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

)

)

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

) and UG 011571
V. ) (consol i dated)
PUGET SOUND ENERGY, | NC., )
) Volume VIII

)
)

Respondent . Pages 1259 to 1439

A hearing in the above nmatter was held on
February 22, 2002, at 9:30 a.m, at 1300 South Evergreen
Park Drive Southwest, Room 206, O ynpia, Washington,
before Adm ni strative Law Judges DENNI S MOSS and
THEODORA M MACE and Chai rwoman MARI LYN SHOMLTER and
Conmi ssi oner RI CHARD HEMSTAD and Commi ssi oner PATRI CK J.

OSHI E.

The parties were present as follows:

THE WASHI NGTON UTI LI TI ES AND TRANSPORTATI ON
COWM SSI ON, by ROBERT CEDARBAUM and SHANNON SM TH,
Assi stant Attorneys General, 1400 South Evergreen Park
Drive Sout hwest, Post O fice Box 40128, O ynpia,
Washi ngton, 98504. Tel ephone (360) 664-1188, Fax (360)
586- 5522, E-Mail bcedar ba@wt c. wa. gov.

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

Joan E. Kinn, CCR, RPR
Court Reporter
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PROCEEDI NGS

JUDGE MOSS: Good norning, everyone.
M. Gai nes, wel come back.

THE W TNESS: Thank you.

JUDGE MOSS: We will resume your
cross-exanmi nation this norning, and, of course, you do
remai n under oath. | believe we were in the mdst of
guestions fromthe Bench. And, Chairwoman Showal ter, |
bel i eve you had conpl eted your questions, initial
guestions, and that we were to you, Conm ssioner

Henst ad.

Wher eupon,
DONALD E. GAI NES,
havi ng been previously duly sworn, was called as a
wi t ness herein and was exam ned and testified as
fol |l ows:
EXAMI NATI ON

BY COWM SSI ONER HEMSTAD:

Q Good norning, M. Gaines.

A Good norni ng, Conmi ssioner.

Q First, just a couple of questions from your
answers to questions fromothers. | take it from your

response to the questions fromM. ffitch that it's your

view that the dividend policy of the conmpany is entirely
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a matter for the board of directors and what, that it is
not a matter of any interest to the Conmi ssion?

A I wouldn't say that it's not a matter of
interest of the Conmission. | think it -- | think
setting the dividend policy or determ ning that and
declaring dividends is the responsibility of the board.
Clearly | would think the conm ssioners and the
Conmi ssion itself would be interested in that, but what
| was trying to point out is that it's not part of the
rate setting process.

Q Well, just as a pure hypothetical, assumng a
conpany earning its authorized rate of return, rates of
return, has a dividend policy whereby very |arge amounts
of cash of the conpany are distributed via dividends
wel | above that |evel or well above the earning of the
conpany and that goes on for sone years, wouldn't that
have the result of substantially weakening the conpany's
ability to respond to either energency environments, or
it would then have the result of increasing the debt
ratio in relationship to equity?

A Yes, clearly if a conpany paid out a dividend
in excess of its earnings for many years, as you
posited, it would weaken the equity ratio, and therefore
it would erode equity, and that would be a situation

that woul d be of consider -- sonething that | would
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t hi nk woul d be of concern to the Conm ssion, and they
woul d have to ook at it. |If they viewed that as
i mprudent, then | would think that in setting rates,
they would | ook at the capital structure and try and
determ ne an appropriate one.

What | was trying to get at is in the
i nstance where, and junping ahead to a general rate
proceedi ng where the Conm ssion authorizes a rate of
return, you know, that rate of return and, excuse ne,
specifically the return on equity conponents of the rate
of return, how -- ny point was how that gets carved up
bet ween what's retained and what's paid out to

sharehol ders is the dividend policy of the board. Now

if a board was paying out a dividend well in excess of
that, it would in essence be putting out noney well in
excess of its ROE, | think that would be of concern.

But my point is there's no case law that |I'm
aware of in the state where the Comm ssion has
aut horized or ordered anything related to the dividend.
We asked that of other witnesses. No one could provide
anything historic, history in this state. Wwen we asked
the question, we were -- the response we got from Staff
was that we mi sunderstood their proposal, it wasn't that
they were proposing a dividend cut, they were making

their rate relief suggestion contingent upon the conpany
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accepting to reduce its dividend. | think they even
recogni zed that it's outside the purview of the
commi ssi oners thensel ves to determ ne the carve up
between the retention and the payout.

Q I want to turn to a matter that perhaps has
been bel abored a bit, and again, that's the conpany's
theory for its case.

A. Yeah.

Q And | understand that has been expl ored now
al ready considerably. First, it's the conpany's
position that it needs a rate increase, it has a need
for a rate increase in order to have the ability to
finance, so in other words, they need nore cash?

A. Well, | wasn't sure if you were not through
with your question, | don't -- | didn't nmean to cut you
off, but if you're not, then it's nore than cash. You
have to |l ook at the or |I believe in |ooking at the PNB
standard, it covers nore than just cash. It covers nore
than just the ability to issue first nortgage bonds.
Staff's analysis is a sinplistic cash flow anal ysis
addressing that one item Public Counsel's, M. Hill's
exhibit, is one that addresses first nortgage bond
coverage or attenpts to, so it's limted to that aspect.

But to | ook at the whole financial health of

t he conpany, the conpany needs both earnings and cash,
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as those two things inpact credit worthiness froma bond
rating, credit rating perspective. It also inpacts the
ability to finance, because the earnings inpact the
first nortgage bond ratio, the ratio that has to be two
ti mes whether the bonds are electric or gas being

i ssued. And certainly it needs the cash, because if you
run out of nobney, you're -- you don't get to spend

earni ngs, you spend cash.

So it's really -- it's really both that are
needed, and that's sone of the limtations | think that
we have seen today, that ny testinony tries to get at
both the neasures, and the PNB standards address bot h.

Q All right. And the conpany's renedy for that
is to seek recovery of, your phrase, the power costs,
current power costs under recovery?

A What we did is we | ooked at the paraneters
that we have in this proceeding. W saw those
declining, and as we | ooked out over tine, we saw them
continuing to decline. And so we | ooked at the root
cause of that problem and we found that the root cause
was the amount that we were paying for power on a net
power cost basis was less than the sum of the noneys we
were collecting from whol esal e sal es and from ret ai
customers, and that is the driver of the need for the

relief being requested in this proceeding.
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So that then becane, you know, | think if we
just said we need X, whatever X may be, | think the
first question certainly that | would have were
sitting in one of the other chairs would be, well, but
what is the cause of the need for X, is it sonething
that was outside your control, is it sonething that was
i nside your control, and that's sort of why we

approached it the way that we did.

Q Are you famliar with the nerger order?
A. Sonewhat, yes, | nmean | have -- it's been a
while, | was here before and after the nerger, but yeah

in general terns, certainly.

Q | assune you are aware that the issue of the
escal ati ng power costs were one of the issues that were
-- that was addressed in that proceedi ng?

A Very much so

Q And as | recall, there were two explicitly
identified renedies for it. One was the annual rate

increase that was built into the systemfor residentia

custoners. | believe it was 1 1/2% a year for four
years.

A That's correct.

Q And that was explicitly tied, was it not, to

the issue of the escal ating power costs?

A That agreenent was a stipulation, and | -- ny
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recol l ection of hearing the negotiations, which I didn't
participate in, was that that was the main driver of
those increases. | do know that the intent was to
separate so that they would cover all costs and the

i ncreases granted in that order and through the
stipulation. Renenber there was a drop, a reduction in
rates reflecting the discontinuation of the PRAM and
then these periodic increases, as you nentioned.

Q That's right.

A And then those increases were smaller in
percent than the increases in the PURPA contracts that
we had at the time. And so we as a conpany agreed to
live with that. | nean so the custoners were getting
their, in my view, custoners were getting their share of
any nerger benefits, because the conmpany woul d have to
get enough not only to nmake up the difference between
the escalation in power costs and the rate increases,
but then al so produce enough to generate the |evel of
earni ngs that the board had contenpl ated when the nerger
-- when they signed the nerger agreenment. |In fact, the
order, as | recall, | don't recall the exact words, but
| believe the Comm ssion at that tine encouraged the
conpany to vigorously go after those savings, because it
recogni zed the need for that.

Q And there was a second point, the opportunity



1272

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

for merger savings was identified again as a way for the
conmpany to manage its power costs?

A Yes.

Q And it's clear that there have been now, when
| say clear, at least the conpany is asserting that

there have been substantial merger savings; isn't that

true?

A. That is true.

Q | believe in M. Waver's testinony, he cites
the figure of $156 MIlion in nerger savings over a

three year period.

A And | don't know the nunber specifically, but
I do know that it's addressed fairly fully by
M. Sherman's testinony in the general rate proceeding.

Q And substantially greater savings were
projected over a ten year period?

A The way that | recall those projections being
made and the nerger savings were prepared with -- by the
conpany and with help froma consulting conpany were
that you take a savings, and then with inflation it
grows out over time, and they projected that over a ten
year period. And that nerger period, as we call it, the
period of rate stability, stable rates of increase as we
think of it, covered the period of I think '97 through

2001.
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And it is one of the reasons, there was a
qguestion asked earlier, why now when you filed in
Decenber, why now are you only requesting for the
recovery of these costs from January on. And that was
in our own thinking the thought was we filed in essence
the first day of Decenber. W could have requested
Decenber, but we thought, no, let's just start with the
conclusion of the rate stability period, not trying to
reach back into that period, although in our view
certainly the extraordi nary power costs, extraordinary
conditions that caused the run up in net power costs,
were ones that in our view did allow for the filing of
an interimrelief under the conditions of the merger.
We el ected not to reach back

Q Al right. Wen you said the extraordinary
conditions that caused the run up in power costs, to
what are you now referring?

A Well, M. Gaines is probably the best, ny
brother M. Gaines, is probably the best person to ask
that, but I can tell you ny understanding of it, because
our situation is different than nost of the surroundi ng
utilities. |In our case, the volatility and the inpacts
that started hitting us happened in | believe his
testinmony says it's sort of in the tine period of |ate

spring, early sunmer, and it's when prices in the
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whol esal e mar ket dropped, and so the margins fromthe
whol esal e sal es were no |onger sufficient.

Q But now that's where |I'm having sone rea
trouble. The underlying PURPA contracts with their
escal ating costs were a clearly known fact. None of
that was a surprise.

A Absol utely not.

Q The merger agreenent builds in at |east for
residential custoners a 1 1/2%increase per year for
four years and also identifies the nerger savings as a

way to manage those costs.

A Yes, during the five year period.

Q M. Weaver testifies that there has been $156
MI1lion in merger savings.

A. In the five year period.

Q That's right, well, over a three year period.

A Okay.

Q But your case is built on the underrecovery

of the power costs in the PURPA contracts, but you don't
net out either the 1 1/2%increase per year or the
mer ger savi ngs. Now why not?

A Well, | think we do net out those inpacts,
and | will explain to you why | believe that. Clearly
t here have been savings inside the conpany. There's the

savings that | think of that M. Swofford and M. Waver
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and M. Sherman testified to that are nerger rel ated.
There are al so savings with respect and we have had a

| ot of questions about the reduction in the equity
ratio. The conpany restructured two of its PURPA
contracts, its two |argest PURPA contracts, Tenaska and
Encogen. To do that, there were up front buyout
paynments nmade that were funded with debt, and that added
debt to the books, effectively reducing the equity
conmponent by percentage, not necessarily by dollar
amount. And that reduced the cost of those contracts.
Al so included in those calculations is a reliance upon
selling any surplus that we have to the extent our firm
load is less than the total

Q But that wasn't contenplated in the nerger
settlenent, was it?

A Yes, it was, the nmerger settlement for the
board to agree to and for the officers of the conpany
| ooked at all of the costs.

Q | understand, but at the tinme, power costs
were low, not high, and isn't it your point that the
conpany was able to make profits when the whol esal e
prices were high?

A. Ri ght .

Q But they weren't high at the time the nerger

settl ement was entered into.
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A. Wel |, the conpany's | oad resource bal ance was
different then than it is today as well. And you asked
me, howis it that we addressed that in this case, how
did the savings get taken into consideration, how did
the rate increases get taken into consideration, and
this is why in ny analysis we don't, you know, the test
as to whether or not our request is nmeeting the PNB
standard, you don't see anywhere in that test anything
related to power costs. It's neasures of financia
heal th that address the overall inpact of the conpany
where all costs and all savings would be netted
together, things like the rate of return, things |ike
the first nortgage bond coverage, pre-tax interest
coverage, the funds from operations.

Q Well, is it your position that the $170
MIlion represents a netting of all the pluses and
m nuses in your books?

A Qur case is really split into two parts, if
you will. M brother and I, we joke about it as the
Gai nes' boys case, because his part is what's the inpact
of power costs, and then my part is let's take an anount
that is in essence an ampunt |ike that and deternine the
i npact .

CHAl RWOVAN SHOWALTER: What did you nmean |ike

t hat ?
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A Well, $170 MI1ion.

CHAl RMOVAN SHOWALTER:  Oh, okay.

A And see would that anmount fit within the PNB
standard, and it does when you |l ook at all the measures.
And it's nore than cash flow, it's a combination of cash
fl ow and earnings, and the ratios and statistics and
indicia that we used to conpare agai nst that standard
pi ck up everything. | nean when you think about the
rate of return, it really incorporates everything. Even
with the conpany's full request, we're earning |less than
the all owed, |ast allowed return.

Q Well, what |"mstruggling with and trying to
get a handle on is the nexus between the conpany's
asserted need, and | enphasi ze need, and then
i dentifying the underrecovery of power costs as the
solution, and | don't get a nexus between those two.

For exanple, well, | have nentioned the nerger savings,
that's a net benefit, very substantial. Rate increases,
not insignificant. Another one is | believe the
enbedded debt of the conpany is | have a figure of 7.4%
but you're currently financing at 6.25% That's a
benefit, clearly so. Are all of those things taken into
account when you conme up with a figure of $170 MI1lion?

A They are when you | ook at the --

Q Then is the $170 MIlion a proxy, or is it
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just a pure coincidence?

A I would ook at it as two steps. One is of
an amount, say it's 170, how does that ampunt fit within
the PNB standard. In our case, 170 fits within the
definition of need under that criteria. And then when
you go and | ook at the root cause, you say, gee, you
know, there's a huge underrecovery of power costs. The
nunber reached back to the time period, as | nentioned,
sort of end of spring, early sumrer of |ast year is over
a quarter of a billion dollars. W're just looking at a
pi ece of that in this proceeding because it's only a
portion of the tine period.

But when we | ook at the savings, we al so have
to l ook at the other costs that went up as well beyond
net power costs, and these are included in there, and
along with our costs, they get netted out against these
nmeasures. For exanple, we have put in place a network
i nsi de our conpany, a conmputer network. W have put in
pl ace a | arge PEM programthat you heard a | ot of
testinmony on | ast night that whether people liked or
didn't like the rate increase, they seened to |like that
PEM program That we have never conme and asked for
nmoney to pay for that program That programis paid for

by netting out cost increases and savings of the

conpany.
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Q But those are ongoi ng operational costs.

A They are, and they erode -- they erode
earni ngs and they erode cash flow to the extent they
aren't covered.

Q Now Chai rwoman Showal ter in her questioning
yesterday referenced, and | think it has come up
el sewhere, that anal ogi zing or at |east posing of this
situation of whether your circunstances are anal ogous to
an ice stormor a fire storm but the underlying power
costs and your description of the PEM program those
don't constitute fire storns, do you think, or ice
storms?

A No, they don't, and it's where, while the
analogy in part is a good one, in another part it's not
a full correlation to the situation. Because in an ice
storm you incur costs of putting back the system or
rebuil ding after the fire. But in this case, we have an

ongoi ng continuing erosion that doesn't and hasn't

st opped.
Q But | think isn't the difference the one is a
surprise, | nean beyond that which is reasonably

predi ct abl e?
A. And as was the conditions in the power
mar kets were a surprise.

Q But that's -- why? At the tinme of the



1280

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

merger, prices were low, now the prices are low, | think
Wl liam Gaines testified that, in fact, the spike had no
nmeasur abl e i npact on your underlying problem maybe
provi ded a short-termhelp to your arguable problem

A Correct. | think --

Q But you can't |look at the price spikes of the
| ast 18 nmonths as the basis for your problem and if
anything, it was a benefit.

A I think -- and that's not certainly in ny
testinmony. What |'msaying is | think that your
statement there is representative of the fact that when
you net everything together, costs increases, savings,
rate increases that we have had to date, those in
aggregate are insufficient. And when you |ook at al
the bits and pieces --

Q Al right. Then is it the conpany's position
that the deal, if that's the way to put it, cut in the
formof the stipulation approved by the Commi ssion from
the nerger hasn't worked out?

A I wouldn't -- | wouldn't say that, | wouldn't
say that, because | think it has worked out. | think I
remenber | ooking at the scenarios at the tinme that
agreenent was entered into, and there were two
scenarios. One that had sort of traditional unmerged

i mpacts and what the inpact on custoners would be in
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that scenario. The other was the inpact on customers
and sharehol ders as well under the scenario where you
nmerge. And the inpact to custonmers and the financia
health of the conpany was nore attractive in the nerger
situation. The rate increases needed to provide the
sanme |l evel of result, financial health, if you will,
woul d have been much greater absent the nerger because
of the potential for the savings that come from
conbining the two entities. And so --

Q Well, was it the expectation of the conpany
at the time that the built-in rate increases and the
like would ultinmately not be sufficient to neet the
probl em of the escal ati ng PURPA contract cl ause?

A. Of course, the agreenent was based on
proj ections over the five year period. The conpany
| ooked at its projections and felt that it had a big
chal l enge, but it was one that it was ready to accept to
try and get the savings and live within those |evels of
relief. It was not anticipated one way or another as to
whet her that would be able to be continued beyond the
end of the rate stability period, and we are now beyond
the end of that period.

I do have to say, Commi ssioner Henstad, it's
only with great reluctance that we come down and request

relief. This is obviously a process that while good and



1282

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

fair takes a lot of tinme and resources, and we woul d
much rather take that time and resources and apply them
to runni ng our business. But when you just have done
all you can on getting savings, beconm ng efficient,

wi nning awards for innovative prograns and so forth,
there cones a tine where the rates just aren't
sufficient, and unfortunately, we have reached that
tinme.

Q I may nmake the comrent, |'m not asking these
questions critically, I"'mnerely asking themto try to
understand - -

A | didn't take them that way.

Q -- the nature of the conpany's case.

W Il you turn to Exhibit 426.

A I["mnot sure | have that in front of ne.
Q I think that was part of Ms. Steel's.

A Oh, | have it now, thank you.

Q And | believe at least indirectly, this

relates to her Exhibit 414. This is a Puget Sound
Ener gy consol i dated bal ance sheet showi ng March 31,
2001, and Decenber 31, 2000. First, what does it mean,
a consol i dat ed bal ance sheet?

A VWhat that nmeans is the -- all of the
subsi di ari es of Puget Sound Energy. For exanple, the

real estate subsidiary, Puget Western, Hydroelectric
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Devel opnment Corp., HEDC, which |I have referred to, and
all the other ones that were on the list that was passed
out in another exhibit are all aggregated together into
this sheet.

Q Ckay. And what I'mlooking at is the
caption, additional paid in capital, March 31, 2001
$382, 584, 000, and then on Decermber 31, 2000, it was
$470, 179,000, and this canme up in discussion earlier
for a difference of $87,595,000. Could you tell ne
agai n, what caused that drop in paid in capital?

A Yeah, and | can show you specifically the
conponents of that anount. They are depicted in Exhibit
81. Renenber it was January 1 of 2001 that the holding
conpany, Puget Energy, was fornmed. So what were
subsi di ari es of Puget Sound Energy, for exanple
Infrastrux, we went through yesterday, |'m not planning
to do it again, but we went through the source of funds
for that, that was now once consolidated underneath
Puget Sound Energy unregul ated activity. And then with
the creation of the holding conmpany, the hol di ng conpany
was up on top, and then this was transferred over to
bei ng separate. So in aggregate, those dollars are
there, we're just recogni zing now t hat what was once
unregul ated $87 M I lion that on a consolidated bal ance

sheet was included with the PSE nunbers is now
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separately.

Q But with that change, at |east the bal ance
sheet of Puget Sound Energy is neasurably weakened; is
it not?

A Well, on a consolidated basis, sure, but
that's not the neasure that we should use in | ooking at
the regul ated busi ness, because it consolidates the
non-regul ated activities with the regul ated busi ness,
SO --

Q well --

A -- and always historically when we have
| ooked at equity, we backed out, and we do this always
in the cost of nobney exhibits, the capital structure
exhibits, the equities related to those non-regul ated
activities.

Q Well, for a third party looking at the
conpany, say a Merill Lynch broker or a Wall Street
credit rating agency, aren't they going to look to the
Puget Sound Energy bal ance sheet to have a sense of how
strong or how weak the conpany is?

A A Merrill Lynch analyst, no, because he woul d
be | ooking at equity, which is at the hol ding conpany
| evel, so he would be | ooking at PE, Puget Energy's
bal ance sheet. A credit rating agency woul d | ook,

because the bonds and the preferred stock, the
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securities that they rate are at the Puget Sound Energy
| evel, they would |l ook at that bal ance sheet. But for
regul ation, we need to strip out all of the unregul ated
activities and just | ook at Puget Sound Energy, the
regul at ed pi ece.

Q Well, if I"ma party considering buying sone
debt, whether secured or unsecured of PSE, why woul dn't
| look at the bal ance sheet to see --

A Well, you would, you would | ook at the
bal ance sheet, but you would recognize that the bal ance
sheet is conprised of regulated as well as unregul ated
assets and liabilities.

Q But how would | know what's regul ated and
unr egul at ed?

A Well, there are in the back of the financia

statements the segnent information that breaks that out,

not in alot of detail, but that's where you woul d get
it.
Q But woul dn't that cone as a surprise to ne?
A I wouldn't think so. It's part of the

conpany's 10-K.

