 8 PRAM

Resources Increases of 115.6 mllion and multiplying
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times the ratio of power supply expenses to tota
expenses on Line 14 of 77.11 percent, and then
renovi ng revenue-sensitive expenses by multiplying the
revenue tines the conversion factor of .956540, which

is found on Line 157

A. I believe that's right.
Q Now i f you could refer, please, to the
amount on Line 8 which is 115.6 nmillion, does this

anount represent the total resource cost increases in

the case from PRAM 3 as shown on Lines 4 and 57

A Yes. | believe that's the sum of 4 and
5. Let me confirmthat. 1It's close.

Q And for the 1993 resource increases, you
show a resource increase on Line 4 of 86 nillion, plus

a resource deferral increase on Line 5 of 29.5

mllion. |Is that correct?
A Yes.
Q Woul d you pl ease explain what a resource

deferral increase represents?

A | don't think |I can do that.

Q So you can't explain what the resource
PRAM 3 increase is?

A No.

Q If you would nove now, then, to Line 22

which is in the PRAM 4 section of this exhibit, it
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shows anot her resource deferral increase of 18.9

mllion. |Is that correct?

A Yes.

Q And just for clarification, the 18.9
mllion represents an additive to the |evel of revenue

fromdeferral anortization in rates fromthe prior
year. |s that true?

A I didn't come prepared to discuss this
calcul ation at the level of detail that you' re asking
about it. And so we'd be happy to go and study it
further and confirm sone of your conclusions, but I'm
just not prepared to discuss it at that |evel of
detail .

M5. SMTH: Could we make a record
requisition for this, please?

JUDGE MACE: Sure.

MS. SM TH. Thank you.

MS. DODGE: What's the "this"?

M5. SMTH: | don't know what the nunber
woul d be for the record requisition.

MS. DODCE: But what's the --

JUDGE MACE: It would be No. 11. And
exactly what are you asking for here?

(Record Requisition No. 11.)

MS. SMTH. |'masking for clarification
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that the 18.9 nmillion to Line 22 in the PRAM 4 section
is an additive to the |evel of revenue from deferra
anortization in rates fromthe prior year

JUDGE MACE: Does the conpany understand
what's being requested?

MS. DODGE: If you could repeat it nore
slowy, please

MS. SMTH. Al right, I will. There's
an 18.9 million dollar figure that's on Line 22 in the
PRAM 4 section on Page 5 of Exhibit 165. W're
seeking clarification whether that 18.9 figure
represents an additive to the | evel of revenue from
deferral anortization --

MS. DODCE: Wit --

M5. SMTH. -- in rates fromthe prior
year. And the prior year would be, | believe, 1993.

MS. DODCE: -- wait. An additive to..

JUDGE MACE: Let's be off the record for

a mnute.

(Di scussion off the record.)

JUDGE MACE: Let's go back on the
record. In that sane vein, if you have other sinilar

types of requests for information that nay end up
being too detailed for this witness at this tineg,

maybe it would be better for you to just submt the
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requests in witing and have themrespond to them

MS. SMTH. | will, if one cones up
agai n.

JUDGE MACE: Very well

M5. SMTH. |'mgetting close to being
finished here, so with any luck, we won't have to nake
any nore requests.

MS. DODGE: |'msorry, could | just read

that back to make sure we're all clear? The
clarification question is this: On Exhibit 165,
Page 5, Line 22, does the 18.9 mllion figure
represent an additive to the | evel of revenue fromthe
deferral anortization fromrates fromthe prior year
which is 1993.

M5. SMTH: That's it.

BY MS. SM TH:

Q And ny next question relates to the
three years -- the three PRAM years that we have here,
PRAM 3, 4, and 5, would you agree that the accunul at ed
annual resource deferrals were increased by
approximately 62 mllion over the rates that were in
effect prior to the PRAM 3?

A Well, 1 think what you're doing is
sunmm ng up lines 5, 22, and 39 --

Q That's correct.
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A -- fromthis page, and | think that math
gives you close to 30 million. But what was the rest
of the question?

Q Well, the rest -- the question was
whet her or not that increase is approximtely 62
mllion over the rates -- over the PRAMs 3, 4, and 5.

A | Actually think we would be best served
if we could respond to the detail ed questions around
this exhibit in a response to the record requisition
and we could probably get a nore detail ed and precise
answer that way.

Q I don't know if we need to go that far
Perhaps if | were to just ask you if you would accept,
subj ect to check, that the sum of the nunbers on Lines
5, 22, and 39 cone to about 62.4?

A "Il accept the math subject to check
sure. Mmhmm

Q And were the PRAM resource increases
spread to the rate classes on an equal cents per
kil owatt hour, or did |lower |oad customers such as
residential receive a higher portion of the increases?

A | just don't know.

M5. SMTH. That's all | have, thank
you.

JUDGE MACE: M. ffitch?
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1 MR. FFI TCH: Your Honor, | was just

2 going to say that if the attorney for the gas users
3 wants to go ahead of ne if he has a time problem

4 that's also fine.

5 MR. STOKES: I'mfine with that, Your
6 Honor .

7 JUDGE MACE: Do you want to go ahead
8 now, or do you want to wait?

9 MR. STOKES: No, I'll wait, thank you.
10 MR. FFITCH: | don't have a | ot of

11 guestions. Thank you.

12

13 CROSS- EXAM NATI ON

14 BY MR. FFI TCH

15 Q Good afternoon, M. Gaines.

16 A Good afternoon

17 Q As | understand it, Puget Sound Energy's
18 under -recovered power costs are nostly related to

19 gas-fired resources; is that right?

20 A. No, that's not right.

21 Q Okay. Why don't you tell ne what your
22 view is, your position is.

23 A Well, it's laid out in ny testinony both
24 direct and rebuttal. But basically what's happened in

25 Puget Sound Energy's case is that we've had escal ation
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in our underlying base power supply costs that's gone

on since rates were set in our |ast general rate case.

And we have been able in those intervening years to

mask those underlying cost increases in various ways,

either with favorabl e hydroelectric conditions, or

with margin from off-system sal es of surplus power.
And so what has happened since the

mar ket prices collapsed in nmd-2001 is that the

revenues available fromthese off-system sales are

no |l onger sufficient to offset the underlying cost

i ncreases.

Q Al right. Do you have in front of you
what's been marked As exhibit 172, | believe? It
shoul d say Exhibit of PSE Load Growh, 1982 to 2000.

A. Yes, | have it, thank you.

Q And isn't it correct that this contains
excerpts from Puget's annual reports and a 1992 fact
book showi ng Puget Sound Energy customer |oads for the
period 1982 to 20007

A Yes, that's correct.

Q And 1'd just like to identify when
particul ar resources cane on line for the conpany
during that time period of 1982 to 2000. Before 1982
you had col senp plants 1 and 2, and hydroel ectric

power. |Is that right?
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A That's right, nmm hmm

Q And t hen between 1982 and 1986, you
added col senp plants 3 and 47

A That's right.

Q And then in the period 1990 to 2000,
added to the resources were Encogen, Tonasket, Sunas,
and March Point. Correct?

A That's right. O course there were
ot her changes in the portfolio, but those are probably
some of the major things.

MR, FFITCH: Al right. Thank you.
Your Honor, |'d like to offer Exhibit 172,

JUDGE MACE: Hearing no objection, 1"l
admt 172.

M5. SM TH.  Your Honor, | apol ogize.
After questioning the witness, | neglected to nove the
adm ssion of Exhibit 165. My | do that now?

JUDGE MACE: Let's make sure that we
have Exhibit 172 admitted. And then any objection to
the adm ssion of 165? Hearing no objection, 1"l
admit that exhibit.

(Exhibits 165 and 172 adnitted.)

MR. FFI TCH:  Your Honor, | also have an
of fer of sone additional exhibits for M. Gaines.

JUDGE MACE: Go ahead and.
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1 MR. FFITCH: And | just need a noment to

2 check the |ist.

3 JUDGE MACE: | show you have 160 through
4 164.

5 MR. FFI TCH: Yes, Your Honor, those are
6 the exhibits that | was |ooking for. And we had

7 reached a stipulation with the conpany with regard to
8 of fering those exhibits. 1'd like to offer them now
9 JUDGE MACE: Hearing no objection, I'"l

10 admt those exhibits. That's 160 through 164.

11 (Exhibits 160-164 admitted.)

12 MR, FFI TCH: Thank you, Your Honor. |
13 don't have any nore questions.

14 M5. SMTH:  Your Honor, | would --

15 again, | apologize. 1'd like to check to see if

16 Exhi bit 171 has been adm tted?

17 JUDGE MACE: Not right now, as far as |
18 can tell

19 M5. SMTH: | would nove for the

20 admi ssion of that exhibit as well

21 JUDGE MACE: Any objection to the

22 adm ssion of 171? Hearing no objection, I'll admt

23 that exhibit.
24 (Exhibit 171 adnitted.)

25 JUDGE MACE: Go ahead, M. Stokes.
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1 MR. STOKES: Thank you.
2
3 CROSS- EXAM NATI ON

4 BY MR. STCKES:

5 Q Good afternoon.

6 A Good afternoon

7 Q If | can have you turn to Exhibit 151-T,
8 your prefiled testinony?

9 MR, QUEHRN: Is that the rebutta

10 testinony? Pardon ne.

11 MR STOKES: No. No, it's not.

12 MR, QUEHRN: Direct testinony?

13 MR. STCKES: Yes.

14 BY MR STOKES:

15 Q On Page 1, Lines 20 to 25 and onto
16 Page 2, you state that PSE has projected to

17 under-recover its power costs by approxi mately 63
18 mllion for the two-nmonth period of January and
19 February of 2002; and then 99 mllion for the

20 ei ght-nmonth period March through Cctober. |Is that

21 right?

22 A That's right.
23 Q And just to clarify, these anounts are
24 related to power costs; correct?

25 A That's right, nm hnm
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Q Wuld it then be fair to say that the
el ectric side of the conpany has financial risks
related to power supply cost that are not on the
nat ural gas side?

A Well, the basic recovery nechani sm of
these costs and rates is different as between the
power and gas sides of the conpany, yes.

Q So just to clarify that answer, if you
i solate the cormodity, natural gas, and electricity,
because the natural gas side of the conpany has passed
t hrough adj ustnents through PGAs, is the natural gas
side less risky?

A Well, certainly with respect to
recovering commodity costs. Wether it's less risky
overall is a broader question that |I'mnot sure | can
answer, but certainly on commopdity cost recovery, yes.

MR, STOKES: Thank you. That's all |
have.
JUDGE MACE: Thank you. M. Van Cl eve?

MR. VAN CLEVE: Thank you.

CROSS- EXAM NATI ON
BY MR. VAN CLEVE
Q M. Gaines, can you tell us what the

conpany's | oad resource position is during the
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deferral period?

A. Probably, but could you be a little nore
specific? It's a long period, and |I'm not sure
exactly which subperiods that you'd be interested in.

Q I guess 1'd put it back to you: What
subperi ods do you have an answer for? VWhat |I'm
| ooking for is, what are the conpany's projected | oads
and resources during this interimrate period?

JUDGE MACE: M. Van Cleve, can you
speak directly into the m crophone, please?

A. Are you just asking sinply whether the
conpany expects to be long or short during the period?

BY MR. VAN CLEVE:

Q Well, let's start with the answer to
t hat .

A I think the conpany expects to be a net

sell er over the period.

Q Does that vary by nmonth, or?
A Yes, it does.
Q And, I'msorry if you've already

produced this, but do you know whether a forecast of
that has been produced in this case?

A Well, yes. In fact, | think a nunmber of
forecasts of that have been produced. And it's one of

the reasons that |'ma little hesitant because the
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conmpany's | oad resource picture is changing all the
time, based on what's going on with its projections of
| oads and what's going on with the underlying

hydroel ectric resource and also with the availability
of the thermal resources. And so it's not a static
picture, and that's why | was a little bit hesitant.

Q And when was the npbst recent forecast of
the | oad resource bal ance during the interimperiod
done?

A The one that we put into this case was
done just shortly before we filed, so it would have
been done in December of 2001

Q Has the conpany prepared any updates to
t hat ?

A. |'"msure that we have. W' re updating
it all the time.

Q Coul d you produce the npst recent
version of that?

A Well, | can't today, no.

Q Okay.

JUDGE MACE: We can nmeke --

MR. VAN CLEVE: Could we make that --

JUDGE MACE: -- that a record
requisition, No. 12. And what is it again that you're

| ooki ng for here?
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1 (Record Requisition No. 12.)

2 MR. VAN CLEVE: It's the conpany's npst
3 recent projected |oad resource bal ance during the

4 interimrate period.

5 MS. DODGE: Can | ask clarification on

6 that? Are you asking for a rerun of the Aurora nodel ?
7 MR. VAN CLEVE: No, | don't believe so.
8 I'"mjust asking what the conpany thinks its | oad

9 resource position during the interimrate period is.
10 JUDGE MACE: It appears to ne that

11 you're |l ooking for an updated version of the docunent
12 that you were just cross-exanm ning the w tness on.

13 Am | correct in that?

14 A | can't tell. It's part of the reason
15 for nmy hesitance because that could -- the question is
16 broad, and that could be one interpretation. O it

17 could be sone other nore sinplified or |ess forma

18 projection of |loads and resources. So |I'mjust -- I'm
19 not sure.

20 MS. DODGE: |'msorry, one of the

21 reasons | think that we're pursuing this is that in

22 order -- potentially, in order to be a conparable

23 report to what was provided in the case, it would

24 require rerunni ng some nodels which could take a week

25 or so to conplete. \Wereas if it's nmeant to be a
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nore, not as -- not exactly the sane thing updated,
but kind of a nore general, then that would be a
different matter.

So we just need to know what we're
bei ng asked to do.
BY MR. VAN CLEVE:

Q I'"mjust |looking for the conpany's nopst
recent projection for what its | oad resource position
will be during the interimrate period. And you
stated that the conpany would be a net seller, so if
you coul d provide sonething that would i ndicate what
the position is by nonth during the interimrate

period, that would be useful.

A We'll do what we can

Q Thank you. Do you know by how much the
conpany will be a net seller during that period?

A No. No, | don't. And I'mnot even
certain that it will be.

Q | thought you just stated that it would
be.

A | said | thought it would be.

Q Okay. If the conpany is in a surplus
position -- strike that question. Can you tell us

what the conmpany's hydroel ectric resources, what the

hydro forecast for those resources, the npst recent
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one you have for the interimrate period?

A. I can. As you know, the conpany really
t hi nks about its hydro supply in two parts. First,
the part on the Colunbia River, the m d-Col unbia
River. And the |ast forecast | saw of runoff for the
spring for those plants was about 95 percent of the
average. It is still early in the runoff season and
there's still quite a bit of volatility in that
forecast. That's the last one that | saw

The nobst recent one | saw for the

conpany's other hydro resources that are on the west
sl opes of the Cascades was about 100 percent of
average or maybe even a little bit nore than that,
but that was several weeks ago.

Q If you could refer to Exhibit 157C,
which is your WAG 7C at Page 5. Now, this docunent
projects sone forward price curves which are taken at

different points in tinme beginning in Decenber of 2000

and ending in September of 2001. 1Is that correct?
A. That's right.
Q And does the conpany have a forward

price curve for the Sumas gas price for the interim
rate period?
A. Well, it does. If you turn to the next

page, Page 6 of this exhibit, it's a simlar famly of
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curves but it's for gas at the Sumas point of

del i very.
Q Wul d you agree that the volatility and
the forward price curve for gas at Sunas has -- that

it became |ower and flatter beginning in late 2001
than it was during |ate 2000 and the early part of
20017

A Well, | assume when you tal k about
volatility you're tal king about forward-I| ooking
volatility. And with that assunption, yes, the
forward-1ooking volatility was less in late 2001 than
it was in |late 2000. Not quite sure what you nean by
fl at ness, though.

Q Well, | guess I'mjust referring to this
graph on Page 6, that's basically a flatter |line for
the forward price curve than the earlier forward price
curves which showed | arge excursions in price.

A Well, that's true. And, of course, the
reason that we put this exhibit in was to illustrate
how the forward price curves had changed over tine as
t he conpany was naki ng deci si ons about nmanaging its
power supply that affect the interim period for which
we're requesting rate relief.

Q And your current forward price curve for

both gas and electric prices, does it resenble nore



00791

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

the flat line which is the Septenber forecast than the
earlier forecasts that have |arge excursions in the
price?

A Well, of course, if we were to put a
line in for today's forward price curve, it would only
begin in February of "02. So it would only be for the
period of February '02 going forward, and it woul d be
flat, relatively flat, during that period |like these
ot her lines are.

Q I'"d like to address the issue that's
been rai sed about the potential of the conpany's
credit situation to inpact its abilities to
participate in the wholesale market. And is the
conmpany currently providing any credit support in any
of its power transactions?

A Yes, | believe it is.

And can you descri be what that is.
I"mnot sure that | can describe it in
detail, but | believe that we have been asked by at

| east one or two counterparties to provide credit

support.

Q And is that in the formof a letter of
credit?

A ["mnot sure what formit's taken

Q Do you know who the counterparties are?
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1 A I don't, but we can find that out for
2 you.

3 Q Now, you said that you had been

4 requested. Do you know whether there's any credit

5 support for any transactions that are currently in

6 effect?

7 A General |y what happens as the credit

8 quality declines, first the credit exposure that the
9 counterparties allowin trading with us is ratcheted
10 down. And we've had quite a |lot of that happen.

11 We've had at | east three or four parties put us on
12 notice that either they would not continue to trade
13 with us, or that we would need to provide credit

14 support in order to get themto continue to trade.
15 And, you know, | just don't have the
16 nanmes of the counterparties at the tip of ny tongue.
17 Q Now you mentioned the ternms "credit

18 exposure." Can you explain that?

