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PUGET SOUND ENERGY 1 

PREFILED DIRECT TESTIMONY (CONFIDENTIAL) OF 2 
JAMIE L. MARTIN 3 

I. INTRODUCTION4 

Q. Please state your name, business address, and position with Puget Sound Energy.5 

A. My name is Jamie L. Martin. My business address is 355 110th Avenue NE, Bellevue,6 

Washington 98004. I am Senior Vice President and Chief Financial Officer for Puget7 

Sound Energy (“PSE”).8 

Q. Have you prepared an exhibit describing your education, relevant employment9 

experience, and other professional qualifications?10 

A. Yes, I have. It is Exh. JLM-2.11 

Q. What are your duties as Senior Vice President and Chief Financial Officer?12 

A. As Senior Vice President and Chief Financial Officer, I have the overall responsibility13 

for the financial management and financial health of PSE, which includes14 

communicating with the financial community, overseeing financial strategy,15 

operations, reporting, and financing programs, and managing PSE’s enterprise and16 

energy risk management programs.17 

Q. Have you previously provided testimony before the Commission?18 

A. Yes. I have submitted rebuttal testimony in PSE’s last multiyear rate plan proceeding19 

in Dockets UE-240004/UG-240005 et al. Additionally, I submitted rebuttal testimony20 
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in Docket UG-230968, which addressed the potential for risk-sharing mechanisms to 1 

cover PSE’s compliance costs under the Climate Commitment Act (“CCA”) for gas 2 

operations. 3 

Q. What is the purpose of this prefiled direct testimony?4 

A. Part II of this prefiled direct testimony begins with a discussion of the importance of5 

financial health to PSE and its customers and the need for PSE to demonstrate stable6 

overall financial health to access the financial market in varied market conditions and7 

raise capital for utility expenditures at reasonable costs. Part II of this prefiled direct8 

testimony also discusses the criteria that credit rating agencies use to measure the9 

financial health of utilities, in general, and PSE, in particular. Part II concludes by10 

providing a current assessment of PSE’s financial health and describing the impact11 

that regulatory decisions, changes in cash flow, wildfire risks, and the timely recovery12 

of prudent utility costs have on PSE’s financial health.13 

Part III of this prefiled direct testimony introduces several PSE proposals intended to14 

improve PSE’s financial health, in general, and PSE’s cash flow and credit metrics, in15 

particular. The first such PSE proposal is to grant PSE construction work in progress16 

(“CWIP”) in rate base for five of its self-build clean energy and capacity projects.17 

CWIP in rate base would improve PSE’s cash flows over the multiyear rate plan18 

(“MYRP”) by allowing cash recovery of these projects’ financing costs during19 

construction and benefit customers over the operating lives of these facilities.20 

Another PSE proposal discussed in Part III is a request by PSE to earn a rate of return21 

on certain power purchase agreements, as permitted under RCW 80.28.410. Part III22 
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also introduces a PSE proposal to accelerate the depreciation of gas plant as allowed 1 

pursuant to the Washington Decarbonization Act for Large Combination Utilities. 2 

Part IV of this prefiled direct testimony presents PSE’s proposed capital structure, 3 

cost of capital, and weighted average cost of capital (“WACC”) for each of Rate 4 

Year 1,1 Rate Year 2,2 and Rate Year 33 of the MYRP Period.4 PSE’s proposed capital 5 

structures and costs of capital for the three rate years of the MYRP Period include the 6 

proposed return on equity (“ROE”) of 10.80 percent supported in the Prefiled Direct 7 

Testimony of Ann E. Bulkley, Exh. AEB-1T, in this proceeding. 8 

Part V of this prefiled direct testimony provides an overview of PSE’s business 9 

planning processes and revenue requirement components for each of the three years 10 

of the multiyear rate plan period (the “MYRP Period”). Part IV includes PSE’s 11 

proposed capital expenditures, gross utility capital expenditures, and operations and 12 

maintenance (“O&M”) expenses for each of the three years of the MYRP Period. 13 

Other witnesses address many of these revenue requirement components in greater 14 

detail. Part V provides a comprehensive overview of PSE’s revenue requirement 15 

components, including those that PSE projects will increase. 16 

1 Rate Year 1 begins on February 1, 2027, and ends on January 31, 2028. 
2 Rate Year 2 begins on February 1, 2028, and ends on January 31, 2029. 
3 Rate Year 3 begins on February 1, 2029, and ends on January 31, 2030. 
4 The MYRP Period is a period of thirty-six months beginning on February 1, 2027, and ending on 

January 31, 2030, and consists of Rate Year 1, Rate Year 2, and Rate Year 3. 
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Part VI of this prefiled direct testimony discusses PSE’s history of controlling O&M 1 

expenses and capital expenditures. 2 

Finally, Part VIII of this prefiled direct testimony provides the Affiliated Interest and 3 

Subsidiary Transaction Report for the test year as required by Commission rules. 4 

Table 1, Table 2, and Table 3 below present PSE’s proposed capital structures and 5 

costs of capital for the MYRP Period. This prefiled direct testimony further 6 

demonstrates that PSE’s proposed capital structures and cost of capital, as presented 7 

in these tables, are reasonable and necessary, given the significant investment PSE 8 

will make in the coming years. 9 

Table 1. Rate Year 1 10 
Capital Structure and WACC 11 

Ratio Rate WACC

Short-Term Debt 1.28% 3.60% 0.08% 

Long-Term Debt 48.72% 5.33% 2.61% 

Equity 50.00% 10.80% 5.40%

Total Cost  8.09% 



Prefiled Direct Testimony Exh. JLM-1CT 
(Confidential) of Page 5 of 90 
Jamie L. Martin 

Table 2. Rate Year 2 1 
Capital Structure and WACC 2 

Ratio Rate WACC

Short-Term Debt 0.76% 3.78% 0.06% 

Long-Term Debt 49.24% 5.44% 2.69% 

Equity 50.00% 10.80% 5.40%

Total Cost  8.15% 

Table 3. Rate Year 3 3 
Capital Structure and WACC 4 

Ratio Rate WACC

Short-Term Debt 0.59% 3.78% 0.04% 

Long-Term Debt 49.41% 5.52% 2.73% 

Equity 50.00% 10.80% 5.40%

Total Cost  8.18% 
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II. FINANCIAL HEALTH 1 

A. PSE’s Financial Health is Essential to Its Success in Accomplishing the Mandates 2 
of the Clean Energy Transformation Act 3 

Q. Please describe the significant requirements of the Clean Energy 4 

Transformation Act (“CETA”) that PSE will need to address over the next few 5 

decades. 6 

A. The state’s decarbonization goals codified in CETA require that PSE meet 7 

100 percent of its retail electric load with carbon-neutral electricity by 2030 and 8 