Q And | would know or at least | would be --
your position would be I would be put on notice at | east
that if |'mconsidering buying debt of PSE that that

category of paid in capital could all of a sudden
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pl ummet ?

A Well, | wouldn't say that it would all of a
sudden plumret, because all we're doing is noving a part
that was al ways unregul ated i nto another piece that
remai ns al ways unregulated. It was al ways separate from
regul ated capital structure. | nean going through the
hi story of the nunbers in Exhibit 81, they were never
part of the regulated capital structure, so sure.

Q But | just want to get this as clear as
possible, that that third party would be on notice that
that's the case, that they could not rely on that
caption to really know how nmuch paid in capital was
avail abl e to back up and secure the debt of PSE?

A. Wel |, again, I'"'mnot sure that put on notice
woul d be the termthat | would use, but sone of that |
just nentioned, the segnent information is disclosed in
the 10-K, it's disclosed that it contains both regul ated
and unregul ated busi nesses. In this proceeding, ny
direct testimony | believe at page 8 tal ks about how
these projections that we have been | ooking at are just
the regul ated businesses. And | think as we have al ways
done for comng up with a capital structure for
regul ated activities, we exclude the equity fromthe
capital structure. And to the extent those docunents

are part of the public record, investors would have
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access to those as well

Q Al right. And the $87.5 MIIlion reduction
is then what, reflected or what happened to it is
reflected in your Exhibit 817

A. The source of it, yes, right, where those
noneys cane from and what they were used for happened
there, and then it doesn't depict the creation of the
hol di ng conmpany and the di saggregation

Q | understand. | note at the very bottom of
your Exhibit 81, the total there is 87.115.

A Yeah, in fact, the npneys that went to the
unregul ated businesses is really 85, 84 sonething, it's
the 87 less the $2 1/2 MIlion transferred to the
utility. And clearly those busi nesses had earnings, and
so at the tinme of the transfer, that would go as well

Q So that's the connection, the two 87's
approxi nat e one anot her?

A Correct, the difference being earnings.

Q And so you can | ook at Exhibit 426 and then
| ook at Exhibit 81 and see what happened to the noney?

A Yeah, its source, and see that it always was
unregul ated, and that it's just a matter of
di saggregating financial statements to have a clearer
separati on between those regul ated and unregul at ed

busi nesses.
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Q VWhere did the $87 MIlion originally cone
fron®?

A It originally canme from there's three
pi eces, but the bulk of it came fromyears ago
pre-nerger. The gas busi ness acquired exploration and
production properties when it was -- around the tine as
I understand it of gas deregul ation, when a |ot of gas
di stribution conpani es were | ooking for their own
sources of natural gas. It then sold those assets, or |
think nerged i s what happened technically, wth Cabot
Ol and Gas, a firmout of Houston if | remenber right.
And what it got in exchange for that was common stock of
Cabot Ol and Gas as well as $50 MIlion of preferred
stock, and those are the two pieces here. And so that
was securities held outside of Washington Natural Gas,
t he regul at ed busi ness.

Q So the original dollars cane from earnings of

t he ol d Washi ngton Natural Gas?

A No.
Q As additional capital in that conpany?
A The origin of the noney to build the electric

or the exploration of production properties as |
understand it canme from stock, if you would liKke,
Washi ngton Energy Conpany, the hol di ng conpany, that

i nstead of putting down into Washington Natural Gas it
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put down into this unregul ated business to acquire those
properties. Those properties were nerged, got the
securities, and so the original source was sharehol der
nmoney outsi de of regul ation.

For exanpl e, Puget Energy should it want to
grow Infrastrux and add additional equity, Puget Energy
could sell stock and put it into Infrastrux, or it could
bring in outside equity investors. That would have
nothing to do with the activities of the regul ated
busi ness. And that was the source, Washi ngton Energy
sold commpn stock, went over here to the unregul at ed.
This never hit Washington Natural Gas. That was
segregated on the books of accounts.

When PSE was created, that was nonetized into
cash. That cash continued to be tracked and invested in
unregul ated, and now we just have the di saggregati on of
what were once fully consolidated statements now into
PSE and | nfrastrux.

Q In one of the exhibits, | don't remenber the
nunber now, | asked WIIliam Gai nes about this, there was
a projection of rate of return for a period of 2001
t hrough 2005, | believe, that was substantially above
the authorized rate of return, and which now is not the
case, and | asked him was that projection of relatively

handsonme earnings solely estimated to be as a result of



1290

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

activity in the whol esal e narket?
A | believe the Exhibit was 42C, as | have it
here, and it's the rating agency presentations,

specifically the one that was dated April 23 and 24 of

2001.

Q Let's see, looking at nmy notes, | see a
reference to Exhibit 275, page 85. | hope that's right,
maybe not.

A It looks to be the sane. | have that now in

front of me, and I'mtrying to find that particul ar
page. Page 85 of 138, and | won't address specific
nunbers because it's confidential nunbers, but we can
tal k conceptually certainly about it.

Q And | question those relatively attractive
rates of return. Were they projected at the tine as
resulting fromyour activities in the, positive
activities in the whol esale nmarkets in contrast to where
you are now?

A. Yes, they did, they were based on -- yes,
they were. That forecast was prepared around the March
2001 tine period at a tine when before this crisis in
power markets happened, which we said was |ate spring,
early sumrer of the sanme year, so that certainly was
part of it. | would again, because we had the earlier

di scussion, rem nd people that the line there that we're
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1 | ooking at is consolidated regul ated and unregul ated in
2 terms of Puget Western and so forth.

3 In my testinmony, | nentioned page 8 of ny

4 direct as tal king about that separation, and on that

5 page, | say that in 2002 the non-regul ated consol i dat ed
6 operations are projected to generate approxi mately $12
7 MI1lion of net earnings, so there would be that inpact
8 going forward as well, the inpact of non-regul ated

9 activities in those returns. But clearly, renenber that
10 was based on a forecast pre-unexpected surprise in

11 unexpected ice storns so to speak in power narkets.

12 Q Just one last question. In your figure of
13 $170 MIlion, | take it that includes the cost of the
14 gas hedges?

15 A Yes, it does.

16 COW SSI ONER HEMSTAD: That's all | have,

17 t hank you.

18 THE W TNESS: Thank you.

19 CHAl RMOVAN SHOWALTER: | have a foll ow up
20 just to the discussion you just had.

21 THE W TNESS: Certainly.

22

23 EXAMI NATI ON

24 BY CHAI RNOVAN SHOWALTER:

25 Q And | will describe to you a scenario or
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what's coning to me fromthe conpany's case, and then we
can go over the elenments of it.

A Al right.

Q VWhat | am hearing is that there's a kind of a
three part dynamic. There is first the pre-crisis
ner ger node, second, the power crisis/good, and then
there's the power part Cis the power drops/bad. Now am
I correct that in part A, the pre-crisis merger node,
you' re going al ong, you've got the merger agreenment, but
that in point of fact if the power crisis had not
occurred, the conpany would be hurting as it headed into

the hone stretch of the merger period?

A. And when you say --

Q Actual |y, please just |let me keep going, and
then we will go back over it.

A Okay.

Q | just want to let you know what |'mthinking

so you can correct me if I'mnot correct.

A. Certainly.

Q So that had this power crisis not occurred,
t he conpany m ght have come in prior to the nmerger term
end, that woul d have been a choice that you m ght have
made, but that had you not been "bailed out” by the
power crisis, your financial condition would not have

been good. But then B
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1 A. Yeah, okay.
2 Q The power crisis cones along, and actually
3 it's good for this conpany in spades. It essentially

4 not only masked the earlier dynam c, the nmerger npde,

5 but went beyond maski ng and woul d have, had it

6 continued, put the conpany in pretty good shape. But

7 then part C, the power drop cones along, and it's bad

8 for the conpany in spades. And so there's this dynamc
9 of things |ooking quite good and bei ng good, but then
10 you cone down through a kind of a neutral nonent, and
11 | ooking forward to certain projections, things don't

12 | ook good. But this sort of good period and bad period
13 in spades has a fairly wide anplitude, and that is

14 because of the very high prices that when you were on
15 the receiving end of them were very good, and when

16 you' re suddenly in effect paying for themin the sense
17 that you hedged against them it |ooks very bad. |Is

18 that sort of the dynami c, and then we can go through

19 these three parts?

20 A Yeah, | believe it is, | think your pieces
21 with your three parts are accurate. | think your

22 description of the inpacts of the three parts is

23 accurate. | would -- | wasn't sure exactly the point
24 with respect to the hedges, because when we were talking

25 yesterday, we tal ked about differentiating the use of
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derivative and hedges in a tradi ng conpany, which is
what we do not do, versus nmnagi ng core, you know,

tradi ng around your surplus, and so it's our hedges are

the latter. But yes, | nmean | think you sunmarized it
certainly.

Q Well, let's go back to part A then

A Okay.

Q The merger node pre-crisis.

A Okay.

Q From the sounds of things, you may or may not

have made it to the end of the nerger period, but if you
did, you would be nmaking it into the end of the nerger
period with a request for an increase post mnerger
period. Is that accurate, had all this Wst Coast power
crisis not occurred?

A | haven't run those numbers, so | don't know

for sure, but clearly the part B power crisis/good

hel ped out.
Q Ri ght .
A Now remenber in 2000, just |ooking at

aggregat e earni ngs per share, in 2000, our earnings per
share were $2. 16, and clearly that was in part benefited
by part B

Q Al right. But that what it also inplies is

t hat despite savings the conpany may have achi eved or
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interest rates that have come down and annual rate

i ncreases that went up a little for one reason or

anot her, which may be the subject of a rate case |ater,
but for one reason or another, it brought the conpany to
a neutral or negative position relative to its rates and

rate of return.

A Neutral to negative | would think would be
fair.
Okay.
A. Then, you know, then we have good peri od,

then we have bad peri od.

Q Right. So why you got to the neutral to
negati ve, excluding the power good, power bad dynamic, |
don't know, and it may or may not be relevant to this
proceeding, it's probably sonmething that will becone
nore evident in the general rate case. But in any
event, here we are in the interimproceedi ng, you have

asked for the rate increase.

A Yes, we have.

Q W will get to that later.

A Ri ght .

Q But nmeanwhile, | think what you're saying is

that the good parts have now at this point been
out wei ghed by the bad dynanmic, especially as tine goes

on.
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1 A Correct.

2 Q And isn't part of the exercise that we're
3 engaged in here is to decide where in that dynanmic we
4 are. That is, had you conme in in July, you mght be
5 able to predict that things were going to be bad, but
6 you woul dn't have been in terrible shape and nmaybe not

7 bad enough shape pending the end of a rate case.

8 A You nean July of this year?

9 Q No, of last year, no, | nmean had you cone in
10 earlier. |'mnot saying you should have, |I'mjust

11 saying --

12 A And again, renenber we filed in August |

13 remenber our initial request.

14 Q Not the general rate case

15 A. No, I'msorry, | msunderstood.

16 Q And | will, it probably doesn't need to be
17 said, but I just do want to renmind the record if no one

18 el se, that we did not rule on the nmerits in that case.

19 A Ri ght.

20 Q But isn't part of what we're struggling with
21 here is where in the plus side of the dynam c noving

22 down to the negative side of the dynamic are we, and how
23 much can the conmpany wi thstand pending the rate case

24 versus, nmaybe not even withstand, but how it's doing

25 just fine depending on these financials?
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A. I think that's right, and I think it's one
reason certainly that in our rebuttal revised proposal
if you will, that we said, let's include a true up
because this anplitude can be large, and clearly if the
anplitude is such that it's to the benefit of custoners,
we have anot her benefit where net power costs are | ow
we're not asking for that. W would want to give that
back. Again, the conpany can't deal with, as | think a
| ot of witnesses recognized, another negative anplitude,
and so this would, the tracking deferral aspect with
respect to those costs, would address that as well

And then | think with respect to the PNB
standard, we have to | ook at and the forecast in that
case i s based on power costs being fully covered,
because perfect future know edge, you know, you have
rates at that level, so the earnings would be the sane
be power costs up or down if you went that route of
tracking it, you still then say, well, is there a need,
and that's when you take this broader | ook at the
overall financial health, earnings and cash fl ow

CHAI RWOVAN SHOWALTER:  All right, thank you.

JUDGE MOSS: Thank you. | think it mght be
wel | advised to take a break, and then we will finish
up, so why don't we take our norning recess for 15

m nutes, and then we will be right back
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(Recess taken.)
JUDGE MOSS: Conmi ssi oner Oshie.

COW SSI ONER OSHI E: Thank you, Judge Moss.

EXAMI NATI ON

BY COWM SSI ONER OSHI E:

Q Good norning, M. Gaines.

A Good nor ni ng.

Q I don't often get to say that to witnesses.
A. | guess that's right.

Q I'"m going to ask you questions on a few

subj ects, but they're going to junp around a little bit,
and | guess that comes as a result | suppose of being
| ast .

A That's fine.

Q Of people with cross-exani nati on questi ons.
Let's start with naybe just a clarification. Help ne
understand better the nerger between the gas and
el ectric conpanies. Because fromwhat | heard you say
is that the asset, the non-regul ated asset of was it
Cascade or Washi ngton --

A It was Washi ngt on Energy Conpany, the hol ding
conpany that al so owned the regul ated gas busi ness.

Q And so they were -- and so they held an

unregul ated asset in the exploration and devel opnent
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conpany, which was then converted into the Cabot G 1 and

Gas stock?

A That's correct.

Q And hel d by Washi ngton Energy. And | guess,
you know, ny question is, was the -- at the tinme of the

nmerger, was the regul ated and unregul at ed asset
segregated in that way, or did Puget Sound acquire the
conpany as a whole, not in pieces, so to speak?

A Yeah, much as Chai rwoman Showal ter was havi ng
me step through three parts of the power situation
there were you can think of three parts to this
situation. W had pre-nmerger hol ding conpany with
respect to the gas business, then we have PSE peri od
sort of pre -- and then you have hol di ng conpany of PE

And at the time of the nerger that created
Puget Sound Energy, what happened was we nerged the gas
regul at ed busi ness into Puget Sound Energy, also nerged
i n Washi ngton Energy Conpany, but kept on the books of
account, you know, records related to unregul ated so we
could do sonmething with that |ater

Then created the first of 'Ol Puget Energy
itself and sort of then disaggregated what had been
aggregated. So the starting point, renenber we had a --
you can think of an unregulated, and | will ignore the

Puget Western for a mnute, the real estate subsidiary,
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because it's not the one in question, but we had
regul at ed gas busi ness, unregul ated hol di ng conpany with
some unregul ated activities, and unregul ated el ectric
business. Al of that canme into one. Trying to track
to the extent books of accounts allow those differences
and certainly as cash nonetized assets tracking in
separate bank accounts in certain circunstances those
flows of dollars, so that we could utilize themfor
their intended purpose all al ong, unregul ated
i nvest ment .

Q I guess how is that done at PSE' s level? |
guess that you woul d have acquired the whol e conpany,
t he sharehol ders woul d have, and it would have been

their investment.

A You nean when PSE was fornmed?
Q No, when PSE acqui red Washi ngt on Energy.
Well, | would have to double check to be 100%

certain, but |I'm about 90% certain that the creation of
the nmerger of, in fact, | am99%certain the nerger of
t hose expl oration and production properties that
resulted in the Cabot common and preferred happened
pre-nmerger, so they would have had on their books that
t he hol di ng conpany, this investnent in either sub that
held this stock or investment in that stock. | don't

recall if the unregul ated sub had been coll apsed into
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t he hol di ng conpany. But that then became an asset

i nvestnment in those securities when the whole PSE nerger
was formed, so that's tracked separately. And then it
was post nerger that those assets were noneti zed,
converted to cash, and then tracked separately in a bank
account. You obviously can't track a non-cash

i nvestment through a bank account. And that's really
the way it was done.

Q Junmp around a little bit as | said | would
to, oh, in yesterday's discussions about the rating
agenci es, Mody's and S&P, and probably I will get them
somewhat mi xed up, but you nmentioned qualitative factors
as being a significant influence in the decision of the
rati ng agenci es.

A Yes.

Q And of the qualitative factors, you tal ked
about managenent, and you al so di scussed the regul atory

envi ronment .

A. | had a third one, the econony as well
Q Now |I' m assuming that Mody's or S&P when
they ook at or they try to analyze, if you will, PSE's

relationship with the UTC, they | ook at our decisions
only?
A No, | don't think they | ook at decisions

only. | think they look at the process in part as well
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As Chai rworman Showal ter --

Q What do you nmean by process?

A Well, they look at tine period, how although
there is allowed an 11 nonth period, does it always take
11 nmonths. They look at do they read in the newspapers
argunent ative things going back and forth, or do they
see not that, you know, do they get an inplication that
there is a good working relationship. Sone conpanies
have good rel ationships with their comm ssioners, as |
believe PSE has. Oher conpanies in other states are
probably less so. And so they try and pick up that.
And these are things that, of course, aren't
quantifiable, and thus they fall under their heading of
the qualitative aspect of the rating.

Q Do you think it would be a benefit to the
anal ysts to have a relationship with the Conmm ssion or
its Staff?

A | do. In fact, I think not only would it be
good for as was done where the Chairwoman spoke to
regul atory research and had conference calls with the
Bank of America that were, in the case of the Bank of
America, available for replay. And | know there were
rati ng agency analysts listening in on sonme of those
from conversations | have had. | think the nore

information that is had by agencies, be it from Staff,
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Publ i ¢ Counsel, the conpany, conm ssioners, | think
that's good. | actually think it would be good to
outside of rate proceedi ngs have nore frequent
conversations among those sane parties as well

Q And |'m assuning that in your neetings with
the ratings agencies that they want to talk to you about
your relationship with the Conmm ssion?

A They do.

Q And so in effect you becone our voice with

the rating agencies then?

A I think --
Q If they're not talking to us.
A | think | become -- | think | amny voice of

my opinion of that relationship. And as | nentioned
earlier, | think we have a good one.

Q Okay. Help nme understand a little bit, |'m
going to nove into the devel opnent of the hol ding
conmpany and the rel ati onship between PSE and Puget
Energy, and | may call it PSD and maybe it will --

A Per the ticker synbol certainly.

Q I don't think the court reporter will
appreciate it, but. As I understand it, of course and
there has been a | ot of discussion throughout this
proceedi ng, that PSE is a subsidiary of Puget Energy.

A Yes.
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Q And this is ny understanding, that Puget
Energy is the sole sharehol der of PSE

A That is correct.

Q And is there 1 share or 1 billion shares, or
perhaps it doesn't nmatter?

A | don't know the number of shares, but |
don't think that it does matter

Q So now when you tal ked about sharehol ders in
your testinony, you're really tal king about the

shar ehol ders of Puget Energy?

A Correct.

Q Because there's only one sharehol der of PSE?

A In nost instances unless we were talking
about the hol ding conpany relationship, I was referring

to the ultimate owners of the entity, yes.

Q Now t here was sone di scussion yesterday about
the board of directors and that they're identica
bet ween PSE and al so Puget Energy. And | think it was
your testinony that the board, each board has a
responsi bility and does act independently of one another
i n maki ng deci sions for each corporation.

A They have a fiduciary responsibility to their
role in either situation.

Q And | think you stated as well, and | will

generalize, that the interests of PSE may differ from
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the interests of Puget Energy.

A I think that can be the case at tinmes, yes.

Q And so the board of directors would have to
make deci si ons agai n i ndependent of one another even
t hough they're one and the sane.

A | believe that's correct.

Q And so, for exanple, as far as the stock
price, at least in a theoretical sense, the sharehol der
or excuse ne, the board of directors of PSE in a
t heoretical sense would be thinking nore of the
interests of PSE than the interests of the sharehol ders
of Puget Energy?

A I would believe that that would be right.
['m not a board member, but | would think that would be
true.

Q Now agai n, based on the testinony, and of

course both witten and oral, we do not regul ate Puget

Ener gy?
A Correct.
Q And Puget Energy is nmade up of different

subsidiaries including Infrastrux and PSE, and | believe
you nentioned a real estate --

A. Actually, just to correct, we have Puget
Energy the hol ding conpany, it has two subsidiaries,

Puget Sound Energy and Infrastrux. And then underneath
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Puget Sound Energy is the subsidiary Puget Wstern, PW,
and HEDC and sonme others that are very, very small.

Q And | think just in general terns, there are
both the risks that are foreseeable, if you will, or
under st ood by the sharehol ders of Puget Energy from both

the regul ated and unregul ated environnents are

reflected, if you will, in the stock price?
A Absol utely.
Q And | guess those risks are also reflected in

the deci sions nade by rating agenci es?

A No, not 100% because the rating agencies --
they are when the rating agencies are rating the issuer
rati ng of the hol ding conpany, then they would be
identical. But when the rating agencies are rating the
securities issued by Puget Sound Energy, then they would
just consider the itens with respect to that entity.

Q And | guess that's why there are certain
securities of PSE that are ranked higher than those of
Puget Energy?

A That is -- the ones that are ranked hi gher,
for exanmple, the conpany's first nortgage bonds have a
hi gher rating than the issuer rating, the corporate
credit rating, because they have the protection of the
pi pes and wires, the assets of the conpany, whereas the

corporate credit rating, the one that really a power
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mar keter would ook at, is really just the genera
creditor standpoint or credit worthiness of the conpany
wi thout a claimin a bankruptcy proceedi ng towards the
assets, the physical assets.

Q Now Puget Sound Energy issues a dividend, and
maybe | will use the termupstream if you will, to
Puget Energy.

A Correct.

Q And the decision to issue a dividend would be
made by the board of directors of Puget Sound Energy.

A That's correct.

Q Now was the dividend paid in the third
quarter of 2000, it is my understanding, would be for
earnings in the second -- of 2001 would be for earnings
in the second quarter of 2001; is that right?

A Yes.

Q And so it would follow then that the fourth
quarter dividend of 2001 would have been for earnings in
the third quarter?

A Wth one mnor nodification, Conm ssioner
OGshie, the dividends aren't paid at cal endar quarters.
They are paid sort of mddle of the quarter. So when
the board would | ook at the dividend for what you would
probably refer to as the fourth quarter one that's being

pai d Novenber 15th, and the financials that they | ook at
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are the actuals through the end of October, so it's not,

you know, a clean cal endar.