19 A Sure. For exanple if we are buying
20 power or gas froma counterparty forward, say for a
21 period of nmonths, you can value that by marking that
22 purchase to market, taking the difference between the
23 purchase price and the forward market val ue over the
24 termof the transaction. And that's the anmount of

25 exposure, if you will, that the counterparty has to
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Puget Sound Energy's credit.

Q I'"d like to refer you to Exhibit 417,
And | don't have an extra copy... This was a
cross-exam nation exhibit of Ms. Steel, and it's a
provi sion fromthe WSPP agreement, | believe.

A. Yes. This | ooks |ike an excerpt from
t he WSPP contract.

Q Now i s nost of the physical power
transactions that the conpany does, are those
transacti ons done under the WSPP agreement ?

A. Most of the physical is. There really
are three contracts that we ought to be concerned
about when we tal k about creditworthiness. WSPP is
one. G SB is another one, the Gas Industry Standards
Board contract. That's the standard uniform contract
for physical gas transactions.

And then the other one is the | SDA
agreenent, the International Swap Deal ers
Associ ation contract, which is the master agreenent
for nost financial derivative transactions in power
and gas, both.

And so when we tal k about
credi tworthiness and the rights of counterparties to
demand security for transactions, you really would

need to |l ook at all three of those agreenents.
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1 Q Do all three of those agreenents have --
2 do they use a simlar concept of credit exposure to
3 cal cul ate what type of credit support nay be

4 necessary?

5 A I would say that it's simlar, sinlar
6 Q It's based on this mark-to-narket

7 concept ?

8 A General ly, yes.

9 Q And if you look at Exhibit 417, that
10 Section 27, creditworthiness there. Now this

11 provision is not nmandatory; correct?

12 A It's elective on the part of the

13 counterparty.

14 Q Okay. And if you go down about eight
15 lines up fromthe bottom of the first page of

16 Exhi bit 417, there is a sentence that begins in the

17 m ddl e of that |ine that says: The second party's

18 obligations under this Section 27 shall be limted to
19 a reasonable estimte of the damages.

20 Do you see that?

21 A | see it.

22 Q That reasonable estinmate of the danmmges,
23 that's -- is that also sort of this mark-to-market

24 concept? Isn't that basically the same thing?

25 A | believe that's what it's referring to
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yes.

Q Now i f you nmade a power sale -- or
strike that. Let's take your exanple. You nmade a
power purchase and you pai d $25.00 per negawatt hour
And it just so happened that the price of power stayed
at $25.00 per megawatt hour for the whole term of that
purchase, then the nmark-to-market on that would be
zero; correct?

A. That's right.

Q And in that case, the conpany woul dn't
be required to put up any credit support; is that
correct?

A Looki ng only at the mark-to-market
eval uation, that's right.

Q Wel |, this does.

A I'"'mnot sure that this contract or any

other of the three contracts are limted just to

mar k-to-market. | would need to study thema little
bit nore.
Q Well, are you famliar with any other

provi si ons of the WSPP agreenent that deal with
credi tworthi ness?

A No. | think this is the only
credi tworthi ness provision, per se. But you can see

that you referred to other sections of the agreenent
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to determ ne what the amount of the security needs to
be. And that's true in the other two contracts al so.
Q Okay. Now back to my hypothetical, if
you purchase power at $25.00 per negawatt hour, and
the market price went up to $50.00, you still wouldn't

be required to put up any credit support; is that

correct?

A Not on a mark-to-market account, that's
right.

Q So in that scenario, the only instance

where you would be required to put up credit support
is if the market price fell below -- or potentially be
required -- fell below the contract price during the
termof the contract. |Is that right?

A. That's generally the idea, is to protect
the counterparty fromlosses if Puget, in this
exanple, were to default. And we could specul ate
about what the market price nmight or m ght not do,
whet her it mght go up or down, but we can't know.

Q Woul d you agree that the potentia
credit concerns are a lot greater in a market where
there's a high volatility in the prices and big
SWi ngs?

A. I think that there is a larger risk that

you' || have mark-to-nmarket exposure when prices are
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hi gh and volatile, yes. [It's a gradation, it's a
scal e.

Q And have prices -- have electric
whol esal e prices at the M d-C been either high or
volatile in, say, the last six nonths?

A Well, | don't think it's relevant what's
happened in the last six nmonths. Wat's relevant is
what m ght happen in the future to the prices, and we
can't know.

|'ve heard sonme specul ation on this
stand by the witnesses that the power crisis is
over. It would be nice if that were true, but we
can't know.

Q Do you know what the Md-C price is
ri ght now, approximtely?

A No, | don't, but | would imagine it's in
the range of 20 mlls, or 25.

Q And do you know approxi nately what the
conpany's forward price curve for the Md-C price is

for the rest of this year?

A No, | don't. Not right offhand.
Q Do you know what range it's in?
A I would imagine it's in about that sane

range, but | don't think it's relevant. What's

rel evant is what actually happens to prices going
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forward versus sone price at which the conpany m ght
contract for power. And we can't know that. W can
specul ate about it, but we can't know it.

Q Woul dn't you agree that if the price
stays relatively low and rel atively stable, that the
conpany's costs of providing credit support during the
interimperiod is going to be pretty snmall?

A Less than it would have been during the
peri od of high market volatility, yes. | think
agreed to that before.

Q Do you think that the Comm ssion should
exam ne the prudence of the power costs if conpany
seeks to recover in its interimcase?

A Well, | think I should provide a little
clarification on that because what the conpany has
proposed is interimrate relief based on its financia
condition. And, of course, the reason that it's
presented power costs in this proceeding is that they
are one of the major drivers of the financia
condi tion.

Q If you could refer to your Exhibit
WAG 3, which | believe is Exhibit 153. In its direct
case the conpany asks for 170 million dollars in
interimrate relief. |Is that correct?

A Ri ght .
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Q And the 170 mllion dollar amount is
based on calculations in this spreadsheet; is that
correct?

JUDGE MACE: Which spreadsheet are you

tal ki ng about ?

BY MR. VAN CLEVE:

Q I"'msorry. Exhibit WAG 3, and |I' m on
Page 1, which is Part 2 of 3.

A Well, in presenting its requests for
relief the conpany prepared a projection of its power
costs, and that's what we have here. But you need to
take the case in its entirety, and you need to | ook at
the testinony of the financial witness as well. And
when you do you'll see that the conpany is | ooking at

an overall snapshot of its financial condition.

Q But you are seeking to recover 170
mllion dollars; correct?

A. That is correct.

Q And 170 million dollars was cal cul ated

based on a conparison of the conmpany's projected power

costs versus what it clains is enbedded in current

rates. |Is that correct?
A That's correct too.
Q And this spreadsheet A, Part 2 of 3, is

where that calculation is made; is that correct?
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A Yes, mm hmm

Q Now, is there anything in this
spreadsheet that's designed to determ ne the amunt of
noney necessary to nmintain any financial ratios?

A That's -- no. That's presented in the
financial testinony of the conpany.

Q Okay. 1'dlike to -- if you can help ne
understand this spreadsheet A Line 36, this is the --
| want you to explain what Line 36 is.

A Line 36 is a calculation that |ooks at
the difference between the conpany's projection of its
power costs during the interimperiod and the anount
of power cost recovery that is enbedded in present
rates. And we |look at that on a nonthly basis in this
exhi bit.

Q And the reason that this subtota
January- February colum, the third columm, is in there
is? That's because the conpany had proposed a

two-nonth deferral and it was |ater changed to three?

A. That's right.
Q Okay. The mpjority, or nore than half
of the 170 mllion dollars in power costs are

attributable to costs in January, February, and
March of 2002. |Is that correct?

A Yes. NMore than half in those three
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nmont hs.

Q Okay. M sort of first question when
went down this |line of questioning was, should the
Conmmi ssion | ook at the prudency of these costs before
allowi ng their recovery?

A. That's not what the conpany's proposing.
The conpany is proposing that there could be a later
| ook at prudency.

Q And is it your position that the

Conmi ssion should do a later | ook at prudency?

A. That's what we've proposed.
Q And when shoul d that be done?
A I think we've proposed that it be done

either at the end of this interimperiod or shortly
thereafter.

Q And woul d that be a separate prudence
proceedi ng?

A | don't know what it would be,
procedural |l y.

Q Can you explain what the risk managenent
conmittee is?

A Yes. It is a internal conmittee at the
conpany that oversees the conpany's hedging activities
related to its energy supply and portfolios.

CHAl RWOVAN SHOWALTER: |'m sorry, did
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1 you refer to an exhibit?
2 MR, VAN CLEVE: Not yet.

3 BY MR. VAN CLEVE

4 Q Are you on the risk managenent

5 comm ttee?

6 A I am

7 Q And -- well, | think I1'd like to refer

8 you to one of M. Schoenbeck's exhibits. [It's 275C.

9 And if you could refer to Page 118 of
10 138 in that exhibit, this appears to be the neetings
11 of a risk managenent conmmittee neeting in April of

12 2001. Is that correct?

13 A Yes, that's right.

14 Q And under the Roman numeral 11, if you
15 | ook at the second two bullets, can you explain

16 what -- in the second and third bullets, what the

17 hedge strategy that the risk managenent conmittee was
18 approving at this neeting, what it was?

19 A Yes, | can. And | think I should

20 because | think there's been sone confusion around

21 this, which we hopefully cleared up with

22 M. Schoenbeck and his associates. But let ne go at
23 it again here, just for clarity on the record.
24 In April, the conpany | ooked forward,

25 its load and resource situation for the bal ance of
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1 2001 and into the early nonths of 2002, and because
2 of high power prices and poor hydro conditions

3 recogni zed that it would need to run gas-fired

4 generation to nmeet its custoner |oads during that

5 peri od, and nmade sone decisions in April to begin

6 acquiring the gas that it would need to serve its

7 custonmer |oads. And that's what Roman Il in these
8 m nutes is about.

9 And so we began to acquire that gas
10 and did that over the period of approxi mtely

11 April through June of 2001
12 Q Did the risk managenent comittee

13 approve a hedging strategy for acquiring oil or CTs

14 that could run on oil?

15 A. It did initially, and | think that's

16 where the confusion has cropped up. It -- at the tine
17 of this risk commttee neeting, believe it or not, the
18 price of oil was actually lower than the price of gas.
19 And so we approved sone hedging with oil, we also

20 approved sone hedging with gas.

21 As we proceeded through tinme, the

22 relative prices of oil and gas reversed or flipped.

23 Gas got to be cheaper than oil. And for a variety

24 of reasons, we noved away fromthe oil hedgi ng

25 strategy and towards one based on gas.
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There were, of course, econonic issues
around that because the gas had becone cheaper and
there were environnental and permitting issues and
| ogi stical issues. And for a nunber of reasons, it
became practical, both econom cally and ot herw se,
to purchase gas rather than oil

Q Do you know i f the gas that the conpany
pur chased was hi gher on equival ent basis to the dollar
per gallon price per oil that's noted in these
m nut es?

A Well, | think sone of it was. And
think, again, the reason for that was environnmental.
We have some conbustion turbines where we had obt ai ned
permit waivers fromair pollution agencies that
all owed us to run the turbines I onger than we would
normal |y be allowed to do. And the conditions of
those permits included a comritnent on our part to buy
what's known as ultra | ow sul fur oil

And, of course, the cost of that oi
is higher than the cost of the standard .5 percent
sul fur oil that trades in the market. |In fact,
think that oil cost was nore |like $1.24 per gallon.
And so you need to equilibrate that to the gas
prices that the conpany paid during this tine.

Q On Page 133 -- and you don't necessarily
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have to refer to it -- of this exhibit, there's sone
m nutes fromthe Septenber 6th nmeeting of the risk
managenment conmmittee. And do you know whet her the
ri sk managenent comittee nmet between April 2nd and
Sept enber 6t h?

A. Ch, I'mfairly certain that it did.

Q Do you know whet her there were any
m nutes fromthose neetings?

A Normal Iy, there are. If | can find 133.
I think -- 1"mnot exactly sure what the source of
this data request for exhibit was. But | think what
we did in responding to this is we supplied m nutes
fromthe risk conmittee neetings that had to do with

gas hedgi ng deci si ons.

Q Well, let's nove over to those
materials. | think you're referring to your
Exhi bit 9C?

JUDGE MACE: |s that 159C?
MR. VAN CLEVE: Yes, it is, Your Honor
JUDGE MACE: Can you wait just a mnute
can you wait until the Commissioners... Al right, go
ahead.
BY MR VAN CLEVE:
Q If you could refer to Page 19 of

Exhi bit 159C.
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MR. VAN CLEVE: And, Your Honor, |
have -- at |east on ny copy, these graphs are
extrenely hard to read. And we received the sane
graphs | believe in response to a data response, and
would just Iike to hand it out. | believe it's a
cl earer version of the sane page.

JUDGE MACE: Very well

BY MR VAN CLEVE
Q M. Gai nes, can you verify that what
you' ve been handed is a nore | egible version of the
same charts?
A Yes. It looks like it is.
Can you tell us who CERA is?
| believe it's Canbridge Energy Research

Associ at es.

Q And what about PI RA?

A I'"'m not sure what that acronym stands
for.

Q Is CERA a gas market forecasting entity?

A. Anong ot her things, yes.

Q And you don't know whether PIRA is al so

a gas market forecasting entity?
A Well, | believe they started out
forecasting oil prices, but | believe they are now

al so forecasting gas and power prices.
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Q Are these entities that the conpany pays
to receive forecasts fron®

A We' re been subscribing to their service,
yes.

Q Okay. Looking at the first graph on
Page 15 of Exhibit 159C, you see the three lines in
the graph?

A Yes. | see those.

And can you explain what these are?

Sure. | think one is a PIRA forecast at
some point in tine of the future gas price. One is a
CERA forecast of the sanme thing. And | think one is
the actual forward price of gas in the market as of
some point in tine.

Q Well, is that the conmpany's forward
price curve, the top |ine?

A No. That's what the nmarket was trading
for at that point in tine.

Q If you can turn back to Page 15 of this
exhibit, which is -- has a Page 1 down in the bottom
ri ght-hand corner, which this graph is an attachnent
to this docunent.

And just to give this context, naybe we
shoul d go back to Page 11. So are Pages 11 through

19 part of a data response to ICNU request 4.1-1 that
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you prepared?

A. Yes. | believe that's right.

Q And begi nning on Page 15, this is an
energy market outl ook that was presented at the Apri
ri sk management conmittee neeting; is that correct?

A. This was sonething that was, | believe
produced internally and was a summary of sone of the
staff's thoughts. | don't recall it being presented
at the neeting, but it may have been

Q I was just |ooking at the data response,
and in the second paragraph it indicates that it was

an energy market outl ook that was presented at the

ri sk managenent committee neeting. |Is that correct?
A Are we back to Page 11 now?
Q Yes. In the second paragraph of your
response?
A Yes, that's right.
Q Referring to Page 15 again, the energy

mar ket outl ook, if you | ook at the second to | ast
sentence in the first paragraph, it says: Qur viewis
that the Sumas basis is nuch nore bullish and volatile
than the way CERA and PIRA represent it.

JUDGE MACE: M. Van Cleve, |'d like to
ask you to repeat that because | could hardly hear it.

BY MR. VAN CLEVE:
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Q Okay. It says: CQur viewis that the
Sumas basis is nuch nore bullish and volatile than the
way CERA and PIRA represent it.

A | see that sentence.

Q And does this nmean that the conpany
basically felt that gas prices were going to be higher
than what these forecasting entities were projecting?

A | think that's what that says, although
I think the nore conpelling evidence is what the
mar ket was saying at the tinme.

You had us previously | ooking at
Page 19, and as | nentioned, the top curve on the
top graph is the actual forward market price of gas
at the tinme that these decisions were being made.

And while it's interesting, | suppose, what CERA or
PI RA or even the Puget staff m ght have thought was
happeni ng or m ght happen, what really matters is
what the actual market price was.

The conpany deternmined that it needed
gas to run its resources to supply its |oads, and
proceeded to procure that gas over the period of a
couple nonths. Forecasts are interesting, but the
mar ket governs prices you actually pay.

Q You woul d agree, wouldn't you, that the

CERA and PIRA forecasts turned out to be npre accurate



00810

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

than this forward price curve?

A. No, I wouldn't agree with that. | think
the CERA and PIRA forecasts show prices at $4.00. |
don't think the price turned out to be $4.00 anynore
than it turned out to be $6.00. And | think if you
| ook backward at the CERA and PIRA forecasts that were
on the street before this period, they didn't predict
the price run-up that you see in the top curve either

But as | say, we do subscribe to their
service and we use it as a guide, but it's not the
determining factor in our decisions to hedge or even
when to hedge.

Q Can you tell us when the conpany
realized that the blip that you described in this

graph, when it determ ned that that wasn't going to

happen?
A It did happen. So..
Q You nean that we had $10.00 prices in

January of '02?

A. At the time that we were | ooking at
this, and | believe we're in the April '01 time frane,
that blip was the narket price of gas for those
peri ods.

Q Right. But the blip didn't actually

occur during these nonths; correct?
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1 A Oh, you nean the spot prices didn't turn
2 out to be at that |evel?

3 Q Ri ght .

4 A That's right.

5 Q And when --

6 A And when did we determ ne that?

7 Q Ri ght .

8 A Well, it's easy to see it in hindsight.
9 | don't know that we ever determined that it couldn't
10 happen | ooki ng forward.

11 Q Well, but nmy question is, is back in

12 April of 2001, you anticipated a fairly large run-up
13 in the price of gas in this Cctober to March 2002 tine
14 frame, and you nmade certain hedgi ng deci sions based on
15 that. And ny question is, at what point did the

16 conpany realize that the spot price wasn't going to

17 run up, or when did the forward price curve flatten

18 back out?

19 A Well, 1 think there's an assunption
20 implicit in that question, and it's really been
21 implicit in some of the other testinony that is just

22 wrong. Hedging isn't about betting on price. Hedging
23 is about taking volatility out of a conpany's costs.
24 It's nmore |like an insurance policy, if you will.