100 percent of its retail electric load with carbon-free electricity by 2045. Meeting 9 

these objectives will require PSE to invest billions of dollars in capital over the next 10 

two decades in clean energy resources, transmission facilities that deliver clean 11 

energy to load centers, and distribution infrastructure improvements that provide 12 

power to customers’ homes and businesses. These investments are in addition to the 13 

billions PSE plans to invest to maintain the safe, resilient, and reliable operations of 14 

the existing utility system and to ensure sufficient energy capacity, which remain 15 

steadfast organizational priorities. 16 

Q. Please discuss PSE’s capital spending program. 17 

A. PSE is amid a significant capital investment program that began in earnest in calendar 18 

year 2023 and will continue throughout the MYRP Period. PSE projects that nearly 19 

$9 billion in capital expenditures will be made over the MYRP Period alone5 to 20 

 
5 By comparison, PSE’s combined capital expenditures over the immediately preceding three-year 

period (calendar years 2024, 2025, and 2026) was $5.3 billion. 
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satisfy PSE’s resource adequacy needs, to meet CETA and CCA requirements, and to 1 

maintain system safety, reliability, and resiliency. Figure 1 below presents PSE’s 2 

actual expenditures for calendar years 2015 through 2024 and projected capital 3 

expenditures for calendar years 2025 through 2029. 4 

Figure 1. Capital Expenditures of Puget Sound Energy 5 
Calendar Years 2015-2024 (Actuals) and 2025-2029 (Projected) 6 

7 

By comparison, PSE reported total assets of $18.3 billion as of September 30, 2025.6 8 

The capital expenditures required to meet state goals are substantial, given the utility's 9 

size. 10 

As with any utility facing substantial capital expenditure requirements, PSE’s risk 11 

profile is affected in two significant and related ways: (1) the heightened level of 12 

6 Puget Sound Energy, Inc., Form 10-Q for Quarter Ended September 30, 2025, at 14, available at 
https://www.pse.com/-/media/PDFs/PugetEnergy/PE-10Q-20250930.pdf. 
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investment increases the risk of under- or delayed-recovery of the invested capital; 1 

and (2) an inadequate return would put downward pressure on key credit metrics. The 2 

absolute level of investment required will place significant pressure on PSE’s ability 3 

to raise capital, and the terms will have lasting effects on PSE's customers. 4 

Q. Do credit rating agencies recognize the risks associated with significant capital5 

expenditures?6 

A. Yes. From a credit perspective, the additional pressure on cash flows associated with7 

higher capital expenditures exerts corresponding pressure on credit metrics and,8 

therefore, on credit ratings. To that point, S&P explains the importance of regulatory9 

support for large capital projects:10 

When applicable, a jurisdiction’s willingness to support large capital 11 
projects with cash during construction is an important aspect of our 12 
analysis. This is especially true when the project represents a major 13 
addition to rate base and entails long lead times and technological risks 14 
that make it susceptible to construction delays. Broad support for all 15 
capital spending is the most credit-sustaining. Support for only specific 16 
types of capital spending, such as specific environmental projects or 17 
system integrity plans, is less so, but still favorable for creditors. 18 
Allowance of a cash return on construction work-in-progress or similar 19 
ratemaking methods historically were extraordinary measures for use in 20 
unusual circumstances, but when construction costs are rising, cash flow 21 
support could be crucial to maintain credit quality through the spending 22 
program. Even more favorable are those jurisdictions that present an 23 
opportunity for a higher return on capital projects as an incentive to 24 
investors.7 25 

7 S&P Global Ratings, Assessing U.S. Investor-Owned Utility Regulatory Environments at 7 (Aug. 10, 
2016), available as Exh. JLM-16C. 
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Q. Have credit rating agencies recognized the considerable capital expenditures1 

necessary for PSE to meet state mandates?2 

A. Yes. Credit rating agencies have recognized the substantial capital expenditures3 

required for PSE to meet state mandates and the associated risks. For example, in the4 

2025 report on PSE, Fitch said the following regarding the risks of the capital5 

expenditure program:6 

Ambitious Emission Reduction Goals: Washington State's ambitious 7 
emission reduction goals will require substantial operating and capital 8 
investments. If these costs are not recovered from ratepayers, this could 9 
lead to the degradation of PSE's and PE's credit metrics. While PSE can 10 
make a Power Cost Only Rate Case filing for the new assets if it is 11 
between rate cases, there is no guarantee that the commission will find 12 
the resource acquisitions to be prudent and/or allow their full and timely 13 
recovery in rates. Construction work in progress is not in the rate base 14 
but may be allowed in future rate cases. 15 

Large Capex Plan: As a result of the Clean Energy Transformation Act 16 
(CETA) mandate to eliminate coal and procure cleaner energy, 17 
significant resource additions will be required through owned 18 
generation or long-term power supply contracts. PSE plans on spending 19 
$5.9 billion between 2025 to 2027, driven by wildfire risk mitigation, 20 
pipeline safety, system reliability and resiliency, new technology and 21 
new generation. Capital will be funded through cash flow from 22 
operations and debt issuances.8 23 

Moody’s similarly acknowledged the “[l]arge capital expenditure program due to 24 

state renewable targets”9 as a credit challenge for PSE. Still, Moody’s noted that it 25 

8 Fitch Ratings, Rating Report: Puget Energy Inc. and Puget Sound Energy, Inc. at 2 (May 9, 2025), 
available as Exh. JLM-17. 

9 Moody’s Ratings, Credit Opinion: Puget Sound Energy, Inc.; Update following ratings affirmation at 2 
(June 12, 2025), available as Exh. JLM-18. 
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expected supportive regulatory treatment of the expenditures because the resource 1 

plans are in line with CETA: 2 

We expect PSE’s capital expenditures to increase over the next five 3 
years because of its carbon transition requirements in Washington. PSE 4 
has identified the need for 6,700 MW of nameplate capacity resources 5 
by 2030 to meet the CETA target. This resource need includes reducing 6 
its reliance on short-term market purchases (200 MW per year) on a 7 
phased out basis through 2029 and replacing coal fired generation 8 
(750 MW) capacity. The company will issue request for proposals to 9 
meet its new resource needs that will drive the utility's capex 10 
program … over the next several years. Because much of the utility's 11 
resource plans are in line with the CETA, we expect regulatory 12 
proceedings to support PSE's investments either through general rate 13 
case recovery or approval of cost recovery mechanisms that would help 14 
support timely cash flow collection.10 15 

Finally, S&P forecasted negative discretionary cash flows (i.e., operating cash flows 16 

lower than capital spending and dividends on an annual basis) resulting from the 17 

extensive capital program, but, like Moody’s, assumes that the cash flow deficits 18 

would be funded in a credit supportive manner: 19 

Under our base case, we expect robust capital spending that 20 
averages $1.9 billion per year through 2027 as PSE implements its 21 
decarbonization strategy to comply with the 2019 Clean Energy 22 
Transformation Act. We forecast that the company’s operating cash 23 
flows will be lower than its capital expenditures and dividends on an 24 
annual basis, necessitating ongoing access to capital markets. However, 25 
we assume PSE’s cash flow deficits will be funded in a credit supportive 26 
manner. 27 

Despite robust capital spending, we expect PSE’s stand-alone financial 28 
measures will modestly improve. FFO to debt was 17.9% in 2024, but 29 