Q Ri ght .
A But | just wanted to clarify that.
Q Because | think that your fourth quarter

actuals for 2001 resulted in a dividend paynent in the
m ddl e of January if |I'mnot mistaken; is that right?

A No, there woul d have been a dividend -- the
actual -- the dividend that was declared in January was
pai d February 15th, so it would be | ooked at through --
| don't -- | can't renenber the minutes, but the ninutes
of the board neetings, the representative board neetings
of Puget Sound Energy and Puget Energy, would reflect
t he date of those financials.

Q Now, M. Gaines, just help me to get a
pi cture, because to ne at least, it folds into the
financial situation of the conpany. You know, did the
di vidend that was upstreamed to Puget Energy by PSE for
the third quarter of 2001, did that exceed the earnings
for the third quarter of 20017

A I don't know for a fact, but | would suspect
that it would have, and the reason in part would be, you
know, typically because of the seasonality of our
busi ness where, you know, the gas business, the bul k of

its revenues are in the first and the fourth quarter
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the bulk of the margin is the first and fourth quarter
because that business doesn't have the nore stable
lights and appliance | oad. And even to the extent of
the heating | oad of the electric, it too has the bul k of
the margin in the first and fourth quarters. Typically
on a quarterly basis, it is such that we would pay out
nore in the third quarter in dividends at the PE | eve
t han what PE s earnings would be. And the corollary, of
course, is in the first and fourth quarters, typically
you woul d pay out much | ess than what the earnings are.
Q Was that true for this fourth quarter, 2001?
A Not with the underrecovery of the power
costs. And | would like to point out while we're on the
di vidend that the dividend paid by Puget Energy to its
sharehol ders is on a quarterly basis 46, currently or
last tine, was 46 cents per share. That in aggregate
was roughly $40 MIlion to $42 MIlion. It's not -- |
don't have the exact nunbers, it's in one of these
exhibits. The dividend paid from Puget Sound Energy to
Puget Energy is about $30 MIlion to $33 MIlion. The
difference of $6 MIlion or so roughly on a quarterly
basis or $24 MIlion or $25 MIlion a year reflects the
di vi dends that the sharehol ders of Puget Energy elect to
reinvest in the business, and we have been retaining the

cash at the utility and having, you know, issuing new
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equity, if you will, to neet that rather than buying
equity in the open market to rebuild the equity ratio of

the utility, and that has been happeni ng since Novenber

of 1999.
Q In the first quarter of 2002, do you
anticipate that -- | guess the board hasn't nmade a

decision to issue any dividends for first quarter, but
they're built into your projections, aren't they?

A We may be thinking of different tine periods.
I think of the first quarter one as the one paid during
the first cal endar quarter, so the February 15th
di vi dend, that was declared and was paid at 46 cents.

They have not declared the My divi dend.

Q And that's what ['mthinking.
A. Okay.
Q I"'mtrying to get a relationship between the

earnings within a particular quarter and the dividend
that woul d be issued by the board of Puget Sound Energy
for that quarter's earnings. And it's | guess from --
and | don't want to really point to any exhibit, but
just in a general way that the earnings of the conpany
for at least the first couple of quarters of 2002 if you
were paid out a dividend of $30 MIlion to $33 MIlion
to Puget Energy, your earnings, your dividend paynent

woul d exceed the earnings for those peri ods.
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A. Well, clearly in periods of, exanple, poor
hydro conditions, there were years in the past where we
-- the dividend exceeded the earnings. 1In the year of
the nerger where we had $55 M Ilion of nmerger rel ated
costs that for financial reporting purposes were
expensed, the dividend exceeded the earnings. But in
ot her years inside the nmerger period where we had
favorabl e hydro conditions, earnings well exceeded the
di vidend, and, in fact, on average over the period, the
earni ngs have exceeded the dividend.

Q But for the first two quarters of -- let's go
back to my question | guess.

A Sur e.

Q If you were to pay out the dividend as
projected for the first quarter and second quarter of
2002, is it your testinony that the dividend paynent to

Puget Energy woul d exceed the earnings for those

peri ods?
A Just to be certain, | want to check a numnber.
Q Okay, sure.
A If the board declared a 46 cent dividend, it

is, and 1'mlooking at M. Haw ey's workpapers which
were supplied in response to Public Counsel Data Request
62, which has a couple of different exhibit nunbers

related to it, and trying to add in ny head w t hout
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nunmbers in front of me the revenues and earnings from
Puget Western and fromlInfrastrux, | think it is highly
likely that the dividend woul d exceed the earnings.

Q Now my question really was focused on Puget

Sound Energy, M. Gaines, and | --

A. Oh, okay, sorry.
Q Because |'mreally interested in what the
income, if you will, or the revenues of the utility, the

earnings of the utility are in relationship to --

A. O the utility --
Q -- that would be upstreamto Puget Energy.
A O the utility itself, clearly the dividend

woul d exceed the earnings.

Q And | appreciate the clarification on the
di vi dend, because there's been a | ot of discussion
t hroughout the hearing about the dividend, and | guess
it was focused on the dividend of Puget Energy --

A Vel |, because --

Q -- as opposed to what flows from Puget Sound
Energy to the parent conpany.

A I think that's right, because the dividend
that the sharehol der | ooks at is the one from Puget
Energy, and | think it's inportant to note that
investors of utilities ook for stability in a dividend

paynment. You don't decrease it in short bad tines. You
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don't increase it in short good tines. You really, it's
nmy under standi ng not being a board nmenber, is that
boards |l ook to the long run financial viability of the
conpany and set a policy with respect to that. And
clearly it's typical in nmy mnd that when a conpany is
in for an increase in general rates that it would be
having a period where its earnings could exceed, or
sorry, its dividends could exceed its earnings. Wre
that not the case, it probably wouldn't be needing to be
filing for general rate relief.

Q Al right. M interest here is really the
deci sions that are made at Puget Sound Energy's level in
di vi dendi ng earni ngs upstreamto Puget Energy, and
guess in order to say it straight out, in a time of
financial crisis, it seenms as if the board of directors
of Puget Sound Energy woul d be nmore concerned about
mai ntai ning the financial viability of that corporation
t han of dividendi ng noneys upstreamto benefit the
shar ehol ders of the parent conpany. | nean their
concern is Puget Sound Energy.

A Correct.

Q It's not, even though they're one and the
same board, their concern isn't for the sharehol ders of
PE.

A Ri ght, that's right.
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Q Do you think that it's in the best interests
of Puget Sound Energy to dividend $30 MIlion to $33
MI1lion upstreamto Puget Energy in the first quarter of
2000 for the first quarter earnings of 20027

A. | believe that it's critical that they
continue, the board continues to do that. And were they
to ask my opinion, | would give themthat opinion.

And the reason why is because this conpany,
Puget Sound Energy, needs to rebuild its equity, and the
only way that it is going to be able to do that at the
I evel to the degree to which it needs to do, as is
included in my general rate case testinony, is to have
public issues of commpn stock, and sizable public
issues. | can't say the number, because that aspect of
the testinony is confidential, but a |ot of nobney, nore
than -- what we plan to issue is nore than what the
reducti on proposed in the dividend woul d be.

And sure, cutting the dividend is a source of
noney in the short run. But to get capital, to attract
the equity investor in the long run so that Puget Energy
can issue stock and invest that in Puget Sound Energy,
it is absolutely inperative that stability in return to
sharehol ders be mai ntai ned, and that would be ny
recommendation. | don't know how, you know, you have

reduced the dividend down, there has been testinony, now
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this is ny testinmony, I'"mnot relying on excluded
exhibits, if you were to cut the dividend, the stock
could drop bel ow book val ue, and that would be a
horrible situation to have at a tine when you're trying
to issue public stock in the public markets at the |eve
to which we need to do.

Q Anot her way of building the equity would be

to retain the earnings; is that right?

A Certainly.
Q It's anot her mechani snf?
A It's another nechani smthat woul d not address

the long-term problem would be detrinental to the
| ong-term probl em

Q So | guess your testinony then is that it
would be -- it's in the conpany's -- it's in PSE s best
interest to dividend its $30 MIlion to $33 MIlion even
though it hadn't earned that for the first quarter of
2002 to the parent conpany?

A. It would be, much as it would be ny
recomendati on not to increase the dividend were we
still in period B, power crisis/good, right.

Q Now | guess there's probably a couple of
assunptions built into your opinion, and I guess one
woul d be that there would be sone relief that the

Conmmi ssi on woul d afford the conpany?
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A That woul d be correct.

Q And just assum ng that there would be no
relief, your answer would be different?

A No, | think because |I'mthinking beyond this
period as well and thinking about what's needed in the
general rate setting process, that's when you address
capital structure and when you address issues such as
this. That's the tine in my testinony, you know, post
interim post decision on general when there is clarity
on long-run earnings capability of the conpany that we
woul d sell conmon stock

And this short-termperiod that we're really
talking, | guess there's two quarters of dividend
bet ween now and the end of the decision period in this
proceeding, at $30 MIlion to $33 MIlion, that's $60
MIllion to $66 MIlion of dividends if you absolutely
elimnated the dividend, and there have been five firmns
in the last five years, five utilities in the last five
years who have omtted the dividends. That $60 MIIlion
to $63 MIlion is a very small fraction of the equity
needed by the utility to rebuild its capital structure
after rates are set in the general rate making process.
It would be being penny wi se and pound foolish, to use
an expression ny English grandnother woul d use.

Q If you had to, this is just an assunption, if



1317

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

there were no rate relief afforded or at |east in your
opinion insufficient rate relief afforded by the

Commi ssi on, how would PSE, at |east in your opinion,
make its dividend paynent to the parent conpany?

A Well, as we saw, there are cash flows that
cone in. Earnings are positive, not negative. And it
woul d be out of those cash flows that we would do that.
Di vi dends, although we | ook at themas with respect to
earnings, are in the case of utility stocks typically
paid in cash. And so you |look nore to cash flow,
especially on a short-term area.

Q Woul d t he conpany consi der borrowi ng noney to
make the dividend payment?

A. I can't speak for the board. | do know that
t hat has happened historically years ago in the period
of big construction tine when it was critical to issue
equity to fund power plant construction.

Q | guess there's, at least fromthe testinony,

there's an expectation of the sharehol ders of Puget

Energy that the parent conpany will -- that the dividend
will remain constant.
A I wasn't sure if that was the end of your

statenment, but | would agree with that.
Q And how | ong has the dividend remained in the

46 cents a share a quarter range?
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A. I believe the last increase was during the
year of 1993. We could certainly get you a date
specifically as a Bench Request if you would Iike, but I

think it was then.

Q So at | east nine years?
A Yes.
Q And | guess based on your testinony, | would

assume that it would at | east be your opinion that for a
nunber of years going forward that that dividend should
remai n the same?

A Well, again, you rem nded ne that when | nmde
nmy earlier statenments, it was premi sed on sone
assunptions. M assunptions if | were to meke that
statenment would be that we would have the |ong run
earnings capability to support that dividend.

Q And so | guess your testinobny is, as long as
you were able to earn the noney to pay the dividend,
then you would pay it, or there would be -- if you had
an opinion that you could give to the board, it would be
to pay the dividend because you had the earnings to
support it?

A It's alittle bit nmore conplex than that. |
beli eve the sharehol ders of Puget Energy |ook for two
things. They look for -- and they only get two things.

They get a dividend as current incone, and they get
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change in the stock price up or down. | believe
i nvestors, and | have this belief from speaking with
equity analysts as well as sone sharehol ders, that
shar ehol ders in our conpany, and we are primarily about
70% to 75% of our stock is owned by individuals as
conpared with, you know, institutions, many of whom are
Washi ngton residents, it is nmy belief fromtalking to
them and tal king to analysts that they | ook for two
parts. They look to the stability fromthe utility,
fromthe regul ated business, to support the dividend,
and they ook to the growh in their stock price to the
unregul ated activities of the conpany.

The utility has customer growth of |ess than
2% on the electric side, 1%to 1 1/2% 3%or so on the
gas side, so aggregate not a lot of growth to | ook
forward to. There were questions asked of the growth
pl ans for Infrastrux, and clearly they have substantia
growt h plans. Those were expressed in terms of
revenues, but there would be earnings that would be
expected to flow fromthat as well over tinme as this
conpany expands and gets fromits infancy to nore closer
to teen age years or maturity | guess.

And so | believe that investors are | ooking
at that. They look to the utility for stability of the

di vidend, and they | ook to unregul ated busi nesses for
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the grow h aspect of the stock.

Q At least during this period where there is,
and |, well, maybe, during the period in which of the
i nfancy of the unregul ated subsidi aries, then the

dividend is primarily being supported by the utility?

A Correct.

Q Is the, at least in your opinion, and it's --
does the dividend artificially, if you will, prop up the
stock price? | nean maybe | can put a little background
on that, because it's ny understanding that your -- the

percentage of the dividend in relation to the stock

price is -- is it the highest in the nation?
A In terns of dividend yield at present tine.
Q Di vi dend yi el d, yes.
A. It is the highest of the utilities that |

have tracked of the conbination conpanies, and there's
about 30 to 35 of those.

Q All right, so but back to ny question, is
that, | nean that high dividend yield, the highest in

the nation, is that artificially propping up the stock

price?

A No, | think it's a function of the stock
price being beaten down. | don't think the problemis
the nunerator in that equation. | think the reason the

ratio is where it is is concern over erosion of equity
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and | ow earnings, and | think that -- | mean when we
| ook at the period prior to this unexpected run up in
net power costs, the stock price was higher, the

di vidend yield was | ower.

Q What's the average, the three year average of
the stock price at PSE or Puget Energy since its
formati on? Do you have a running average in your head
or an approxi mati on?

A | can -- an approximation, | would guess $23
to $26, sonewhere in there. Those nunbers are in the
back of our annual reports, which is a public docunment.
I don't have them handy to refer to, but.

Q Well, if the dividend -- | guess if the stock
price is reduced and peopl e have an expectation of a
certain percentage of dividend, in other words, if the
stock price goes down, if your -- and | don't know what
the percentages nay be, but if your yield would have
been 6% for exanple at $28, why wouldn't they expect 6%
at $20 just in --

A Well, the yield is sinply a mathemati ca
calculation. [It's the current dividend per share
di vided by the price per share. And if there are
situations, and ignoring the cause, if there are
synptons that are of concern to investors, that wll

make the stock price go down. And as a result, you
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know, clearly if you have a cal cul ati on where the
denom nator is depressed, the resulting quotient | guess
is increased. The way to address that is not ness with
the nunerator, it's do things to address the depression
in the denom nator, in nmy view

Q Well, if the -- that may be -- just in a
general sense, if the stock buyers, if your investors
are concerned about the health of the company, | guess
there's a tension between their wanting to reinvest the
noneys that they could receive in dividends back into
the conpany to | guess increase or nake the conpany

heal thier and the desire to put nore noney in their

pocket. |Is that a fair statement?
A. I would ask you to repeat the question
Q Well, if the stock price has been driven down

by investors' view on the health of the conpany, isn't
there a natural tension then that exists between their
wanting to inprove the financial health of the conpany
per haps by reinvesting what they could receive in
di vi dends and, of course, their personal interest in
recei ving the highest dividend possible within the board
of directors' judgnent for any given period?

A. First of all, I would disagree that it's the
hi ghest dividend possible. [It's the highest present

dividend yield. | would also think that the investors
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are -- and the depression in the stock price is a short
Iived phenonenon, because | believe that investors
believe in the regulatory process, and they know now
that there's an interimperiod. Looking beyond that,
they're probably nore concerned with the general period,
and it will be that that will determine the long run
earnings capability of the conpany. And that's why |
think it nakes sense to wait and sell the stock after
there is that clarity. | don't know how | would -- the
scenario that | would describe to an investor not
knowi ng the outcone and not able to predict and never
trying to predict the outcone of regulatory decisions to
i nvestors or rating agencies.

Q Do you see the growth in the Puget Energy
stock price, at |east your projected -- your opinion of
its projected growth, is that a function really of the
activities, the financial activities of the unregul ated
subsidiaries or nore of that than of the regul ated
utility?

A | think so, and | think |I can give you a
qui ck exanple of the mathenmatics that woul d show t hat,
and let's just go back to the period when rates were
| ast set and the RCE was | ast set at 10.5, and we'l
i gnore for the nonent the fact that the gas was sone

negoti ated nunber that nmay or may not have been hi gher
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than that, let's just assune it was 10.5 for the
consolidated entity. | think historically over the
let's call it a mdterm five, six years, normalized

| evel s, payout ratio, dividend payout ratio of the
conpany is probably 85%let's say. |If you' re paying out
85% of your 10.5 return, that neans you're retaining
15% And if you can continue earning the 10.5, you

woul d expect -- and you're reinvesting that 15% of 10.5,
one of the simplistic, if you will, ratios of finance is
retention ratio tines ROE is earnings growmh. So if we
say we had a 10.5% return on equity and we were
retaining 15% of that, paying out 85, which is by

i ndustrial standards a high percentage, that's a growth
rate of 1 1/2%

That's not enough of a growh rate to be
attractive to investors, so investors would be | ooking
to Infrastrux, for exanple, for that additional grow h.
And | think with the plans that | think it was
M. ffitch who asked ne about their plan to have $1
Billion in revenue over a five year period, and
earni ngs, you know, growing up fromthat |evel, that
provides a |lot nore earnings growth than the 1.5% And
| believe if even just to go to Yahoo Fi nance, for
exanpl e, and | ook at their research section there where

there is a nunber fromthe | BES systemthat has cell
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si de anal ysts' growth expectations in earnings, we would
see a nunmber that's at |east double that 1.5.

Q | guess it's maybe a generalization, but
growt h stocks or growth conpanies as a general rule wll
use its retained earnings to acquire new busi nesses or
to devel op the business that it has or to put in R&
than will -- and will not use those nobneys to pay
di vi dends?

A Well, in some part. Clearly you have just
hit the nail on the head with respect to Infrastrux in
its infancy stage. And certainly going back to ny
mat hemati cs, the conpany that had no dividend and earned
10.5, you woul d expect its earnings to grow by 10 1/2%
because 100% retention tines 10.5. That is a conpany
like Mcrosoft that pays no dividend, people are buying
that purely for growh.

I think in our conpany, and now | speak of
Puget Energy because we're tal king about the
shar ehol der, again, they look to this business inits
i nfancy goi ng through adol escence and retaining and
doing the growh scenario nuch |like Mcrosoft, not
payi ng a dividend, and they |look to the earning
stability of the utility, which over the [ ong run has
paid out less than its earnings. Certainly earnings

have been much hi gher and nuch | ower in other years, but



1326

1

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

I think they look to that for the current incone piece.

COW SSIONER OSHI E: | don't have any ot her
questions. Thank you, M. Gaines.

THE W TNESS: Thank you.

CHAl RWOMVAN SHOWALTER:  No questi ons.

JUDGE MOSS: | have a few questions to keep
our record clear, M. Gaines, before we go on to other

parties or back to the parties.

EXAMI NATI ON
BY JUDGE MOSS:
Q I will refer you to page, well, first your
Exhi bit 25T, your rebuttal testinony. |If you | ook at
page 4, line 17, you nmeke reference there to a figure of
$625, 000 a day, and | think that actually may appear in
several other places in your testinony and perhaps in

M. Swofford's as well

A Yes.

Q I wanted to know what is the source, the
derivation, if you will, of that nunber?

A The source of that nunber, let nme just check

real quickly, the source of that nunber is the page 15
of DEG- 4 in the conpany's general rate proceedi ng, and
al though I think that page was marked confidential, the

underlying -- because of the nonthly shape of the
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1 derivation of that, the underlying nunber itself is not.
2 It's the final page of DEG 4 in that proceeding, and |
3 have a copy if you want to do a request sonehow with it.
4 Q Yes, | think we probably would want to just
5 have that page as an exhibit so we understand the --

6 A It woul d need to be marked confidential if

7 that's acceptabl e.

8 JUDGE MOSS: We're going to get sone

9 i nteresting exhibit nunbers here, but that will be 19BC.
10 THE W TNESS: An odd year.

11 MR, CEDARBAUM Can you just repeat,

12 M. Gaines, what that exhibit will be then?

13 THE WTNESS: 19BC. Ch, what the source of
14 it is?

15 MR, CEDARBAUM The source, yes.

16 THE WTNESS: |'msorry, M. Cedarbaum yes,
17 | believe it's page 15, which is the final page of

18 DEG 4, ny exhibit in the company's general rate case,

19 and we can produce that today on the |lunch break.

20 MR, CEDARBAUM | have a copy of it. | can
21 just make a copy for myself.
22 JUDGE MOSS: We will need copies though

23 because we don't have it up here, so appreciate that.
24 BY JUDGE MOSS:

25 Q In the same Exhibit 25T, your rebuttal, and
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i ndeed on the next page, page 5, line 9, and again
perhaps in several other places, there's a figure there
of $13 MIlion per nonth, and again, | would like to
know what the derivation of that is.

A. That one is actually in the record al ready.
It is the source of that can be seen on page 1 of the
exhibit that contains M. Hawl ey's workpapers, which
t hi nk sonmeone said was 425, and then it's line 18,
colum B, it actually shows as $12.7 MIlion and it's
rounded in the testinmony to be 13.

Q Okay, | think we're going to need to check
t hat exhibit nunber, because ny 425 is --

A It's the one that | refer to fromthis
exhibit |list as 32C on your earlier --

Q Yeah, 32C does seemto be M. Hawl ey's
wor kpapers.

A. Yeah, page 1.

Q And then in connection with that $13 M1 Ilion
figure, you use the termor the phrase, confiscates huge
anounts of our equity investors' existing investnent in
t he conpany, and the term confiscation of equity is one
that appears in several places in the testinony. | want
to be clear about what that means. W have used the
word equity in several senses throughout the case, and

wonder if you could sinply explain what it means in this
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connecti on.