25 So our objectives and our anal yses and
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techniques in our risk managenment activities aren't
about betting on the nmarket. They are about taking
out cost volatility and insuring that we have
adequate fuel power supply to neet our |oads. And
that's what we were doing during this period.

Q So you're not sure at what point in tine
you decided that there wasn't going to be a |arge
run-up in gas prices this winter?

A We don't try to explicitly forecast the
price. And so |I'mnot sure there was ever a point in
time that the conpany decided that winter gas prices
woul d or woul dn't be high.

Q You've testified that the conmpany's
basi ¢ power supply costs have increased since your
| ast rate case; is that right?

A That's right.

Q And can you tell us what categories of
costs these are?

A We put a data response in; | don't
remenber the nunber. But the largest increases are in
the categories related to our PURPA contracts, our
gas-fired co-generation contracts, which have |ong
term escal ating prices associated with them | think
we could point you to that data response.

JUDGE MACE: M. Van Cl eve, we have been
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at this for some time, and I'mthinking it m ght be an
appropriate time for an afternoon break. But | want
to consult with the parties and see where you are in
your cross. |f you have two minutes |I guess we could
stick with you, but...

MR. VAN CLEVE: | could use a brief
br eak.

JUDGE MACE: Let's take a fifteen-minute
recess, then.

(Recess was taken at 3:00 p.m)

JUDGE MACE: All right, let's go back on
the record. M. Van C eve?
BY MR. VAN CLEVE:

Q M. Gai nes, could you please refer to
Exhi bit 166, which is your response to public counsel
data request No. 58.

A Yes, | have it.

Q Is this the data response that you were
referring to before the break, dealing with the PURPA
contracts?

A Yes, it is.

JUDGE MACE: Which number were you
referring to?
BY MR VAN CLEVE:

Q It's 166. And in the first paragraph of
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your response to this data request, you indicate that

PURPA costs have increased by about 110 million. Is
that right?

A Yes, that's right.

Q And that is for PURPA contracts which

exi st both in the "96 tinme frame and the 2001
correct?

A Right. W didit that way so it would
be an appl es and appl es conpari son

Q If you turn to the next page of
Exhibit 166. And there's basically four quadrants on
this page, it's a table. |If you look in the quadrant
in the upper left-hand corner it says PURPA Contracts,
and you go down to the final line, subtotal PURPA in
both periods, there's a 307.7 million dollar figure
there; correct?

A Ri ght .

Q And then if you just follow that |ine
over to the far right of the page, there's a 197
figure; is that right?

A That's correct.

Q And if you subtract the 197 fromthe
307, that's where you got the 1107

A Yes.

Q Al right. Now if you nove up one |ine,
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this line is the total, all PURPA contracts in both
periods; is that correct?

A Right. That line, at least in our view,
ends up being not apples and appl es because vari ous
contracts are included or excluded during the two
peri ods.

Q Okay. Would you agree, subject to
check, that if you subtracted the 262 mllion in the
earlier period fromthe 309, approximately, in the

2001 period, that the difference would be 47.8

mllion?
A Yes.
Q And woul d you al so agree that in that

line that the kilowatt hour energy volunmes for the
total PURPA contracts in the 2001 versus the 1996 is
roughly simlar?

A They are cl oser, yes.

MR. VAN CLEVE: Your Honor, | did want
to offer 166 and 169. Qur Exhibit 167C, | believe,
has al ready been adnitted as 285, and we'll w thdraw
Exhi bit 170.

JUDGE MACE: So we're dealing here with
your Exhibit 166 and your Exhibit 169?

MR. VAN CLEVE: That's correct.

JUDGE MACE: |s there any objection?
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Hearing no objection, I'Il admt those two exhibits.
(Exhibits 166 and 169 admitted.)

And |l et me make sure that | have this
correct. 167C has been admtted as 285, and you're
wi t hdrawi ng 170.

MR. VAN CLEVE: That's correct.

CHAl RMOMAN SHOWALTER:  And 285C.

JUDGE MACE: 285C, thank you. | believe
it's already been admitted.

JUDCGE MOSS: That's correct, yes.

MR. VAN CLEVE: Your Honor, that's al
the questions | have for M. Gaines.

JUDGE MACE: M. Kurtz?

MR. KURTZ: Thank you, Your Honor

CROSS- EXAM NATI ON
BY MR. KURTZ:

Q M. Gaines, could | refer you to Page 6
of your direct testinony? Just one very brief
statement on Line 13 and 14 | want to ask you about.

You say that during the period since
the conpany's |ast --

JUDGE MACE: |'msorry, you're on
Page 67?

MR, KURTZ: Page 6 of the direct



00817

1 testinmony --

2 JUDGE MACE: Okay, thank you.

3 MR. KURTZ: -- lines 13 and 14?
4 A Yes.

5 BY MR. KURTZ:

6 Q You make the very brief statenent that

7 during the period since the conpany's |ast genera

8 rate case, the power and natural gas markets have

9 become much nore devel oped. Do you see that?

10 A Yes.

11 Q | just want to ask you a few of the

12 devel opnents in the electric market. Back in 1992

13 when your | ast rate case was, that was before the FERC
14 order 888 and the open access transmi ssion tariffs?

15 A. And before the NEPA '92 Act, yes.

16 Q The Energy Policy Act of 19927

17 A Ri ght .

18 Q So before your | ast rate case, there was
19 still in the whol esale market a cost-based FERC

20 regi me?

21 A Absolutely. At |east a cost-based cap
22 on whol esal e power rates, yes.

23 Q And since then, of course, we've noved
24 to a market-based pricing schene.

25 A That's right.
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Q So since the -- since your last rate
case, has the volune of your whol esal e purchases and
sales on the -- on the trading market increased?

A Qur volunme has risen, yes. Mnhnmm For
a variety of reasons.

Q Back in "92 it was utility to utility
primarily. And now of course there's FERC-certified
power marketers as well as utilities?

A That's exactly right.

Q And has the price volatility increased
during that tinme period al so?

A Well, | would say as a general matter,
yes. And the renmpoval of the FERC cost-based price
caps, of course, was a big factor in allowing that to
happen.

Q Now as a general matter in the whol esal e
mar ket, are on-peak prices higher than off-peak
prices?

A Well, as a general matter. But probably
Il ess so in this region than anywhere el se because of
t he predomi nance of hydroel ectricity.

Q What woul d be a typical on-peak
of f-peak differential? | guess | should specify.
Let's say an of f-peak hour of an off-peak nonth versus

an on-peak hour of an on-peak nonth.
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A I"'mnot certain | could tell you that
nunber. W could look it up. If you just look within
a day, if you look at the period before the price
escalation in 2001, that difference was probably 2 to
4 mlls a kilowatt hour on a typical day.

Q One last thing about the difference. 1In
the old regine, typically the energy charge and the
demand charge were explicitly identified and stated so
FERC could rule on the cost justification for both?

A At least in the Western US, prices were
made nore on a per kilowatt hour basis and were capped
at cost on a per kilowatt hour basis. At |east for
whol esal e trading type tariffs.

Q Wt hin that per megawatt hour cost would
be included the energy and capacity costs?

A Yes.

Q Wuld they -- but they would not be
specifically identified as such, you're saying?

A Typically not so nuch for the Western
utilities that I'mfamliar wth.

Q Now under the current reginme, they are
conpletely unidentified. And as a general matter, you
don't know when you pay $40.00 a negawatt hour what
the energy cost and the demand cost of the supplier

is?
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1 A They were totally decoupled from cost,
2 at | east theoretically, in a rate-nmaking sense.

3 Q So you don't know how nmuch profit the
4 sell er woul d be nmaking or not making?

5 A That's right. There's no real way to
6 know.

7 Q Now on Page 8 of your direct testinony,
8 you discuss at Lines 9 through 12 sonme generating

9 projects in the conpany's portfolio which are owned by
10 other parties and sell to you under |ong term

11 contracts. Are these the PURPA projects you were

12 referring to?

13 A Those are the ones that | had in mnd

14 when | wote this answer. Also the M d-Col unbi a

15 contracts are a simlar kind of arrangemnent.

16 Q Do your PURPA contracts explicitly set
17 forth an avoi ded energy and an avoi ded capacity

18 conponent ?

19 A No. Qur contracts, at |east the mgjor
20 ones, are all done on a per kilowatt hour basis so as
21 to incent the co-gen operator to have a high | evel of

22 availability.
23 Q Are these PURPA contracts based on the
24 conpany's avoi ded costs at the tinme the contracts were

25 entered into?
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A No. In this state, there was a
conpetitive bidding rule inplenented, so they are the
result of a conpetitive bid that the conpany conducted
in the | ate 1980s.

Q When you were di scussing with

M. Van Cleve Exhibit 166, you identified that 110

mllion dollar increase in your PURPA contracts?
A Ri ght .
Q From what period to what period?
A That was fromthe period 1995-96 through

| believe 2000-2001.

Q Is this 110 million dollar increase in
your PURPA contracts a conponent of the 170 million
dol I ar net power cost under-recovery?

A Yeah.

Q Is it, dollar for dollar, a conponent
that this -- 110 nillion out of 1707

A I amnot sure if it's exactly dollar for
dol lar. Because, keep in mnd, we allowed for sone of
the rate increases that occurred between '95 and now,
we allowed that they were to recover power supply
costs. So I'mnot sure that you could equate those
t hi ngs exactly.

Q How cl ose are they? OQut of the 110, how

much is attributable into the 170?
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A I"d have to go do a little math. |
don't think |I could tell you right off the cuff.
Q Do you have any type of reasonabl e

estimate of what that ampunt is?

A No, | don't.

Q You say in this data request that part
of it is -- part of the 110 is energy-related and part
of it is capacity-related. |Is that right?

A Well, | suppose you could think of it
that way. | nmean, they are really just schedul es of

per kilowatt hour prices that are built into these
contracts, and presunably all of the costs of the
devel oper and owner of the project are reflected in
those prices.

Q In fact, for those devel opers to be able
to finance these projects, they have to recover nore
than just their variable costs, they have to recover a
return of their capital investnent as a fixed cost?

A Exactly.

Q You say, in general -- this is on 166 if
you want to take a look at it, or | can just read you
t he sentence.

A | have it here.

Q The second to | ast paragraph: In

general, contract prices have increased due to
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contract escal ation clauses in either demand charges
vari abl e charges, or both. Ckay.

When | said -- | mght have said
capacity charges, but it's the sanme as demand
charges. How nmuch of the 110 is attributable to

i ncreases in demand charges?

A | don't know. We didn't break it down
that way. | just don't know.

Q But part of it is; you just don't know
how nmuch?

A. Ri ght .

Q Let me ask you, if | could, for you to
turn to Exhibit WAG-3. | don't know how it's been
marked. [It's the exhibit where you calculate the

170, 700, 000 doll ar net power cost differential.

A Right. | have that one.

Q It's Exhibit 153. Are you there?

A Yes, it's ny WAG 3 exhibit.

Q Right. What | want to do is look at, to

keep things a little nanageable, three different

mont hs -- excuse ne, two different groupings of three

di fferent nonths, January-February-Mrch, versus

April-May-June. | think you'll be able to follow ne.
The Line 4, your first line here, coal,

and this is in dollars, isn't it?
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A Yes.
Q And the coal prices are three mllion
two point seven, three million two point nine, two

point two, and two point four; relatively constant?
A That's right. That reflects that these
are generally based on plants, and that the coa

assunption is uniformacross the year

Q So These units are pretty nuch al ways
runni ng --

A Yes.

Q -- to the extent they're avail able.

Next is natural gas.

A Yes.

Q The next is natural gas: January, 19.2;
February, 19.3; March, 17.7. And then it falls off
dramatically: April, 3.3; My, 3.1; and June, 3.8?

A MM hnm

Q Now why does that natural gas dollar
cost drop off so dramatically?

A. Well, there's a couple reasons for that,
at least a couple primary ones. One is the expiration
of sone of the fixed-price gas purchases that we were
di scussing earlier

But probably the larger underlying

reason is the fact that the in the second quarter
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the March -- or, pardon me, the April through June
period, that's when the hydroel ectric runoff occurs
inthis region. And so, typically, there's a
surplus, or an abundance anyway, of hydroelectric
generation, and the higher-cost thermal plants get

di spl aced during that tinme.

Q Now | et's drop down to Lines 28 and 29,
delivered | oad and -- excuse nme, 27 and 28, |oad and
delivered load. |Is the difference, |ine |osses,

generation versus netered sal es?

A. | believe that's right.

Q If we | ook at 28, delivered load, in
January, 1.995; February 1.688; March 1.735. And then
it again drops off: 1.485, 1.438, and 1.343.

What is the nature of -- why is the
| oad dropping off in that period?

A Well, this is a w nter-peaking region
for the electric utilities because of the saturation
of space heating. And so our system|oad foll ows
space heating and water heating requirenents and is
hi gher in the wi nter because of that.

Q O the on-peak usage, the space heating
and the water heating, is that primarily a residentia
usage?

A |''mnot sure about that.
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Q There's an exhibit -- do you have
Exhi bit 279, M. Gaines?

A I don't think | do.

Q Do you have this exhibit from

M. Schoenbeck's testinony?

A Yes.

Q Do you interpret this to nean that the
residential |oad reaches its -- is the greatest
proportion of your overall load in the January and

February period, your on-peak period?
A Yes.
Q So would it be fair to conclude that in
t he January- February on-peak tine period when the bul k
of these costs are incurred, the residential load is
at its highest?
A I think that statement is accurate as
far as it goes, yes.
Q Now on Line 31, is the baseline from
your '92 rate case 24.747
CHAl RMOVAN SHOMALTER: Are you back on
Exhi bit 153?
MR KURTZ: Yes. Yes, |'msorry.
A At Line 35, you say?
BY MR KURTZ:

Q Line 31. The baseline fromyour --
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A Yes.

Q -- '92 rate case. And you've shown a
constant baseline for every nonth of the year, the
same dol | ar anount ?

A That's right.

Q Now, the last | want to | ook at, Line

36, total increase needed. This is where you

calculate the 170.7 million?

A (I'ndicated affirmatively.)

Q Okay. I n January, the increase needed
is 32.8 mllion; in February, 33.5 mllion. |Is that
right?

A That's right.

Q March, again, a pretty big number, 27
mllion?

A Yes.

Q | think M. Van Cleve actually

cal cul ated the percent of those three nmonths out of
your total 170. Do you renenber what that percent
was?

A Well, 1 think he got ne to agree that
was nmore than half. | don't think |I have the
per cent age.

Q Let's just go to April. Total increase

needed is 4.3 mllion
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A Okay.
Q Then in My, 778,000; and then June,
17.6 mllion. These are considerably | ower-cost

months; is that right?

A Well, that's right. But it's to sone
degree an artifact of the way this cal cul ati on was
done. Because, as you pointed out, Line 31 is
conputed on a uniformnnonthly basis, whereas the
proj ected power costs are done on a varying basis,
nont h by nont h.

And this exhibit, of course, wasn't so
much about determ ning what the recovery ought to be
month by nonth as it was over this whole deferra
and interim period.

Q Shoul d Line 31 have been sonet hi ng
different instead of a straight chart?

A In a perfect world, it probably could
have been, but | don't believe that we had the data
avail able to conpute it nonth by nonth.

Q Are you now throwi ng into question the
whol e accuracy of this table?

A No. Not at all --

MS. DODGE: (Objection to the
characterization of this testinony.

A -- no.
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JUDGE MACE: Just a nonment. |'msorry,
Ms. Dodge. | didn't hear the objection.
MS. DODGE: | objected as to the

characterization of M. Gaines' testinony in that
guesti on.

MR KURTZ: 1'll withdraw the question
and rephrase it.

JUDGE MACE: Very well
BY MR, KURTZ:

Q It's your position that the dollar
calculation is still accurate, even though the Line 31
does not reflect the actual nonth-by-nmonth cost of
your power cost fromthe '92 rate case?

A Yeah. As | indicated a m nute ago, what
we were trying to do was deternine the under-recovery
for the entirety of this period, not necessarily to
conpute it with great precision nonth by nonth.

Q Even if we don't | ook at the delta, or
the difference between the projected 2002 versus the
1992 historic, you would agree that on a gross dollar
basis that the costs are still highest in
January- February-Mrch, the on-peak nonths?

A Yes. The costs generally follow the
| oad pattern and the hydroelectric pattern in the

area.
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Q And, of course, your nethod of cost
recovery is a flat kilowatt hour charge that doesn't

take into account any of these on-peak, off-peak

monthly variation or any differential at all; is that
right?

A. That's right.

Q Now, do you know, of the $170, 727, 000

that you're seeking recovery for here, how nuch of
that is related to fixed costs and how nuch is rel ated
to variable costs?
A No, | don't know.

MR, KURTZ: Thank you. Your Honor
those are all ny questions.

JUDGE MACE: Any questions fromthe
bench?

CHAI RWOMAN SHOWALTER: | have sone.

EXAM NATI ON
BY CHAI RWOVAN SHOWALTER:

Q M. Gaines, | possibly could be
repeating a question asked or at |east asking you for
an answer you've already said, and | apol ogi ze if
that's the case. And also it's possible that I'Il ask
you a question that was answered by M. Donal d Gai nes,

but just let ne know.
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A All right.
Q If you would turn to Page 8 of your
testi nony.
A The direct testinony?
Q Yes, your direct testinony. Lines 4 and

5, you said you have had to provide credit

enhancenent. Can you tell nme what type of enhancenent
you have provided and to whom if you know it; or at

| east the type of entity with sone specificity, if you
know. If this was the answer to your question to

M. Van Cleve, that's fine.

A No, we didn't. Unfortunately, | didn't
have the specifics at the time, but | was able to
gather a few of them during the break. And as far as
who we've actually provided credit support to, it was
one of the marketing entities -- actually, Enron
before it got itself in financial trouble we posted a
letter of credit as a formof security so that we
coul d continue doing transactions with Enron

We've had --

Q And when was that?

