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I INTRODUCTION

Pursuant to the Washington Ultilities and Transportation Commission’s (“Commission”)
July 10, 2026, Notice of Hybrid Workshop (“Notice”), Microsoft Corporation (“Microsoft”) files
these Comments in response to the Commission’s written questions. Microsoft’s purpose in filing
these comments is to provide the Commission with a set of principles on which to establish
broad policy guidance for new large load customer interconnections. To that end, Microsoft
focuses its Comments on responding to Questions 3 and 4 in the Commission’s Notice.

The overarching goal of Microsoft’s Comments is to promote a set of policies that
prioritize ratepayer protections by holding large load customers (“LLCs”) accountable for paying
both the costs they cause and their share of existing costs associated with the provision of safe
and reliable service. Microsoft views paying its way — its full cost of service — as not only a
condition of its license to operate, but also consistent with its initiative to build community-first
datacenter infrastructure, which was announced earlier this year.! Notably, the first commitment
we make to our fellow community members is that “we’ll pay our way to ensure our datacenters
don’t increase your electricity prices.” This commitment is built on our experience of
successfully partnering with several public utility districts (PUDs) in Washington state to bring
on large load facilities over the past twenty years. These partnerships with PUDs have resulted in
additional infrastructure investments paid for by Microsoft, while ensuring that all costs
associated with serving our large load facilities are paid in full, and do not fall on other
customers who are not benefiting from them. Also underpinning the proposed approach is our
commitment to partnering with our utilities early in the project to identify and plan for all needed

infrastructure to reliably power the datacenter. Comments

! Building Community-First Al Infrastructure - Microsoft On the Issues, available at: Building Community-

First Al Infrastructure - Microsoft On the Issues.
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A. Response to Question 3: Assuming an IOU creates an LLC class, how should
utilities allocate the costs to serve LLCs? Specifically, should utilities use the
standard embedded cost method under WAC 480-85-060(1) or should the
unique demand profiles and infrastructure requirements of LLCs justify the
use of alternative incremental or marginal cost methods under WAC 480-85-
060(2) to accurately reflect cost causation?

With respect to LLCs, rather than differentiating between embedded and marginal system
costs, Microsoft recommends that the Commission differentiate between new customer-caused
assets and system resources. Specifically, Microsoft proposes that LLCs pay the following: (1)
new costs caused by and allocable to the large load customer; and (2) otherwise applicable rates
on measured usage that recover the new customer’s fair share of existing system costs, or costs
an IOU incurred to ensure safe and reliable electric service to all customers. Microsoft’s proposal
ensures that new costs caused by LLCs are ring-fenced and allocated to these cost-causing
customers, and these customers also pay for their share of the existing costs that were incurred
by the IOU to provide safe and reliable service. This construct ensures not only that other
ratepayers are protected from cost shifts, but it also allows the LLC to deploy the capital
necessary to interconnect the LLC, which will unleash economic development in the state, rather
than allowing IOU capital constraints to dictate the pace and scale of new interconnections.

Microsoft's approach reframes the Commission’s existing cost of service rules from
differentiating only between marginal and embedded costs as methods of allocating system costs
toward allocating specific, identifiable investments to LLCs the utility would not make but for
that customer. This approach protects ratepayers from two key concerns: cost shifting and
stranded asset risk. This proposal protects against “cost shifting” to other customers by ensuring
that the LLC pays, at minimum, the exact amount of costs that they cause on the system, not an
approximated cost. Secondly, it addresses the risk of other customers being left responsible to

pay for “stranded assets” that were built for the LLC and are now being unused because the
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LLC’s plans changed. The Commission’s cost of service rules already contemplate direct
assignment in certain circumstances,? and Microsoft recommends the Commission build on those
provisions to allow direct assignment of LLC-caused costs at the scale a new large load class
requires. For the LLC’s use of the existing shared system, the otherwise applicable embedded
rates under WAC 480-85-060(1) remain.