A Yes, | can. The derivation of those two
nunbers, Judge Moss, the 625 and the 13 MIlion, are
really the sane. They're the underrecovery of net power
costs. One is a pre-tax, and one is an after tax
nunber, | believe, but of over different tine periods.
And the confiscation of equity that I"'mreferring tois
synonynous to when we say the erosion in equity. It's
the fact that when, using the anal ogy of buying pencils
for 10 cents and selling themfor a nickle, it erodes
the equity in the conpany. That's what |'mreferring
to, and that erosion is depicted on page 1 of the
exhi bit we were discussing.

Q And this is in line with the discussion of
erosion of equity you had with Chai rwoman Showal t er
yest erday?

A That's correct, yes, it's the sane.

Q We have had a good bit of discussion
t hroughout the case in terns of the various coverage
rati os, and specifically I want to talk about the first
nort gage bond two tinmes coverage ratio. And | believe
it's in your testinmony here in 25T at page 3 that
without interimrelief, the conpany will not maintain
its two tinmes coverage ratio for its first nortgage

bonds. | guess | should stop and ask you if | have that
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pi ece right?

A That is correct. And, Judge Mss, there was
a Bench request to produce the actual nunber for
January, which we should have today.

Q Do we have that now?

A. | don't believe we do. | think it's being
calculated up in Bellevue.

Q Al right. Let me ask you if you know what
| evel of relief the conpany woul d require just focusing
on this one neasure, what |evel of relief would be
sufficient to naintain that through the period October
2002?

A | do, and it's a nunber that Ms. Steel has
calculated, M. Hill has calculated in a data request
and | believe there's an exhibit to that, and |I have
done nmat hematically although it's nowhere in any of ny
exhibits. 1t's roughly $70 MIIlion, and that woul d be
keeping that ratio at two tinmes but not allowi ng for the
i ssuance of any securities, because that ratio when
cal cul ated, you have to include the interest on the
currently contenpl ated i ssue in nmaking that cal cul ation

Q And if you nade that allowance, what would it
be?

A It would depend on the --

Q Vell --
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A Yeah, on the anount of interest. But, for
exanple, let's say the conpany was doing $100 M1 Ilion
bond offering and the interest on that at say 8% woul d

be obviously $8 MIlion, so it would be $8 MIlion

hi gher.

Q So $78 MIlion in the exanple?

A Yes.

Q O if it was 6.25% $6, 250, 0007?

A Correct, yes.

Q That sinpl e?

A Yes, that sinple.

Q Appeals to ny sense of nathematics.

JUDGE MOSS: One other thing that | would

like to have for a clear record, and I think I will just

put this in the formof a Bench request for counsel to
jot down, and other counsel may wi sh to provide a
response as well, but what | would like to see in one
place, and | think that the data is in the record, is
the conpany's current actual capital structure in the
form of the usual table that we see that lists on the
| eft-hand side, for exanple, |ong-termdebt, equity, and
so forth, and then the ratios and the percentage, the
cost, and if we could have that actual figure.

THE W TNESS: Decenber 31, 2001?

JUDGE MOSS: That woul d be agreeable, yes.
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THE W TNESS: (Okay, great. Judge Moss, just
aclarification on that, is that for Puget Energy, Puget
Sound Energy, or just the regul ated aspect of Puget
Sound Energy? And we can produce all three if you would
like. | would be happy to do --

JUDGE MOSS: Let's just do all three.

THE W TNESS: Ckay.

JUDGE MOSS: So we make sure we have
everyt hing that we need.

THE WTNESS: Great, no problem

JUDGE MOSS: Thank you, appreciate that
clarifying point.

BY JUDGE MCSS:
Q Just a couple nore. Wth respect to we have
had a good bit of discussion or you had a good bit of
di scussion with Conmnmi ssioner Oshie this norning about
t he hol di ng conpany structure and earnings and so forth,
what is the primary source of Puget Energy's earnings?
A. Well, the primary source is Puget Sound
Energy. | think in 2001 I know Puget Energy reported
$1.14, if | renenber, per share, if nmy menory serves ne.
I think roughly, and this would be subject to check, 3
cents of that came fromlInfrastrux, and there was a
si zabl e amobunt that cane from Puget Energy because it

had sold a property, but the bul k of the number would
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have cone from clearly $1 or so | would guess, would
have cone fromthe utility.

Q And t hose earnings that Puget Energy receives
t hrough the dividend paynments | suppose from Puget Sound
Energy, that's the source of funds or the source of
dollars to pay out the Puget Energy dividend to the

sharehol ders; is that how that works?

A Agai n dividends are paid in cash.
Q Yes.
A And so the source of that $30 MIIlion that

has gone out on a quarterly basis historically from
Puget Sound Energy to Puget Energy is the operating cash
fl ow of the conpany.

Q And that noney is the noney that woul d be
used to pay the many sharehol ders of Puget Energy?

A Correct.

Q And | think you testified in connection with
Commi ssi oner Oshie's questions that in terms of
adj usting dividends that you don't do that, it's not a
good corporate strategy or policy to make adjustnents to
that for short-term problens or short-term benefits?

A That is ny testinony and ny belief.

Q I wonder if it follows fromthat that Puget
Sound Energy facing certain financial exigencies if the

conpany decided to cut its dividend paynment to Puget
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Energy, if the board of Puget Sound Energy nade that
deci sion as one neans of helping its financia
situation, that wouldn't necessarily affect what Puget
Energy's board woul d decide to do in terns of paying
that dividend to the many i ndividual sharehol ders, woul d
it?

A Wel |, Puget Energy's board would have to | ook
at what cash it would have fromall avail able sources,
either the utility or Infrastrux or a borrow ng
arrangenent or sonmething in making its decision

Q But it could still -- it could maintain the
was it 46 cent dividend paynent even if the earnings
were insufficient to cover that? As | understood the
testinony, that that's sonmething that someti nes occurs.

A Well, it would look to do that. | don't
believe that it would have in the short termthe cash
flowto do that. It has, Puget Energy as the hol ding
conmpany has no borrow ng arrangenents established in
pl ace. W have tal ked about the Puget Sound Energy
credit agreenment, we have tal ked about the Infrastrux
credit agreenment, but Puget Energy itself has no source
of capital other than its two subsidiaries.

Q Is that sonmething that would be --

A At the present tine.

Q It could make such arrangenents, couldn't it?
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A It could if investors and | enders were
receptive to lending to it.

Q And t hat woul d depend on those | ending
institutions' or investors' view of the overall conpany
and its potential for the future, including the
regul ated and unregul ated activities?

A It woul d.

Q Just one final point. |If Puget Energy issues
stock, as | understand it, Puget Sound Energy just has
the one sharehol der, Puget Energy, so if we're talking
about an issuance of stock to raise capital, that would
be by Puget Energy?

A That's correct.

Q And ny question is, does that necessarily
i mprove Puget Sound Energy's capital structure?

A | think it depends on -- it clearly depends
on what Puget Energy does with the proceeds fromthe
conmon stock sale. It could, when it sells stock, it
could invest that in Puget Energy, nmake an equity
i nvestment in Puget Energy, nake an equity investnent in
Infrastrux, or make an equity investnment in sone new yet
to be determ ned business.

Q Just to be clear, you said make an equity
i nvestment in Puget Energy.

A I'msorry.
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Q Did you nean Puget Sound Energy?
A Thank you for correcting ne, yes, | did.
Q And it would have to nmake that equity

i nvestment in Puget Sound Energy in order to have any

i npact on the capital structure of Puget Sound Energy?
A. That is correct, and that is the present

pl an, Judge Moss.

JUDGE MOSS:  All right, | think that's all |
had.

Anything el se fromthe Bench before we turn
to see if there's further cross based on the Bench's
guestions?

Okay, then we will do that, and | guess,

M. Cedarbaum you will go first.

MR, CEDARBAUM  Thank you, Your Honor. |
have three exhibits that | would like marked if | could
just pass those up.

JUDGE MOSS:  All right, have you provided
these to counsel ?

MR, CEDARBAUM No, | will do that right now.

JUDGE MOSS: Okay.

Oh, and while we're passing out paper
M. Cedarbaum | neglected to nention earlier, it |ooks
i ke the Bench may have a few questions for Ms. Steel

and so we would be | ooking to call her back to the stand
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after M. Swofford's testinony, so you mght alert her
Actually, | see her sitting in the back of the room so
| suppose | amalerting her that that eventuality is
l'ikely, and therefore she should hold herself avail able
this afternoon.

MR. CEDARBAUM  And that would follow
M. Swofford, you said?

JUDGE MOSS: | think that's | ogical

Let's be off the record for a few nminutes

(Di scussion off the record.)

JUDGE MOSS: During the brief recess | have
mar ked PSE's response to Staff Data Request 276-G as
Exhi bit 84C for identification. PSE s response to Staff
Dat a Request 275-1 | marked as 85C for identification
And PSE' s response to Staff Data Request 61 | narked as
86 for identification.

MR. CEDARBAUM  Thank you, Your Honor

CROSS- EXAMI NATI ON
BY MR. CEDARBAUM
Q M. Gai nes, you were asked sone questions
from Comm ssi oner Henstad about the general proposition
that if dividends exceed earnings, | think you agreed
with himand using your words | think you said over tine

that over -- if dividends were to exceed earni ngs over
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time, that would have the effect of weakening the
financial status of the conpany and also increasing its
debt capitalization. And ny question was, if | heard
you correctly when you said over time or years or
can't really remenber, what period of tinme were you
tal ki ng about?

A What | was tal king about, M. Cedarbaum was
a period after a general rate case when sort of the
| ong-term earni ngs capacity of a business has been
determ ned, not, you know, a period where there's good
or bad hydro or sonething |ike that, but a |onger term
period, so a period of maybe five or six years | ooking
out .

Q So if for a period of five or six years after
the |l ast general rate case was decided, let's say a
conpany, hypothetical conpany, has a general rate case
that's decided in 1993, 1994, if it were then to have
five or six years of dividends exceedi ng earnings, that
woul d neet your testinony?

A It would, and that didn't happen in our case.

Q While we were off the record, | had asked or

notified M. Quehrn that | had a few questions for you

on Exhibit 155. | don't know if that has been provided
to you.
A It has.
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Q And that for the record, and actually, I'm
sorry, | misspoke when | said 155, | neant 153, and |I'm
| ooking at part 2 of 3, page 1 of that exhibit, it's
entitled also called spreadsheet A Do you have that?

A | do, M. Cedarbaum

Q And | understand you didn't calculate this,
I'"'mnot going to ask you questions about the

cal cul ati on.

A Thank you.

Q This was your brother's responsibility?
A Yes, it was.

Q But this does show the cal cul ati on of the

deferred power costs begi nning January that the conpany
woul d seek, seeks to recover, and the projected power
costs beginning March that the conpany seeks to recover
inthis interimrate case; is that right?

A Expressed in a revenue | evel grossed up for

t axes, yes.

Q This is the $170.7 MIlion cal cul ati on?
A That's right.
Q Is it correct that |ooking on this exhibit

t hat merger savings and best practices savings are not
i ncl uded?
A That woul d be correct, because this is sinply

the power cost calculation and not one of the overal
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financial health of the conpany, which is in ny
testi nony.

Q And |'m done with that exhibit. You were
asked sonme questions by Chai rworman Showal ter about this
three part dynam c, and the first part of the dynanic
i nvol ved post nerger but pre-power crisis; do you recal
t hat .

A | do. In fact, | jotted the periods down, so
I have themin front of ne, all three.

Q And | think there was sonme discussion as to
whet her or not the conpany at that tine believed itself
to be in a healthy or unhealthy financial situation. |If
you could turn to what's been marked for identification
as Exhibit 84C, do you have that?

A Yes, | do.

Q And do you recogni ze this as the conpany's
response to Staff Data Request 276-G which would be a
general rate case data request?

A | do.

Q And these include board mnutes for the
January 5th, 2000, board neeting; is that right?

A Just to clarify, M. Cedarbaum m nutes
typically are paragraphs of words, and at |east the
pages as |'mthunbing through |ook |ike a nuneric

presentation, so | suspect that this is a subset of a



1341

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

presentation that probably doesn't actually include the
mnutes itself, unless this was just a partial response.

Q You're right, | should be nore specific. Do
you recogni ze the attachment to Exhibit 84C as the 2000

and 2004 forecast that was presented at that January 5th

neeti ng?
A Yes, | do.
Q And if you could look to it's the fourth page

of the exhibit, but it's paged itself page 2 at the
bottom do you have that?

A Yes, | do.

Q And there's a line just up fromthe bottomin
bol d call ed earni ngs per share, and then across that
line are earnings per share for the years 2000, for
2004.

A | see that.

Q So can we agree that January 2000 was a
pre-power crisis, post nerger tinme certainly as opposed
to nmerger tinme?

A Let's see, this was the January 2000, so yes,
it was certainly -- | think it fits wthin Chairwoman
Showal ter's first tinme period pre-crisis and | guess
mer ger node since we were -- the thing was prepared in
2000.

Q Now recogni zi ng that these are projections on
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the page that |I'm | ooking at for earnings per share,
woul d you characterize those projections, and you don't
need to speak to nunbers unless these are now
non-confi dential, but would you characterize those as
bei ng heal thy, normal, average, unhealthy, what?

A. Well, first of all, they are confidential, so
I won't speak to the nunbers. Those terns are relative
and so when you say healthy, | don't know what you nean,

with respect to what?

A There's nore indicia of financial health than
si nmply earnings per share.

Q I guess |I'm asking you for Puget Sound Energy
with those earnings per share whet her you woul d consi der
that to be indicative of a conpany that projects itself
to be in a healthy or unhealthy situation?

A Well, those earnings appear to be Puget
Ener gy earni ngs.

Q Okay.

A And page 3 of the follow ng page of that
exhi bit appears to have those split between regul ated
and non-regul ated activities. And | don't know how to
answer the question with respect to health. There's
nore informati on needed to answer that question

Q Looki ng at page 3, howdo |I -- |I'mjust



1343

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

havi ng troubl e understanding how | differentiate between
Puget Energy and Puget Sound Energy.

A I'"msorry, go ahead.

Q | just wanted to make sure I'mon the right
page, it's paged itself as page 3, but it would be the
fifth page of the exhibit actually.

A Yes, and it's the one that starts absent the
headi ng current earnings forecast and then before
initiatives and then the initiatives and then regul ated
EPS, non-regul ated EPS, and so forth.

Q Okay, so the regulated EPS i s Puget Sound
Ener gy, non-regul ated EPS i s Puget Energy?

A Regul ated EPS | believe fromthis would be
just the regul ated piece of Puget Sound Energy, not

Puget Western and so forth, sort of unconsolidated, if

you woul d.

Q I"msorry, but where is Puget Energy then on
this page?

A. Puget, well, Puget Energy would be the tota

line, and Infrastrux and the unregul ated subs of Puget
Sound Energy would be in the line called non-regul ated
EPS.

Q So | ooking at that page 3, the interna
reference for page 3, the regulated EPS is the regul ated

aspect of Puget Sound Energy?
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A Yes.

Q And the total colum is Puget, the total line
i s Puget Energy?

A That's right.

MR. CEDARBAUM  Your Honor, | would offer
Exhi bit 84C

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

BY MR. CEDARBAUM

Q You had sone discussion with Comr ssioner
Henst ad about the nerger order and whet her or not the
i ncreases that were set up in the rate plan were rel ated
to power costs or not. Wuld you accept subject to your
check that on page 7 of the stipulation attached to the
Conmi ssion's nmerger order at line 7, it says that:

The rate plan is based upon the recovery

of the power cost conponents for 1997 to

2001 as set forth in Exhibit D attached

hereto and Exhi bit Nunber 240.

A I would accept that.

MR, QUEHRN:. Excuse me, Your Honor, do we
need a copy of the nerger order and the stipulation
submtted to the record, or can we refer to it just
as --

JUDGE MOSS: It's a Conmi ssion order, we can
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refer to it without it being part of the record.

MR, CEDARBAUM That was ny understandi ng, |
just wanted to get sonme context here.

JUDGE MOSS: That's correct.

BY MR. CEDARBAUM

Q And referring to Exhibit Dto the stipulation
that was referenced in the | anguage | just recited, do
you recall or can you accept subject to your check that
that's a table of power costs, forecasts, that have
various categories of power costs that then carries
forward is the Exhibit D that | referenced before?

A Coul d you just showit to ne, M. Cedarbaum
| don't have it, and I don't recall it at all.

JUDGE MOSS: And while you're wal ki ng around,
M . Cedarbaum | neglected to note the hour, how nuch do
you have?

MR. CEDARBAUM | woul d guess 10 mi nutes.

(Di scussion on the Bench.)

JUDGE MOSS: | apol ogi ze, M. Cedarbaum |
probably shouldn't have |let you get started, but | do
think we need to take our luncheon recess. W don't
want our bl ood sugar content falling too much here on
the excitenment of the |ast day.

MR, CEDARBAUM That was the | ast question |

had on that subject. |If M. Gaines can just --
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JUDGE MOSS: Okay, go ahead with your | ast
guestion on this subject matter, and then we will take
our recess.

A M . Cedarbaum was ki nd enough to show ne the
exhibit, so |l will accept that it is as he stated.

MR, CEDARBAUM  Thank you, |I'mat a good
br eaki ng poi nt.

CHAl RMOMAN SHOWALTER:  You know, | think we
shoul d clarify the record that these various references
to the brothers Gaines and ny brother are nade in jest.

THE W TNESS: Yes, they are.

CHAl RWOVAN SHOWALTER:  And that the two
M. Gaines are not actually brothers, so that if sonmeone
is reading this transcript who is not fanmliar with al
the parties, they will understand that.

THE W TNESS: They are actually brothers, so
the record should reflect that, in fact, they are.

CHAl RMOVAN SHOWALTER: | didn't know that.
You are actually brothers?

THE W TNESS: We are.

CHAI RWOVAN SHOWALTER: See, you learn
sonet hi ng every day.

THE W TNESS: But they are made in jest.

JUDGE MOSS: All right, we will be in recess

until 1:30.
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1 (Luncheon recess taken at 12:05 p.m)

2

3 AFTERNOON SESSI ON

4 (1:35 p.m)

5 JUDGE MOSS: During the recess, sonebody

6 pointed out to ne that, actually | believe it was

7 Ms. Kinn who kindly pointed out to nme that | negl ected

8 to give a nunber to the Bench request concerning the

9 conmpany's actual cost of capital and cost structure, and
10 that should be 20B. And | also will note for the record
11 that during the recess, another forest fell, and the

12 parti es produced responses to a nunber of Bench

13 requests, and for the time being, | will not distribute
14 those. We will do that a little later so we can get

15 through the testinony and work into the evening.

16 To be perfectly honest, | have |lost track of
17 where we are. M. Cedarbaum did you have some nore

18 guestions?

19 MR. CEDARBAUM | do have sone nore

20 qguestions, but M. Quehrn asked ne while we were off the
21 record if M. Gaines could be allowed to correct a

22 question that you asked, and | amw lling to oblige that
23 request.

24 JUDGE MOSS: | assune he's going to correct

25 hi s answer and not ny question. Well, maybe | shouldn't
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be assum ng that.

EXAMI NATI ON

BY JUDGE MOSS:

Q M. Gai nes, what did you have for us?

A. It was ny response, certainly not your
question. M rule is it's good to never question a
j udge.

Judge Mpss, when you had asked ne about

i ncluding the inpact of interest in the first nortgage
bond indenture ratio, | had said that it was in essence
a one for one consideration. So in other words, if
there was another dollar of interest, you would only add
another dollar to the anobunt of relief required. And
negl ected to think about the fact that it was a two
times coverage, so we would have to multiply the
additional dollar of interest by two to ensure that the
ratio was still two tines. So it's still sinple math,
it's just two tines the anmount of interest instead of
one time.

Q You're still within ny mathematical ability,
t hank you, M. Gaines.

A. Thanks for allow ng the correction.

JUDGE MOSS: No problem

Okay, M. Cedarbaum
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CROSS- EXAMI NATI ON

BY MR CEDARBAUM

Q M. Gaines, | guess just picking up on that
poi nt, we have been tal ki ng about the two tinmes interest
coverage test for first nortgage bonds, which
understand to be electric utility nortgage bonds; is
that right?

A The requirement is in the electric nortgage
i ndenture, but the opinions that | have gotten from our
securities attorneys when they | ook at when the nerger
came together, in the reach of the various nortgages,
whi ch of course were witten without a nmerger in mnd,
it is their viewthat the reach of the electric covers
the gas plant to sonme extent as well, and so regardl ess
of the type of property backing the bond, it still has
to be the two times interest coverage.

Q Okay.

A. As well as the 1.75 that you nentioned on the
funded debt requirenent.

Q You antici pated ny next question, which is,
did your answer just mean that the conpany does not have
the ability to issue first nortgage bonds -- well, let
me back up

There's a 1.75 interest coverage test for gas
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nortgage bonds; is that right?

A Technical ly funded debt, but yes.

Q And did your answer to ny prior question nmean
that the conpany is not able to issue first nortgage
bonds using that interest coverage test as opposed to
the two tines interest coverage test?

A That is correct, yeah. | nean if we, for
exanmple, if we wanted to issue bonds, let's say our
interest coverage within the respective allowed tine
periods was 1.9 tines and so you were below the 2 tines
in the electric indenture but above the 1.75 tines
funded debt, you would be precluded fromissuing either

el ectric or gas bonds.

Q Thank you for that clarification.
A. Certainly.
Q I had a question for you about the rating

agenci es, and you have di scussed yesterday and | think
this norning your relationship with these analysts. And
ny question is, when the Comm ssion issues an order with
respect to Puget Sound Energy, do you discuss those
orders with the rating agency anal ysts, or do they just
get a copy of it and read it for thensel ves and meke
what ever concl usions they want to make fromit?

A We send the order to the agencies, and then

oftentines they call and ask, what does that nean, you
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know, to the inpact on the conpany, because we have
provi ded them forecasts, and so they're wanting to know.
Sonetinmes, as we probably all recall, the -- it's
there's things in orders that need clarification, and so
even in final orders, | mean absent a | ega
clarification, so we explain to themour interpretation
of just how it would work.

Q And so the specific question | guess | have
for you is, when the Commi ssion issued its order | ast
October in the prior interimcase and basically
di sm ssed the conpany's request, what type of
di scussions did you have with the rating agenci es about
t hat ?