Oh, it was in the fourth quarter of [ ast
year.

Q So is this a case of -- well, first, let

me ask you, was the contract that you had with Enron a
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WEPP type contract?

A. Well, of course before its collapse,
Enron was one of the major market-nakers, in power and
gas both, in the Western US, and so it was hard not to
have transactions of all sorts with Enron

So, yes, we had WSPP transactions, we
had Gl SB gas transactions and al so | SDA fi nanci al
derivative type transactions with Enron. They were
a maj or market-maker, and so it was necessary to
continue to trade with them

Q Well, then is this the case of the
seller, in this case Enron, either under WSPP or
anot her contract, electing or deciding that Puget was
not creditworthy and therefore it wanted to ask for
credit enhancenent ?

A Yes.

Q Al right. Any other cases that have
occurred thus far?

A There are a nunber of counterparties who
have either nmmde inquiries about Puget's credit or
have reduced the amount of credit exposure that they
will allow their traders to have with the conpany, or
both of those things.

Q Al right. Ws that when you answered

there were four such entities?
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A VWll, there are at | east four. There's

Power X, Pacific Gas and Electric trading arm The
nost recent was Engaged Energy, which is one of the
maj or gas trading partners for the conpany and, aga
one of the mpjor market-makers here in the Pacific
Nort hwest, at least in natural gas.

Q Al right. And you said they had
i nquired or reduced their credit exposure, or both.

But of these, how many have reduced credit exposure?

A. That 1'Il have to investigate to be
certain.

Q I'd like to know that if you can tel
t onorr ow

JUDGE MACE: We will make that a bench
request, bench request No. 8.

JUDGE MOSS: | think it will 9. W've
used 8.

(Bench Request No. 9.)

BY CHAI RMOMVAN SHOWALTER:

Q On Line 14 you used the term"credit

support,” and on Line 4 "credit enhancenent." |Is
there any difference in those terns?
A I little bit. | was trying to get at

two different points here. The point on Line 14 is

n,

us

that a nunber of our -- now, these are a |onger term
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power suppliers such as the co-generation contract
counterparties -- Tonasket, Encogen and so forth, they
have project-financed their generators. And so the
quality of their debt relies on the quality of Puget's
ability to pay.

And so when Puget began experiencing
credit downgrades as an exanple, the credit of the
Tonasket subsidiary that owns the Tonasket plant in
What com County was simlar to downgrades because it
relies on the Puget credit for paynents.

Q Okay. But then in | ooking at Line 147

A Line 14 was nore -- was intended to be
nore forward-looking. So that if the conpany were to
seek to engage in new, long term supply arrangenents,
say, with IPT or QF devel opers who woul d, agai n, need
to Il ook to the conpany for security of paynents, it
woul d be beconme nore difficult for those devel opers to
finance their projects because the quality of the
utility's prom ses to pay woul d be reduced.

Q By "it would be nore difficult," neaning

if you don't get the relief that you've requested?

A Ri ght .
Q Now i f you could turn to Exhibit 417,
that's the excerpt froma WSPP contract. It's an a

exhibit to Lisa Steel's testinmony.
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A Yes, | have it now.

Q M. Van Cl eve asked you sone questions
about this exhibit and how it would be inplenmented,
particularly in talking about the mark-to-narket
concept. And he gave the exanple of forward power
purchased at $25.00 a negawatt hour, and the
subsequent price, nonth to nonth, did not change.

A Ri ght .

Q And | was confused by the question and
answer there, because it sounded as if that neans that
no paynment had to be nade. But as | read this
contract, once the seller determ nes, reasonably, that
the buyer is not creditworthy, that then the seller

can demand certain instruments that guarantee that

payment --
A That's right.
Q -- aml right?
A No, that's right. And it's the reason

why | was a little hesitant when | was answering
M. Van Cl eve's question

Because we're clear on how the
mar k-t o- mar ket part works, but it's true that in
each of these maser contracts, WSPP, G SB, and | SDA
that there's slightly different treatnment of the

credits forward requirenments for the underlying
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paynment, the paynment for the energy price that

you' ve agreed to itself, and | didn't want to cause
confusion. | was trying to generalize across the
three contracts, and | didn't want to have to dive
down into the specifics of each one.

Q But, in general, the cost to the conpany
of the execution of these paragraphs isn't the direct
paynment of the mark-to-nmarket difference, it's the
letter of credit that you have to buy to guarantee it;
is that correct?

A. It's really a matter of degree. It's as
the utility's credit quality begins to slip, the cost
of a letter of credit increases. And, presumably, you
get to a point where the letter of credit is not
available at all fromany third party credit support
entity.

And so at that point the cash
collateral has to be advanced, so it's a matter of
degree how far the credit quality has slipped.

Q Okay. If I'mthe seller and | think
that you are uncreditworthy, then isn't what | get is
some kind of assurance that | will be paid the
difference, and | get that well before any difference
has occurred. |Is that correct?

A Yes. You try to look forward, and you
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try to get a nmarket nmeasurenent of what the difference
will be. And then you get credit support for at |east
that difference and perhaps for the underlying price
as wel | .

Q Well, okay. |If I'mthe seller and you
were the buyer, and | think you are uncreditworthy, ny
question is, if the price turns out to remain a flat
$25.00 an hour, is that cost free to you? O is there
sonmet hing that you have to pay for at the outset of
when | make this demand that is either a letter of
credit or posting of sone collateral or sonething,
some kind of liability on your part?

A It's the part of the question that | was
alittle bit hesitant about answering w thout | ooking
at the three contracts in nore detail

Because nmy recollection is that the
ability of the seller in this case to request credit
support is not necessarily limted to the
mar k-t o- mar ket val ue in each case. | believe that
there are at |east one or nore of the contracts
where the seller can also require the posting of
security for the underlying energy price, the 20
mlls or so that | agreed on day one to pay for the
power. And | would just need a little nore tine to

research the contracts to confirmthat.
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Q Then | was also a little confused when
you were tal king about Exhibit 159C, Page 19. And
what | want to knowis, if |I look at April 'Ol and it
is April of '"01, is the black line the actual cost if
| decide to buy in April '01 sone power for
Decenmber of '01 and it's up over $10.00?

A Yes, exactly.

Q Okay. But then for the forecast, the
CERA and PIRA forecasts, when were those forecasts
made?

A Well, I -- 1 don't --

Q Because you would think if they were
made in April of '01, of course, they would know what
t he power was?

A. It |ooks |ike they were nade maybe in
m d- March, but that's only an assunption. |f you | ook
down at the | egend bel ow for 3/16 and 3/ 26 probably
are the dates of those forecasts.

Q | see. So CERA on March 26th forecasted
that to buy power in Decenber, right then, would be --
that is, on March 26th -- would be sonething about
$4.50 or $5.007?

A Well, of course, what they are
forecasting here is what they think the actual price

of power nmight be, or gas in this case, when we got to
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Decenber. They are not saying that as of April 1 we
coul d have bought power or gas for Decenber at $4.50.
Qbvi ously, we couldn't have.

Q Al right. So the CERA and PIRA |ines
are forecasts of spot market prices, but the solid
line is an actual of forward prices?

A | think that's the way | would think
about these, yes.

Q Al right. | think |I understand. Do
you have the conparabl e page, or could you produce a
conparabl e page to this very page that, instead of
running fromApril '01 to August '02, ran from
April '00 to August 01? 1In other words, one year

earlier, what were people saying about the forward

prices?
A | believe we can. I'"l'l have to confirm
that we were -- | believe we can.

JUDGE MACE: Do you want to nmake that
bench request No. 107

CHAl RMOVAN SHOWALTER: Okay. Did you
say it was bench request No. 107

JUDGE MACE: Yes.

(Bench Request No. 10.)

MS. DODGE: Just to clarify, it will

depend on whet her the conpany subscribed to these
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1 services at the tinme, but we'll see.

2 A. That's what | was going to say, although
3 I think we can find a way to do this.

4 EXAM NATI ON

5 BY CHAI RMOMAN SHOWALTER:

6 Q Al right. Then | think you began sone
7 of your testinony today saying that you were, in

8 general, able to offset your increase in costs for

9 sonme period of time by selling into the market and

10 applying that profit backwards to your overall costs,
11 but that nore recently you're not able to do that

12 because of the drop in the market?

13 A That's right.

14 Q And | understand that concept. But if
15 you take the deficit that you are in right now on

16 power costs, why does that equate to your need? |If

17 you were just in your own world of power costs, and
18 understand that's your world, you would see that need.
19 But at the point at which you |leap from
20 the cause of your distress over to what is required

21 to remedy it, why is there a direct link, or why

22 shoul d there be a direct |ink?
23 A Well, again, the reason that we made a
24 power cost presentation in this proceeding is because

25 we knew, it became evident | think to everyone, that
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power costs were the mpjor driver of the financia
need. And so that's what |'ve done in ny testinony
and presentation.

But | think your question about how
and why that relates to the financial need is

probably better asked of Don Gai nes.

Q Okay. | thought it m ght be.
A Yeah.
CHAl RAOMAN SHOWALTER: | think that's

all nmy questions. Thank you.
THE W TNESS: Thank you.

JUDGE MACE: Anyone el se?

EXAM NATI ON
BY COMM SSI ONER HEMSTAD:

Q From your comments here today and
perhaps fromyour testinony, it would appear it is the
conmpany's position that it is the -- its core power
costs are the PURPA contracts that are the driver of
your current distress?

A Well, it's the -- we have escalation in
our underlying costs, and our PURPA contracts are the
| ar gest component of that, yes.

Q Wul d that have been the case also in,

say, the spring of the year 2000 before the rapid
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i ncrease in market prices?

A It would have been. The escal ation has
been continui ng, you know, over the terns of these
contracts, which of course were entered into back in
the early '90s. But there have been a nunber of
things that have offset or masked those underlying
costs. For exanple, in 1999 we had an abundant
hydroel ectric condition and surplus power sales into
the market. Even though prices weren't high in '99,
the vol une of sal es was hi gher than average because of
the water conditions.

And then as we noved into 2000, even
t hough 2000 was approximtely an average
hydroel ectric year, the price escalation in the | ast
hal f of 2000 increased the margins from of f-system
sales and simlarly offset the underlying cost
escal ati on.

Same story in early '01. Even though
it was a horrible hydroelectric condition, the
second worst on record, still the margins that were
avai l abl e from sal es of combusti on turbine
generation into the market were sufficient to of fset
the underlying cost escalation. And it was only
then when the market prices collapsed in the mddle

of '01 that this offset was no | onger avail able.
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Q So in contrast to various of the other
utilities in the West which | have a genera
under st andi ng were di stressed because they had to buy
into the escal ating market --

A Yeah.

Q -- in a certain sense, other than the
opportunity to nmake noney in that rising market, |
suppose it's your position that the spike in the
market is largely irrelevant to your dil emma?

A Well, it's relevant to the extent it
went away, because the surplus sales margi ns have gone
away.

Q But et me pose it this way. Had there
not been a spike in the market in the last 18 nonths,
and prices had stayed fairly consistently, say, around
$20.00 a negawatt in a whol esal e market, you would be
here today anyway?

A O perhaps we would need to -- have
needed to be here even earlier

Q And/ or you woul d have been here sooner

A Mnhmm  But you're right. |If you | ook
at what has happened to the utilities in the area, the
shorts, if you will, the people who were net
purchasers and exposed to the market prices, did the

rate increases on the rise of the market; and the
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I ongs now are finding it necessary to ask for that on
the decli ne.
Q Maybe this is better addressed to Donal d
Gai nes and you can say so if it is, but is the
significant deterioration in the debt-equity ratio of
the conpany then a direct result of the escal ating
PURPA contracts?
A I think it's a package of factors, but |
think | should defer that to Don.
COW SSI ONER HEMSTAD: Okay. That's al
| have.
COWM SSI ONER OSHI E:

JUDGE MACE: Go ahead.

EXAM NATI ON

BY COW SSI ONER OSHI E:

Q M. Gaines, | just have a couple
foll owup questions to Chai rwonan Showal ter, and | was
trying to get a better understanding of the
rel ati onship of your credit ratings and indicia of
credi twort hiness that may be required by
counterparties. | guess the way | understand, and you
can stop ne at any point where you think I'mgetting
too far astray.

But at the point that you enter into an
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1 agreenent for the purchase of energy, then you may be
2 asked by a counterparty for sone indicia of

3 credi twort hiness should your credit rating drop bel ow
4 a certain threshold --

5 A Yes.

6 Q -- is that right?

7 A Yes. And perhaps in sone of the

8 contracts doesn't even require that much of a

9 triggering event. You mght just need determ nation
10 by a counterparty that it needs assurance of

11 per formance of sone ki nd.

12 Q And then | think this goes back to the

13 mar k-t o- mar ket, that should the market drop, that

14 counterparty may request enhanced credit support?

15 A Yes.

16 Q And so it's an ongoi ng process --

17 A It's very much --

18 Q -- to the termof the agreenent?

19 A Yes. It's nuch akin to posting margin
20 on securities transactions, nuch akin to that.

21 Q Okay. Now you -- let ne just ask you
22 speci fically about some of your counterparties and try
23 to get a feel for where this really goes. Because
24 there are, of course, sone utilities in the West that

25 have credit ratings by Rody's or S&' s that are bel ow
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the investnent grade.

Let's take Avista for exanpl e because
they are a Washington utility as well as you are, and
| assune there is some trading that goes on between
PSE and Avi sta?

A Yes.

Q Now, what credit supports or indicia of
credi tworthiness do you require? And | would inagine
it's somewhat based on what kind of arrangenment. In
ot her words, what your risk is, your exposure to their

financial situation?

A Yes.
Q Maybe you can give ne an exanple of a
contract that -- both a short termor a longer term

contract that you may have in place with Avista where
you have asked for additional credit support.

A Yes. Well, we have done that with
Avista and with a nunmber of other counterparties.

Puget itself nonitors the credit

quality of its counterparties and it uses a nunber
of methods to do that. And when we beconme concerned
about the creditworthiness of the counterparty, we
will begin to ratchet down the anount of credit
exposure that we will allow our trading group to

have with that counterparty.
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1 And Avista is a good exanple of that.
2 Their credit quality began to deteriorate quite sone
3 time ago, and so we ratcheted down our credit

4 exposure limts, and, ultimately, | recall we had to
5 ask for credit support enhancenent from Avista. And
6 | believe they provided it in the formof cash,

7 don't renenber the nunber, the anmpunt, right

8 of f hand.

9 But it works for us as well, of

10 course, because we wouldn't want to have a loss to
11 sonme trading counterparty that had credit problens
12 and have to conme here and have to ask for recovery
13 of that loss. The Commission |I'msure is as

14 interested as we are in ensuring that we have high
15 credit standards with the counterparties to whom we
16 sel | .

17 Q | guess, trying to put sone paraneters
18 around your situation with Avista, do you renenber
19 what their -- are we tal king about a long term
20 agreenent that you have with then?
21 A We have a long term agreenent with them
22 where they are the seller, and so they have credit
23 exposure to us in that way with respect to the | ong
24 termcontract. But we also, as you surm sed, have a

25 nunber of short termtransactions that we're doing
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with Avista --

Q And the tinme that expires --

A -- where we woul d be the sellers.

Q -- you're the sellers.

A So then the credit exposure is ours and

we then have to evaluate the ampunt of credit that
we're willing to extend to Avista. And, as | have
i ndi cated, that has been ratcheted down significantly

in the | ast year or so.

Q Okay. Do you do any trading with PG&E?
A. We do. But, again, because of their
credit quality situation -- I'"'mnot sure that we're

doi ng any trading anynmore. But before their
bankruptcy we were, yes. | believe our credit limt
with themnow is zero.

Q Can you give ne a little bit of a
background on the situation | think that
M. Schoenbeck rai sed about your, what | guess the
obl i gati on owed the conpany by the California

i ndependent system operator?

A | can. | can't recall whether that's
still under the confidential treatnment.
MS. DODGE: | understand that the tota

ampunt is not confidential but the conmponents of the

reserve still are. But he didn't have the conponents
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1 in his actual testinony.
2 A. Maybe | could deal with it in genera
3 termns.

4 BY COWM SSI ONER OSHI E:

5 Q First of all, what are the components in
6 reserve? What are we tal king about?

7 A Let me deal with it in general terns,

8 and if we need to do nunbers we could step into that

9 secondarily.

10 You know basical ly what happened, as

11 with nost other entities in the Pacific Northwest,

12 we had been during the latter part of the year 2000
13 selling surplus power to California because of their
14 need, and we had accounts receivable fromthe

15 California | SO when the utility, one of the

16 utilities that supports the creditor of the |ISO went

17 bankrupt, PGE

18 And so, as a result, the |SO defaulted
19 on a significant portion of the paynents, the

20 accounts receivable, that it had outstanding with

21 entities in the Pacific Northwest. So we are owed

22 nmoney by the 1SO and, in turn, the 1SO s credit was
23 supported by Pacific Gas and the ot her
24 i nvestor-owned utilities in California. So we have

25 a receivable fromthem and we' ve taken an accounting
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reserve agai nst at |east a portion of that
receivable. That's the situation that we have, and
it's not unlike the situation that other power
sellers in the Pacific Northwest have.
There are al so FERC proceedi ngs goi ng

on around refunds of anobunts in connection with
those sales, and that's the situation

Q Al right. 1s there any expectation of
recovery of the 42 and a half mllion?

A There is, but the tim ng and the ampunts
of that recovery aren't known now. And won't be known
for sone tinme.

COW SSI ONER OSHI E: Thank you.