LLC Investment Options: To implement this proposal, Microsoft envisions two
potential LLC investment pathways: one in which the LLC pays for new infrastructure up-front
through contributions in aid of construction (“CIAC”), and one in which the LLC pays for new
infrastructure through payments, based on the revenue requirement of the customer-caused
assets, over time (“Facilities Payments™). Both options, however, share certain characteristics.
Most importantly, while the two versions differ in sow the customer pays its share of those costs
(upfront prepayment versus monthly facility payments), they do not differ in whether the
customer pays the costs. In both, the LLC commits to paying the full costs, before the utility
invests any money, reducing both risk to the utility and protecting other ratepayers. Further, to
ensure that LLCs are not double charged for investments they fund, LLCs should take service at
the transmission or sub-transmission level, because they will either interconnect directly to the
utility’s transmission system or pay for the substation facilities that serve them. Additionally,
LLCs should receive appropriate credit for capacity and energy costs from generation facilities
they directly finance. These adjustments ensure that the LLC covers their full cost to serve, while
not being charged for system costs that they have not caused and are not benefiting from.

Security: To further protect the utility and its other customers from the potential for

stranded asset cost risk associated with new LLC interconnections that include large capital

2 See, e.g., WAC 480-85-060 (Table 2).
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costs, Microsoft recommends the Commission impose certain financial security requirements.
Specifically, the LLC must undergo a credit evaluation against a defined creditworthiness
standard and, if the customer does not meet that standard, is required to post security in the form
of a letter of credit or qualifying parent guarantee. The security should be sized to cover the
customer’s reasonably anticipated maximum net exposure to the utility and is recalibrated as
milestones are met or exposures decline. This protects the utility and other ratepayers against
default risk while allowing large projects to proceed.

Customer-Caused Assets: To determine what facilities are caused, and hence paid for,
by the LLC, the customer and utility should work together to build out an asset schedule, which
contains all assets, in part or in whole, that are necessary to serve the customer’s project using a
“but for” test (the utility would not need the facilities but for the LLC’s load). These facilities
would then exist outside of the utility’s rate base because the LLC funds them entirely, unless
and until the Commission determines that they provide a system benefit (discussed further
below). The asset schedule should be filed with the Commission as part of the LLC’s Electric
Service Agreement (“ESA”), which governs the actual provision of electric service and
incorporates customer-specific commercial terms, and which would require approval by the
Commission - this ensures that the UTC, who are trusted with oversight of grid reliability and
electric rates, maintain clear oversight under this new paradigm. These terms would include a
“Contract Demand” — the estimated maximum megawatt demand for the full build-out of a
LLC’s project — which the utility commits to serve during the term. That firm capacity number
is paired with a 60-month load ramp, which is the LLC’s good-faith projection of how its electric
demand will grow toward the Contract Demand over time. The load ramp is the planning tool the

utility uses to size and time generation and transmission investments, and it can be updated as the
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customer’s project evolves. If the customer brings its own wholesale generation through a Power
Purchase Agreement/Bring Your Own Power (“PPA/BYOP”) resource (described below), the
customer’s load ramp used for generation planning purposes is reduced by the accredited
capacity’ of those resources so that the utility does not also plan to serve that same megawattage
from its own portfolio. The result is a balance: the utility receives forward visibility sufficient to
plan and procure resources, while the customer retains the flexibility to adjust as real-world
project schedules change, without an incentive for either party to game the forecasting, resulting
in over or under building. Two clarifications refine how cost responsibility is drawn. First, direct
assignment works cleanly for the network upgrades and facilities an LLC causes under a but-for
test, and that is where the line for direct assignment should sit; costs that cannot be traced to the
LLC on that basis, such as system-wide market-price effects or inter-regional transmission the
customer does not directly cause, are recovered through the otherwise applicable system rates the
LLC pays and, where a tariff cannot address them fully, through separate mechanisms outside the
tariff. Second, the LLC's share of existing system costs should track the parts of the system it
actually uses. A customer that funds its own interconnection at transmission voltage should take
transmission-level service under the industrial tariff, because it does not rely on the distribution
components that a standard bundled rate recovers. And to the extent an LLC has directly funded
facilities that duplicate components already recovered in the otherwise applicable rate, that rate
should be adjusted only so far as needed to keep the customer from paying twice for the same
facilities, not to relieve the customer of its fair share of the system it uses. Finally, any facilities

that are direct assigned to an LLC should still follow cost containment measures as is already

The Effective Load Carrying Capability (“ELCC”) of the generation resource as measured in the utility’s
Integrated Resource Plan, or a similar measure required by a regional resource adequacy program in which
the utility participates, such as Qualifying Capacity Contribution under the Western Resource Adequacy
Program.
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required of utilities for system assets, to ensure that all customers are protected from unnecessary
project costs regardless of the treatment of the new assets, now or in the future.