A. A couple. The namin one is remenber that the
facts in the case were nost all the material was
confidential. W didn't do as we have done subsequently
putting information in 8-K s and so forth. And because
of the nature in which that request was di sm ssed, the
comments from both rating agency people and equity
anal ysts was, well, gee, you said you put on a good
case, the inplication was that maybe it was inconplete,
which is it, you know. And that was the bulk, a piece
of the conversation. The other piece of the
conversation was, does that nean that you're precluded

fromrequesting relief again. That was a piece which
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of course, we told themno. Let's see, those are the
two big pieces, M. Cedarbaum that | recall

Q The first piece where they had sone,
apparently had some confusion between the Comm ssion
di sm ssing a case and you saying, well, we had, | think
| heard you say, we had all this information but it's
confidential, so the analysts can't see it?

A Well, we had not provided that to themthat |
recall. | should say that's subject to check. | don't
believe that we had given it to the rating agencies. M
response was covering both equity analysts and rating
agency anal ysts, and certainly that was true with
respect to equity anal ysts.

Q And so did you explain to themthat the
Conmi ssion had held that the conpany had not carried its
burden of proof in that case, or did you tell themthat,
we put on a good enough case to clear that hurdle?

A What | told them was what the Conmmi ssion's
view was and that nmy view was that we had put on a good
case and that we weren't afforded the opportunity for a
hearing to really see if the information was there. But
the record spoke for itself in that regard.

Q Switching topics, | think it was this norning
you, | think it was, that you referred to PURPA contract

buyout s.
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A Yes.

Q Wi ch contracts were you tal ki ng about ?

A Two, and | think | talked about -- | nay have
sai d buyouts, | probably should have said restructuring,

but same intent. The first one was the Tenaska project,
and the second one is Encogen. As | nunber them
M. Cedarbaum | nay have the tim ng backwards as to
whi ch one went first, but those were the two.

Q Do you know what the tim ng was for both of
t hen®?

A | don't, but if you have a date, | would

accept it subject to check, or we could respond to that

with a Bench request, | nean a records requisition.
Q Do you know the general tinme frame?
A I think one of them was towards the end of

1999, and | just can't renenber the other. M. Bill
Gai nes woul d certainly know t he answers to those.

Q He seems to have escaped the hearing room

A. As | nentioned, | would be happy to provide
it as a records requisition.

Q Why don't we go ahead and do that.

JUDGE MOSS: Al right, not being prescient,

| failed to reserve enough nunmbers in the early series,
so | decided to junp ahead. This will be Exhibit 460,

the records requisition, and this will be the timng on
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t he Encogen and Tenaska restructuring.
THE W TNESS: Yes.
JUDGE MOSS: Okay.

BY MR CEDARBAUM

Q You had some discussions this norning with
Conmi ssi oner Oshie in particular and perhaps others
about consol i dated and unconsolidated, all of that
stuff. Is it correct that Puget Sound Energy has debt
on a consol i dated basis?

A Wel |, on the consolidated -- | want to make
sure | understand your question, M. Cedarbaum On the
consol i dat ed books of Puget Sound Energy, there is debt.
The vast majority of that debt, in fact, | would have to
doubl e check, but I"mpretty sure it's all the debt is
related to the utility business. | don't believe
there's debt outstanding other than nmaybe sone nortgage
notes or something with the real estate subsidiary.

There's certainly no |ong-term debt.

Q And |'m going to be bouncing around here.
A That' s okay.
Q And hopefully you will be able to keep track

You had some discussion as well about the |evel of cash
di vi dend that Puget Energy pays its sharehol ders versus
the |l evel of dividend that Puget Sound Energy pays to

Puget Energy, and | think you said that those two were
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different, different anmpunts?

A | don't believe in the case of Puget Energy I
was necessarily saying the cash dividend. The dividend
declared is, you know, 46 cents tinmes the nunber of
shares, which at 87 MIlion shares approximtely on a
quarterly basis is roughly $40 MIlion. And what | was
saying is that's the dividend that PE pays. Sone
i nvestors choose to have their dividends reinvested, and
that anount is roughly $6 MIlion, and so the cash
di vidend t hat Puget Sound Energy using Conmi ssioner
Oshie's termupstreans to Puget Energy is the net of the
two or the $30 MIlion to $33 MI1lion.

Q | guess ny question is, have there been
quarters in which the cash dividend that Puget Sound
Energy pays to Puget Energy is equal to the amunt of
cash dividend that Puget Energy pays to its
shar ehol ders?

A I would have to double check, but I -- well
no, | would say no, because we only have had that
situation since the creation of the hol ding conpany,
whi ch was January of 2001, and we started the issuing
new shares with response to the dividend revision
program in Novenber of 1999, so | don't believe that
that has been the case. The accounting may have been

different at points where you pay in and it gets funded
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back, I would have to double check, but I'mpretty sure
that it's been that way.

MR. CEDARBAUM  Your Honor, may | approach
the witness with a docunent?

JUDGE MOSS:  Sure.
BY MR. CEDARBAUM

Q M. Gaines, |'mgoing to hand you a docunent
that was contained within the company's response to
Public Counsel Data Request 73.

A | have that exhibit.

Q At least the copy | received was not on bl ue
paper, and | don't see any confidential stanmp on it,
so --

A It's not.

Q Can you just read, | think you probably know,
| don't have it now in front of nme because | gave you ny
copy.

A I would be happy to read it, and then explain
it as well. This is a recommendation, and |'m assum ng
it's the first part, M. Cedarbaum under the category
of reconmendation that you're wanting nme to read from
Puget Sound Energy, and it states:

Approve a cash dividend to its parent,
Puget Energy, equal in amunt to cash

di vi dends Puget Energy will pay to
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shar ehol ders on Novenber 15, 2001

And then this says, anticipated dividend, the

amount is the $33 MIlion that | have been tal king about
bef ore.

Q Ckay. So why don't you explain why |I'm
conf used.

A Okay, | would be happy to. I1t's because, as

I was nentioning, nmy nention of dividends that the Puget
Energy pays is inclusive of those dividends reinvested.
So if we were to take the nunber of shares outstanding
at the end of August 2001 and nultiply that by the 46
cents a share, you would get a nunmber much closer to
that $40 million that | was tal king about, the aggregate
amount of dividends. And so in this instance, as |
mentioned, there would be tines when it would be netted
out. This is a time where the reinvested dividends,
that's approximtely 6 1/4, has been netted out. And so
rather than showing it separately as we have done
subsequently, | believe, this was done on sort of a net
basis and tal ks about the net dividend, cash dividend
t hat Puget Energy pays as contrasted to the total
di vi dend t hat Puget Energy pays, which would be greater
Q Ckay.
A Do you need this back?

Q I can get it fromyou later, that's fine,
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t hanks.

I have one question about the $375 MI1lion
line of credit. 1Is it correct that the borrower on that
line is Puget Sound Energy?

A. Yes, interpreted to nean the utility. [It's
never been used for non-utility purposes.

Q Just a couple nore areas. |f you could turn
to what's been marked for identification as Exhibit 85C,
and that was one of the exhibits that | distributed this
nor ni ng.

JUDGE MOSS: It's the response to WUTC St af f
Dat a Request Nunber 275-1.

Q Do you recogni ze this as the company's
response to Staff Data Request 275 as just indicated by
t he Bench?

A | do, yes.

Q And these are at |east a portion of board
m nutes froma board neeting of January 4, 20017

A Yes, that's -- | can't tell if it's -- which

board fromthis, if it's Puget Energy, Puget Sound

Energy. It deals with Infrastrux, so I'mnot sure if
it's an Infrastrux board. | would take a subject to
check here clarification of that. OCh, I"msorry, a few

pages in, M. Cedarbaum it says at the top, Puget

Ener gy.
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Q Thank you.

MR. CEDARBAUM | woul d offer Exhibit 85C.

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

MR. CEDARBAUM  And for the record, Your
Honor, there was in our conplete copy of the response to
275 a legal nmenmorandum at the end, which we took off,
because we assuned it was privileged. |If the conpany
wants to include it, that's fine with us.

THE WTNESS: |Is this the request here, the
exhibit we were just tal king about?

MR. CEDARBAUM The exhibit is 85C If
you' re |l ooking at the request, you m ght have a docunent
that has nore pages to it.

THE WTNESS: |'mjust |ooking at the
confidential material that was discussed. It |ooks |ike
it's mnutes of Puget Sound Energy and Puget Energy.

MR. CEDARBAUM And I'm sorry to bel abor the
point, | just wanted to put the conpany on notice that
we didn't include the conplete response to 275, because
there was a | egal nenp to the conpany included, which we
didn't want to violate, get into the privilege issue,
quite frankly.

MS. DODGE: If a privileged docunent has been

i nadvertently produced, we would like it back
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MR. CEDARBAUM  OKkay.

MS. DODGE: And the conpany --

MR. CEDARBAUM | don't know if it was
i nadvertent or not.

MS. DODGE: | will say for now that the
conpany doesn't waive any privilege and that we'll take
the position it was inadvertent. | would be happy to
ook at it, and then we'll see.

MR. CEDARBAUM  Your Honor, has 85C been
admi tted?

JUDGE MOSS:  Yes.

BY MR. CEDARBAUM

Q Referring you, M. Gaines, to Exhibit 86 for
identification, do you recognize this as the conpany's
response to Staff Data Request 61-17?

A It's described as that, M. Cedarbaum
There's a |ine across the page which | have not seen on
ot her data responses that has ne wondering if it was a
cut and paste of something, so | don't know for sure. |
didn't prepare this particular data request. |t was one
that | adopted, and so | don't know for sure. | would
certainly take subject to check your request that | do
so.

Q That was the way we received it.

A Okay.
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Q There was not hi ng m ssi ng.
A I'"massuning that this could be just a copier
probl em

MR. CEDARBAUM  Your Honor, | would nove the
adm ssion of Exhibit 86.
JUDGE MOSS: Being no objection, it's to be

adnmtted as narked.
BY MR. CEDARBAUM

Q One final topic, M. Gaines, you indicated
this nmorning in response to a question fromone of the
conmmi ssi oners that you believe sharehol ders have an
interest in dividend stability. Do you recall that
general area?

A. The general discussion, yeah, not that
speci fic comment.

Q My question is, do you believe that rate
payers have an interest in rate stability?

A That's a very good question, M. Cedarbaum
| think rate payers, and | prefer to refer to them as
custoners, a rate payer to ne is just sinply a person
who pays a rate. Every one of our custoners who pays a
rate receives sonmething in exchange, so to nme that nmakes
them custoners. But | believe that their interests are
broader than probably what sonme people may assune. |

think their interests are nore than just rate levels. |
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think that -- and not necessarily stability. | think --
and it depends how we define stability. | was
interpreting stability to nean constant |evel.

| don't think custoners are necessarily
interested in that, and | base that comrent in part on
the popularity of the PEM program which has different
bl ocks of rates during the day. So it's a stable -- the
structure is stable over tine, but the rate level isn't
stabl e during the course of the day. | think they also
are interested in the health of the conmpany who provides
themtheir service. There has been instances in
t el ecomruni cati ons conpani es where peopl e who bought
| ong di stance service froma resaler have had to switch
as the resal er maybe went out of business, and so
think that that's an aspect of their interest, but I
think that it's rmuch broader than that.

Q So do | take it fromthat answer then or
should I take it fromthat answer that you believe that
custoners should be entirely responsible for the
financial health of the conpany?

A Well, subject to prudence, | would say yes.

MR. CEDARBAUM  Thank you, those are all ny
questi ons.
THE W TNESS: You're wel cone.

JUDGE MOSS: We have sone follow up on that
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fromthe Bench before we turn to you, M. ffitch
CHAl RMOVAN SHOMALTER: ©Oh, well, sorry,
they're just quick follow ups.
MR. CEDARBAUM | was finished with ny
gquesti ons.

JUDGE MOSS: | thought you were.

EXAMI NATI ON

BY CHAI RWOVAN SHOWALTER:

Q Regarding the information that you can
provi de the rating agenci es as opposed to the stock
anal ysts, is there any prohibition against the conpany
sharing what woul d otherwi se be confidential information
with the rating agencies?

A. There's no prohibition. The rating agencies
to performtheir task need access to naterial
non-public information |ike the forecasts since ratings
are prospective, and it is certainly a policy of our
conpany not to make that available to others. But other
than maybe i nfornmation that was subject to a specific
confidentiality agreenment say between the conpany and
others, for exanmple, the materials with respect to the
Schedul e 48 settlenent, | believe that type of
informati on we wouldn't share with the rating agenci es.

Q But as far as information the rating agencies
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would like to see or information you would |like themto

see, barring other restrictions, you will show that to
t henf

A We show t hem everything that we can not, you
know, that we're -- that we can show t hem where we

woul dn't be violating a | egal agreement or sonething,
and that really is just about everything. It is -- they
do have to nmake sure in witing their reports that they
do not include any of that, and that's oftentines why
they will discuss those reports with us.

Q And then if you could turn to Exhibit 414C,
whi ch was one of Ms. Steel's.

A | have it.

Q And it's page 6 of 7. This actually does
relate to the questions M. Cedarbaum asked, because it
actually relates to the board nminutes that were just
di stri but ed.

A Okay.

Q Am | correct first that Infrastrux was
transferred from Puget Sound Energy to Puget Energy as
of or on January 1st, 20017

A Yes, and | believe that the last exhibit that
M . Cedar baum showed nme had that as the date.

Q Yes, it does. Now this may be a what happens

at that witching hour between the 31st and the 1st of
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January, but | just want to make sure | understand it.
On the line that says current assets, which is four bold
poi nts down, four bold lines, this is on page 6 of 7.

A | have that, yes.

Q Al right. There was sone discussion of
t hese anmounts.

A Yes.

Q Goi ng from $36,000 plus on the 31st of the
year 2000 to $82,708, $82 MIlion, I'msorry, on the
31st, Decenber 31st of 2001, and then there are
Ms. Steel's handwitten notes showi ng 82.7.

A Yes, | see that.

Q There was di scussion around that as
reflecting or not reflecting cash due to Infrastrux, and
| just wonder if you can tell nme first, is that
accurate, and how does the -- howis it reflected in
that line vis-a-vis the transfer date of the 31st, of
the 1st of January 2001?

A. This is not one of the things that happens in
that bewitching tine between the two, because they're
really instantaneous. This is by coincidence a sinilar
nunber to the 86 or 87 that we were tal ki ng about, but
is unrelated to that.

Q Okay.

A This information, and renmenber we're
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conparing just to be clear it's the cash |line of the
conponent of current assets fromthe end of 2000 to the
end of 2001. |In there would be tenporary investnents
and so forth, and it would include cash of Puget
Western, that entity. And there was discussion earlier
of , and her adjustnent for working capital conpares this
statenment to our financial forecasts included in

M. Haw ey's workpapers, and there was di scussion that
that projection ended the year with an $8 M1lion

bal ance, and this shows ten tinmes that anmount, so the
forecast nmust be off. That's an apples to oranges
conpari son.

As this states at the bottom it includes al
subsidiary results, so it would include Puget Wstern,
and that entity has about $60 MIlion of cash in it, and
a large portion of that was derived during 2001 by Puget
Western selling the Mercer properties that were synergy
properties that it had. That was disclosed to Staff in
response to Staff Data Request | believe 146-1, and
that's really why that difference is.

A better conparison for the accuracy of the
forecast is to take this anmount of short-term debt,
again we said there's no debt related to Puget Western
here other than nmaybe sonme notes, real estate nortgage

notes, which wouldn't be in this line, we can conpare
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t hat nunmber of $338 M IIlion down roughly ten lines up
fromthe bottomto the nodels forecast or financia
forecast as shown on | believe it's page 4 of
M. Haw ey's workpapers. And allow ne to double check
The nunber on whatever the source is for the end of the
year is $339 MIlion, so in ny view, that forecast was
quite close when you're off by $1 MIlion with respect
to that kind of a number. And if | will find ny page
qui ckly, that reference is not page 4, it is page 7, and
it is colum D, line 4, 339.013 contrasted to 338. 168.

Q You were just reading from workpapers, and
this is not an exhibit?

JUDGE MOSS: Yes, it is an exhibit, it's 32C

A It's 32C

Q Al right, | started to get lost there, but
in effect then on the cash line, it isn't the sane
thing, or is it, that there are -- there were pluses and
m nuses during the year, and it ended up at -- it

happened to end up at 82,7087

A It happened to end up at that. |It's
conprised of there were -- certainly there was --
remenber on Exhibit 81, | believe, we showed that the

nmoney had been spent by the end of the year on two
acquisitions fromthe what | would call the Infrastrux

cash. That left in there the cash at Puget Western in
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its bank account, which is $60 MIlion, and then there
was anot her roughly $15 MIlion, and | say roughly
because it's plus or mnus $3 MIlion, with respect to a
sale of, and | can't remenber the asset, but that's
really what the two pieces were.

CHAl R\MOVAN SHOMALTER: Okay, thank you.

EXAMI NATI ON
BY JUDGE MCSS:
Q Just to clarify the record, you referred to,
I think you were actually referring to a conpany,
Cynergy, is that CY? You weren't using the term
synergy?
A No, and I -- if we could have the court
reporter read back, because | don't recall.
JUDGE MOSS: That's what I'm-- let's be off
the record for a minute.
(Di scussion off the record.)
JUDGE MOSS: Let's see now, M. Cedarbaum
you were finished.
And did that conclude your follow up,
Chai rwoman Showal t er ?
CHAl RWOVAN SHOWALTER:  Yes.
JUDGE MOSS: And | just had one quick follow

up to M. Cedarbaum s as well before we go back to you,
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M. ffitch.
BY JUDGE MOSS:

Q M. Gai nes, you nmentioned in response to sone
guestions, or maybe this is just a single question, from
M. Cedarbaumwith respect to the exhibits in
M. WIliam Gai nes' testinony regarding the $170 M1 1lion
amount that we have heard so nuch about, that in his
exhibits, that reflected power costs and did not reflect
any of the sort of savings, nerger savings and things we
tal ked about. And you said that by contrast, your
exhibits, the exhibits of Donald Gaines, did reflect the
anal ysis of the conpany's financial position arriving at
the sane $170 MIlion figure reflecting that sort of
thing. And what | wanted to ask you was whet her there
was a particular exhibit that you had in mnd to show
that, to show your analysis in that respect, or whether
you were speaking nore generally in ternms of theories
and principles consistent with the PNB criteria?

A. What | was tal king about is nore generic, and
the nunber -- | don't have a schedule that derives 170.
| take the 170 nunber, which is conprised of $163
M 1lion of power costs and other m scellaneous revenue
related itenms, and run that, the inpact of that nunber,
through a series of indicia, coverage ratios, for

coverage ratios, the cash flow analysis simlar in sone
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respects to the one Ms. Steel did, the four -- the two
times interest coverage for the indenture, the rate of
return calculation. And then other people do other
things with it as well. But really those | believe
seven itens that | used to conpare and stand up agai nst
t he PNB st andard.

Q Are those seven criteria or standards al

reflected in an exhibit, or is it a series of exhibits?

A They're all in my testinony, which is Exhibit
25.

Q Your direct is 21, your rebuttal is 25.

A My rebuttal, thank you, and they're

unfortunately not necessarily all on one page.
Actual ly, there's a couple of tables that contain them
towards the back. Where | discuss the PNB standards,
they are nmentioned. And all of them all of the nunbers
and their derivation are included in 42C, M. Hawey's
wor kpapers.

JUDGE MOSS: All right, thanks very nuch.

THE W TNESS: Certainly.

JUDGE MOSS:  All right, M. ffitch

MR. FFI TCH: Thank you, Your Honor
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1 CROSS- EXAMI NATI ON

2 BY MR, FFI TCH

3 Q Hell o again, M. Gaines.
4 A Hello, M. ffitch
5 Q Just one or two nore questions. So did you

6 or M. Hawl ey conduct this analysis that you were just
7 di scussing with the Judge where you took the $170
8 MI1llion and then sort of ran it through all the

9 coverages and perforned the analysis that you just
10 descri bed, was that you or M. Haw ey?

11 A | did that at the request of M. Haw ey.

12 Q Al right. Followi ng up on a question that

13 Commi ssi oner Hemstad had, you had just | think discussed

14 the merger savings that have been identified so far

15 bel i eve that nunber is $156 MIIlion over a three year
16 peri od.

17 A I think that was a nunmber included, if |
18 recall, in M. Waver's testinony, and | believe I

19 accepted that subject to check

20 Q Correct. And then you were asked whet her

21 there were substantially greater projections over a ten

22 year period, and | didn't hear a yes or no answer to
23 that question. Are there substantially greater
24 proj ections over a ten year period for those savings?

25 A I don't know the answer to that question
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Q Last area.

A M. ffitch, just to be clear, | do know there
were projections at the tinme of the nmerger that went out
ten years, and | do know, well, subject to check, there
is a nunber for savings which | believe may be to date,
| don't knowif it's a ten year nunber, in M. Waver's
testimony and in M. Sherman's. | just don't know if
they're -- if one is actual, one is -- one is certainly
projected, if they cover simlar time periods, if
they're addressing the sanme itens or what, and that's ny
reluctance or hesitation in having an ability to answer.

Q And t hose projections you say just run up to
the present tine?

A. I don't know that, that's one of the things
' m wonderi ng about.

Q Okay.

A I know in the nmerger the projections were ten
years and | believe began in '96.

Q Right. So I guess what |'m asking is whether
there are current projections going forward regarding
t he expected continuing flow of merger savings?

A There are none that |I'm aware of.

Q Do you know if there is any expectation on
the conpany's part, on Puget Sound Energy's part, of

conti nued savings fromthe nerger?
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A. There is, and I'mglad you |let me have the
guestion, because | want to clarify why | believe that
there are no savings cal cul ations. The savings, trying
to nmeasure the actual savings is sonewhat difficult
because you're taking the results of the nmerger and
trying to conpare themto sonmething that woul d have been
had the conpani es not nmerged, and we don't know the
nunbers for that. There are different ways of trying to
get to that nunmber, and | believe that's what
M. Sherman's testinony does in the general rate case.
| don't know if that helps clarify your question or not,
M. ffitch.