10 Id. at 7. 
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we expect FFO to debt of 18%-20% through 2027. This reflects the 1 
middle of the range for its financial risk profile category.11 2 

To the extent that rates are insufficient to cover PSE's costs of doing business, PSE 3 

will face increased recovery risk and greater pressure on its 16 credit metrics. 4 

Maintaining access to capital markets on favorable terms is especially important for 5 

PSE and its customers during periods of significant capital investment. 6 

Q. Do the proxy companies used to support PSE’s ROE recommendation in this7 

case face similar risks?8 

A. No, not to the same degree. Washington’s expansive decarbonization and clean9 

energy policies position PSE at the high end of the industry's risk spectrum. Only a10 

few states (e.g., California, Colorado, Massachusetts, Minnesota, and New York) have11 

clean energy and greenhouse gas emissions initiatives as expansive as Washington’s12 

policies. In this case, most proxy companies are not subject to similar mandates and13 

therefore do not face the financial uncertainty associated with clean energy14 

transformation programs as expansive as those in Washington.15 

Q. What conclusions can be made regarding the effect of the required investments16 

necessary for PSE to meet Washington mandates?17 

A. It is unquestionable that the required capital expenditures necessary for PSE to meet18 

state requirements are significant. This elevated level of capital expenditures19 

underscores the importance of establishing rates that provide the utility with the cash20 

11 S&P Global Ratings, RatingsDirect: Puget Sound Energy Inc. 4 (June 20, 2025) , available as 
Exh. JLM-19. 
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flow necessary to support PSE’s financial health and ensure continued access to 1 

capital markets, thereby enabling PSE to make investments on behalf of its customers 2 

and meet the objectives set forth by the state. 3 

Q. What concerns does PSE have as it plans further investments in the clean energy4 

transformation?5 

A. PSE has concerns about its ability to finance both (i) the traditional needs of the6 

utility to support existing system safety, reliability, and resiliency and (ii) the need to7 

support the clean energy transformation. To be successful, PSE must be able to secure8 

the necessary debt and equity financing when needed, on reasonable terms and at9 

reasonable costs. Access to capital at reasonable costs is one of the most critical10 

issues to be addressed in this case.11 

Q. Why is access to capital one of the most critical issues in this case?12 

A. PSE needs competitive access to external financing sources to be able to achieve the13 

state’s decarbonization goals codified in CETA. Even before the passage of CETA,14 

PSE is cash flow negative – meaning the costs that PSE recovers through rates and15 

the return of, and on, rate base are not sufficient to cover all of the funding needs of16 

the business (operations and maintenance expenses, capital expenditures, working17 

capital, regulatory liabilities, etc.). As a result, PSE must finance the remainder of the18 

business's needs through incremental funding, including debt (short- and long-term)19 

and equity.20 
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PSE must issue debt to make these investments in clean energy projects possible, and 1 

PSE’s financial health must be strong enough to encourage debt investors to buy PSE 2 

commercial paper and/or bonds at reasonable rates. If PSE does not have access to 3 

these external financing sources at reasonable costs, PSE will have to pay fixed-4 

income investors a premium to compensate them for the risk they assume. This will 5 

harm customers financially by imposing higher rates, as customers bear the cost of 6 

financing prudent investments. 7 

B. Credit Metrics Are a Key Method of Measuring Financial Health8 

Q. Please explain what you mean by “financial health.”9 

A. “Financial health” refers to a utility’s underlying financial strength and its sustained10 

ability to obtain capital on reasonable terms under a wide range of market conditions.11 

A utility must always provide safe and reliable service, regardless of economic cycles12 

or market volatility. It must therefore maintain the financial capacity to fund long-13 

lived infrastructure and ongoing operations consistently.14 

Investors view a utility with strong financial health as a stable, lower-risk investment,15 

which in turn leads to lower borrowing costs and more favorable access to capital.16 

Maintaining this financial health provides the flexibility to withstand unforeseen17 

economic events, respond to shifting financial, economic, or legislative conditions,18 

and continue meeting the utility’s public-service obligations.19 
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Q. How do potential investors assess PSE’s financial health?1 

A. Investors assess the financial health of all businesses based on a variety of2 

quantitative financial metrics and qualitative factors. Some of the most critical3 

financial metrics are credit metrics. Ratings agency credit metrics are designed to4 

evaluate a company’s suitability for investment today and into the future.5 

Q. How do investors assess a utility’s risk as an investment?6 

A. Debt and equity investors evaluate a utility’s risk by examining a broad set of7 

financial, operational, and regulatory factors that collectively indicate the likelihood8 

that the utility will meet its obligations and generate stable returns. Their assessment9 

begins with macroeconomic conditions—such as interest rates, inflation, and broader10 

economic trends—but quickly shifts to utility-specific characteristics that influence11 

long-term financial performance.12 

A key tool investors rely upon is the set of credit ratings issued by Moody’s Ratings13 

(“Moody’s”), S&P Global Ratings (“S&P”), and Fitch Ratings (“Fitch”). These14 

agencies evaluate quantitative factors—including leverage, cash-flow generation,15 

coverage ratios, capital structure, liquidity, and earnings stability—as well as16 

qualitative factors such as a regulatory framework characterized by legislation that is17 

credit supportive of utilities, the transparency and predictability of the regulatory18 

environment, risk exposure from large capital programs, management effectiveness,19 

and operational reliability.20 
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Investors supplement these ratings with their own judgments regarding the utility’s 1 

business model, regulatory relationships, exposure to legislative or policy changes, 2 

competitive conditions, and long-term resource planning decisions. Utilities operating 3 

under supportive and predictable regulatory frameworks—such as timely recovery of 4 

prudent costs, constructive rate-setting, and mechanisms that mitigate regulatory 5 

lag—are viewed as less risky because such frameworks enhance cash-flow stability. 6 

A strong credit rating signals lower financial and regulatory risk, enabling a utility to 7 

borrow at lower interest rates and maintain broad access to capital markets. 8 

Conversely, lower ratings reflect higher financial risk, prompting investors to demand 9 

higher returns on both debt and equity, thereby increasing the utility’s overall cost of 10 

capital. Investor assessments of risk, therefore, directly shape a utility’s ability to 11 

finance the infrastructure necessary to provide safe, reliable, and clean service. 12 

Q. What are credit metrics, and how do they inform credit ratings?13 

A. Credit metrics are measures used to assess an entity’s financial strength, liquidity risk,14 

and ability to service debt. Rating agencies use credit metrics, presented as15 

percentages or coverage ratios, using a company’s published financial statements. The16 

most commonly referenced credit metrics are17 

• Funds from Operations (“FFO”),18 

• Cash Flow from Operations pre-Working Capital (“CFO19 
pre WC”),20 

• Earnings Before Interest/Taxes/Depreciation & Amortization21 
(“EBITDA”), and22 



Prefiled Direct Testimony Exh. JLM-1CT 
(Confidential) of Page 16 of 90 
Jamie L. Martin 

• Interest and Total Debt.1 

All three credit rating agencies that assign credit ratings to PSE (i.e., S&P, Moody’s, 2 

and Fitch) use similar but slightly different calculations to compute credit metrics. 3 