To ensure transparency in accounting and ratemaking treatment, all LLC-caused assets
would be identified on the asset schedule appended to the ESA. The asset schedule includes all
distribution, generation, and transmission facilities that were not previously identified in system
planning studies and that are necessary to serve the customer's request. The schedule also
includes each asset’s estimated and final costs, its expected in-service date, the depreciable life,
and any refund or crediting provisions. The asset schedule is, in effect, a ledger of every dollar of
new infrastructure caused by the customer, which is updated as the new assets move from
planning through construction to commercial operation. Because the LLC pays for these
customer-caused assets directly, those assets are not simultaneously placed in the utility's rate
base. The LLC therefore does not pay twice by funding the incremental cost of an asset and then
paying for that same asset again through the embedded system rate it pays on usage.

PPA/BYOP Resources: Because the LLC takes on all financial risk associated with
customer-caused assets, Microsoft’s proposal is flexible enough to accommodate customer-
procured generation resources — PPA/BYOP resources. A LLC may arrange for a third-party
generation provider to sell power to the utility on the customer’s behalf through a “Resource
Procurement Agreement.” The utility then takes delivery of and title to that power and delivers it
to the customer’s project. The terms of each such arrangement, including a contracted
PPA/BYOP energy rate (in $/MWh that is designed to cover development, energy, and
transmission, and a monthly administrative fee), are set forth in a PPA/BYOP resource schedule
appended to the ESA. The customer is billed for energy from a PPA/BYOP Resource at the

PPA/BYOP energy rate rather than paying for the unbundled generation portion of its retail rate,
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and the corresponding capacity accreditation is subtracted from its capacity-charge calculation,
so the customer pays once for that capacity and energy and not again to the utility. PPA/BYOP
arrangements benefit the utility system by allowing LLCs to leverage their balance sheets to
acquire incremental generation on terms and on timelines that may not be available to the utility
itself. Microsoft recognizes, however, that PPA/BY OP arrangements raise unique issues
associated with cost allocation and encourages the Commission to dedicate additional workshop
time to this issue.

Repurposing and Reclassification of Assets: While Microsoft recognizes that LLCs
must be responsible for the costs they cause, it is also the case that infrastructure the utility builds
or acquires may, immediately or through the passage of time, provide benefits to other customers
on the system. As such, Microsoft supports creating a delineation in LLC-caused assets between
those used to serve only the LLC and those the utility can demonstrate provide benefits to the
broader system. Importantly, however, any LLC-caused asset that the utility believes provides a
broader system benefit such that it should be included in the utility’s rate base and allocated to all
customers must be approved by the Commission. Therefore, customers will not pay for any
LLC-caused asset unless and until the Commission affirmatively finds that the asset benefits
those customers.

This is true both immediately when the LLC joins the system and over time as the system
evolves. Over the life of an asset, real-world conditions change — a customer may need less
capacity than originally projected or a customer-caused asset enables new industrial customers to
connect to the system in the future. To address those changes, the LLC may request that an asset
allocated to the LLC be studied for its benefit to other customer, and if the utility identifies a

benefit and the Commission approves it, a portion of the asset can be reclassified as a system
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asset or otherwise repurposed. In that circumstance, the LLC is reimbursed for the remaining net
book value of the asset (under the CIAC scenario) or relieved of making future payments on the
asset (under the Facilities Payment scenario). It is worth repeating that in order for any asset
allocated to an LLC to be reclassified as a system asset, the Commission must approve this
treatment based on a demonstration that the asset provides system benefits, and this is occurring
under a construct where, as a default, all costs of the customer-caused assets are covered in full
by the LLC. If that demonstration is not approved by the Commission, the LLC continues to
have full cost responsibility for the asset. Additionally, if the LLC has acquired more capacity
than it needs, it may request that the utility market the unused capacity and return the resulting
revenue to the LLC.