Q Well, we have testinony, you have
acknow edged that the nmerger savings that have been
identified are at |east $156 M| Ilion over a period of
three years, and there's also | think it's fair to say
general testinmony from conpany witnesses in this case
that the conmpany has done very well, very, very well in
achi eving the nerger savings that were expected. Isn't
that true?

A I don't know the exact adjective, but | would
agree that the company has perfornmed admirably with
respect to the forecast of earnings put together in the
nmer ger proceedi ng.

Q And what about --
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A And | do know - -

Q Excuse ne, |'m happy to have your answer with
regard to earnings, but | asked about nerger savings.

A Okay, |'msorry. Yeah, nerger savings only
show up in the conpany's overall result. Again, the
savi ngs thenselves are calculated or at the tine the
proj ections were nade by taking projections of stand
al one entities unnmerged and conparing themto a merged
entity forecast. So since there is no unnerged entity
going forward, it's difficult to calculate the savings.
Clearly any benefit from such savings flows through the
financial forecast upon which all of these financia
indicia were calculated. So clearly to becone the
second | owest cost conbi nation conpany in the nation, we
achi eved savings. Those are reflected in these
forecasts and in the financial results that | have held
up agai nst the PNB standard.

Q All right. And | guess what |I'mtrying to
get to is specific conpany discussions of nerger savings
as such. | realize that all of these things blend
t oget her on the bal ance sheets.

A And incone statenments, yes.

Q But we have conpany testinony in this case
with regard to specific nerger savings achieved and to

the general |evel of nmerger savings. |'masking if



1375

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

first of all, if the conpany expects the current |eve
of nmerger savings to continue?

A I don't know the answer to that question.

Q And you have already testified that there are
no projections of continued nerger savings?

A. Correct, the nerger savings and all other
items are reflected in the forecasts we have provided.

Q Do you know i f the conpany expects the merger
savings to go down?

A. | don't know either way, M. ffitch

Q Al right.

A And | do know there are no line itens in any
of those forecasts with respect to nerger savings. The
forecasts contain the costs at whatever |levels they're
projected to be of the conbined entity, and to calculate
t he savi ngs, one woul d conpare those costs with costs of
an unnerged or the unnmerged entity, you know, had the
two conpani es not comnbined, and | just don't have that
ot her piece that I would need to do such a cal cul ati on.

Q | just want to make sure |'m understanding
your testinony. Are you testifying there are no
proj ections, no current projections, or are you
testifying you don't know if there are any current
proj ections?

A I"'mtestifying that the conpany has made no
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such projections since around the tinme, well, no current
projections say within the |ast year that |'m aware of.
And | would be aware of a lot of projections since the
financial forecasting area is the area, one area of ny
responsibility. | do know that there are savings
calculations in M. Sherman's testinmony in the genera
rate proceeding, and just as | sit here today, | don't
know i f those are projected or if those are historical
They would be M. Sherman's projections if they were
forward | ooki ng.

Q You qualified your answer by referring to
within the last year. Wre there projections of nerger
savi ngs that were nmade not at the time of the nerger,
understand, |I'mnot really asking you about those,
think those are generally available in the nerger
record, but before the |ast year, were there projections

for merger savings?

A Really it sounds |ike you're asking between
the tinme of the nerger and last year. | don't know the
answer to that. |If there were, | would expect themto

have been closer to the time of the nerger

Q The last thing | wanted to inquire about was
the Chai rwoman's sort of three part scenario for the
life and tines of Puget Sound Energy in the |ast few

years. The first part | think was described as a
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pre-crisis nmerger node, and the second part was power
crisis/good, and the third part was power crisis/bad
guess.

A Power price drops/bad, | had word for word on

that | ast one.

Q So keepi ng good notes here.
A Yeah.
Q | just wanted to ask you if you could give ne

your understandi ng of the dates when those three periods

or those sort of three different states existed?

A Well, | can attenpt. | don't have those
here. Pre-crisis nmerger node | interpreted to nean sort
of before it -- sonetine after '96 or '97 and goi ng up

until the time when power prices/good would have cone

in, which probably would have been before the end of the

rate -- it would have been before the end of the rate
stability period. | don't know the specific date on
t hat .

Q Can you give nme a year?

A | don't knowif it's '99 or 2000, M. ffitch

It would be a better question for M. WIIiam Gaines.
I"mjust not -- that's not sonething that | have kept in
my mind, nor can | think of an exhibit that | have with
me that | can turn to. Wth respect to power price

drops/bad, | believe and it's ny understanding from
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reading M. WIlliam Gaines's testinony that that's
sonetine, as | nentioned earlier, around the June, July,
August tinme frame of 2001, sort of end of, | believe |
said earlier, end of the spring, beginning of the sumrer
is how!| would refer to those dates. So the one that |
think "'mmssing is the beginning of power crisis/good,
and |'msorry, | just don't know.

MR, FFITCH: Al right, thank you, those are
all my questions.

Thank you, Your Honor

JUDGE MOSS: Co ahead.

COW SSI ONER HEMSTAD: Just to clarify the
record and pursuing the question and answer with regard
to nmerger savings, | think it would be hel pful, | want
to read fromthe 14th Suppl emental Order in Docket
UE- 951270, which was the order accepting the stipulation
of the parties and approving the nmerger. And it reads
wi thin the paragraph at the top of page 22:

All parties appear to agree or at |east

not contest that the nerger will result

in significant savings. |In their nerger

filing, the joint applicants have

estimated net nerger synergy savings of

nearly $370 MIlion ($400 MIlion

savings less $30 MIlion in costs to
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achi eve) over the next ten years through

the elimnation of duplicate corporate

and adm nistrative prograns and the

integration of field operations and

facilities. Commi ssion Staff and Public

Counsel have identified additional areas

i n which savings have been estimated by

the joint applicants, including

i mpl enent ati on of best operation

practices in achieving certain power

stretch goals. These potentia

addi ti onal savings are significant.

And the citation is to Exhibit TS-34, page 5.

MR, FFITCH:. | guess, Your Honor, |'msorry.

COW SSI ONER HEMSTAD: | guess | don't have a
guestion | was just putting that in the record for
clarity.

THE W TNESS: When M. ffitch was asking nme
about nerger savings projections and | said | knew there
were sone that were done around the tinme of the nerger,
it was those that | was thinking of.

JUDGE MOSS: Anything else, M. ffitch?

MR FFITCH  Well, yes, in view of the

clarification fromthe Bench, just to sort of tie things

up.
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BY MR. FFI TCH

Q Does Puget Sound Energy take the position at
this point that those projections are still accurate,
still valid projections for the nerger savings to be
achi eved?

A. We have no way of know ng.

Q If you have no way of knowing, howis it that

several Puget Sound witnesses in this case are
testifying that those merger savings are, as you said,
bei ng admi rably achi eved?

A | believe those neasures are by conparing our
costs. Certainly in my know edge it's conparing our
costs with those of other utilities and over tinme
historically. So, for exanple, | nentioned that we have
the second | owest non-production costs in the nation of
all conbination gas and el ectric conpani es, sonething
i ke $155 per custonmer conpared to an average that
exceeds $260 per custoner. |It's that type of
information, | suspect, that people are thinking of.

And as | mentioned, M. Sherman has done sone
cal cul ati ons.

Q Thank you, | will [ook at his testinony.

So are you saying that Puget Sound Energy is
or is not achieving the nerger savings projected in --

A I have no way of knowing if we're achieving
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the |l evels projected as Conm ssi oner Henstad read.

MR, FFITCH: | don't have any further
gquestions, thank you.

JUDGE MOSS: Thank you, M. ffitch

CHAIl RWOMAN SHOWALTER: | just have a foll ow

up to this discussion.

EXAMI NATI ON
BY CHAI RWOVAN SHOWALTER:

Q If we're inthe -- if you were in the nerger
node pre-crisis, and | think your earlier testinony was
that had the crisis and other events not occurred com ng
toward the end of the nerger stability period, things
woul d not have | ooked too good.

A. Right, it's likely we woul d have been filing.

Q Right. And can you give nme in a qualitative
sense why, that is, there were nerger savings, there's
an interest rate reduction, there's sone rate increases,
| understand those three things are positives. The
power costs we're setting aside. So there's sonething
el se, maybe it's inflation, maybe it's growh, | don't
know what it is. But just in a qualitative sense, what
are the elenents that would have brought us to a rate
case even absent power drop/bad?

A You ended up asking a question going a
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different way than where | had thought you were going,
so I'mnot sure that | can answer it the way that you
sai d, because a rate case has a specific way of being
cal cul ated, and | --

Q Ch, maybe that was just -- | don't really
mean that term | nean just tell ne in a qualitative
sense what the negative el enents were or are or have
been that are pulling down on the conpany outside of the

drop in power prices?

A. That's where | thought you were going.

Q Okay.

A | know of two. | don't know of all of them
Clearly there are, | would suspect, | don't know for a

fact but | would suspect nore than these two. One is we
put in an integrated |ike an intranet, interna

internet, to facilitate conmunications inside the
conpany. It's one that neither conpany had had
pre-merger. W included an enterprise w de accounting
system the SAP system We initiated several prograns
such as the PEM program All of those things were
things that have costs and benefits associated with them
certainly, and those were things that weren't, |

beli eve, anticipated when the nmerger savi ngs were

proj ect ed.

Q Al right, so these are things that cost
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money and we will be examining in the rate case, which
is one reason | don't know what they are.

A They have costs and benefits associated with
them certainly, yeah, and all of that gets netted out
into the final reported costs of the conmpany. | don't
know how, you know, M. Swofford nmay have testinony,

M. Sherman nmay have testinmony on savings. As | sit
here, | don't know.

Q Al right. | think what I'mreally just
trying to get is a conceptual sense of why things were
probably going to be neutral to negative even prior to
t he power crisis/good phase?

A | don't know the answer. | would |love to
know it so that | could tell you, because the obvious
answer is there were costs that went up offsetting those
things to result in the negative result that we were
envi sioning or positing. M studying com ng here today
was really the subsequent period, and so | didn't go
back and |l ook in that period, and so | apologize for ny
i gnorance in being able to answer your question, which
seens very obvious and a good one.

Q Well, | recognize that it's not the inmediate
issue of this case, it's really just trying to
understand the dynanmics of how we got here to the

current state, which is one for analysis of a tenporary
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period of tine.

A You know, and | don't know when power
prices/good started, but the test period for the
conmpany's general rate proceeding is the 12 nonths ended
June of '01, so clearly that reaches back into a tinme --
and power costs are nornmlized, | believe, in that. So
to the extent that there's a need for relief, it would
be included in that, those nunbers. And | don't want to
tal k about the general rate case filing, but clearly,
and | don't know the drivers of that, which is what
you're getting at, but clearly we view that there were
drivers when you nornalize out power costs and net
benefits agai nst costs and so forth, or we wouldn't have
made our general rate case filing. | just don't know
the drivers as | sit here, | apol ogi ze.

CHAI RWOVAN SHOWALTER:  Thank you.
JUDGE MOSS: We're actually going to get to
the redirect in a few noments, | promse, | just wanted

to follow up on one other point, M. Gaines.

EXAMI NATI ON
BY JUDGE MCSS:
Q Wth respect to the consolidated bal ance
sheet we were | ooking at a nmonent ago, and now |

foolishly turned ny pages and | ost track of it.
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I have done the sane thing, Judge Mbss.
414C, page 6 | think it was.

Page 6 of 7, | believe that's correct.

o > O >

And that's a consolidated bal ance sheet. Are
there simlarly unconsolidated bal ance sheets that show
these data for the various conpanies such as the Puget
Western in the sanme period?

A I know there are, you know, this is a report
out of an internal conpany docunent, and |I know there
are none in there. | know there are none in our
publicly reported financial results. | can check if you
would Iike to see if there's one for Puget Western.

Al'l right.

| suspect there may be. | would be happy to
do that and provide that as either a Bench request or a
records requisition.

JUDGE MOSS: | will nmake it a Bench Request
and I will number it 461.

THE WTNESS: |Is that described as the
bal ance sheet of Puget Western as of Decenber 31st,
20017

JUDGE MOSS: Yeah, let's get it for the sane
period as the consolidated bal ance sheet.
MR. CEDARBAUM  Your Honor, can | ask a

clarification about the Bench Request you just gave. |Is
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that imted just to Puget Western or to all of the sub
parts of the consolidated?

JUDGE MOSS: | was interested in Puget
Western, but if you think the other information would be
useful, | suspect to the extent it exists for one, it
probably exists for all

THE WTNESS: | would not suspect that only
because a lot of them-- we had a list earlier that
shows a bunch of themand a | ot of themare inactive,
and so | don't think that they have them Wy don't we
do this, we will look and see if we have them for other
subsi di ari es, and what we have we will provide in
addition to Puget Western.

JUDGE MOSS: Okay, that would seemto satisfy
everyone's interests then.
BY JUDGE MOSS:

Q Okay, well, | have one final question
M. Gaines, and it's really just a point of curiosity,
but I was noticing in, and that's the exhibit | had
flipped to and now | have m splaced it again, but in the
list of assets, the million dollars and above |ist of
assets we have tal ked about a good bit, |'m sure you can
find the exhibit nomentarily.
A I recall it visually, not the nunber.

Q Yes, | think we all do. It just caught ny
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eye that there are quite a nunber of entries listed in
there that involve |loans to Schlunberger, and | was just
wondering if that had to do with your PEM program or
sonet hi ng el se?
A. That's a better question for M. Swofford.

JUDGE MOSS: All right, thank you.

Anyt hi ng el se?

Then, M. Quehrn, is it, for this wtness?

MR, QUEHRN:  Yes.

JUDGE MOSS: We have had M. Gaines for such
along time | forgot who put himon.

MR, QUEHRN: Thank you, Judge Mbss.

MR FFITCH: It wasn't Public Counsel.

JUDGE MOSS: | wasn't pointing any fingers,
M. Ffitch.

MR, QUEHRN: | just have a few questions for

M. Gai nes.

REDI RECT EXAMI NATI ON
BY MR QUEHRN:

Q First I guess, M. Gaines, | would like to
start with the several questions that were directed to
you concerni ng nerger savings. Are you the witness in
this proceedi ng best suited to address those questions?

A No, not at all.
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Q M ght that be M. Swofford?

A M. Swofford in this proceeding, | suspect
M. Swofford or Sherman in the other proceeding.

Q I would now, M. Gaines, like to direct your
attenti on back once again to Exhibit 414C, page 6. |
believe it was the page that Judge Moss was referring
to, and it also really follows on the Chairwoman
Showal ter's question about the $82 MIlion

A Yes, | have that here.

Q And | would also like to refer to Exhibit

425, and |'mgoing to hand you up a copy.

A I do now that you have handed me one, thank
you.

Q And | understood the Chairwoman's questions
to essentially try to run at if the $82 MIlion figure

needs to be different, how different should it be. And

inreferring to Exhibit 425, question A and response A,

is there an itenization of subsidiary -- 425 now we're
| ooki ng at.

A Go ahead.

Q Response A, bottom of the first page, about

four or five lines up fromthe bottom are there figures
there that relate to the cash that woul d have been Puget
Western cash and Connext | think is the other reference?

A That's correct. In fact, the asset sale that
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I couldn't think of that was in the $15 MIlion plus or
mnus $3 MIlion is the $17 MIlion sale of Connext, and
if we were to add those two, the total number included
in that $82,708,000 is $77,586,000 for a difference of

roughly $5 M1 1ion.

Q And if you turn the page continuing the
response to question A there, | think you then go on to
say how far off, if you will, or how far off of the

projection that that, once you adjust for the
non-regul ated cash, that that nunber was, and could you
tell us what that nunber is?

A That nunber is $1.7 MIlion.

Q Could I now ask you then to return to Exhibit

414C, back to page 1, line 5.

A | have that.
Q Is that calculation we just went through the
reason why you would adjust or should | ask -- let ne

reask the question.

In light of that calculation you just made,
woul d you adjust the figure on line 5 from$62 MIlion
or $62.6 Mllion to $1.7 MI1lion?

A Were | doing ny own cal culation, | would.
Q M. Gaines, I'msorry, we're going to skip
around just a little bit so we can do this as quickly as

possible. | would Iike you nowto if you can find
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Exhi bit 84, which was one of the ones M. Cedarbaum
di stributed for cross-exam nation.
CHAl RMOMAN SHOWALTER:  What nunber ?
MR, QUEHRN: 84, actually 84C, excuse ne.
BY MR, QUEHRN
Q And if you could turn to | think it's the
fifth page in, it does say line 3 at the bottom
CHAIl RWOMAN SHOWALTER:  Page 37
MR. QUEHRN: |'msorry, page 3 at the bottom
yes, thank you.
A | have that, it was one M. Cedar baum and
wer e di scussing earlier.
BY MR. QUEHRN
Q Now on page 3, there's a projection of --
there's an earnings forecast for both regul ated and
non-regul ated entities. Looking at these nunbers, would
you surm se that the earnings forecast and the increased
earni ngs for non-regul ated, excuse nme, for regul ated
entities would have included a rate increase as part of
the forecast?
A I think this shows a couple of things,
M. Quehrn. First of all, | see that there are no
assunptions here, so there's nothing specific | can
refer to. But we can see fromthe non-regulated |ine

the increase in earnings fromnon-regul ated activities.
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We were tal king about Infrastrux, for exanple, being in
its infancy and novi ng towards adol escence. | believe
that's depicted there. And then noving forward, and
this being a confidential docunent | don't want to
descri be the nunbers, but |ooking at the |ine
i medi atel y above under regul ated earnings, we see a
decline until there is a bunp in the year 2004. And
because of the growth that we were tal ki ng about when
was having a conversation with -- during on the record
wi th Commi ssioner Oshie that that business doesn't grow
too nmuch, | suspect in that year the reason for the bunp
is a general rate assunption.

Q So the answer to the question was yes?

A. The answer is yes.

EXAMI NATI ON
BY JUDGE MOSS:

Q I think before we nmove on, | want to junp
into this inquiry, because |I'mlooking at page 1 at the
key assunptions, and |I'mjust wondering if those key
assunptions relate to these nunbers?

A You found assunptions. In fact, they do, and
it says here that there is not an increase in genera

electric rates, oh, yeah, post rate stability period.
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REDI RECT EXAMI NATI ON
BY MR QUEHRN
Q Thank you for that clarification.

I would |ike now then to refer back to
another line of inquiry that | believe was undertaken by
Conmi ssi oner Oshie. And to paraphrase, | think the
di scussion had to do with investor expectations that as
the financial health of the conpany declines as
represented by say a decrease in stock price, that there
woul d be an expectation that perhaps, you know, | think
at this point we were tal king about the yield, the yield
being affected by a decline in the stock price, and
think it was posited to you that if the stock price
decl i nes that maybe investors would expect -- would al so
expect a decrease in the anount of dividend. | believe
the question was asked with an expectation that
i nvestors would continue to invest in that scenario in
that particular stock. Mght investors do sonething
el se?

A Well, as | described, investors in
particularly this stock are |ooking for a stable
di vi dend and expecting that to be generated fromthe
utility and are expecting the earnings to conme fromthe
non-regul ated busi nesses. To the extent that didn't

happen, investors' cash is very portable, and so | would
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suspect that were those two conditions, either one of
themto change, they would not necessarily renain
investors in this conpany. They would switch to nore
attractive investnents.
Q And those attractive investnents m ght
include things |ike insured dividend; is that correct?
A Well, | would think it would or a fixed
i ncome investnent, because the bulk of the, as |
mentioned, 75% or so of our investors are retail holders
who primarily own the stock for the incone.

Q M. Gaines, |I'mgoing to try to capture with
a single question, various nenbers of the Bench and
ot her witnesses have asked you in a variety of ways, why
have we presented essentially a characterization of the
financial health of this conpany and focused so nuch on
power costs, and | would like to | guess ask the
guestion the other way around.

In I'ight of your know edge of the overal
financial condition of Puget Sound Energy as it stands
today on the basis of its existing financial condition
and future projections of the conpany's financia
condition, can you imgine a way that you could present
the conpany's current financial health or its projected
financial health wi thout focusing on the underrecovery

of power costs?



1394

1 A. No, that's the key driver of the problem

2 Q Just a couple final questions. This one

3 rel ates back to a question that | believe Chairworman

4 Showal t er asked yesterday, and it was a bit of a

5 hypothetical. | think that just as a rem nder, it was,
6 | think, a situation where perhaps you and Ms. Stee

7 were visiting a credit rating agency on Wall Street, and
8 I think the question was asked sonething like this, that
9 ignoring the differences as far as the underlying

10 nunbers between how the conpany portrays its financia
11 situation and how Ms. Steel has, how would the

12 i nvestors, or excuse ne, how would the credit rating

13 agencies react to the characterization of the financia
14 health of the conpany as far as Ms. Steel has portrayed
15 it.

16 I would Iike to take that just a little bit
17 further, because there is an assunption built into that
18 question. And the question assunes that Ms. Steel has
19 vi ewed the conpany's financial condition in a
20 net hodol ogy that credit rating agencies mght | ook at,
21 so here is nmy question. |If you take Ms. Steel's
22 met hodol ogy, which is essentially what's reflected on
23 414C, and present that to the credit rating agencies as
24 a neans of assessing the conpany's financial health, how

25 woul d you anticipate that they would view that
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met hodol ogy and comment on its sufficiency?

MR. CEDARBAUM  Your Honor, | realize this is
a question that follows on the Bench's questions
yesterday, but | would object on the basis of calling
for speculation. | nean | know M. Gaines has given his
opi ni on yesterday on a nunber of these scenarios, but he
did that yesterday, and I don't think we need to hear
that again today. But | think com ng from counsel, that
calls for speculation, and I would object on that basis.

JUDGE MOSS:  Well, | think it does call for a
signi ficant degree of speculation. Only in the sense
that it follows on to questions that were posited
yesterday do | think it should be allowed, but we
recogni ze your objection, M. Cedarbaum and certainly
woul d take into account the speculative quality of the
answer, both then and now, in ternms of assessing any
wei ght that m ght be given the testinobny. So | will
all ow the question to be answered in that |ight.

MR, QUEHRN: Thank you.