Each credit agency applies discretionary adjustments to its calculations.  4 

Credit metrics are an essential factor in how rating agencies assess a company’s 5 

creditworthiness. Table 4 below shows a list of credit metrics used by PSE’s rating 6 

agencies. The key credit metrics emphasized by each rating agency are marked in 7 

bold below. 8 

Table 4. PSE’s Credit Metric Used by Ratings Agencies 9 

Rating Agency 
Credit Metrics Evaluated 
in Determining Ratings 

S&P • FFO / End of Period Debt

• Debt / EBITDA

• FFO / Interest Ratio

• EBITDA / Interest

Moody’s • CFO Pre-WC / Debt

• CFO Pre-WC less Dividends / Debt

• CFO Pre-WC + Interest / Interest

• Debt / Book Capitalization

Fitch • FFO Adjusted Leverage

• Debt / EBITDA

• FFO Fixed Charge Coverage
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Q. Do rating agencies consider qualitative factors in addition to quantitative1 

metrics when determining a company’s credit ratings?2 

A. Yes. Although rating agencies tend to focus on quantitative metrics, they also place3 

considerable emphasis on qualitative factors, such as the business, regulatory,4 

legislative, and climate conditions within which a company operates. These5 

considerations are important because they influence the company’s future financial6 

performance. For example, rating agencies will assess regulators’ willingness to7 

support the financial health of jurisdictional utilities. If support is strong, a rating8 

agency will have greater confidence in the utility's future financial performance.9 

Q. What effects do power purchase agreements have on PSE’s credit metrics?10 

A. Acquiring resources via power purchase agreements (“PPAs”) affects credit metrics.11 

S&P, one of the ratings agencies that fixed income investors rely on to assess PSE’s12 

financial health, considers PPAs to be comparable to incremental debt and therefore,13 

“imputes” additional debt in excess of short-term debt and the long-term debt14 

mechanisms, which strains PSE’s credit metrics used by S&P.15 
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C. PSE’s Recent Credit Metric Performance Indicates Declining Creditworthiness1 

Q. What are PSE’s current credit ratings at the time of this filing?2 

A. Table 5 below presents PSE’s current credit ratings at the time of this filing.3 

Table 5. PSE’s Current Credit Ratings 4 

Security S&P Moody’s Fitch

Corporate Credit/Issuer Rating BBB Baa1 BBB+ 

Senior Secured Debt A- A2 A 

Commercial Paper A-2 P-2 F-2

Outlook Stable Stable Stable

The rating agencies issued the ratings in Table 5 in the second quarter of 2025. 5 

Q. What is PSE’s current and recent performance on each of the key credit6 

metrics?7 

A. This discussion will focus on key credit metrics of S&P and Moody’s. The key credit8 

metrics from S&P and Moody’s are more comparable because both use ratios based9 

on “FFO” or “CFO pre WC” relative to total debt. In contrast, Fitch’s key credit10 

metric, adjusted leverage, is calculated inversely (compared with S&P and Moody’s).11 

These differences in calculation methodologies make it difficult to compare Fitch’s12 

credit metrics with those of S&P and Moody’s. Accordingly, this discussion excludes13 

Fitch’s credit metrics; however, the key performance themes discussed below for14 

S&P and Moody’s also apply to Fitch’s.15 
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Q. What was the impact of the TCJA on PSE’s credit metrics?1 

A. PSE had to borrow to replace cash flows lost to the TCJA. Consequently, PSE’s S&P2 

FFO-to-Debt Ratio and Moody’s CFO pre WC / Debt Ratio since 2018 have declined,3 

on average, by 390 basis points (3.9 percent), as measured by S&P, and 400 bps4 

(4.0 percent), as measured by Moody’s, which represents an annual average of drop5 

of 16 percent and 19 percent drop in the ratios from 2018 to 2024 for S&P and6 

Moody’s, respectively. These impacts, coupled with cash flow challenges brought7 

about by increased investment for safety, reliability and new generation resources, as8 

well as increased volatility in the markets for power and CCA allowances,9 

underscores the need for enhanced cash flow improving rate mechanisms to ensure10 

PSE can continue to meet its operational obligations, maintain system safety,11 

reliability, and resiliency, and fund necessary infrastructure investments all at a low,12 

reasonable cost to customers.13 

Q. How has volatility in markets for power and gas, and the CCA affected PSE’s14 

credit rating metrics?15 

A. In addition to the impact that TCJA has had on metrics, volatility in certain riders and16 

trackers has also increased, suppressing credit metric performance in most years.17 

Specifically, volatility in power and gas markets has increased substantially since18 

around 2019. PSE has discussed power cost volatility extensively with the19 

Commission and intervenors in various dockets over the past six years. Gas markets20 
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have generally experienced significant volatility, driven by fluctuating gas prices and 1 

supply disruptions from the Enbridge rupture at the end of 2018.  2 

Additionally, the implementation of the CCA Cap-and-Invest Program has increased 3 

cash-flow volatility, as PSE purchases CCA allowances in Department of Ecology 4 

auctions and on secondary markets to meet its compliance obligations and those of its 5 

customers. Due to various programmatic issues, such as purchasing limits that 6 

dramatically limited PSE’s ability to purchase allowances at auction in calendar 7 

years 2023 and 2024, PSE over-recovered CCA costs because it could not purchase 8 

its full annual allowance needs in calendar years 2023 and 2024, leading to large 9 

over-recoveries. However, when legislation increased purchasing limits beginning in 10 

2025, PSE had to purchase more allowances than it was recovering in rates to make 11 

up for what it could not purchase in calendar years 2023 and 2024. This timing 12 

mismatch between cash collections and outflows creates significant cash flow 13 

volatility. 14 

Figure 2 below illustrates the impact of volatility in Power Cost Adjustment (“PCA”), 15 

Purchased Gas Adjustment (“PGA”), and CCA costs on Moody’s pre WC / Debt ratio 16 

for PSE over the past decade. 17 
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balance sheet, so the impact of the volatility in these costs is not as great for the S&P 1 

FFO-to-Debt ratio. 2 

Q. Have credit rating agencies noted a concern about utilities and diminished cash3 

flows?4 

A. Yes. Moody’s has repeatedly noted the reduction in cash flows across the utility5 

industry.13 As early as 2023, Moody’s expressed growing frustration with utilities that6 

had not addressed cash-flow deficiencies.14 Moody’s also noted specific risks in the7 

utility sector, including:8 

(i) increased capital investment to fund environmental and9 
renewable energy strategies and mandates,10 

(ii) the expectation that increased capital investments to fund11 
environmental and renewable energy strategies and mandates12 
cannot be financed without incremental equity financing,13 

(iii) an increased interest rate environment that will likely increase14 
both the cost of debt and equity, which, all else equal, will15 
make the increased capital investment more expensive, and16 

(iv) a growing view that wildfire risk and other climate-related17 
risks will have a more prominent place in the future ratings18 
processes of the agencies.19 

13 See, e.g., Moody’s Investor Services, Breakfast with the Analysts: 58th Annual [Edison Electric 
Institute (EEI)] Financial Conference at 15 and 18 (Nov. 13, 2023). Please see the Second Exhibit to the 
Prefiled Direct Testimony of Jamie L. Martin, Exh. JLM-3, for a copy of this presentation. 