EXAM NATI ON
BY CHAI RWOVAN SHOWALTER:

Q I have just a followup. Follow ng up
on that question, just in ny very lay mnd, what the
conpany has done is either bet that it won't recover
the full anpunt or any anpunt any tinme soon; or has it
done sonething |l ess than that, just guard agai nst the
possibility that it doesn't.

Can you just tell nme nore what you have
done?

A Sure. The conpany nmade an estinmate at
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1 the end of the year 2000, as it was closing its books

2 on year 2000, about how much of the receivable it

3 m ght ultimately collect and how much was at ri sk.

4 And t he amount that was at risk, the conmpany set up an
5 accounting reserve on its books for that anount.

6 Q Al right. But what does that nean, to

7 set up a reserve for that anount?

8 A It means that in the conpany's reported

9 financial results for the year 2000, there was sone

10 portion of that accounts receivable that we did not

11 recogni ze as revenue and did not recognize as

12 earni ngs --

13 Q Okay.

14 A -- because of the risk that it m ght

15 ultimtely not be recovered.

16 Q And then what, if anything, did staff do
17 about that particular elenment, if you know?

18 A I''m not aware of any treatnment of that

19 by staff.

20 Q Okay. Thanks.

21 A But | mght be wong, but | am not aware
22 of any.

23

24 EXAM NATI ON

25 BY COWM SSI ONER HEMSTAD:
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Q | have one additional question. In
M . Schoenbeck's Exhibit 275C, Page 857

A I's this the 5C exhibit of Schoenbeck's?

Yes.
I"'msorry, | have it
JUDGE MACE: It's Page 85.

Q | realize this page is confidential, but
there was testinony with regard to this, and -- in the
box at the bottom and the reference there to return on
average comon equity, 2000 actual, and then the
ot hers are projected.

Wuld it follow from your testinony
that those, what woul d appear -- anyway, returns on
comon equity substantially above the authorized rate
of return, were they based on the assunption of your
ability to sell into the market?

A Well, | think that they probably were.
They were probably based on a projection of power
costs that included sales into the market, given the
tinme that this was done.

Q And you woul d be naki ng those
proj ections of those kind of very high prices through
up through 20057

A. Well, I'"'mnot famliar right now wth

the studies, the power cost studies, that underlie
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this. So | would need to go do some research about
what the assunptions were because | didn't |ook at
t hose.

Q But I'mtrying to get a handle on the --
the prem se of your case is that it was, it's the
underlyi ng power costs and then your ability to

aneliorate that --

A Ri ght .
Q -- during the power spike period.
A Right. And | just don't know what

assunpti ons were nmade about the market prices in the
| ater years of this forecast. | just don't know |
assune that they were thought that they m ght continue
hi gh, but | just don't know.

COW SSI ONER HEMSTAD:  All right. |
guess | can't pursue that any further. Thank you.

JUDGE MACE: Any further
cross-exani nation generated as a result of the bench
guestions?

MR. VAN CLEVE: Yes, Your Honor, | have
a coupl e of questions.

JUDGE MACE: Well, | should perhaps turn
to Ms. Smith first.

MS. SM TH. Thank you, Your Honor
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1 CROSS- EXAM NATI ON
2 ( GAI NES- CROSS BY SM TH)

3 BY M5. SM TH:

4 Q I had a question, follow up fromone of
5 t he other counsel. | just have one questi on.

6 M. Gaines, you testified in response

7 to a cross-exam nation question from counsel that PSE
8 operates under a PGA for its gas operations. And do
9 you recall that testinony?

10 A Yes.

11 Q Okay. And for its gas operations prior

12 to Septenber of 2001, did PSE purchase gas for its

13 core custonmers subject to the PGA by either futures
14 purchase or hedging the price?

15 A | don't believe so.

16 MS. SM TH. Thank you.

17 JUDGE MACE: M. ffitch?

18 MR. FFI TCH: No questions, Your Honor.
19 JUDGE MACE: Co ahead, M. Van Cl eve.
20 MR. VAN CLEVE: Thank you, Your Honor.
21

22 CROSS- EXAM NATI ON

23 BY MR. VAN CLEVE:
24 Q M. Gai nes, you nentioned a |etter of

25 credit with Enron that you had to provide. Do you
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know when that was provi ded?

A. | didn't get the date.

Q Could we nmke a records request for that
letter of credit?

JUDGE MACE: That will be No. 13, and
that's the letter of credit related to the Enron
transacti on.

(Record Requisition No. 13.)

BY MR VAN CLEVE:

Q O her than the Enron letter of credit,
do you recall specifically any other credit
enhancenent that the conpany has had to provide?

A | don'"t. And as we were trying to
research there at the break, | had a little difficulty
because two of our credit people are out of the office
today. So | don't have any others for you.

Q Wul d you agree, M. Gaines, that under
these three major agreenents that you trade under that
sometines if the mark-to-market credit exposure of a
party gets above certain limts, they may be required
to provide sonme credit support even though they stil
have an i nvestnent grade bond rating?

A That can happen, particularly under the
| SDA agreenents. But the anopunt that you're obligated

to post is a direct function of your credit rating.
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So as the credit rating goes up your obligation to
post is reduced.

Q Now, you referred to the type of credit
support that we've been tal king about which is rel ated
to the mark-to-market ampunt. But you said that
perhaps credit support would be needed for the

underlying obligation?

A Ri ght .
Q And | would like to make a records
request for any -- if you could identify any portion

of those three agreenents that requires credit support
for sonething other than the mark-to-nmarket anount.

Ms. DODGE: Your Honor, | -- to the
degree you're tal king about identifying portions of
these exhibits, we're starting to -- or these
agreenents, we're starting to stray into | ega
anal ysis of the agreenents.

One option would be to nmeke the records
request sinmply that we provide all three agreenents
in their entirety, and then the bench would have
them and the parties would have them And it nmay be
t hat counsel, then, on brief that that's nmore a
matter for argunent, potentially.

MR. VAN CLEVE: Your Honor, | think sone

of these agreenments may be quite vol um nous and, given
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that we have just a week, that would be fine if they
want to provide the whol e agreenment, but it nmight be
hel pful if they could indicate what parts of the
agreenents they think support this proposition.

JUDGE MACE: It would seemthat the
agreenents woul d be couched in such a way that woul d
be certain provisions that would | ead to the need for
credit support pretty obviously, and so those could be
extract ed.

M5. DODCE: So those sections of the
agreenents that would be relevant, and then the
cross-references.

JUDGE MACE: So provide us with the
whol e agreenent, but then a reference to those
portions that would be in response to M. Van Cleve's
concern. M. Van Cl eve?

MR. VAN CLEVE: Thank you.

JUDGE MACE: Does that satisfy what you
were | ooking for here?

MR. VAN CLEVE: Yes. And | just have
one ot her question.

JUDGE MACE: That will be No. 14.

(Record Requisition No. 14.)

BY MR VAN CLEVE:

Q There were sone questions about Avista,
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and you testified that Puget Sound Energy was still

transacting with Avista. |Is that correct?
A ['"mnot certain about that.
Q And you al so nentioned that Avista was

required to put up cash related to a transaction?
A. That's right.
Q Do you know i f the ampbunt of cash that

they put up was based on a mark-to-narket cal cul ati on?

A | don't recall.

Q And is this --

A | don't believe so.

Q What was it based on; do you recall?
A I think it was just an amount that was

agreed on between the organizations.
JUDGE MACE: It was just a what?

A Just an anount.

BY MR VAN CLEVE

Q Is the anpunt equal to the conpany's
current credit exposure to Avista?

A | believe it was based on an estimte of
how much credit exposure we m ght have to them for
some period of tinme, yes.

Q And is that cash deposit still in place?

A | don't recall.

Q You stated that the conpany's credit
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1 exposure limt to PG&E was zero?

2 A. | believe that's right presently, yes.

3 Q What is the conpany's credit exposure to
4 Avi st a?

5 A I don't recall. | don't recall whether
6 it's zero or sone small anount.

7 Q O whether it's even small or not?

8 A Well, it's not large, | can tell you

9 that. But it's either some small anount or zero.

10 MR. VAN CLEVE: Okay. Thank you.

11 JUDGE MACE: M. Kurtz?

12 MR, KURTZ: Your Honor, | do have just a
13 coupl e of questions.

14 (BEG NNI NG OF CONFI DENTI AL PORTI ON)
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(END OF CONFI DENTI AL PORTI ON)

MS. DODCE: Excuse me, | do need to
interrupt now. | believe a m stake was nade on
confidentiality. And while the room has not been
cl eared, nost of the people in here have signed
confidentiality agreenents. But for purposes of the
transcript, | thought we were going to be tal king
about the reserve anount which is not a confidentia
amount, but the total owed is sonmething that is
confidenti al

CHAl RANOVAN SHOWALTER:  We al so -- there
may be people listening on the line.

JUDGE MACE: |s there anyone --

CHAl RMOVAN SHOWALTER: Let's ask. Is
there anyone on the line |listening.

UNI DENTI FI ED SPEAKER:  Yes.

JUDGE MACE: And who is that?

MR. HILL: This is Steve Hill.

MS. DODGE: M. Hill has signed a
confidentiality agreenent.

JUDGE MACE: All right. Anyone else on
the line?Those sol e.

MR. POPOFF: Yes. This is Phil Popoff.

MS. DODGE: M. Popoff is with the

conpany and has signed a confidentiality agreenent.
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JUDGE MACE: All right. Anyone else on
the line?

MR, ENGLERT: This is Eric Englert of
Puget Sound Energy, who has al so signed a
confidentiality agreement.

JUDGE MACE: Okay. |Is there anyone el se
on the line?

UNI DENTI FI ED SPEAKER:  (Hang-up sound.)

CHAl RWNOVAN SHOWALTER:  Wel |, soneone
probably heard that anount.

UNI DENTI FI ED SPEAKER: (Hang-up sound.)

CHAl RWOVAN SHOWALTER: |'s there anyone
else on the Iine who has not identified thenselves?

JUDGE MACE: How about in the hearing
roon? |Is there anyone that's not privy to the
confidentiality agreement?

(Di scussion off the record.)

JUDGE MACE: | understand we can have
the reporter mark the page of the transcript where
this reference was as confidential. It was the
reference to the total ampunt that you were concerned
about ?

MS. DODGE:  Yes.

JUDGE MACE: All right. 1'Il ask the

reporter to mark the page, or pages, of the transcript
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that refer to that amount as confidential.
(Page 188 above marked Confidential.)
MS. DODGE: Apol ogize for the

i nconveni ence.

BY MR KURTZ:

Q | apol ogi ze for raising the question
But if you get back the ampunt of the nobney that is
owed to you fromthe California | SO are you going to
refund that to ratepayers?

A I think that's a matter you're going to
have to take up with Don Gai nes because it goes to the
overall financial condition of the conpany.

Q One |l ast question. Under the PURPA
regul ations, the utility is allowed to own 50 percent
of a QF project. Does PSE or Puget Energy have any
direct or indirect -- or any affiliate -- have any
direct or indirect ownership in any of the PURPA
projects that sell power to PSE, the utility?

A No, it doesn't.

MR, KURTZ: Thank you.

EXAM NATI ON
BY CHAl RAOMAN SHOWALTER:
Q I have one question to ask, which is

very elenentary. | w sh our counsel for gas users
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were here. But how -- when you make a purchase of gas
as you did in April, howis it determ ned that you are
buying for the electric side versus for the gas side?
A Well, we keep separate books for the gas
operation and the power operation and, really, as
we're required to do under the nerger order
Q And is that kept contenporaneously?
That is, when you nake a purchase in April is it clear
at the date of purchase that that is for the electric
system not the gas systen?
A. Yes, absol utely.
CHAI RWOVAN SHOWALTER:  Thank you.
JUDGE MACE: It looks like we're at the
pl ace for redirect.
MS. DODGE: Thank you, Your Honor. Just

a few questions.

REDI RECT EXAM NATI ON
BY MS. DODGE
Q M. Gaines, M. Van Cleve asked sone
guestions early on that seened to questi on why Puget
hedged with gas rather than oil back in the tine
peri od he was tal king about.
And | recall that you nentioned

envi ronnental , econom c, and |ogistical reasons. And
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you went on to descri be sonme environnmenta
considerations, but I wondered if you would al so
descri be what were | ogistical or what econom c
consi derations may have been at issue as well?

A Certainly. The economnic ones, of
course, were the primry ones.

We had a situation where, when the
risk commttee | ooked at the need to purchase fuel
either gas or oil, at that point in tine oil was
actually less costly. A few weeks later the
relationship had flipped. Gas was |less costly than
the oil we would have otherw se purchased. So it
was a clear econom c benefit to do this hedging with
gas rather than oil, so that's the basic economc
driver.

As you said, we tal ked earlier about
t he environnental considerations. The oil that we
woul d have had to purchase was |ow sulfur oil which
was nore expensive, and, in turn, drove the economc
equati on.

And then just logistically for at
| east one of our generating facilities, we would
have had to truck this oil in. And the quantities
of oil that would have been required to run these

generators were so |arge that we woul d have had a
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conti nuous caravan of trucks bringing the oil in.
It was just logistically not practical

Q Are these turbines designed to run
primarily on oil?

A Well, they are designed to run on both,
but they're really primarily on gas. The turbines
have hi gher sul fur em ssions when they are run on oil
and oil is a generally dirtier fuel. So it results in
hi gher OM costs on the nachi nes over tine.

Q You were al so asked by staff about
certain costs associated with PRAM And | wondered if
you know whet her PRAM passed t hrough certain power

costs to custoners?

A Well, it did, certainly.
Q And are you famliar with how t hat
wor ked?
A Well, I was at the tine, but we wound up

PRAM in | believe about 1995, and so | really haven't
revisited many of the details of it since then
Q Was t he PRAM pass-through less risky to
the customer than the absence of -- or, |I'msorry,
Il ess risk for the conpany than in the absence of PRAW?
A Well, generally, as far as commodity
costs were concerned. And if you | ook at the sequence

of events, you know the last tine that the conpanies
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return on equity was set, it was, | believe in '92
when PRAM was in effect.

So the amount of risk that the conpany
was absorbing and on which the 10-5 ROE was set was
in an environnent when it had a power cost tracker
And so the idea that somehow now t he conpany's ROE
shoul d be reduced when the power cost tracker is
reintroduced is a little disingenuous, given the
sequence of events.

MS. DODGE: That's all | have.

JUDGE MACE: Ms. Snmith?

MS. SMTH:  No.

JUDGE MACE: M. ffitch?

MR. FFI TCH.  No.

JUDGE MACE: M. Van Cl eve?

MR. VAN CLEVE: (Indicating negatively.)

JUDGE MACE: M. Kurtz?

MR. KURTZ: No, Your Honor. Thank you.

MR. QUEHRN:  Your Honor, excuse ne for
interruption, but before this witness steps down, |
was handed a note from behind indicating that we may
need to make a m nor correction. And | can't tel
fromthe note what the correction is, and | would
appreciate it if |I could have a two-m nute break so we

can -- if sonmething was m sstated, we can clarify
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that, please

JUDGE MACE: Certainly.

MR, QUEHRN: Thank you.

(Recess was taken at 4:35 p.m)

JUDGE MACE: So was anything m ssed?

MS. DODGE: Yes, Your Honor. There is a
concern with detail on a question from M. Kurtz on
the SO we'd certainly like to permt M. WIIliam
Gaines to correct it. It's also a matter that could
be addressed by M. Donald Gai nes.

JUDGE MACE: |I'Il let himcorrect it.

Is it sonething that relates to this confidentiality
i ssue, or?

M5. DODGE: | think that the correction
itself is not confidential

JUDGE MACE: Very well. Wy don't you
go ahead.

THE WTNESS: | think the concern was
t hat maybe through M. Kurtz's question there was sone
m sunder st andi ng about the anobunt of the receivable
that the conpany has on its books for revenues from
the 1SO. And so what we have on our books as an
anount yet to be received fromthe 1SOis 26 mllion
dol lars, and that was recogni zed as revenue during the

year 2000.
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JUDGE MACE: W th that clarification,
M. Kurtz, was there anything that you wanted to ask
further about this?

MR. KURTZ: No.

JUDGE MACE: Do you have anot her?

COW SSI ONER HEMSTAD: | was interested
in your response to the question about the
rel ati onship between the PRAM and the conpany's rate
of return in the 1993 case. And | sat on that case,
and in -- nmy menory is vague at this point, but my
recollection is that the PRAM was in process of being
phased out.

So are you certain that the current
rate of return reflects the PRAM or is that a
question that would need to be further identified?

THE WTNESS: Well, ny nenory of the
exact sequence of events is vague also. And it was
really just an observation that there was a '92 case,
there was an ROE set, PRAMwas in effect at the tine
and continued at |east until 1995.

COW SSI ONER HEMSTAD: Fine. The record
will be what it is, and |I'm sure that can be pursued.

JUDGE MACE: Thank you. You're excused.

THE W TNESS: Thank you.

JUDGE MACE: All right. Now | would
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1 like to go ahead with the next wi tness on our |ist,
2 Ms. Luscier.

3 Wher eupon, BARBARA A. LUSCI ER

4 havi ng been first duly sworn, was called as a wtness
5 herein and was exani ned and testified as follows:

6 JUDGE MACE: All right, please be

7 seated. Go ahead.

8 MR, QUEHRN: Thank you, Your Honor

9 Your Honor, before we begin, | would
10 just note to ny records here that we have had some
11 cross-examni nation exhibits distributed for

12 Ms. Luscier that have not been even nmarked yet, and
13 I'"'mwondering if we should nmark those now so we can
14 refer to themat the appropriate time when it cones
15 to adm ssions?

16 JUDGE MACE: Thank you. | have had
17 handed to nme right now a package of exhibits that

18 appear to be PSE's response to WUTC staff data

19 requests, and I will mark them --

20 MS5. SM TH: Your Honor, if | can

21 interrupt you on this point.