A Why don't | preface then with this is ny
opinion. M. Steel's nethodology is depicted on the
first page of 414C, and ignoring the nunbers, which
suspect was the basis of your question or if | recall
was the basis of your question, so we're getting to

nmet hodol ogy al one, there are a couple of things that |
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woul d say with respect to that. This calculation
doesn't at all address earnings, which are key to
several of the quantitative aspects that rating agencies
| ook at when they are setting the rating. It also
doesn't address the continued underrecovery of power
costs and the related erosion in equity caused by that
inthis case. And as a third, it doesn't touch on the
qualitative aspects of the rating that we have had lots
of discussion on with other parties. |In fact, it's in
essence a fairly sinplistic cash flow analysis, and it's
simlar in construct to the one that | have on Exhibit
26- DEG- 6.
BY MR. QUEHRN

Q Just two final questions for the witness.

Chai rwonan Showal ter al so asked you yesterday
what the credit agencies might be looking to in
connection with the Commi ssion's disposition of this
matter as far as one of those qualitative factors,
qualitative factors in this instance, regulatory
climte, what do you think the credit agencies will be
| ooking for in the Conm ssion's decision as it rel ates
to a qualitative factor?

MR. CEDARBAUM  Your Honor, sane objection
for the record, speculation.

JUDGE MOSS: Okay, thank you, M. Cedarbaum
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Go ahead, you can answer it.

A Sane preface, in my opinion, there's a couple
of different things probably related. | think in
addition to cash flow, which we have been tal ki ng about,
they | ook for a |level of earnings, but not in terms of
earni ngs per share, in terns of book earnings as they
relate to pre-tax interest coverage to those earnings
that flow through funds from operations, interest
coverage, funds from operations to average debt, and
those. And although those are quantitative neasures,
M. Quehrn, | believe that they look at that as a
concern for credit quality of the utility.

So nuch as they | ook at the conpany's
managenent, which isn't one of the qualitative aspects
of a rating, and | ook for the credit concerns, concerns
for credit quality that managenent have, | think they
woul d be | ooking for an order that had sonmething with
respect to concern for credit quality there and woul d
view that favorably even were it sonething
unquantifiable. Really it comes down to considering the
need for earnings and cash fl ow

Q And one final question, M. Gaines, and then
we're going to flip to a conpletely different subject
now. M. Kurtz, who is not here today, had asked you

to, and | believe this was al so the subject of a records
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request, to make sone assunptions with respect to

aut horized rate of return, and | believe this was
tal ki ng about going forward or |ooking forward. But
just to look at it with respect to the electric side of
t he busi ness as opposed to a consolidated perspective,
which is in fact what our projections have been, and ny
question is, would such a view have any rel evance

what soever in terns of your ability to go out and do
things |ike obtain financing?

A. No, it doesn't. As you probably recall from
the exhibits as we have tal ked about first nortgage bond
i ndenture coverage ratios, there's no distinction
bet ween fuel type, gas or electric. As we tal ked about,
the credit agreement is the borrower is Puget Sound
Energy, interpreted to be the utility. There's no
distinction there between gas and electric. The |enders
as they look at the conpany and make their projections
| ooking forward are | ooking at the consolidated entity,
not split by fuel type.

MR, QUEHRN: Thank you, M. Gaines, | have no
further questions.

THE W TNESS: Thank you.

JUDGE MOSS: Anything further fromthe Bench?

CHAIl R\OMAN SHOWALTER:  Well, | should

probably refrain.
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THE W TNESS: | can keep goi ng.

EXAMI NATI ON
BY CHAI RWOVAN SHOWALTER:

Q I followed the first question about taking
into account power costs, M. Quehrn's question, |
follow. But in these three phases that | posited,
anot her possibility is that the first phase, the nerger
node, was going along pretty well or okay. And then the
power crisis/good canme along and nmade things really
good. And then the power drop/bad canme al ong and nmde
things not so great but not really bad. And isn't one
expl anation of the Staff's case that scenario? That is,
you started froma better position, then it got great,
and now, yes, there are expenses and cash goi ng out the
door, but that you started froma better position. It
really gets back to the anal ogy of how fat was the
person who was | osing 30 pounds, you know.

A. Yeah, | think, and | would let Staff speak
for themself on their viewof it, | don't think it's so
much the starting point where you're starting from |
think it's just a difference of interpretation of how
bad is bad. | would say that. There is disagreenent at
that | evel certainly between the conpany and Staff.

You, | believe, posited it as it's bad. You
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didn't say very bad |like you had said very good in the
good scenario. | think the disagreement cones to two
things. It's arelative term you know, bad, how bad is
it, and then also what's the appropriate indicia or
measurenment to use with respect to nmeasuring bad when
conparing that to the PNB standard. | think that's
probably the bul k of the differences.

CHAI RWOVAN SHOWALTER: Al l right, thank you.

(Di scussion on the Bench.)

JUDGE MOSS: All right, M. Gaines, | believe
that conpl etes the exam nation, your exam nation, and
you are gleefully on your part, it appears, excused.

THE W TNESS: Very gl eeful ly.

JUDGE MOSS: And since we're changi ng guard
here at the wi tness stand, why don't we go ahead and
take our afternoon recess, and we'll conme back at 10
after the hour.

(Recess taken.)

JUDGE MOSS: Just to nmeke the nost efficient
use of our tinme here, one piece of housekeeping that |
al ways have to take care of at the end of the case
will go ahead and take care of now. W have marked for
identification at various points during the course of
the hearing Bench requests and records requisition, and

so we have Bench Requests Nunmbers 1 through 10, 17B
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t hrough 20B and 461B. W al so have Record Requisitions
Nunmbers Cl11 through 16 and nunber 460. Most of these
have been subnmitted and those that haven't | think have
been sufficiently well described and di scussed so that

I"'msinply going to admt those now subject to any

obj ection.

And there apparently is none, so | will go
ahead and do that. And then also we will have to have
pl acehol der exhibits, I"mgoing to reserve two nunbers,

462 and 463, for any public comment or related nmaterials
that either Public Counsel or another party nmay wish to
submt fromthe Conmi ssion's public records. And that
typically would take the formof letters.

And, M. ffitch, would you want to include
the ones you received last night in that sane set or
have a separate nunber for those?

MR. FFI TCH: Wbul d the Bench have a
preference on that? | guess | would prefer to just have
them be a separate exhibit just so that it's clear where
they came from They're easier to find. |f sonebody is
| ooking for the witten materials fromthe public
hearing, it's easier not to bury themin with the other
hundreds of letters.

JUDGE MOSS: We will reserve 462 for the ones

that you received | ast evening or that you would prefer
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1 to have in that set, and we will reserve a second nunber
2 for you, 463, and then | will reserve a third nunber,

3 464, in case the conpany wanted to subnmit sonme naterials
4 we had previously discussed either on or off the record,
5 probably both. And if anybody el se wants to do

6 sonmething of that nature, | will assign an exhibit

7 nunber if and when that happens. And, of course, we may
8 yet have additional Bench requests or whatnot, so | will
9 take care of that as it conmes up.

10 MS. DODGE: Your Honor, just as a matter of
11 clarification, | wanted to ensure that Public Counse

12 wi |l make Exhibit 462 a conplete set of the public

13 comment received yesterday evening.

14 MR FFITCH Yes, that's ny intention, yes.
15 Your Honor, as far as those exhibits go,

16 anot her point, you stated to the public |ast night at

17 the hearing that the record would cl ose on February

18 27t h.

19 JUDGE MOSS: So why don't you plan to submt
20 your full body of public comment at that time. Wuld

21 that be agreeable to you?

22 MR. FFITCH. Yes, Your Honor
23 JUDGE MOSS: That way you won't have to do it
24 twice. I'mjust trying to save you sone trouble. |If

25 that works for you, it works for ne.
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MR FFITCH  Well, at |east theoretically,
because of the preparation and transmittal time, we wll
basically be starting to prepare, there are several
hundred letters, and we will be starting to prepare that
so that we can get it to you and to the other parties
probabl e that will be happening on Monday and Tuesday
so --

JUDGE MOSS: Well, the briefs come in on
Friday if I'mnot m staken.

MR, FFITCH: So there may be a few things
that come in to the Conm ssion after the, you know, we
have sort of finalized production, and, you know, |
think we -- I'mnot sure what to do about those.

JUDGE MOSS:  All right, well, we will take
this up again at the end of the day and work out the
logistics. | just wanted to take care of that little
bit of housekeepi ng.

MR, FFITCH: Al right.

JUDGE MOSS: M. Swofford, if you will please

rise and raise your right hand.

(The following exhibits were identified in
conjunction with the testinony of GARY B. SWOFFORD. )
Exhi bit 251T is GBS-1T: Pre-filed Direct

Testinmony. Exhibit 252 is GBS-2: Gary B. Swofford
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Professional Qualifications. Exhibit 253 is GBS-3:
Arborist, The Econom c |Inpacts of Deferring Electric
Uility Tree Mintenance, April 1997. Exhibit 254T is
GBS-4T: Pre-filed Rebuttal Testinony (2/11/02). Exhibit
255 is PSE Response to Staff DR No. 345-1. Exhibit 256
is PSE Response to Staff DR No. 346-1. Exhibit 257 is
PSE Response to Staff DR No. 347-1. Exhibit 258 is PSE
Response to Staff DR No. 98-1. Exhibit 259 is PSE
Response to Staff DR No. 354-1. Exhibit 260 is PSE

Response to Staff DR No. 350-1.

Wher eupon,
GARY B. SWOFFORD
havi ng been first duly sworn, was called as a wtness

herein and was exanm ned and testified as foll ows:

JUDGE MOSS: Thank you, please be seated.
Your witness, Ms. Dodge.

MS. DODGE: Thank you, Your Honor.

DI RECT EXAMI NATI ON
BY MS. DODGE
Q Good afternoon, M. Swofford.
A Good afternoon.

Q Coul d you pl ease state your full nane, and
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spell your |ast nane for the record.
A My nanme is Gary B. Swofford, SWO F-F-OR-D.
What's your position with Puget Sound Energy?
I"mthe Vice President and Chief Operating
O ficer.

Q M. Swofford, do you have before you your
direct testinmony and rebuttal testinmony that have been
pre-filed in this matter?

A Yes, | do.

Q And t hose have been identified as Exhibits
251T and 254T?

A They have now.

Q Do you al so have before you the exhibits to
your testinmony which have been identified as Exhibits
252 and 253?

A Yes, | do.

Q Were you responsible for preparation of this
testimony and these exhibits, or were they prepared
under your supervision?

A Yes, it was prepared under ny supervision.

Q Have you al so prepared a notice of errata to
Exhi bit 254T?

A Yes, | have.

JUDGE MOSS: And that has been distributed to

the parties and to the Bench. | think we have all nade
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t hose changes.

Q Are any of those changes substantive,
M. Swof ford?

A The second one on page 6, line 4, where it
currently reflects that we have expenditures to the 2002
budget reflect a 2% decrease, that should be a 3%
decr ease.

Q M. Swofford, with the changes set forth in
the notice of errata, are the answers to the questions
in Exhibits 251T t hrough 254T true and accurate to the
best of your know edge?

A Yes, they are.

Q And woul d you give the sane answers were you
asked those questions today?

A I woul d.

MS. DODCE: Your Honor, we offer Exhibits
251T through 254T into evidence.

JUDGE MOSS: Hearing no objection, they wll
be adm tted as narked.

MS. DODGE: Thank you, the witness is
avai |l abl e for cross-exam nation.

JUDGE MOSS: M. Cedar baum

MR, CEDARBAUM  Thank you.
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1 CROSS- EXAMI NATI ON

2 BY MR. CEDARBAUM

3 Q Good afternoon, M. Swofford.

4 A Good afternoon.

5 MR, CEDARBAUM  Your Honor, hopefully by
6 stipulation of counsel, | would |like to nove the

7 adm ssion of Exhibits 255 through 260 for

8 identification.

9 JUDGE MOSS: And that's per stipulation,
10 Ms. Dodge?

11 M5. DODGE: Yes, Your Honor.

12 JUDGE MOSS: All right, then those will be
13 admitted as marked.

14 BY MR CEDARBAUM

15 Q M. Swofford, if you could please | ook at
16 Exhi bit 257, which is the conpany's response to Staff

17 Dat a Request 347-1.

18 A I have it.

19 Q And why don't you just take a mnute to
20 reviewit just to nmake sure that you recall it.

21 A ' mready.

22 Q It appears fromthe response that for the

23 2002 budget year that the periods of tinme over which
24 capital budget itens would be depreciated is not

25 specifically identified.
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A. We put things into plant, if you will, to
begi n depreci ati on when they are conpleted, and that is
not necessarily on a budget cycle. The budget
anticipates projects that will be worked on that year
They won't all necessarily be conpleted in the year
2002. So in the year that they are conpleted, they are
then put into plant, and depreciation starts at that
time.

Q The question we asked you in Data Request 347
was to provide the depreciation schedules for each
capital expenditure the conpany plans to undertake in
2002, and the response indicates that that information
is not an output of the budget nodel.

A. We at |least interpreted the question to be
seeking for the plans to undertake in 2002 would be the
pl ans that were in our budget to undertake in 2002, and
SO0 our response to this request was we don't necessarily
know when those plans will actually go with those
projects, will go into service, and therefore we
woul dn't -- we don't have a plan for depreciation. W
may have interpreted that wong, M. Cedarbaum but
that's how we --

Q No, | think that was fine. M question is,
do you know what the depreciation schedul e or schedul es

woul d be for any of the PEM capital and anythi ng that
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was budgeted for the PEM programin 2002, do you know
what their depreciation schedul es woul d be?

A | don't exactly know when things are
scheduled to go into plant in 2002. Mich of PEM has
al ready been put into plant and is currently being
depreciated. There are sone itens that will be added in
2002. There is a capital piece of PEMfor 2002. Upon
its completion, it would go into plant. But | can't
tell you specifically when that conpletion would be,
because we are not undertaking that project until the
conpl etion of the general rate case.

Q Wuld the same -- do you know if the -- what
the depreciation life is for any of the PEM capital
expenditures for the 2002 budget year?

A. I don't know the answer to that question.

Q Are your answers to that question and the
prior question with respect to PEMthe same with respect
to any information technol ogy investment?

A. As to the Iife that depreciation say puts on
that, I'mnot aware of what the life is for any of the

technol ogy i nvestnents the conpany has nade.

Q O budget ed?

A O budget ed?

Q Yes.

A I''m aware of what we budgeted for those
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proj ects.
Q Are you aware of the depreciation life for
what you budget ed?
A No, |I'm not.
MR, CEDARBAUM  Thank you, those are all ny
guesti ons.
JUDGE MOSS: Thank you, M. Cedarbaum

M. ffitch.

CROSS- EXAMI NATI ON
BY MR. FFI TCH
Q The first line of your correction is going to
shorten up my cross a little bit, M. Swofford, so it

shoul dn't take too long. W won't have to get into that

area.
At page 3 of your rebuttal, could you turn to
that, please, page 3, line 4.
A ["mthere.
Q And there you state that PSE has far exceeded

expectations at the tine of the nerger in terns of
potential benefits, correct?

A That's correct.

Q So the conpany is on track to neet or exceed
the expectations projected at the tinme of the nerger?

A Wth respect to the benefits that were
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identified at the tinme of the merger that we would be
able to achieve as a result of the nerger, we are, we
are on track and ahead of schedule as far as achieving
those synergy benefits that were identified.

M. Sherman in his testinmony in the general rate case
descri bes where we are with respect to where we

antici pated being through the year 2000, as | recall

Q Well, you have partially answered ny next
question, which is, and perhaps | will rephrase it,
other than the testinobny that you have just referred to,
that of M. David is it Sherman?

A Sher man.

Q Sherman in the general rate case, does the
conpany have financial analyses, docunents, workpapers,
or projections on which that conclusion is based? And
I"'mreferring to your previous answer that you're on
track to neet or exceed the original projections.

A We have not tracked the specific itens
identified other than to put in place a nunber of plans
to achi eve savings. M. Shernman is the one who has done
the anal ysis that has | ooked at what we have
acconplished with respect to what was projected at the
time of the nerger to be acconplished.

Q Al right. And his analysis goes up through

2000, | think you said?
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A. As | recall, his testinony takes it up
t hrough the year 2000 is what he has identified.

Q And you haven't done any of your own anal ysis
al ong those lines since that time?

A. Qur analysis has been tied to the projects,
the plans that we put in place to achieve the benefits
of the nerger. W know that individually we achieved
and in many cases exceeded what was anticipated at the
time of the merger. But to go back and take a | ook and
bring themall together and say this is what was
anticipated, I'mnot aware of that work. | haven't
undertaken it, but | know that M. Sherman has.

Q Al right. And do you know what the basis of
the nunber that we have heard today di scussed of the
achi evenent of $156 MIlion in savings is?

A That comes out of the work that M. Sherman
did as a result of the analysis that he undertook

Q All right. Now can | ask you to turn to page
8 of your rebuttal testinony, really pages 8 and 9, and
there you list six different steps that Puget woul d have

to consider taking if the interimrelief is not granted,

correct?
A That's correct.
Q And as | look at those six steps, they al

appear to be cuts in operations that directly inpact
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custoner service, correct, except perhaps vegetation
managenent, but you can make that distinction

A When | put this together, | think that when
you read this that these are the kinds of things a
conpany woul d | ook at to make nodifications to in the
eventuality that we aren't granted interimrelief. |
don't say these are the things that we will cut. | do
say these are the things that we will have to take a
| ook at. We have to review those things that can make a
difference, if you will, that we can take advantage of.
| also go on to say in ny testinony that nuch of the
work that is undertaken by the conpany is work that is
required for custonmers that request new service, which
we are obligated to provide for safety or reliability
reasons.

Q Now there's nothing on this list in the
category of adm nistrative expenses, executive salaries,
other things of that nature that | can see; is that
right?

A There are other places in ny testinony where
| tal k about action that we have taken with respect to
sal aries, travel, et cetera, and sone other things that
we have put in place. W have over the course of the
| ast four years to achieve the |l evel that we have of the

second | owest cost non-producti on O&M conpany in the
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country taken a lot of the optionality, if you will,
today that we have. So when you |look at this list, you
do see things that inpact service, because we have
elimnated the other kinds of things within the conpany
that would be available for us to be able to take action
under, could be avail abl e.

Q So if | understand your testinony, basically
you're saying that in the past you have already cut or
frozen as much as you can cut in those categories like
sal aries and so on and adm nistrative expenses, and so
now i f you didn't get the interimrelief you would be
| ooking at these six factors and others |ike thenf?

A That's correct, we have achieved | believe it
says in nmy testinmony $21.6 MIIlion reductions A&G costs
in conparison to pre-nerger to where we are today, so we
have taken a healthy percentage of A&G cost out of the
conpany to date. Likew se, we have nodified our
servi ces, we have inplenmented new prograns |like tree
watch to increase our reliability as well as our O&M
costs, and so we are -- we are |looking at the kinds of
things that | talk about in my testinony now.

Q Well, if we go to page 5 of your testinony,
there's a paragraph at line 11, | think you' re talking
about these are the kinds of things you're tal king about

that you have already done, is that right, with regard
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to managenent, salaries and hiring, and travel, things

of that nature?

A That's correct.
Q And again, as | understand your testinony,
this is the nost the conpany will do in this area, and

fromhere on out, you would be cutting services to
custoners and maki ng those ot her kinds of operating
cuts, the six areas that you have testified to and that
we just | ooked at, page 8?

A. Well, it's not ny testinony that these are
the only things that we have done. These are the
actions that we have taken. W believe --

Q I"msorry to interrupt, but | didn't say
these were the only things that you had done. I'm
tal ki ng about your sort of projection of what you would
do if you didn't get the interimrate relief. And ny
under st andi ng from what your previous testinmony was just
a nonent ago was that you have kind of done everything
you could do in these adm nistrative areas, and you
woul d have to | ook at the operating cuts. Isn't that
what you sai d?

A | don't know that | said we had done
everything we could do, M. ffitch. | said that these
are the actions that we have taken. Clearly we would

continue to take a | ook at other actions that we can
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come up with. |If we can conme up with others that woul d
not inpact service, we will take a |l ook at them But to
achi eve the kinds of savings that would be required if
we didn't get interimrelief, these actions wll
certainly produce savings, but they're rather small in
conparison to the size of the problemthat we have of
$695, 000 per day in underrecovery of costs. This isn't
going to get the job done.

MR. FFI TCH. Thank you, M. Swofford, those
are all the questions |I have.

JUDGE MOSS: Are there any questions fromthe
Bench?

CHAIl RMOVAN SHOWALTER: | just have one.

EXAMI NATI ON

BY CHAl RMOMAN SHOWALTER

Q If you could turn to your rebuttal testinony,
page 3.

A Yes, |'mthere, Chairwonman Showalter

Q Line 23 and 24, you say that even with the
proposed rates, your rates will be the second | owest

conpared to those utilities adjacent to your service
area. What utilities are you including there?
A Seattl e, Tacomm, Snohom sh, as well as

our sel ves.
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Q I suppose you could say so of four, you are
second | owest ?

A That's correct. It says the | argest
utilities. There are clearly others around us, but we
pi cked the | arger ones.

Q And the | owest woul d be?

A Tacomn, as | recall

CHAl RWOMAN SHOWALTER:  Thank you.

EXAMI NATI ON

BY COWM SSI ONER HEMSTAD:

Q | have just one question, and Judge Mdss
raised this before. 1'mjust curious as to the loans to
Schl unberger that are referenced in Exhibit 425. [|'m

sure you're familiar with them The total is perhaps
around $50 MIlion or thereabouts if | roughly add it up
correctly. Wuld you descri be what that was for and why
you woul d be maki ng those | oans and just what is the
general arrangenent ?

A At the tine that we decided that the
technol ogy at that tinme Cellnet was deploying was the
one that we wanted to select for our automatic neter
readi ng system they offed us the opportunity to
basically finance for them |oan themthe noney so that

they could build out their network. W're basically
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| easing the network fromthem For that, we got a
concession on the price we were going to pay for the use
of the network. So when we did our analysis of what by
| oani ng them the noney and getting the price concessions
that we got on the use of the network, that it was a --
it was to our benefit to do that. So we |oaned themthe
nmoney. Schl unberger has since purchased Cell net and has
since repaid all of those loans. So as of today, those
| oans have been repaid, and there is no outstanding
owi ng to the conpany.