14 Mizuho Securities USA LLC, Ebenezer Moody; Takeaways from Our Call with Moody’s (Dec. 13, 
2023). Please see the Third Exhibit to the Prefiled Direct Testimony of Jamie L. Martin, Exh. JLM-4, for a copy 
of this document. 
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Q. How have PSE’s credit metrics performed in recent years compared to S&P and1 

Moody’s downgrade thresholds?2 

A. PSE has operated below Moody’s downgrade threshold since 2019, except for 2023,3 

and S&P’s have bounced around the downgrade threshold since 2022.4 

Q. How did PSE’s credit metrics perform in 2024?5 

A. PSE’s CFO pre-WC to Debt Ratio (the key Moody’s credit metric) was 12.9 percent6 

for 2024, well below the downgrade threshold of 19 percent. This metric fell so low7 

for 2024 primarily as a result of (i) power cost under-recoveries of $76.6 million for8 

that year and (ii) $56.8 million of cash outflows for storm damage costs primarily due9 

to the damage caused by a significant windstorm event (the “bomb cyclone”) in10 

November 2024.11 

Q. How did Moody’s respond to this significant underperformance in 2024?12 

A. As discussed in Moody’s credit opinion of PSE, dated June 12, 2025, Moody’s chose13 

to “look through” the credit metric underperformance for two important reasons:14 

(i) the Commission approved accelerated recovery of the15 
forecasted 2024 PCA underrecovery starting October 2024, and16 

(ii) new rates took effect in February 2025 for the current 2025-17 
2026 multi-year rate plan.18 

Moody’s viewed these two Commission decisions as evidence that a supportive, 19 

reliable regulatory environment had returned to Washington (from a notably 20 

challenged relationship during the COVID-19 pandemic). As a result of this 21 
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consistent regulatory support of timely recovery of costs, Moody’s lowered PSE’s 1 

downgrade threshold from 19 percent to 18 percent. 2 

Q. How does Moody’s willingness to “see through” the under-recoveries3 

experienced by PSE in 2024 reconcile with earlier statements that indicated4 

Moody’s had become frustrated with utilities performing below their downgrade5 

thresholds?6 

A. At first blush, this can appear incongruent; however, this is an example of how credit7 

ratings are a function of both qualitative and quantitative factors. Moody’s was8 

willing to look through PSE’s cash flow performance in 2024 because the9 

underrecovery resulted mainly from a couple of major, seemingly one-time cash flow10 

events, and the Commission had otherwise demonstrated support for the timely11 

recovery of PSE’s costs over the period. Additionally, Moody’s indicated that it12 

believed the outcome of the multiyear rate plan proceeding in Dockets UE-240004 et13 

al. was credit-supportive. Therefore, Moody’s was willing to be more patient with14 

PSE than with other utilities, given the notable improvement in the regulatory15 

environment.16 

Q. Did Moody’s indicate an expectation that PSE’s key credit metrics would17 

rebound in 2025?18 

A. Yes. Due to the credit positive nature of the multiyear rate plan proceeding in19 

Dockets UE-240004, et al., Moody’s indicated an expectation that PSE’s metrics20 

would return to a level that is reliably above the 18 percent downgrade threshold;21 
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increases borrowings beyond what is reflected in rates will adversely affect PSE’s 1 

credit metrics. Examples include, but are not limited to, ongoing power or gas costs 2 

volatility, CCA allowance price volatility, changes in tariffs on energy and supplies 3 

procured from locations outside the United States,15 unexpected, unrecovered, or 4 

unbudgeted increases in O&M expenses or capital expenses from inflation, 5 

storms/natural disasters, or other changes in project costs, changing regulatory 6 

policies or requirements, changes in building codes that increase costs, increases in 7 

interest rates that increase borrowing costs, new local, state, or federal taxes, etc. 8 

PSE’s recent years of cash flow volatility and its impact on metrics underscore the 9 

importance of restoring cash flow health to stabilize rating performance.  10 

D. The Improved Regulatory Environment in Washington Must Continue to be11 
Supportive for PSE to be Able to Meet the State’s Mandates 12 

Q. Please explain how the regulatory framework affects investors’ risk assessments.13 

A. The ratemaking process is grounded in the principle that, for investors to commit the14 

capital required to provide safe and reliable utility service, a utility must have the15 

opportunity to recover its prudent investments and earn a fair, market-based return.1616 

Because utility operations are highly capital-intensive, regulatory commissions17 

15 In Learning Res., Inc. v. Trump, No. 24-1287, slip op. (U.S. Feb. 20, 2026), the U.S. Supreme Court held 
that the International Emergency Economic Powers Act does not authorize the President to impose tariffs, 
concluding that tariff authority is a core taxing power constitutionally reserved to Congress and must be 
expressly delegated. Although the decision may influence future federal trade actions and economic conditions, 
its practical effects on costs, supply chains, and inflationary pressures remain uncertain. 

16 See Hope Nat. Gas, 320 U.S. at 603 (holding that a utility must have opportunity to earn a return 
comparable to enterprises of similar risk). 
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recognize that their decisions must enable the utility to secure capital on reasonable 1 

terms, balancing the long-term interests of customers and investors.17 For this reason, 2 

the regulatory framework in which a utility operates is one of the most important 3 

factors considered by both debt and equity investors when assessing risk. 4 

Q. Do credit rating agencies consider the regulatory framework in establishing a5 

company’s credit rating?6 

A. Yes. As mentioned earlier, credit ratings agencies explicitly evaluate a utility’s7 

regulatory framework when assigning credit ratings. For example, Moody’s8 

methodology assesses utilities based on four primary factors, two of which—the9 

regulatory framework and the utility’s ability to recover costs and earn authorized10 

returns—together represent 50 percent of Moody’s overall assessment of a regulated11 

utility’s business and financial risk.18 As shown in Figure 4 below, PSE’s actual12 

returns on equity over the last six years have unfortunately been more than 200 bps13 

below its authorized returns on equity over the same period, which negatively affects14 

PSE’s credit rating.15 

17 See Bluefield, 262 U.S. at 690 (holding that regulatory determinations must enable utilities to attract 
capital). 

18 See Moody’s, Rating Methodology: Regulated Electric and Gas Utilities at 3-4 (Aug. 6, 2024) 
(regulatory framework and ability to recover costs together account for half of the score), available at 
Exh. JLM-20C.  
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Figure 4. PSE Actual Adjusted and Authorized Returns on Equity 1 
(Calendar Years 2020 – 2025) 2 

3 

Moody’s further subdivides these two factors into sub-factors to provide “more 4 

granularity and transparency on the overall regulatory environment, which is the most 5 

important consideration for this sector.”19 6 

Moody’s evaluates the regulatory framework for transparency, predictability, and 7 

support, and assesses cost-recovery mechanisms based on their impact on the utility’s 8 

ability to generate cash flow and maintain access to capital.20 Moody’s also notes that 9 