Microsoft’s proposal provides a transparent and Commission-supervised framework that
protects existing Washington customers, preserves the Commission’s traditional regulatory
authority, and accommodates the legitimate needs of large customers. Microsoft looks forward to
discussing its proposal, which is further developed in response to Question 4, below, at the
upcoming and subsequent Commission workshops.

B. Response to Question 4: To serve LLC customers, utilities likely must invest
in significant upgrades to their grid infrastructure. Stranded asset risks
arise if LLCs do not remain on the system for the life of those resources and
utilities depend on serving LLCs for revenue to cover the cost of service.

Some options to alleviate these concerns are minimum contract lengths,
upfront payments, collateral requirements, and exit fees.

1. To the extent that it is possible to assign direct costs to an LLC, do up-
front payments eliminate the need for contract length minimums or exit
fees?

Yes, in Microsoft’s conception of a CIAC payment mechanism, contract minimums and
exit fees are unnecessary because the LLC pays upfront for all customer-caused assets. This

means that there are no stranded costs that could be shifted to other customers in the event the
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LLC exits the system. Indeed, in this scenario, the utility should have a continuing obligation,
consistent with prudent utility practice and just and reasonable ratemaking, to determine if and
when customer-caused assets provide a system benefit and should be incorporated into rate base.
At that point, the utility would refund to the LLC any remaining net book value of the assets that
it had previously paid for upfront, only if the Commission has determined it is serving the
system.

Under Microsoft’s alternative conception where the LLC funds customer-caused assets
through facilities payments over time, an exit fee would be necessary to ensure the LLC is
responsible for any remaining net book value of the customer-caused assets. However, similarly
to the CIAC scenario, all such assets should be evaluated upon the customer’s exit and going
forward for their ability to provide benefits to the utility’s system. If reclassifying these facilities
as system resources is a lower cost option to the utility than acquiring new facilities, it benefits
other customers to acquire these facilities from the departing LLC. This is true under either a
CIAC model or a facilities payment model. Under the former, the departing LLC is reimbursed
for the remaining net book value of the resources for which it prepaid; under the latter, the
departing LLC is relieved of its exit fee obligation to pay for the remaining net book value of the
reclassified assets.

2. If direct costs are paid for upfront by LLCs, are minimum contract lengths
and exit fees appropriate tools to address stranded asset risks for indirect

costs or costs that cannot be directly assigned to an LLC customer? How
do their uses change?

Microsoft would welcome additional information on the types of “indirect costs”
contemplated by this question and may provide a fuller response in later commenting
opportunities after considering the views of other stakeholders. Any allocation of costs to an

LLC, whether during the time they take service or after they exit, should be guided by the
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fundamental principles of cost-causation and equity. Accordingly, if the Commission considers
an exit fee to address “indirect costs,” the record should provide a clear basis for determining a
fair allocation of those costs to the LLC and for distinguishing that responsibility from the cost
responsibility of other customers. While LLCs may drive significantly larger utility investments
compared to other customers, and Microsoft supports ensuring that an approach protects other
customers from risks related to the LLC, the Commission must still ensure fair, just, reasonable,
and non-discriminatory rates for these customers, as it does with all other customers.

As a threshold matter, costs that cannot be attributed to an LLC under a but-for causation
test may be better addressed as questions of revenue adequacy rather than through a customer-
specific exit fee or minimum-term charge. Microsoft therefore encourages the Commission to
distinguish between measures designed to recover costs caused by an LLC and broader
mechanisms designed to address utility revenue or throughput risk. That distinction would
preserve cost-causation principles while allowing the Commission and stakeholders to evaluate
appropriate approaches to revenue adequacy.

II. CONCLUSION

Microsoft appreciates the opportunity to share its perspective with the Commission and
other stakeholders. Microsoft welcomes the Commission’s continued leadership on these
significant issues for the State, and requests that, as the Commission works to identify reliable,
just and reasonable approaches for large customer interconnections, it considers the concepts

outlined in these Comments.
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