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

JUDGE MOSS: Anything else fromyou,
M. Cedarbaum or you, M. ffitch?

MR. FFI TCH: No.

JUDGE MOSS: Do we have any redirect?

MS. DODGE: No, Your Honor.

JUDGE MOSS: M. Swofford, that conpletes
your exani nation, thank you for being with us. W
appreci ate your patience waiting through the hearing to
be last. O actually not |last, because we're going to
recall Ms. Steel

MR. FFI TCH:  Your Honor, while Ms. Steel is
coming up, | wanted to do a bit of housekeepi ng on one

exhibit. | believe | offered 172C, however, ny own
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notes don't show that it was admtted, so | wondered if
| could check with your records.

JUDGE MOSS: 172C?

MR FFI TCH  Yes.

JUDGE MOSS: | have it marked as admitted,
and if it wasn't previously admtted, unless | hear an
obj ection now, we won't be concerned that it was not
admi tted.

All right, no objection, so.

MR. FFI TCH: Thank you.

JUDGE MOSS: Ms. Steel, welcone back, and, of
course, you remain under oath.

THE W TNESS: Thank you.

JUDGE MOSS: And | believe the, excuse ne,
I"'mtrying to do two things at once, and | shouldn't do
that, especially this late in the hearing. M. Steel
the Bench has actually recalled you, so | think we
per haps have sone questions from Chai rwoman Showal ter at
| east and perhaps the others, and then we'll see if
there's anything further we need to have you up for this

af t er noon.

Wher eupon,
LI SA A. STEEL,

havi ng been previously duly sworn, was called as a
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Wi t ness herein and was exam ned and testified as
fol | ows:

EXAMI NATI ON
BY CHAI RWOVAN SHOWALTER:

Q I think for purposes of ny question, if you
had in front of you Exhibit 414C, page 2 of 4, and al so
Exhi bit 80 handy.

JUDGE MOSS: Okay, and | think that was page
2 of 7.
Q Oh, | see, no, page 1 of 7, | was reading the

date instead of the page there, 1 of 7.

A Woul d you pl ease refresh ny nmenory about
whi ch one was Exhibit 80. | didn't mark it correctly.
Q It's ICNU Request Nunmber 8.1, and it was
provi ded by Puget. It's the statenent of a bank account

for non-regul ated cash.

JUDGE MOSS: |t would be 81.

CHAl RMOVAN SHOWALTER: ©Oh, 81, oh, | see, I'm
sorry, it's 81.

JUDGE MOSS: That would be anpong the exhibits
that were tendered in connection with M. Donald Gai nes.

MR. CEDARBAUM Do you have that, Ms. Steel?
You can borrow mne if you need to.

THE WTNESS: | do have it, thank you.

CHAl RWOVAN SHOWALTER:  All right.
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BY CHAI RMOMAN SHOWALTER

Q My version of 414C, this first page, there is
many markings on it. It seens to be one of the centra
exhibits of our hearing. And | just want to ask you,
well, first of all, have you listened to M. Don

Gaines's testinony on his differences with you on this
Exhi bit 41472

A | believe |I have heard the essence of it. |
have been called out of the rooma couple of tines, but
with those exceptions, | think | have heard his
exceptions.

Q Al right. Well, turning to line 2, does
anything in his testinmony or the exhibit, and | think
the exhibit was 81 that he provided, nodify or alter
your opinion on whether the $25 MIlion is appropriately
listed on line 2?

A No, M. Gaines's testinmony does not cause ne
to change ny judgnment about the anount in line 2. |
think that $25 MIlion is an appropriate amunt to
consider for the return of capital that Puget did in the
first quarter of 2001. Because | have severa
unanswer ed questions about that transaction that woul d
be required for ne to know whether or not the rates that
woul d result from at Puget Sound Energy could be fair

just, and reasonable.
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And the first question that | woul d have
still is, what is the net position of PSE' s
non-regul ated i nvestnents for each quarter fromlet's
say 1996 to the present. And the chart in Exhibit 81
does not give ne that net position. And | also believe
that the response to the Bench Request about Puget
Western will not give nme that information either
because it will exclude what M. Gaines calls snal
i nactive subsidiaries, and those are precisely the sort
of subsidiaries that I'minterested in, because they are
the ones which were nost |likely to have incurred
per manent net |osses. So wi thout having the conplete
consolidating statenents for Puget Sound Energy, |
woul dn't be able to calculate the net position and know
whet her or not there was any net equity available to be
returned as capital to Puget Energy.

The second question that | have that's
unanswered is did Puget Sound Energy, the utility, have
the equity to invest 100% equity in Infrastrux, or
rat her was Puget Sound Energy's investnent in Infrastrux
in part financed with debt at the Puget Sound Energy
I evel. The discussion that | hear about the utility and
these regul ated i nvestments causes ne to believe that if
I did not know otherwi se that there is a Puget Sound

Energy itself is a holding conpany that holds a utility,
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wher eas the organization chart that | passed out earlier
shows that there -- the utility, in fact, is Puget Sound
Energy itself. So it is the utility that owns these

i nvestments in non-regul ated subsidiaries, and the
utility itself is only 30% equity financed.

Q Do you nean by that that in your view today
it's the utility that owns Infrastrux because the
utility is Puget Energy? | was a little unclear about
what you are equating with the utility.

A. ' m equating Puget Sound Energy with the
utility, and Puget Sound Energy is itself a conpany that
hol ds ot her conpanies, and it hol ds non-regul at ed
subsi di ari es. But Puget Sound Energy, which hol ds other
conpanies, is itself the utility. |It's not |ike the
utility is a sister level to these non-regul ated
investments. Rather it is the utility that owns these
i nvestments. And it nay be that Puget Sound Energy, the
utility, should still own Infrastrux.

Q Okay. You were using the present tense, so
that's why | wondered. As | understood it, and |'m not
saying | really did understand everything, but as |
understood it, Puget Sound Energy, the utility, owned
Infrastrux, but that the explanation was there always
were these unregul ated parts of Puget Sound Energy, and

separate accounts were kept, in fact, separate bank
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accounts were kept. And so just as today Puget Energy
has regul ated and unregul ated parts to it, so does Puget
Sound Energy or so did Puget Sound Energy have regul at ed
and unregul ated parts of it, and one of those
unregul ated parts separately tracked was Infrastrux. |Is
that your understanding of at |east what the conpany is
sayi ng?

A Well, | wouldn't -- | couldn't relate back to
whet her or not that's what the conmpany is saying. But I
do think it is true that there are still regul ated and
non-regul ated parts of Puget Sound Energy. Sone of them
are wi nners, some of themare losers. W're going to
get some nore information on the winners, but | stil
don't have the information on the losers. So on a net
basis, | don't know whether or not there was any equity
to be transferred out fromthese non-regul ated ventures
taken as a whol e.

The reason | don't have that information is
that the conpany has not provided it to ne. | have
asked sonme of the right questions, which if answered
fully woul d have given nme that information, but | do not
have the full information that | need to nake that
determ nation.

Q Al right. So you're saying the fact that

the accounts may have been kept separately doesn't
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answer the question of what other non-regulated entities
there were and what were the winners and | osers, and was
Puget Sound Energy stuck with sone of the losers; is

that in essence your question?

A Yes, | think that's it, the essence of the
questi on.

Q Okay.

A And | also don't know the date that this U S.

Bank Account Nunmber 153590857726 was set up, and | don't
know what the source of funds was for that. But if it
was during a recent period, | would presune that Puget
Sound Energy, the consolidated utility, which is the
borrower on the line of credit, did not have 100% equity
to invest in anything, because it didn't have 100%
equity in itself.

Q Al right, then nmoving to line 5. In
response to sonme questions fromeither M. Cedarbaum or
M. ffitch, | forget, M. Gaines answered sone questions
that got to why he thought the $62 MIlion is incorrect
and the appropriate figure should be | think $2 MI11li on.
Did you hear any of that discussion, or do you
under st and what the conpany's position is on that point?

A. I believe |I understand the conmpany's position
on that point.

Q Has anything in the hearing since you
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testified | ast changed your opinion as to whether the
$62 MIlion is correct?

A No, nothing that | have heard in the hearing
has changed ny opinion on the $62 MIlion. And | would
note that the docunents that | have avail abl e which
confirmthe agreement for Puget Sound Energy's |ine of
credit which the conmpany provided in response to Staff
Dat a Request Nunmber 35 as well confirmthat Puget Sound
Energy is the borrower. There is not some subsidiary
that is the borrower.

And | find nothing in that agreenent to cause
nme to believe that the banks who provided that agreenent
believed that they would not have access to cash flows
from non-regul ated sources to support repaynments under
t hat agreenent.

In addition, | nmet with one of the bankers
who is a nmenber of the bank group for that |ine of
credit, and ny understanding of their belief of the cash
fl ow supporting that line of credit is that it cones
fromall of the sources of cash that Puget Sound Energy
itself owns.

Q And ny last question is on whether certain
budget expenditures should or shouldn't be made in this
time period. | think it's your testinony that certain

expenditures could be delayed; am | right on that?
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A. Yes, that's correct, they could be deferred,
or they mght be alternatively not entered into.

Q And ny question is, to the extent that these
ki nds of expenditures are appropriate in general
doesn't del ayi ng otherw se appropriate expenditures
sinmply push into another tine period additional costs
unl ess everything is deferred, you know, quarter to
quarter to quarter, why is that in the public interest?

A Well, we might ask that sane question about
the entire deferral that the conpany has requested. How
is that in the public interest to not recognize the
expense in the period incurred and rather instead to
provi de sel ective noving by pushing those expenses
forward and extending the time that those expenses will
be recogni zed over. That is always a question of
whether or not it is in the public interest to do that.

Wth these kinds of expenses, it's not just

pushing the recognition of them but it's actually
pushing the actual cash flowinto a future period. And
these are precisely the kinds of decisions that
busi nesses with whom | work routinely, when faced with
an extraordi nary expense, they make choi ces anong all of
the good prograns they m ght select anong. And they
al so take a closer ook at their programs to see which

t hey probably should not select at all
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If this rate increase is approved as
request ed, 100,000 Puget Sound Energy business customers
wi |l be nmaking precisely those kinds of choices, and
some of them | would expect would be deferring,
del ayi ng, or forgoing entirely expenditures of the type
I have identified for Puget Sound Energy. The conpany,
however, if Staff's case were accepted, would have the
freedomto select anong its expenses, its budgeted
expendi tures, and choose anmong them

Q And | understand why non-regul at ed busi nesses
are put to choices when they can't control necessarily
the prices that they charge or at |least the prices that
custoners will buy. But it seens to nme that a regul ated
utility isinalittle different position. At |east
this Commssion is in a different position, because we
get to decide whether it is in the public interest to
increase the price in order to continue expenditures or
make the conpany healthier, those sorts of questions.
It's a regul ated nonopoly, it's an essential service.

And so | guess again, rather than conpare it
to other businesses, just |ooking at this business, a
regul ated electrical utility, why is it in the public
interest to defer those expenses? And | understand
that's a single element question that's to be wei ghed

agai nst a nunber of other factors, but it doesn't seem
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as sinple a question as, well, other businesses have to
do this sometimes.

A | think it's in the public interest for the
Commi ssion to choose that the conpany defer sone of
t hese expenses even if they are or nay be good in the
end, because the cash fl ow pressures outwei gh the good
that those progranms woul d cause over the near term

CHAI RMOVAN SHOWALTER:  Thank you.

COW SSI ONER HEMSTAD: | don't have any,
there's no questions.

COW SSI ONER OSHI E: No questi ons.

JUDGE MOSS: M. Cedarbaum did you wish to
have any inquiry while we have your w tness back on the
stand in light of the Commi ssion's inquiry before we
allow the other parties to see if they mght?

MR. CEDARBAUM | do have just one question

REDI RECT EXAMI NATI ON
BY MR CEDARBAUM
Q Getting back to the Infrastrux issue, | think
you indicated in your answers to Chai rwonman Showal t er
that you didn't have sufficient information to determ ne
whet her or not Puget Sound Energy had sufficient equity
to invest 100% equity in Infrastrux or if that was

partially financed with debt; do you recall that?
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A Yes, | recall that.

Q If the financing by PSE was 100% equity in
Infrastrux, do you think that would have been a prudent
deci si on?

A. Based on nmy information that | have avail abl e
at this time, | question whether that would be a prudent
decision, and it is a topic that we are | ooking into at
this tinme.

Q VWhat types of issues go into your
determination as to the prudence of that? What are you
| ooking at to answer that question?

A Well, we are still trying to determ ne the
facts about whether or not there was equity avail able
and the source of that equity, of that clained equity.
And second, we are |looking at the alternative uses to
whi ch Puget Sound Energy, the utility and al so the
consolidated entity, could have put that noney rather
t han anot her non-regul ated investnent.

MR, CEDARBAUM  Thank you, that was all, Your
Honor .

JUDGE MOSS: (Okay, does the conpany have any
guestions?

MR, QUEHRN: | have two questions, Your

Honor .
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1 RECROSS- EXAMI NATI ON

2 BY MR QUEHRN

3 Q Ms. Steel, | would Iike to refer you once
4 again to Exhibit 81

5 A. Ckay, | have it.

6 Q Do you understand the total anmpount that's
7 shown in this bank account referring to the lines that
8 show I nfrastrux, basically the $87 MIIlion, do you

9 understand that to be approximately equivalent to the
10 anmount of equity contribution that was made to

11 Infrastrux, just the nunbers or the approxi mately

12 equivalent, that's my only question on this exhibit?
13 A The nunbers are not conparable. W're

14 conpari ng appl es and oranges.

15 Q Excuse ne, nunerically are they approxi mately
16 equi val ent ?

17 A I could not take that question out of the
18 context just saying an 87 from sone unknown source

19 that's not --

20 MR, QUEHRN: Then | withdraw the question
21 Your Honor.

22 BY MR, QUEHRN

23 Q My ot her question for the witness is, you
24 just testified a few nonents ago that you net with one

25 of the bankers whose firmis a party to the $375 MIIlion
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credit agreenment. Could you please state the nanme of
t he banker you net with and which firmthat he or she
was representing?
A I nmet with two representatives of the
I ndustrial Bank of Japan. | do not have their names
avail able, but I would have themin ny records of
contacts with whom| nmet, and | would also be able to
specify the date. W tal ked about the conpany's
publicly filed docunents, including its line of credit
agreenent which is filed with the SEC.
Q Do you know approxi mately when that neeting
t ook pl ace?
A January of 2002, | believe, or it could have
been Decenber in 2002 in person.
JUDGE MOSS: | believe you m sspoke, it would
be Decenber 2001.
A Decenber 2001.
MR. QUEHRN:. Thank you, Ms. Steel, no further
guesti ons.
JUDGE MOSS: Before we release Ms. Steel --
oh, and, M. ffitch, did you have any questions?
MR, FFITCH  No.
JUDGE MOSS: |I'mfeeling a certain
anmbi val ence, M. Cedarbaum but at the same time a mld

concern in that | hear your witness testifying that she
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was unabl e to undertake certain anal yses she wi shed to
undertake in sufficient detail to satisfy her in light
of apparently not receiving information that she thought
had been asked for. And | just want to enter into a
brief colloquy regarding the discovery process. | did
not receive any notions to conpel during the course of
di scovery. | recognize that tinme was short, and that's
part of the reason |'mfeeling anmbivalent. | realize
there may have been sone practical considerations that
got in the way of the potentials of that process to
elicit information that is not forthconmng in a tinely
way. And, of course, there is also the records
requi sition mechani smwhich tends to yield data on a
fairly pronpt basis when it's requested. And so |I'm
just wondering if there's anything we need to be
concerned about in connection with our record at this
juncture.

MR. CEDARBAUM | don't think so, Your Honor
| think we -- there were no notions to conpel to
di sclose information. W took the track of nmking our
requests and followi ng up as we thought was necessary.
I know Ms. Steel nmet many times, | shouldn't say many
tinmes, met for a certain anount of time, probably for a
fairly long period of time with M. Gaines. A nunber of

i ssues were discussed, probably this one as well. |
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think we just tried to pursue it that way, and given the
ti me schedule, we did our best.

MS. DODGE: Your Honor, may we be heard on
this point?

JUDGE MOSS: Sure.

MS. DODGE: We have been assured at numerous
junctures that the Conm ssion has no concerns with the
conpl eteness of the data requests. This is the first
that 1'm hearing that there's any concern about it, and
it's nmy understandi ng that on nunerous occasions
Ms. Steel has declined to neet and confer about certain
matters of concern upon invitation of the conpany. W
woul d be happy to recall M. Gaines if that's an issue.

JUDGE MOSS: Well, | did express ny
anbi val ence, and perhaps | should have added the word
reluctance to get into this, and I don't want to get
into it too deeply. It strikes ne that the
circunmstances are such that the Staff is satisfied with
the case that was put on, and |I think we can just |eave
it at that for now Now there's, of course, the genera
case, and this issue may be pursued in that context, and
if such issues arise, then certainly we will take care
of them

And | don't mean to inply, and if you took it

that way |'msorry that you did, | did not nean to inply
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any | ack of cooperation on the part of the conpany. |
just wanted to be certain that | understood, if you
will, the lay of the land with respect to this. And if
there was a need to do sonething, then | wanted to
provi de the opportunity, but M. Cedarbaum has given ne
the assurance that | required in that regard, and so
don't see any need to take it any further at this point.

MS. DODGE: Your Honor, we would perhaps like
to state for the record that | think an inplication has
been inserted into the record that Staff does not have
somehow, that they can not agree with the conpany's
position or change their position because they sonehow
don't have information that they would need to have, and
the inplication has been sonehow that the conpany did
not provide that information. That's | think the
primary concern.

JUDGE MOSS: And | think we have taken care
of that concern, and so let's not pursue it any further
at this juncture.

CHAl RMOVAN SHOWALTER: | just want to say, |
think Ms. Steel has been inplicated here by counsel, and
she's not having an opportunity to respond, and so given
that nothing is going to be asked for or inquired into,
| think it's better to leave it that the parties have

negoti ated with each other, and nothing is being asked
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of us, and we are not asking anything of anyone el se,
and we're not drawi ng any inplications one way or the
ot her.

JUDGE MOSS: And | appreciate that, and
shoul d have broadened nmy comrents in the sanme fashion
t hat Chai rwoman Showal ter did, we don't want to | eave
any inplications of criticismor concern anywhere in
connection with this. | sinply wanted to confirmthe
satisfaction of everybody with the case at this stage,
and that's what | have heard, and so that's where we
will leave it. Al right.

CHAl RMOVAN SHOWALTER: That was a happy note.

JUDGE MOSS: Well, | probably should add sone
cheer into ny voice as we draw near the cl ose

Ms. Steel, | will release you fromthe stand,
no point in having you sit there any |onger than
necessary. | know you spent quite a bit of tinme with us
at the beginning of the hearing as well, so we thank you
again for your testinony and for com ng back and naki ng
yoursel f avail abl e on short notice this afternoon.

THE W TNESS: Thank you.

JUDGE MOSS: Are there other housekeeping
matters that we need to take care of? Well, let ne ask
first if there's anything substantive that the

conmmi ssioners woul d want to be present to hear, and if
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we just have housekeeping things regardi ng exhibits and
that sort of thing, | don't see any reason to nmake them
sit through that either, so is there anything
substantive?

It does not appear that there is, so | would
just say that the comm ssioners certainly could be free
to return to their offices and carry on the busi ness of
the State while | sit here for a few nore mnutes with
the parties and ascertain whether there is any
housekeeping with respect to exhibits or other matters.

I think we did have something, M. ffitch
with respect to how we were going to go forward with the
public comment exhibits. Did you have any further
t hought on that?

MR, FFITCH: | guess ny thought at this point
was that we would sinply submit as conplete a set as we
possi bly could, and then the Commi ssion -- we could
either do -- we could do one of two things, we could
just leave the last mnute letters would not be a part
of the exhibit.

JUDGE MOSS: Let nme ask, why don't we do
this, why don't you submit as conplete a set as you can
by the 27th, and then I will give you |eave to
suppl enent it with anything that cones in l|ater

MR, FFITCH: | was going to say, we could
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submt a suppl enental exhibit.

JUDGE MOSS: That will work out fine. These
things don't tend to be controversial, so obviously I
won't close the opportunity if sonebody wants to
controvert sonething.

MR, FFITCH: And Ms. Dodge and | have been
sort of discussing howto deal with the letters that
have cone in and so on in ternms of how many exhibits
t here would be, how we would divvy themup, and I'm
hopi ng that we can work sonething out on that that's
acceptable to both of us. W would both |ike the public
comments to be -- I'"mconfortable with the public
comments being offered in sone form it's just a
question of who is the appropriate party to do it.

JUDGE MOSS: Sure, well, you all work that
out, | have reserved enough nunbers for everybody, so
think that will give you the latitude that you need to
wor k out what ever you want to work out, one exhibit or
two or whatever.

Anything else in the way of housekeepi ng?

I will endeavor to distribute on let's say
Monday, maybe we better say Tuesday, | have anot her
matter on Monday that has unexpectedly conme up, so
certainly on Tuesday | will distribute electronically

the final exhibit list. | hope by then to have all the
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if there are any outstandi ng Bench Requests or Records
Requi si ti on Requests outstanding, | hope to have those
at the earliest possible tinme. And again, | will ask
the parties to let me know of any errors | have made in
the exhibit |list that they believe should be changed,
corrected, redescribed, what have you, and | will
certainly take those into consideration.

I would Iike to thank all the parties,
unfortunately there are only a few of you left to hear
ny kind words, but | would like to thank all of you for
the wonderfully professional presentations that you have
all made, and | truly do enjoy seeing you all at work,
consunmat e professionals, and it's a pleasure to have
you before the Commi ssion.

So with that, we will close the evidentiary
phase subject to the matters | have | eft open through
the 27th, and we will be off the record.

(Hearing adjourned at 4:15 p.m)