“[t]he inability to recover costs … has been one of the greatest drivers of financial 10 

stress in this sector,” underscoring the criticality of timely and sufficient cost recovery 11 

for utilities that routinely operate with negative free cash flow due to large capital-12 

expenditure programs.21 13 

19 Id. at 4. 
20 See id. at 4-7. 
21 Id. at 7. 
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Q. How does the regulatory environment in which a utility operates affect its access1 

to and cost of capital?2 

A. Rating agency assessments of the regulatory framework directly influence a utility’s3 

access to and cost of debt capital. Moody’s highlights the centrality of regulation to4 

credit quality, explaining that5 

[b]roadly speaking, the Regulatory Framework is the foundation for6 
how all the decisions that affect utilities are made (including the setting7 
of rates), as well as the predictability and consistency of decision-8 
making provided by that foundation.229 

A transparent and predictable regulatory environment reduces investor-perceived risk, 10 

supports stronger credit ratings, and thereby lowers the cost of capital for utilities to 11 

fund long-lived infrastructure investments.23 12 

Q. What statements of credit ratings agencies suggest their views of the regulatory13 

support provided by the Commission?14 

A. Credit ratings agencies have recognized the improvement in regulatory support by the15 

Commission over the past few years. For example, Fitch described the outcome of16 

PSE’s last multiyear rate plan proceeding as representing an improvement in the17 

Washington regulatory environment:18 

PSE benefits from multiyear rate plans, revenue decoupling, along with 19 
other trackers and riders; however, there is some regulatory lag. 20 
Historically, the WUTC has been seen as restrictive due to its below 21 
average ROEs and equity capitalization approvals, PSE’s 2024 GRC 22 

22 Id. at 4. 
23 See id. 
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order signals an improvement in the Washington regulatory 1 
environment.24 2 

Fitch’s praise for the Commission was not without warning, with Fitch warning that 3 

“any significant rollback in Washington's improved regulatory environment could 4 

lead to a negative rating action.”25 5 

Similarly, Moody’s has recently acknowledged that the outcomes of each of the last 6 

two multiyear rate plan proceedings of PSE have been credit supportive and 7 

suggestive of more consistent regulation in the state: 8 

With the passage of the Clean Energy Transition Act (CETA, SB 5116) 9 
by the Washington legislature in 2019, PSE has benefited from more 10 
credit supportive regulatory outcomes. Although PSE’s 2020 general 11 
rate case was contentious and resulted in a credit negative outcome, we 12 
viewed this particular rate case as an isolated and one-time event 13 
because the [Commission] was focused on mitigating the customer bill 14 
impact as a result of the unfavorable economic conditions caused by the 15 
coronavirus pandemic. PSE's last two general rate cases have ended in 16 
a multiyear rate plan, which have been credit supportive and point to 17 
more consistent regulation in the state of Washington.26 18 

Finally, S&P similarly acknowledged that the outcome of PSE’s last multiyear rate 19 

plan proceeding as credit supportive and likely to enhance PSE’s cash flow stability: 20 

We view the outcome as supportive of PSE’s credit quality as it reflects 21 
the company’s full initial request after incorporating its authorized 22 
power cost update, the continued use of a forward-looking, multiyear 23 
test period--which reduces regulatory lag, and the provisional prudency 24 
review of PSE’s future capital spending--which we anticipate should 25 
minimize disallowance risk going forward. Overall, we expect the 26 

24 Fitch, Rating Report, supra note 8, at 1. 
25 Id. 
26 Moody’s, Credit Opinion, supra note 9, at 5. 
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measures authorized as part of this rate case will enhance PSE’s cash 1 
flow stability over the next two years.27 2 

Q. Would PSE agree with the suggestions of the ratings agencies that the regulatory3 

support of the Commission has improved over the past decade?4 

A. Yes. PSE agrees that the Commission's regulatory support has improved over the past5 

decade. In 2019, the legislature passed CETA, which included several mechanisms to6 

enable electric utilities to meet the legislation's ambitious clean-energy goals. In7 

2021, the legislature enacted the CCA and regulatory reforms that require utilities to8 

offer multi-year rate plans. Over the past half-decade, the Commission has used these9 

new statutory powers to position PSE to meet the mandates established by the10 

legislature. PSE has made significant strides toward meeting these mandates, but11 

substantial work remains over the course of the proceeding and the MYRP Period.12 

Q. Has PSE performed an analysis of the level of regulatory support that it receives13 

in Washington as compared to the proxy group companies presented by PSE14 

witness Bulkley?15 

A. Yes. PSE analyzed the regulatory mechanisms in place for PSE, compared with those16 

for the operating utility companies owned by the proxy group, as outlined in the17 

Prefiled Direct Testimony of Ann E. Bulkley, Exh. AEB-1T. Specifically, PSE18 

examined the following factors that affect the business risk of PSE and the proxy19 

group companies: (i) power/gas cost recovery; (ii) conservation program expense;20 

(iii) revenue decoupling; and (iv) capital cost recovery. Please see the Fourth Exhibit21 

27 S&P, RatingsDirect, supra note 11, at 2. 
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to the Prefiled Direct Testimony of Jamie L. Martin, Exh. JLM-5, for the results of 1 

this analysis. 2 

As shown in Exh. JLM-5, over 90 percent of the operating companies (i.e., 87 out 3 

of 95) in the proxy group proposed by PSE witness Bulkley provide service in 4 

jurisdictions that allow fuel cost/power cost/commodity cost adjustment mechanisms. 5 

Many of these operating companies can pass through fuel and purchased power costs 6 

directly to customers, so the utility bears no risk associated with those costs. It is 7 

essential to recognize that fuel and purchased power costs typically account for 50-8 

60 percent of a regulated utility's total operating costs.  9 

Like PSE, most of the operating utilities held by the proxy group (52 out of 95) have 10 

revenue decoupling mechanisms or weather-normalization adjustment clauses that 11 

allow them to decouple customer usage from revenue. 12 

Finally, over three-quarters of the operating utilities held by the proxy group (73 out 13 

of 95) have capital cost recovery mechanisms that allow them to recover capital 14 

investments placed in service between rate cases. 15 

Q. Based on these analyses, what can one conclude regarding the level of regulatory16 

support for PSE relative to that of the proxy group companies?17 

A. One can conclude that PSE has comparable regulatory protection to the proxy group18 

companies. Most jurisdictions have implemented measures to reduce the business risk19 

for regulated utilities. The most meaningful difference in business risk between PSE20 

and the proxy group with respect to recovery mechanisms lies in the sharing bands of21 
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PSE’s PCA Mechanism. Only nine states require sharing bands in power or fuel cost 1 

recovery mechanisms,28 and only about 20 percent of the electrical utilities in the 2 

proxy group proposed by PSE witness Bulkley operated subject to a power or fuel 3 

cost recovery mechanism.29 The sharing bands in the PCA Mechanism have 4 

significantly reduced PSE’s ROE since 2019, when power market price volatility 5 

began to increase markedly. 6 

The decision in this case must be credit-supportive and provide mechanisms for PSE 7 

to mitigate business risk and improve cash flow. As discussed above, PSE is expected 8 

to make significant investments in programs that benefit customers and meet 9 

legislative mandates. Any decline in credit ratings will raise customer costs by 10 

increasing the cost of debt. Given planned capital expenditures, any increase in 11 

borrowing costs due to a lower credit rating could significantly raise customer costs. 12 

28 The nine states that require sharing bands in power or fuel cost recovery mechanisms are Hawaii, 
Idaho, Missouri, Montana, Oregon, Vermont, Washington, Wisconsin, and Wyoming. See Fuel-Cost Sharing, 
RMI Elec. Affordability Toolkit (Sept. 22, 2025), http://affordability-toolkit.rmi.org/policies/fuel-cost-sharing. 