22 JUDGE MACE: Certainly.

23 M5. SMTH: There are four of them on

24 the list --

25 JUDGE MACE: Correct.



00871

1 M5. SMTH. -- and we intend to offer
2 only three of them So the one on the bottom of the
3 list should be disregarded. And that would be the PSE

4 response to WUTC staff data request No. 305-1

5 JUDGE MACE: Thank you.

6 M5. SMTH:. | apologize for the

7 oversi ght.

8 JUDGE MACE: The response to staff

9 request 302-1 will be 209.

10 MR, QUEHRN: \What was 209?

11 JUDGE MACE: The response to WJTC st aff
12 data request No. 302-1 is 209, as | already said.

13 WJTC staff data request No. 303-1, the
14 response to that is 210. And the response to staff

15 request 304-1 is 211. And the ICNU data request

16 No. 8.7-1 will be 212.

17 MR, QUEHRN: Excuse ne, Your Honor. I|I'm
18 not sure | have the copy of the exhibit that we just

19 mar ked 212.

20 JUDGE MACE: M. Van Cleve, do you have
21 an extra copy?

22 MR, QUEHRN: | have one now, nmny

23 apol ogies. | have themall now, thank you.

24 MR, FFITCH.  Your Honor, may | inquire

25 what Exhibit 208 is?
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JUDGE MACE: 208 is a comnparison
exhibit. | think that that is -- | don't have that
one in front of me. It's an exhibit that's entitled
Puget Sound Energy Conparison of Dollars and Percent
Increase. |It's also marked DWs-12.

MR, FFITCH. Thank you, Your Honor. |
have that.

JUDGE MACE: |s everybody on track with
the exhibits that have been handed out? GCo ahead,
M. Quehrn.

(Exhi bits 209-212 marked.)

MR, QUEHRN: Thank you, Your Honor

DI RECT EXAM NATI ON

BY MR. QUEHRN

Q Good afternoon, Ms. Luscier
A Good afternoon.
Q Ms. Luscier, do you have before you the

direct testinmony that you prepared and that was
prefiled in this proceeding as Exhibit 2017

A Yes, | do.

Q Do you al so have before you the rebutta
testimony that was prepared and was prefiled in this
proceedi ng as Exhibit 2047

A Yes, | do.
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1 Q Do you have any changes to your

2 testi nmony?

3 A No, | do not.

4 Q Do you have before you, and did you

5 prepare or oversee the preparation of Exhibits 202 and
6 203 to your direct testinony?

7 A Yes, | did.

8 Q And Exhi bits 205 through 206 to your

9 rebuttal testinony?

10 A Yes, | did.

11 Q Do you have any changes to the exhibits?
12 A No, | do not.

13 Q If | were to ask you the sane questions
14 today that are posed in your prefiled testinony, would
15 your answers be the sanme?

16 A Yes, they woul d.

17 MR, QUEHRN:. | would like to now offer
18 into evidence Exhibits 201 through 206.

19 JUDGE MACE: Hearing no objection, 1'l]

20 admt Exhibits 201 through 206.

21 (Exhibits 201-206 adnmitted.)

22 JUDGE MACE: Let's see, here.

23 Ms. Smith, or M. Cedarbaunf

24 M5. SMTH. It's nme, thank you, Your

25 Honor. Before | begin the cross-exanination of the
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wi tnesses, | had a conversation with counsel for PSE
with respect to Exhibits 209, 210, and 211, | believe,
the staff exhibits that were just marked. And we had
an agreenent that these exhibits could be adnmitted
wi t hout any further foundation fromthe w tness.

If that's counsels' understandi ng, then
I'd like to nmove for the admi ssion of those
docunent s.

MR, QUEHRN: And that is counsels
under st andi ng.

JUDGE MACE: Hearing no objection, 1'Il
admit 209, 210, and 211

(Exhibits 209-211 adnitted.)

CROSS- EXAM NATI ON

BY M5. SM TH:

Q Ms. Luscier, | have a couple of
guestions regardi ng Puget Sound's petition, and
don't think you need to have the petition in front of
you because these are just background questions. But
the first question relates to the deferral period in
the interimcase, and that period is January 1, 2002
t hrough February 28th, 2002. 1Is that correct?

A. In the petition, that's correct.

Q Are they --
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JUDGE MACE: Ms. Luscier, would you
speak directly into the m crophone? You can nove it
closer to you, if you would.

A Yes, that is correct. |In the petition.

BY M5. SM TH:

Q And are there changes to that?

A The deferral order allowed us to defer
t hrough March.

Q And is it also correct that the deferra
period occurred subsequent to the expiration of the
rate plan period established in the nerger order?

A That is correct.

Q Now, agai n, according to the petition,
the conpany is seeking a surcharge to recover the
deferrals plus unrecovered power costs incurred during
the period March 1 through Cctober 1?

A That's correct.

Q Now woul d it be correct to say that the
surcharge proposal is intended to recover
undercol | ecti ons of power supply costs between
January 1st and Cctober 31st of 2002?

A Can you repeat the question, please?

Q Yes. Would it be correct to say that
t he surcharge proposal is intended to recover

undercol | ecti ons of power supply costs between
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January 1 and Cctober 31 of 2002?

A. | don't know that it's necessarily that
it's to recover those -- the shortfall in power costs.
That is the main contributor to the conpany's
financial position. But | believe Don Gaines has a
detai |l ed docunentati on of what has caused --
specifically, why the conpany has cone in for relief.

Q So you said power supply costs were one
conmponent. \What other conponents do you know of
that --

A ["'mnot familiar with all of the details
of Don's testinmony in detail. And, in fact, he is the
expert there, and so he'd be the best person to ask.

Q Wul d it be correct that the costs that
the conpany is intending to recover through the
surcharge proposal are only those costs incurred after
the rate plan period was established in the nerger
case, which was to end on Decenber 31st of 2002?

A That's correct.

Q And why does the conpany specifically
identify the deferrals as starting after the rate plan
peri od?

A I"mnot quite sure. | think that that's
nmore of a policy issue than an accounting issue.

Q Coul d you tell me whether or not it's
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correct that the conpany's interimrate proposal is
not intended to recover costs incurred prior to
January 1, 20027

A Coul d you repeat that?

Q Yes. Is it correct that the conpany's
interimrate proposal is not intended to recover costs
incurred prior to January 1, 2002?

A It is ny understanding that that is the
case.

Q If I could refer you, please, to your
rebuttal testinony, and specifically Page 3.

And, | apol ogi ze, for everyone that's
Exhibit 204-T. |'msorry.

And your testinony at Lines 3 through
7, you talk about -- you state that a refund of
excess recovery based on rate of return for the 12
nont hs endi ng October 31, 2002 will be refunded to

custoners. Do you see that part in your testinony?

A Yes, | do.

Q And you al so state that the rate of
return is 8.99 percent. 1Is that correct?

A That's correct.

Q Is it also true that the 8.99 percent

represents a wei ghted average of Puget Sound Power and

Li ght at 8.94 percent and Washi ngton Natural Gas at
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9.15 percent prior to the nerger?
A That's correct.
Q To arrive at that wei ghted average,

Puget woul d have had to have been wei ghted at

approximately 76 percent. |s that correct?
A That's correct.
Q And Puget's return, or its authorized

rate of return, would have been determned in its | ast

general rate case. |Is that true?
A That's true.
Q And t hat docket was Docket

No. UE-921262; is that correct?

A That's correct.

Q Now, woul d you accept, subject to your
check, that in that |last rate case, the 921262, that
the Commi ssion set Puget's overall return at 8.94
percent with an equity ratio of 8.94 -- I'msorry.
Overall return at 8.94 percent with an equity ratio of
8.94 percent and an equity cost at 10.5 percent?

A. An equity ratio of 8.94 percent?

MR QUEHRN: |I'm sorry, Your Honor. |
I ost that. Could you please repeat the question?
M5. SMTH: Yes. I'Ill --
JUDGE MACE: Yes. Would you repeat the

questi on.
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1 M5. SMTH: -- repeat the question
2 Your Honor, if | could just have one nonent, please?
3 (Brief off-record pause.)

4 BY M5. SM TH:

5 Q |'ve got sone clarification on this

6 question, thank you. Wuld you agree, subject to your
7 check, that in the conpany, in Puget's |last rate case,
8 that the Conmi ssion set the conmpany's overall return

9 at 8.94 percent?

10 A That's correct.

11 Q And woul d you al so agree that, subject
12 to your check, that there was an equity ratio of 45
13 percent ?

14 A That's correct.

15 Q Now woul d you al so accept subject to

16 your check that in that docket the Comm ssion

17 established other cost rates, including 7.91 percent
18 for long termdebt at 43 percent of the capita

19 structure?

20 A. Subj ect to check, I'll accept that.

21 Q And al so subject to your check, would
22 you agree that the Conm ssion established the cost

23 rate of 4 percent -- at 4 percent of the structure for
24 short term debt?

25 MR. QUEHRN:. Your Honor, excuse nme. |If
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it would be helpful, | would suggest that we could put
the prior rate order into the record and it could
speak for itself.

JUDGE MACE: W can just refer to it.

MR, QUEHRN: O just refer to it.

M5. SMTH:  Well, we have a line of
guestions based on it. | don't have too many nore of
t hese.

MR. QUEHRN: Rat her than having all
these checks, can we just refer to the rate order?

MS. SMTH: | think this is one of the
| ast questions | have with --

JUDGE MACE: In the interests of tinme,
if it's not very lengthy, why don't you just go ahead.
BY M5. SM TH:

Q I"l'l repeat the last part of the
guestion. There was anot her cost rate established in
t hat docket, which was 4 percent, at 4 percent or
short term debt?

A. Subj ect to check, I'll accept that.

Q And, finally, subject to your check, the
cost rate of 8.1 percent for 8 percent of the capital
structure for preferred equity?

A. | accept that, subject to check.

Q And in the pending rate case, the
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general rate case, the conmpany is proposing the cost
of long termdebt at 7.4 percent?

A That's correct.

Q And you propose a true-up only if the

rate of return exceeds the authorized rate of return

correct?
A That's correct.
Q What has a greater inpact on the bottom

line for the conpany's sharehol ders, rate of return or
return on equity?

A. Return on equity.

Q If | can refer you now to Page 2 of your

rebuttal testinony, and the paragraph starting at

Li ne 107
A. Mm hmm  Okay.
Q Is one of the changes you propose in

your rebuttal testinobny a continuation of the deferra
of unrecovered power costs through Cctober 31st of
2002?

MR, QUEHRN: Obj ection, Your Honor
M ss Luscier's testinmony doesn't propose that change,
that's proposed in M. Gaines' testinony, M. Donald
Gai nes' testinmony. This is just accounting testinony
internms of howit's inplenmented.

JUDGE MACE: Ms. Snith?
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M5. SMTH: | do see this information in
Ms. Luscier's testinony. | guess | can rephrase the
questi on.
BY M5. SM TH:
Q Does the conpany propose a continuation

of the deferral of unrecovered power costs through
Oct ober 31 of 20027
A That's correct.
Q And does the conpany then propose an
adj ustment be made in Novenmber of 2002 and May of
2003?
A That's correct.
Q And t hose changes are intended to either

reduce or increase the rate, dependi ng on whet her

deferrals are being recovered as estimated. |s that
correct?

A That's correct.

Q Now, if power supply costs for sone

reason i ncrease above the estinmates, your adjustnent
i n Novenber, the conpany's adjustnent in Novenber,

would result in a further increase in rates, all else

being equal. |s that correct?
A That's correct.
Q So, in essence, the conmpany could be

recovering nore than the 170 million it requests in
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its petition, or in the interimcase, even if the | oad
is identical to the one that's projected?
A Al the... W have built into this,
the -- that paragraph when we were discussing if the
conpany achieves a return over the nelded return per
the merger, then we would refund that to custoners.
So in the case that we accumul ate an anpbunt in excess
of the 170, if that results in the conpany
overearning, then we would refund it to the custoner.
Q So if the conpany didn't achieve that

rate of return, would it recover nore than the 170

mllion, or could it recover nore than the 170
mllion?
A There is a potential under the nechanism

that we have stated here for that.

Q Coul d you expand on that a little bit
and explain what that potential is? Gve nme, perhaps,
an exanpl e of what the scenario would be that would

| ead the conpany to collect nore than the 170 million?

A. I think you' ve stated that in your
exanpl e.

Q Okay. Again, on Page 2 of your
testi mony and begi nning on page -- or, I'msorry, on

Line 22, you refer to the testinony of Donald Gai nes

at Pages 8 and 9. And there is a statement there
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that: |1f the Conm ssion chooses to grant |ess than
the full recovery requested by the conpany, there
woul d be no reason to adjust the ampunt of interim

relief by a true-up to actual power supply costs.

A That's correct.

Q Do you see that?

A Yes.

Q And other than this statenent in your

testimony that refers back to Donald Gai nes

testi mony, do you, in your testinmony anywhere el se,
address the issue of how a true-up should be
constructed if the Conmi ssion grants the conpany only
a portion of the interimrate it's requesting?

A The conpany proposes that if sonething
other than the full amunt be allowed that there be no
true-up.

Q And where would | find that testinony in
t he conpany's case?

A Clearly stated in Donald Gai nes
testimony. Also is referred to in ny testinony where

you' ve st at ed.

Q So you' ve referred to Donald Gaines's
testinmony in yours, and | just want to know if there's
any other place in your testinony -- not your

reference to Donald Gaines's testinony -- but if
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there's any other place in your testinony where you
address that; and, if so, could you point that out?

A | believe that paragraph begi nning on
Line 22 gives sone detail of the -- should an anmount
other than the full amount be all owed.

Q And | know that you referred also to
Donal d Gaines's testinobny at Pages 8 and 9. Are you
famliar with his testinmony, or do you have it in

front of you?

A To a certain -- and as it relates to
that, yes.
Q And could you say whether or not that

bit of testinony on Pages 8 and 9 in M. Gines'
rebuttal testinony is contained in a footnote?

A. I would just refer you to M. Gaines,
and you can take that up with him

Q Okay. And ny final question on this
poi nt, your paragraph begi nning on Line 22 of Page 2
and the testinmony that you've referred to from Donal d
Gai nes at Pages 8 and 9, are those the only places in
the conpany's case where you refer to this issue of
not -- of not having a true-up if the full anount
isn't granted?

MR, QUEHRN:.  Your Honor, the question

has been asked and answer ed.
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M5. SMTH: | know that she's directed
nme to the portion in her testinony, | know she's
directed ne to the portion in Donald Gaines's
testimony. M final question is --

JUDGE MACE: She can answer it if she
knows the answer. She may not know beyond her own
testinmony in this bit about M. Gaines. But if you
can answer, answer the question.

A As Mark said, | believe |I've answered
t hat questi on.

JUDGE MACE: No. The question is, do
you know of any other place in the conpany's testinony
where the --

A Those are the places that |I'm aware of
where we've referred to an all owance other than the
full anopunt.

BY M5. SM TH:

Q Okay. Now again on Page 2, you state

it's the conmpany's proposal to continue the deferra

process through October. That's correct?

A That's correct.

Q And you recover these anounts that you
propose -- and to recover the anpunts you propose,
that the deferral will be spread over two peri ods;
correct?
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A W1l you repeat the question?
Q G adly. To recover the anmpunts that the
conpany intends to recover, the conpany proposes that

the deferral be spread over two periods; is that

correct?

A No, that's not correct.

Q So how nany periods --

A The recovery will be over two periods.
The deferral will be over the interim period.

Q Okay. What is the initial period?

A. The interimperiod is March 15th through

Oct ober 31st, 2002.

Q Now, your proposed rate is 1.25 cents
per kilowatt hour as shown in your Exhibit BAL-5,
which is marked in this proceeding as 205; and
calculated in your Exhibit BAL-6, which is marked as
Exhibit 206 in this proceeding. |Is that correct?

A That's correct.

Q Now if | may turn your attention to your
Exhi bit BAL-6, which is marked as Exhibit 206, and in
this exhibit you calculate the anticipated rate for
the year commenci ng Novenber 1, 2002 and goi ng through
Oct ober 31st, 2003. |Is that correct?

A That's correct.

Q Now | ooking at Columm D in this exhibit,
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1 it can be seen that you cal cul ate the revenue

2 required, that the total revenue you estimate here in
3 this colum -- strike that.

4 Al right. Wen you |ook at Colum D
5 you have a total sort of in both halves of that

6 colum that's approximtely 170.6 mllion?

7 A That's correct.

8 Q Now is this essentially the sane tota

9 revenue that M. WIIliam Gaines calculated in his

10 exhi bits?

11 A. This surcharge is based on recovering

12 t he approxi mate ampunt of the conpany's need for the
13 i nterim period.

14 Q So if I were to look at WIliam Gai nes's

15 exhi bit, which has been marked as 153 in this

16 proceedi ng --

17 A MM hmm
18 Q -- he would calculate the total revenue
19 at 170.7 mllion, and yours is calcul ated at about

20 170.6 mllion. Wuld you attribute -- how would you

21 attribute that difference in the two nunbers, the
22 smal |l difference? Wuld it be to rounding?

23 A Can you repeat the question, please?
24 JUDGE MACE: | wonder if it would be

25 hel pful for her to refer to that exhibit.
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1 A I know that exhibit.
2 JUDGE MACE: You know the exhibit. Very
3 wel | .

4 BY M5. SM TH:

5 Q | see a bit of difference, conparing

6 your exhibit to his exhibit.

7 A If there's a difference between mne and

8 WAG-3, it's a rounding difference.

9 Q Thank you.

10 A And -- never mnd

11 Q Now i n your calculation, the 170 mllion
12 is planned recovery of 163 mllion of unrecovered

13 costs. Is that correct?

14 A It represents the need of the conpany in
15 the interimperiod. And, initially, when we filed for
16 interimrelief, we used the underrecovered power costs
17 as -- as a neasurenent to -- and a way to determ ne

18 what the main contributor to the shortfall would be.
19 And t herefore when we determ ned our surcharge we used

20 that as a guide.