29 Please see the Fourth Exhibit to the Prefiled Direct Testimony of Jamie L. Martin, Exh. JLM-5. Those 
electrical companies in the proxy group proposed by PSE witness Bulkley that have power or fuel cost recovery 
mechanisms with risk-sharing features have the note “✓ CS” in the column that addresses such mechanisms.
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III. PSE PROPOSALS TO STRENGTHEN ITS1 
CASH FLOW AND CREDIT METRICS2 

Q. How does PSE propose to improve cash flow over the proposed MYRP Period?3 

A. PSE is making four specific proposals to improve cash flow over the proposed4 

MYRP Period:5 

• adoption of a methodology to allow CWIP in rate base for6 
specific large capital projects as they are being constructed, so7 
that PSE can recover financing costs while the plants are under8 
development;9 

• increased accelerated depreciation of gas assets as PSE works10 
to reduce its carbon footprint;11 

• returns on specific PPAs that support CETA objectives; and12 

• an increase in PSE’s authorized return on equity from13 
9.9 percent to 10.8 percent for all three years of the14 
MYRP Period;15 

A. CWIP in Rate Base for Certain Generating Resources16 

Q. Please describe the first measure proposed by PSE to strengthen its cash flow17 

and credit metrics.18 

A. PSE proposes to include 100 percent of prudently incurred CWIP costs in the rate19 

base for the following major capital projects:20 

(1) Battle Butte Solar Energy Project, Stillwater County, Montana;21 

(2) Beaver Creek 2 Wind Energy Project, Stillwater County,22 
Montana;23 

(3) Lower Snake River 2 Wind Energy Project, Columbia County,24 
Washington;25 
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(4) Schnebly Coulee Solar Energy Project, Kittitas County,1 
Washington; and2 

(5) Acquisition of four Siemens Energy SGT-800 turbines, each3 
with a capacity of 57 MW.4 

Each project is referred to individually as a “CWIP Project” and collectively as the 5 

“CWIP Projects.” 6 

PSE seeks CWIP in the rate base for these projects to allow recovery of carrying costs 7 

on a real-time basis, rather than capitalizing these costs as allowance for funds used 8 

during construction (“AFUDC”) and recovering them only after a project, or discrete 9 

portions of it, are placed into service. 10 

Q. Please describe the CWIP in rate base proposal.11 

A. CWIP in rate base would authorize PSE to recover 100 percent of the carrying12 

charges—both debt and equity—incurred during construction of each CWIP Project13 

as those costs are incurred. Instead of accruing AFUDC (a non-cash item) and adding14 

it to the project’s capital cost for later recovery, CWIP in rate base aligns cost15 

incurrence with cost recovery throughout the construction period. This approach is16 

particularly appropriate for significant, multi-year investments such as the CWIP17 

Projects.18 

Q. How does CWIP in rate base relate to credit metrics?19 

A. As discussed earlier, Fitch, Moody’s, and S&P rely on a suite of financial credit20 

metrics to evaluate utility creditworthiness, and the FFO-to-Debt metric, or21 

equivalent, is crucial. For capital-intensive utilities such as PSE, FFO-to-Debt is often22 
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the most strained metric and a primary driver of rating downgrades, particularly 1 

during extended periods of substantial capital investment—such as the construction 2 

period for the CWIP Projects. This is because interest expense on new debt used to 3 

fund these projects reduces cash flow, whereas overall corporate debt increases.  4 

CWIP in rate base improves cash flow during construction by enabling the real-time 5 

recovery of carrying costs. This directly strengthens key credit metrics, including 6 

FFO-to-Debt, by increasing operating cash flow and reducing reliance on incremental 7 

debt financing to cover interest expense. Avoiding capitalizing AFUDC also reduces 8 

each project's total cost and the long-term financing required to support it. Improved 9 

cash flow and reduced leverage during construction enhance PSE’s credit metrics and 10 

support the maintenance of stable investment-grade credit ratings. 11 

Q. How would CWIP in rate base address the risks and challenges of financing the12 

CWIP Projects?13 

A. Collectively, the CWIP Projects represent an estimated capital investment of14 

approximately $1.2 billion over the MYRP Period and will require multi-year15 

engineering, procurement, and construction activities. Under traditional AFUDC16 

treatment, PSE would incur substantial carrying costs over several years without17 

receiving any cash inflows until a project, or its phases, enter service. This recovery18 

lag places pressure on cash flow and leverage metrics, increasing credit risk during19 

the construction period.20 
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Approving CWIP in rate base reduces these risks by: 1 

• providing real-time recovery of carrying costs, improving cash2 
flow, and reducing reliance on external financing;3 

• lowering the total capital investment required by eliminating4 
the need to capitalize AFUDC;5 

• mitigating exposure to volatile capital markets by reducing6 
short-term and long-term borrowing needs; and7 

• enhancing financial predictability during construction, which8 
credit rating agencies value.9 

CWIP in rate base helps PSE maintain credit strength and reduces the risk that the 10 

CWIP Projects could strain credit metrics to levels inconsistent with investment-grade 11 

ratings. Rating agencies consistently view mechanisms such as CWIP recovery as 12 

credit-positive because they enhance cash-flow stability and reduce financial risk 13 

during extensive capital-investment periods. 14 

Q. Why is CWIP in rate base preferable to continued reliance on traditional15 

AFUDC?16 

A. Traditional AFUDC treatment creates a significant recovery lag for large, multi-year17 

capital projects. Under AFUDC, carrying costs are accumulated during construction18 

but cannot be recovered in rates until the project is placed into service. For projects of19 

the size and duration of the CWIP Projects, this results in multiple years of substantial20 

capital investment with no offsetting cash inflows. The absence of near-term recovery21 

strains cash flows, weakens credit metrics, and increases borrowing needs, thereby22 
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raising financial risk and potentially jeopardizing PSE’s investment-grade credit 1 

ratings. 2 

CWIP in rate base directly addresses this problem by providing predictable, stable 3 

cash flows during construction. Recovering carrying costs as incurred reduces the 4 

external borrowing required for each CWIP Project, lowers total project cost by 5 

avoiding AFUDC capitalization, and significantly strengthens cash-flow-based credit 6 

metrics. Preserving strong credit metrics, in turn, enables PSE to secure capital on 7 

favorable terms, which benefits customers. 8 

Q. How does PSE’s maintenance of strong credit metrics provide long-term benefits9 

to PSE customers?10 

A. A fundamental financial objective for PSE is to secure debt financing at the lowest11 

reasonable cost to support its capital investments because PSE’s cost of debt flows12 

directly into customer rates. Maintaining investment-grade credit metrics is essential13 

to achieving these lower borrowing costs. To maintain favorable financing terms, PSE14 

must preserve strong financial performance and credit quality, considering both15 

quantitative measures—such as FFO-to-Debt and interest coverage—and qualitative16 

factors, including the stability of the regulatory environment.17 

This discipline is critical given PSE’s substantial capital investment needs, including18 

the estimated $1.2 billion in collective costs associated with the CWIP Projects.19 