21 And so even though we're intending to
22 recover things other than power costs, we set our
23 surcharge in relation to the exhibit provided by

24 M. Gai nes.

25 MR. QUEHRN:. Your Honor, | would like to
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object to this Iine of questioning.

This witness is an accounting w tness.
This witness has not testified to the need for
relief. This witness has testified only to the
mechani sm for calculating the relief if our proposal
proposed relief is granted. And many of the
guestions are going as to why the conpany is asking,
what the financial -- she just can't testify to this.

MS. SMTH. And that's not ny question
My question -- |I'mnot asking about the need for
relief, that was the wi tness's answer.

My question is whether or not the $163
mllion is intended to recover unrecovered power
costs. That doesn't go to the need of the conpany.

JUDGE MACE: Well, | think it goes to
the issues that are covered in M. Gaines' testinony
nore than it is Ms. Luscier's testinony. | view her
testimony as accounting testinony and cal cul ating the
surcharge, and | think you' re getting into policy
guestions that woul d be better addressed to another
Wi t ness.

MS. SMTH. | appreciate your ruling but
that's not the intent of ny inquiry of this wtness.

JUDGE MACE: |I'mgoing to sustain the

objection. |'d like you to go on to another topic,
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pl ease.
BY MS. SM TH:

Q Wth respect to the costs that you have
on your Exhibit BAL-6, are these the sanme costs that
M. WIliam Gaines included in his Exhibit 37?

A Yes.

Q Now do you know whet her the costs
identified in M. Gines' Exhibit WAG 3 are the only

costs that PSE intends to recover through interim

relief?
A | do not know.
Q If | can turn your attention back to

Page 2 of your rebuttal testinmony and, again, you say

on Page 2 that the conmpany recomrends to continue the

deferrals through Cctober of 2002. |Is that correct?
JUDGE MACE: |'msorry, what line are
you on?
MS. SMTH. |'mjust going back to the
page. | could find a line here. | think it would be

around Line 13.

MR, QUEHRN: Coul d you repeat the
question, please?

MS. SMTH. |'messentially just
referring her to the page and to the deferral period

of October 2002.
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1 JUDGE MACE: And the question?

2 BY M5. SM TH:

3 Q The question is conming. Here's the
4 gquestion. Does Puget Sound Energy intend to continue
5 the deferrals consistent with the Commi ssion order in

6 Docket No. UE-0116007?

7 A Conti nue through when? And | believe

8 you had asked nme this sanme question when we started.

9 Q | guess | -- I'"Il rephrase ny question.
10 Does the company intend to recover the deferra

11 amounts in a manner consistent with the Conm ssion's

12 order in docket UE-0116007

13 A Are you specifying a period?

14 Q No. 1'mgoing to strike the question
15 Are you famliar with the conpany's

16 petition for an accounting order associated with this
17 interimrelief?

18 A Yes, | am

19 Q Woul d you accept, subject to your check

20 that Attachment A --

21 MR, QUEHRN: Objection, Your Honor. The
22 petition speaks for itself. |If you have a copy of the
23 petition, maybe we could look at it and answer the

24 question that way.

25 MS. SM TH. Rather than asking her to
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accept it subject to check, | have two sentences.
Perhaps it would be easier if | were to just read
those into the record.

MR. QUEHRN: Are they in the petition?

MS. SMTH. They are. Attachment A,
Page 3.

JUDGE MACE: o ahead.

BY M5. SM TH:

Q That reads: For accounting purposes,
t he deferral would be recorded on a nonthly basis in
FERC account 182.3, Oher Regulatory Assets. |Interest
woul d be accrued on any deferred bal ance at the
interest rate applicable to custonmer deposits.

And my question relating to this
information that | read fromthe petition is, where
in your exhibits, or in the exhibits provided by the
conpany neasuring the unrecovered power costs or
calculating the rate, do you or any other conpany
wi tness include interest in the calculation of costs
to be recovered?

A We have not included it in the
calculation for sinplicity purposes.

At the tinme that we begin to -- well
as we defer, we will calculate the interest on those

anounts. It was just for sinplicity purposes that
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we did not include those in our exhibits in this

filing.

Q Now assuming that all else remains the
same -- and by "all else" | mean | oads and costs and
other itenms -- remain as Puget Sound Energy originally

proposed, including the inplenmentation of the rate on
March 1st and full recovery by October 31st as
originally proposed, as opposed to the two-step
approach in the rebuttal, if Puget Sound Energy were

to recover the interest, would that recovery be in

addition to the requested 170 mllion dollars?
A Well, can you repeat the question
pl ease?
Q Yes. Assuming all else is equal, or

assuning all else remains as originally proposed by
Puget Sound Energy -- and by that | think |I mean costs
and | oads and other itens -- and if the inplenentation
of the rates on March 1 and full recovery by
Oct ober 31st as originally proposed by the conpany;
assum ng that, and not the two-step approach that's in
the rebuttal testinony, if PSE were to recover the
interest, would that recovery be in addition to the
requested 170 million dollars?

A I''mnot sure.

MS. SMTH: That's all | have. Thank
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1 you?

2 JUDGE MACE: M. ffitch?

3 MR, FFITCH: Just one or two questions.
4

5 CROSS- EXAM NATI ON

6 BY MR. FFI TCH

7 Q Good evening, M. Luscier.

8 A Good eveni ng.

9 Q Can | direct you to your rebutta

10 testinony, 204-T, on page -- Page 3, Line 4. | think
11 you' ve also used this termin some of your answers.

12 You've referred to the interimperiod as March 15th,

13 2002 t hrough Oct ober 31st, 2002. Is that correct?

14 A Excuse ne, can you repeat the question
15 or the statenent?
16 Q Sure. I'mdirecting you to your

17 testimony --

18 A. MM hmm

19 Q -- your rebuttal testinony, Page 3?

20 A. Okay.

21 Q And then Line 4. And there you define

22 the interimperiod as March 15, 2002 through
23 Oct ober 31st, 20027
24 A. That's correct.

25 Q And now I'd like to take you to your
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Exhi bit 206, BAL-6?

A MM hnrm

Q And -- are you there?

A Yes, | am

Q And as | look at that exhibit, Lines 1

t hrough 9 correspond to what you've terned the interim

peri od?

A That's correct.

Q And in the interimperiod the conpany is
asking here to recover only 136 mllion dollars. Is

that right?
A That's correct.
Q And so there is a second period shown on

this exhibit, Lines 13 through 27, and in that second

period there's a proposed recovery of 34 mllion
correct?

A Correct.

Q And | take it that that is not the

interimperiod; is that correct?

A That's correct.

Q Then at the top of the exhibit the Title
that says InterimRelief, so | take it that the
interimrelief shown on this chart is only 136 mllion
because that occurs during the interimperiod?

A It's interimrelief for the period from
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January 1st, through Novenber 1st, 2003. It's for the
interimperiod fromthe tine the stability period

ended and the rate year begins.

Q So even though the bottom part of this
exhibit --
A. It's a msnoner, if youwill, the title,

if you're getting hung up on the title.

You coul d consider it to be -- it is
interimrelief. It's relief fromthe time that the
rate stability period ends to the tinme the rate year
begi ns.

Q So in essence this exhibit shows
recovery of interimrelief outside of the interim
peri od?

A. What we've attenpted to do is to
| evelize the conpany's need in the period between the
time that the stability period is over and the tine
that the rates will be in effect over a | onger period
of time so that the inpact on the customer is |essened
and is levelized in that time, so that there is not a
great change between the interim period and when the
new rates go into effect.

Q But the answer to nmy question is, you
are collecting interimrelief, as you've defined it,

outside of the interimperiod. 1Is that correct?
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1 A No, that's not correct.

2 Q So is your testinony, then, that the

3 interimperiod extends from March --

4 A Oh, | see what you're saying.

5 Q -- through Cctober --

6 A. The recovery. We're going through --

7 Q -- '037?

8 A Right. The interim-- we will be

9 deferring in the interimperiod and recovering outside
10 of the interimperiod. | apologize.

11 Q Al right. And you show a rate

12 impact -- this is on the same exhibit -- of, not $1.25
13 but --

14 A 1.25 cents. Per kilowatt hour

15 Q 1.25 cents per kilowatt hour -- thank

16 you -- for the interimperiod. And then for the

17 subsequent period you show a rate inpact of 18 cents
18 per kilowatt hour. First of all, can you provide a

19 percentage -- well, let me try to rephrase that.

20 What percentage increase is represented
21 by the 1.25 cents over the current residential rate?
22 A I have that. | just don't have it

23 handy. | believe it's about an 18 percent increase in
24 the interim period.

25 Q If the witness would like to calculate
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t hat, perhaps just have that provi ded before the end
of the hearing, that would be fine with me. | don't
mean to put you on the spot. That's difficult to
calculate right now

A | do have it here. Hold on. It's an 18
percent increase.

Q Thank you. And then in the subsequent
period where there is an 18-cent per kilowatt hour
i ncrease, that would be in addition to any genera

rate increase allowed by the Comm ssion; is that

correct?
A That's correct.
Q Do you know what percent increase 18

cents is over the current rate?

A. Yes. [It's about 2 percent. Oh, over
the current rate? Yes, | apologize. |It's 2 percent.

Q Al right. And what woul d happen under
this scenario is that the -- this surcharge would --

it's not cunul ative: you don't add one and a quarter
cents to point one eight cents if it drops from1.25
to .18; correct?

A Correct.

Q You used the term"stability period."
Is that a termthat defined or explained in your

testi nony anywhere?
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A No.

Q Is that defined or explained in anyone

else's testimony that's offered by the conpany?

A ["mnot sure.
MR. FFI TCH: Ckay, thanks.
any further questions.
(Di scussion off the record.

JUDGE MACE: M. Van C eve?

| don't have

)

CHAl RWOVAN SHOWALTER: Let's see how

many people -- how long do you think you'll be with
the w tness?

MR. VAN CLEVE: Five mnutes.

MR. KURTZ: Fifteen.

THE W TNESS: Let's keep going.

MR KURTZ: | will try to make it as

short as possible. | understand the hour

CHAI RWOVAN SHOWALTER: Let's keep goi ng.

JUDGE MACE: All right, let's keep

goi ng.

CROSS- EXAM NATI ON
BY MR. VAN CLEVE:

Q Referring to your rebuttal

testi mony,

Exhi bit 204, on Page 2 at Line 10, you were asked a

coupl e of questions about this statenent,

and |

j ust
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1 wanted to clarify. You state that the deferral wll
2 go through October 31st consistent with the

3 Conmi ssion's order on the accounting petition, but
4 isn't it true that the Commi ssion's order ended the

5 deferral on March 31st?

6 A. I guess our statement in regard to

7 "“consistent" is that we would continue it in the sanme
8 manner .

9 Q And have you --

10 A And that's the difference between the
11 actual and what is enbedded in rates would be

12 def erred.
13 Q | see. Has the company filed a deferred
14 accounting petition, or sone type of petition to

15 extend the deferral period beyond March 31st?

16 A | believe that the petition filed

17 subsequent to the deferral petition addresses that,
18 the continuance of the deferral

19 Q If you could please take a | ook at

20 Exhi bit 212, what's marked as Exhibit 212. And this

21 is your response to | CNU data request 8.7-1
22 JUDGE MACE: Do you have that exhibit?
23 A In fact | have it right here.

24 BY MR. VAN CLEVE:

25 Q Is this a data response that you
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prepar ed?
A. It was prepared under ny supervision
Q And the second and third pages, are

these intended to depict the rate inpact by rate
schedul e of the increase, the interimincrease
proposed in the conmpany's rebuttal case?

A That's correct.

Q So the second page of this exhibit is --
covers the rate increase for the period from
March 15th to October 31st, 2002. |Is that correct?

A That's correct.

Q And then the third page covers the rate
i ncrease by rate schedule for the period Novenber 1
2002 t hrough Oct ober 31st --

A That's correct.

Q -- 2003? If you could now refer to
what's marked as Exhibit 208, which is an exhibit that
M . Schoenbeck prepared?

A MM hmm

MR, QUEHRN: Excuse ne, Your Honor
Nei ther the prior exhibit that M. Van Cl eve was
referring to nor 208 | believe has been adnitted yet.
The prior exhibit, 212. Has 212 been adm tted?
JUDGE MACE: Yes, it has.

MR, QUEHRN. It has?
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JUDGE MACE: | thought | admtted that.
Sorry, | may be mstaken. | admitted up to 211.
have not admitted the I CNU request yet.

MR, QUEHRN: Actually, what | was going

to say was, we would stipulate to the adm ssion of

212.

JUDGE MACE: |'Ill admit it.

MR. CEDARBAUM  The next exhibit has not
been admtted yet either, and | just would like a

little foundation on that, please, because |I'm not
sure exactly where it cones from | think maybe
M. Van Cl eve was maybe about to do that.

(Exhibit 212 admitted.)
BY MR VAN CLEVE:

Q Woul d you accept subject to check that
the nunbers in the first colum on Exhibit 208 are the
same nunbers fromthe second page of Exhibit 212 which
you prepared, except that schedules 26 and 29 and 46
and 49 have been conbi ned?

A Yes, | woul d.

Q And woul d you al so accept subject to
check that the percentages in the first colum
represent the percentage rate increase that the
conpany is proposing during the March 15th to

Oct ober 31st period by rate schedul e?
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A
don't need to
guesti ons.

Q

colum al so?

> o0 » O » © » O >

Q

Yes, | woul d.
And referring to the second colum --
In fact, | had verified those. So

check those, either of the last two

Ckay. Have you verified the second

Yes.

And it's correct?

Yes.

And have you verified the third colum?
The GRC col um?

Yes.

To that particular exhibit, yes.

And are those numbers correct?

Yes.

And have you verified the final colum,

the total effective increase?

A

to --

No. But subject to check | would agree

MR, QUEHRN: Excuse ne, just a question.

Do you have the basis to do the check on this?

A

Isn't it a sinple math cal cul ati on?
MR, QUEHRN. (Gesturing.)

THE WTNESS: M. Van Cl eve?
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A I think he's just conbining the interim
that's going into the rate year with the increase

requested per the general rate case --

Q Ri ght .
A -- so the sum of those two.
Q Wul d you accept subject to check that

the sum of the second colum and the third colum is
indicated in the fourth col um?

A Yes, | woul d.

Q And woul d you agree that the anmounts
that are in bold in the first colum, when conpared to
the amounts that are in bold in the third col um, show
that certain rate schedules, the ones in bold, wll
have a greater rate increase during the interim period

than they woul d under the general rate case?

A That's correct. Certain of the ones in
the interimw |l have a greater increase.
Q I'd like to offer 208.

JUDGE MACE: Hearing no objection --

MR, QUEHRN: Your Honor, | have no
objection but | just would like to make a
clarification. | believe our witness has already

confirmed her confort with the nunbers in the first
three colums, and the fourth colum was offered

purely just to do the math, subject to check.



00906

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

JUDGE MACE: Very well

MR, QUEHRN: Thank you.

JUDGE MACE: | will admit it on that
basi s.

(Exhibit 208 admitted.)
BY MR VAN CLEVE:

Q I'd like to refer to Page 4 of your

rebuttal testinony. And you offer sone reasons here
in some bullets for rejecting the rate spread

proposal s that are offered by several of the

intervenors. |s that correct?
A That's correct.
Q And with respect to the second bull et

begi nning at Line 10, or actually beginning at Line
12, you state that the conpany's cost-of-service has
not been fully examined in the context of the
conmpany's current general rate case.
Are you referring to the

cost-of-service study prepared by M. Heidell?

A That's correct.

Q And have you revi ewed that
cost-of -service study?

A I've reviewed his testinony but not the
details of the cost-of-service study. | amnot a

cost-of -service expert.
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1 Q I'd like to focus on the next three

2 bul | ets which tal k about ease of verification,

3 adnmi ni strative burden, and the |ast one relates to the
4 sinmplicity of the cal cul ation.

5 Are you aware that the Avista surcharge
6 was i npl enented on an equal percentage basis?

7 A No, | was not.

8 Q And were you aware that the Avista

9 surcharge was then converted to a kilowatt hour

10 char ge?

11 A No, | was not.

12 Q Wuld it be possible for Puget Sound
13 Energy to calculate the interimrate increase on an
14 equal percentage basis and then create -- then turn
15 that into a kilowatt hour charge for each rate

16 schedul e?

17 A Qur proposal is what it is, and we

18 didn't consider other options.

19 We considered this particul ar one

20 because it was consistent with the way that we had
21 al l ocated power costs, which is the main contributor
22 of the request for relief on an equal cents per

23 kil owatt hour basis.

24 Q And do you believe that you could make

25 the cal culation the way Avista did?
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1 A I'"'mnot sure. | haven't seen their

2 calcul ation, and I don't know whether it would be

3 appropriate in our circunstances.

4 Q Coul d you spread the rate on an equa
5 percentage basis and turn it into a kilowatt hour

6 charge per rate schedul e?

7 A The cal cul ation could be perforned.

8 Whether it's appropriate or not, | can't comment

9 t oday.

10 Q Wul d it be burdensonme to do that?

11 A I''mnot sure.

12 MR. VAN CLEVE: Thank you. That's all
13 have.

14 JUDGE MACE: M. Kurtz?

15 CHAl RWOVAN SHOWALTER: M. Van C eve,
16 you were |onger than five m nutes.

17 JUDGE MACE: M. Kurtz, if your 15

18 mnutes is proportionately as long as the five mnutes

19 of M. Van C eve..

20 MR KURTZ: It will be the full 15, but
21 I will try to expedite.

22

23 CROSS- EXAM NATI ON

24 BY MR. KURTZ:

25 Q Ms. Luscier, good evening.



00909

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A Good eveni ng.
JUDGE MACE: Keep it in mnd that
Ms. Luscier is an accounting witness and not a policy
Wi t ness.
BY MR, KURTZ:

Q In response to Ms. Smith, you gave the
capitalization percentages and cost rates fromthe '92
rate case. Do you recall that?

A. Yes.

Q And you al so gave the long term debt
rate of 7.4 percent in the current case. Do you
recall that?

A Yes.

Q Could you fill in the blanks for ne and
give nme the percentages and the cost rates for the
various capitalizations?

A Certainly.

Q And this is for the currently pending
rate case?

A. Oh. For the currently pending rate
case?

Q Yes. | have it for the old rate case.
You gave all those.

A. Ckay, hang on. | have that too. Hold

on one mnute, I'msorry. |'ve got those.



00910

1 Q We know the equity percent request is 14
2 percent.

3 A One second. Okay. Equity 14, right.

4 So we've given you the equity portion, and you want

5 t he ot her conponents?

6 Q The percentage of the capitalization of

7 equity is?

8 A Mnhmm 45 percent.

9 Q 45 percent is what you're proposing?
10 A Yes.

11 Q Okay. Long term debt?

12 A 45. 66.

13 Q Okay. And it's at 7.4 percent?

14 A That's correct.

15 Q Ckay. The short term debt?

16 A Short termdebt is rolled in with the
17 long term

18 Q Okay. And preferred?

19 A 2.26.

20 Q 2.26 percent?

21 A Percent.

22 Q And the return?

23 A Is 7.78. And we have trust preferred,

24 which is at 7.08 percent, and the return is 8.58.

25 Q G ve ne those again.
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A 7.08 ratio, and a 8.58 return.

MR, QUEHRN: Excuse ne, Your Honor. The
general case is also prefiled. |If there are data that
needs to be collected, | believe it's in the record of
thi s proceedi ng.

JUDGE MACE: Yes, |'maware of that.

But, for purposes of this cross-exam nation and to try
to expedite, hopefully we can just go through with the
guesti ons.
BY MR. KURTZ:

Q I"I'l try to be very quick. One |ast
gquestion on this. Does the 45 percent equity ratio
reflect the actual equity portion of the utility's

bal ance sheet ?

A No.

Q What is the actual equity percentage?

A I"'mnot quite sure. You will have to
talk to -- or you'll have to ask Don Gai nes that
guesti on.

Q On your direct testinobny, and you can
avoid referring to it, | saw one sentence where you
dealt with the allocation on a straight KWH basis. |Is

there nore than one sentence in your testinony?
A No.

Q Is the nethod of collecting a rate
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i ncrease generally considered to be a policy question
or an accounting question?
A Can you repeat that question, please?
Q The nmethod of collecting
170-m I lion-dollar rate increase fromyour 940, 000
el ectric custoners, would you agree that's an
i mportant question?
A Certainly.
Q Is that generally a policy question or

an accounting question?

A. I would say it's a policy question

Q Why is an accounting witness testifying
to that?

A I"'mtestifying to the accounting.

Q Ckay. Would you turn to your rebuttal
pl ease. Page -- you've answered a nunber of questions
on this, I'll try to be brief.

Page 2, Lines 22 through 25 where you

essentially say if you don't get the full 170.7

mllion, you're not going to keep track of the power
costs and therefore issue a refund. |Is that right?
A That's correct.
Q And the Gaines testinmony that you rely

on for that is footnote No. 1 to his rebuttal ?

A That's correct.
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Q He says -- | can just read it to you:
If the Commission --

MR, QUEHRN: Excuse nme, Your Honor. |
believe this is a question that perhaps should be
asked of M. Gaines if it refers to his testinony.

MR. KURTZ: ['Il do that. She refers to
his testinony, and that's why | am questioning her on
it, but...

JUDGE MACE: Why don't you question him
on this.

BY MR KURTZ:
Q The refund portion of your testinony,
Page 3, Lines 3 through 7. You say that if you earn

nmore than 8.99 percent during the 12-nonth period

endi ng October 31, "'02, you'll give back the excess?
A That's correct.
Q Okay. Now is this proposition good

under your two-step approach where you only coll ect
136 mllion in "02, or is it a valid offer if the
Conmi ssion gives you 170 million in the '02 period?

A That's correct. And in fact the
testimony states that regardl ess of the |evel.

Q Ei t her way?

A Yes.

Q Now, you chose 8.99 percent because that
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was?

A It was the nelded rate of return from
the nerger, the two authorized rates of return from
each of the conpany's |ast general rate case.

Q Does this nmelded rate of return reflect

t he actual percentages of equity in your capita

structure --
A No.
Q -- at the tinme?
A At time of the?
Q At the time that the 8.99 --
A It's the authorized rate of return
Q Was it actual at the tine, do you know?
A ' mnot sure.
Q Now, who mede the policy decision to

exclude the gas customers fromany rate increase?

A That's sonmething that you would have to
di scuss with M. Gai nes.

Q Now, do you agree -- | think you have
said that you view the power costs as the driving
force, but that the 170.7 mllion is an overal
financial integrity relief to the conmpany?

A That's correct.

Q Overall financial integrity to the gas

and the electric conpany?
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A | believe you'll have to take that issue
up with M. Gaines.

Q Your rebuttal testinony, Page 4, where
you list five points why you have rejected the three
i nt ervenor approaches on the cost allocation?

A Yes.

Q Are you answering this based on your
accounting expertise? |Is this testinony based on your
accounting expertise?

A To the extent that | -- have prepared
the recovery for the interimperiod, it would be based
on ny famliarity with types of deferrals in
recoveries such as this.

Q Let's go through the bullet points
qui ckly. First sentence, you say the equal cents per

kil owatt hour is appropriate, considering the increase

was primarily power costs. |Is that right?
A. That's correct.
Q Are you aware that the power cost

expert, M. WIIliam Gaines --
A Perhaps |'m stepping a little out of ny
area of expertise in testifying.
CHAl RMOMAN SHOWALTER: | need to caution
the witness that you need to wait until soneone is

finished talking. Oherwi se, the record will | ook
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very junbl ed.

THE WTNESS: Okay. | apol ogi ze.

CHAl RWOVAN SHOWALTER:  So wait for them
to finish. And then wait -- or if sonebody objects,
then wait.

BY MR KURTZ:
Q How much of the 170.7 is related to

power costs? Do you have a precise anount?

A | do not know that anount.
Q O the amount of power costs within the
170.7 mllion, do you know how nmuch is related to

fi xed power costs and how nmuch is related to variable
power costs?

MR, QUEHRN: Obj ection, Your Honor.
This witness is not testifying as to her know edge of
power costs.

MR, KURTZ: | am questioning her on her
rati onal e for adopting a straight KWH vari abl e cost
approach. |If she doesn't know, | guess --

A. | had sel ected that approach because

JUDGE MACE: Just a nonent. And let's
deal with the objection; okay?
You know, mny sense of these questions

is that they are related to testinony that M. Gaines
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1 has proffered, and that you're asking a w tness who

2 is not know edgeabl e about them And we're taking up
3 sonme time doing it when you could get your best

4 information from M. Gaines.

5 MR. KURTZ: Well, actually no one from
6 t he conpany knows the answer to this question

7 M. WIlliam Gaines testified that he

8 didn't know how nmuch was fixed and variable, and he

9 didn't know how nmuch of the 170 was related to power
10 costs. So | guess no one knows.

11 JUDGE MACE: All right. 1'Il allowthe
12 guestions to keep going, but let's be vigilant about
13 what this witness can do and what she can't.

14 MR. KURTZ: Yes, Your Honor

15 BY MR. KURTZ:

16 Q The second sentence under your first

17 bull et point, you say the power costs in the conpany's
18 | ast rate case were allocated primarily on a flat KWH
19 Therefore, it's appropriate to do it here in the sane
20 manner .

21 When you used the word "primarily," how
22 much in the last rate case was allocated on KWH and

23 how rmuch on denand?

24 A. I"mnot sure, exactly. But it would be

25 a significant portion.
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Q Here you're proposing a hundred percent
on energy, which is not the sane manner as the prior
rate case?

A Ef fectively, yes it is.

Q Do you know how much? You j ust
testified you --

A Specifically, | don't know.

JUDGE MACE: See, again, we're getting
into the sane situation that the Chairperson talked to
you about, which is you need to wait till he finishes
hi s question and then give your response.

BY MR KURTZ:

Q If you don't know how much of the power
cost was allocated on an energy versus a demand basis
in the last rate case, and you're allocating a hundred
percent on energy on this interimcase, that's not the
same nmethod, is it?

A. No.

Q Second bull et point, you criticize the
intervenors for relying on the cost-of-service in the
general case because it has not been fully exam ned
and woul d be premature for this purpose. Is that
right?

A That's correct.

Q Do you have any reason to disagree with
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the conpany's testinony on cost-of-service in the
general case?

A Can you repeat that question, please?

Q Do you have any basis to doubt that the
testimony that the conpany filed in the general case,
its correctness?

A Whet her it be correct or not, it has not
been reviewed. And that is the reasoning behind not
using the cost-of-service as -- in -- for the creating
t he surcharge.

Q My question was, do you have any reason
to doubt it?

A No.

Q Do you know i f any aspect of the
conpany's power costs have been fully reviewed in the
two nonths' expedited process that have been the
subject of this interimcase?

A Can you repeat that question, please?

Q Yes. Do you know if any aspects of the
conpany's power costs have been fully reviewed in this
expedited two-nmonth interimcase?

A No.

Q If the Commi ssion were to accept your
standard, that unless things have been fully revi ewed

they cannot be used in the interimcase, you would get
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1 no interimincrease, would you?

2 MR, QUEHRN: Your Honor, | object. The
3 guestions are argunentati ve.

4 JUDGE MACE: |'mgoing to sustain the
5 obj ecti on.

6 BY MR KURTZ:
7 Q Al right. Your third bullet point,
8 adm nistratively burdensone. Are you familiar with

9 M . Higgins' proposal?

10 A No.

11 Q How do you know it woul d be

12 adm nistratively burdensonme?

13 A Vell, I'mfamiliar with the other

14 proposal s but not his, specifically. |If you told ne
15 what it was | would, you know, say I'mfamliar with
16 it or not.

17 Q He was the --

18 A I'"ve read the testinony of the other --
19 JUDGE MACE: Again, let ne. | knowit's
20 drawing late. M. Kurtz seens to be a little hot

21 ri ght now --

22 MR, KURTZ: |'mtrying to quickly --
23 CHAl RWOVAN SHOWALTER:  No. Go ahead,
24 M. Kurtz.

25 MR, KURTZ: Thank you, Your Honor.
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Woul d you like nme to just describe this proposal?
CHAI RMOVAN SHOWALTER: | think that

she's not fanmliar with the nane of the wi tness, so

why don't you just say on a flat percentage basis.
MR. KURTZ: That's actually

M. Selecky's for --
CHAl RMOMAN SHOWALTER: Descri be the

i ssue rather than the name of this person.

BY MR. KURTZ:

Q He woul d take the percentage increase to
the various rate classes that the conpany proposes in
the general case, get a bucket of dollars. Then he
woul d use the conpany's billing deterni nants and
spread that on an equal percentage base over all the
billing determ nants.

A Okay. | think M. Van Cl eve covered
that particular scenario, or nethod of recovery.

Q Simlar. He was talking about spreading
it to the rate classes on an equal percent basis and
recovering it on a KWH?

A Sur e.

Q This is spreading it based on the
cost-of -service basis proposal of the conpany, and
collecting it on an equal percentage.

A Okay.
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Q How I ong would it take for you to figure
out what the rates would be?

A As | had stated to M. Van Cl eve, and as
| have stated to you earlier, we prepared the
calculation for the recovery of the power costs based
on the nethodol ogy that we felt was nost appropriate,
which is using the |ast cost-of-service which the
power costs were primarily allocated based on a cents
per kil owatt hour basis.

And we coul d provide you -- when we
say "primarily," we can provide that nunber so that
we can tell you exactly what percentage was
al l ocated so that we can substantiate our -- the
fact that it was a significant amount that was
al l ocated on that basis.

And that is our only basis, and that
is our preferred nethod to recover the costs. And
we' ve considered the others, but that is the one
that the company has proposed. And you can meke
your case for your nethodol ogy.

Q Thank you. |'m asking you about your
fourth point where you said it would be
admi ni stratively burdensone. And -- the third point,
adm ni stratively burdensone -- and ny question stil

remains. How long would it take you to inplenment the
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federal governnent's approach; M. Higgins', the
Kroger approach; or M. --

A It would be sonmething |longer than it
woul d take to performit in the method that we have
chosen.

CHAI RMOVAN SHOWALTER:  You need to
answer the question as best you can.

What he is trying to get at is, of the
ot her nmethods, is it difficult operationally, or not?
O does it involve taking certain ampbunts, allocating
themin a certain way, and dividing themout in
anot her way.

THE WTNESS: To be nore specific, is
what you're sayi ng?

CHAI RWOVAN SHOWALTER:  You need to
answer his question. He's asking you questions about
your testinony, and so you can't put the burden back
on himto make a case

If the question is permtted and not
objected to, you need to try to listen to his
guestion and then answer it.

A I thought | was answering his question

But to be nmore specific, then, it's
just rmuch nore difficult to track those other types

of recovery methodol ogies. There's a | ot of system
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programm ng that has to take place. There's a |ot
of other adm nistrative paper-shuffling type
responsibilities that would be increased as a result
of inplenmenting one of the other recovery

nmet hodol ogi es.

BY MR KURTZ:

Q Do you agree that 170 million dollars is
a |l ot of noney?

A. This is not the primary reason. [It's an
add-er, it's one of those increnental things.

Q Do you agree that 170 million dollars
shoul d be al |l ocated properly?

A Qur proposed nethod is allocating those
costs appropriately. And, in fact, reduces the
adm ni strative burden as | just specified.

JUDGE MACE: Again, let's go back to
answering the question.
BY MR KURTZ:

Q ['ll ask you one | ast question on this
bull et point. Wen considering the admi nistrative
burden of doing the rates versus the appropriateness
of collecting -- of how 170 nmillion dollars is
col l ected from 940, 000 custoners, how nuch wei ght
shoul d the Commi ssion give to the paperwork shuffling,

as you called it?
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1 MR. QUEHRN: | object, Your Honor

2 BY MR KURTZ:

3 Q "Il withdraw the question. Your fourth
4 point is you say you could you nore easily track on a
5 KWH basis. |Is that right?

6 A That's correct.

7 Q You're only going to track if the

8 Conmmi ssi on gives you $170, 700, 000, a hundred percent

9 of your request; isn't that right?

10 A That's correct.

11 Q If they give you a dollar less, you're
12 not going to track; is that correct?

13 A That's correct.

14 MR. KURTZ: No nobre questions, Your

15 Honor .

16 JUDGE MACE: Are there further questions
17 fromthe bench?

18 CHAIl RWOVAN SHOWALTER:  No.

19 COW SSI ONER HEMSTAD:  No.

20 COWVM SSI ONER OSHI E:  No.

21 JUDGE MACE: Is there redirect?

22 MR, QUEHRN:. Yes, Your Honor. A few
23 questi ons.

24

25 REDI RECT EXAM NATI ON
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1 BY MR. QUEHRN

2 Q Ms. Luscier, your testinony that you

3 provided in this proceedi ng addresses accounting of
4 and -- the nechani smand the accounting for that

5 mechani sm-- for the anmount of interimrelief

6 requested by the conpany. |Is that correct?

7 A That's correct.

8 Q Do you have any expertise to offer the
9 Conmi ssi on other than accounting expertise?

10 A No, | do not.

11 Q Do you have any expertise in the field
12 of power costs or any of the financial matters

13 addressed in M. Donald Gaines' testinony?

14 A No, | do not.

15 Q Do you purport to offer testinony as to
16 any of those matters?

17 A No, | do not.

18 Q Ms. Luscier, when M. ffitch was asking
19 you sone questions, he was drilling down into some

20 definitions that you had used in the accounting

21 nmet hodol ogy that your testinony discusses in terns of
22 i mpl enenting the nmechani sm

23 Do those definitions, to your

24 under st andi ng, were they used just exclusively in the

25 context of presenting your accounting methodol ogy?
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A Yes.

Q Do you understand your use of those
definitions to somehow nodify the conpany's proposa
for interimrelief in any way in ternms of howit's
stated in the petition or in the testinony of the
ot her wi tnesses?

A Certainly not.

Q I would once again like to refer you
back to Page 2 of your rebuttal testinony, please, and
once again to Line 10. And the term nol ogy
"consistent with the Conmission's order issued under
Docket UE-011600," basically the accounting petition.

Does "consistency" as it's used in this
context refer to the fact that the accounting
petition required a -- excuse nme, the accounting
order that was issued requires a true-up of the
forecast to actuals? The order that the Conmi ssion
actual ly entered.

Let nme ask the question again, I'm
sorry. It is getting late.

The accounting order that was issued
requires a true-up of the forecast to actuals. 1Is
that the consistency that you're referring to here?

A Yes.

Q Such that the true-up that you
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1 subsequently tal k about is for purposes of being

2 consistent with that accounting order. Is that

3 correct?

4 A That's correct.

5 MR. QUEHRN: | have no further

6 gquesti ons.

7 JUDGE MACE: Ms. Smith?

8 M5. SMTH:  No.

9 JUDGE MACE: M. ffitch?

10 MR. FFITCH: No, Your Honor.

11 JUDGE MACE: M. Van C eve?

12 MR. VAN CLEVE: No, Your Honor.

13 JUDGE MACE: M. Kurtz?

14 MR. KURTZ: No, Your Honor.

15 JUDGE MACE: Anything further fromthe
16 bench? Thank you, Ms. Luscier, you're excused.

17 We'll resume at 9:30 with M. Donald
18 Gaines. Is there anything we need to address before
19 we go off the record for the evening?

20 Al right, we're off the record.

21 (Proceedi ngs adjourned at 6:10 p.m)