Investment-grade credit ratings enable PSE to access a broader pool of investors and20 

lenders, expanding financing options and reducing borrowing costs. By strengthening21 

PSE’s credit profile, CWIP in rate base supports long-term financial stability and22 
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enables PSE to secure cost-effective financing—benefits that accrue directly to 1 

customers. 2 

Q. If granted, would PSE’s proposal for CWIP in rate base produce just and3 

reasonable rates for electric customers?4 

A. Yes. CWIP in rate base reduces the nominal cost of each CWIP Project to customers5 

by lowering depreciation expense, property taxes, and required returns on capital6 

investment, because AFUDC carrying costs are not capitalized into the rate base. The7 

primary effect of CWIP in rate base is on the timing of cost recovery. Instead of8 

deferring all carrying costs until a project is placed into service, CWIP in rate base9 

spreads recovery gradually as construction costs are incurred. This gradualism10 

prevents the sharp rate increase that typically occurs under AFUDC when a major11 

project enters service, and instead produces smoother, more stable rate adjustments12 

for customers over time. In this way, CWIP in rate base both reduces long-term13 

customer costs and improves the predictability of future rates.14 

B. Accelerated Depreciation of Certain Gas Plant15 

Q. Please summarize PSE’s recommendation regarding the depreciation of its gas16 

plant.17 

A. As discussed in the Prefiled Direct Testimony of Ned W. Allis, Exh. NWA-1T, PSE18 

proposes that the Commission approve a revised depreciation methodology for gas19 

plant that reflects the risks and uncertainties associated with Washington’s energy20 

transformation. Specifically, PSE proposes to adopt the Equal Life Group (“ELG”)21 
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procedure and to shorten the service lives of major gas plant accounts by 1 

approximately five years. PSE witness Allis bases this proposal on detailed analyses 2 

of multiple decarbonization scenarios, noting that increasing electrification and 3 

declining gas demand may lead to earlier retirement of gas assets than historically 4 

assumed. This recommended approach aligns cost recovery with expected asset 5 

usage, while maintaining regulatory stability. 6 

Q. Why does PSE propose a revised depreciation methodology for gas plant in this7 

proceeding?8 

A. In 2024, the Washington legislature passed, and Governor Inslee signed into law,9 

Engrossed Substitute House Bill 1589, which directs combination electric and gas10 

utility, such as PSE, to develop an Integrated System Plan that coordinates its electric11 

and gas resource planning to comply with both the CETA Act and the CCA while12 

managing customer affordability, equity, and reliability during the transition away13 

from fossil gas.30 The law requires large combination utilities to recover gas capital14 

costs by 2050, a requirement subsequently overturned by Initiative Measure15 

No. 2066,31 which, as of the date of the filing of this testimony, is pending a final16 

30 Engrossed Substitute House Bill 1589, ch. 351, Laws of Wash. 68th Leg., Reg. Sess. (2024), available 
at https://lawfilesext.leg.wa.gov/biennium/2023-24/Pdf/Bills/Session%20Laws/House/1589-S.SL.pdf. 

31 Initiative Measure No. 2066, Final Filing (Wash. Sec’y of State, filed Apr. 5, 2024), 
https://www2.sos.wa.gov/_assets/elections/initiatives/finaltext_3177.pdf. 
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decision upon the constitutionality of such initiative by the Washington State 1 

Supreme Court.32 2 

Q. Why does PSE propose to adopt the ELG procedure and shorten service lives of 3 

major gas plant accounts? 4 

A. As discussed in the Prefiled Direct Testimony of Ned W. Allis, Exh. NWA-1T, the 5 

ELG procedure more accurately reflects the expected retirement patterns of individual 6 

plant vintages than traditional average-life methods. By pairing ELG with moderately 7 

shorter service lives, PSE’s proposal seeks to reduce the risk that a substantial portion 8 

of its gas investment will remain unrecovered if customers transition away from gas 9 

service. This approach addresses the risk of stranded assets and intergenerational 10 

inequity, under which future customers may be required to bear a disproportionate 11 

share of the costs of infrastructure that no longer serves their energy needs. 12 

Q. How does PSE’s proposed adoption of the ELG procedure compare to more 13 

aggressive depreciation alternatives? 14 

A. The Prefiled Direct Testimony of Ned W. Allis, Exh. NWA-1T, discusses PSE’s 15 

evaluation of a range of alternatives, including units-of-production depreciation and 16 

full accelerated recovery by 2050. Although these approaches may be appropriate 17 

under more extreme electrification scenarios, the evaluation projected that they would 18 

result in significantly higher near-term depreciation expense and customer bill 19 

 
32 See, e.g., Amanda Zhou, WA Supreme Court Hears Arguments on 2024 Natural Gas Initiative, Seattle 

Times (Jan. 23, 2026), available at https://www.seattletimes.com/seattle-news/climate-lab/wa-supreme-court-
hears-arguments-on-2024-natural-gas-initiative/. 
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impacts. PSE’s proposed ELG approach, with shortened service lives, yields 1 

depreciation levels between current rates and the most aggressive alternatives. As a 2 

result, PSE’s proposed ELG approach avoids both excessive deferral of costs to future 3 

customers and undue rate shock for today’s customers. 4 

Q. Why does PSE believe that the proposal to adopt the ELG procedure will 5 

produce a reasonable and equitable outcome for PSE customers? 6 

A. As discussed in the Prefiled Direct Testimony of Ned W. Allis, Exh. NWA-1T, PSE’s 7 

proposal to adopt the ELG procedure balances the need for timely cost recovery with 8 

the Commission’s responsibility to ensure fair, just, reasonable, and sufficient rates. 9 

PSE’s proposal reflects current information regarding climate policy, technology 10 

adoption, and customer behavior, while preserving flexibility to revisit depreciation 11 

assumptions as conditions evolve. By moderately accelerating recovery through the 12 

ELG procedure and revised service lives, the proposal protects future customers from 13 

undue cost burdens, limits stranded asset risk, and maintains rate stability. This 14 

approach represents a reasonable and equitable depreciation framework given the 15 

uncertainties surrounding the future of the PSE gas system. 16 
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C. Rate of Return on Certain Power Purchase Agreements1 

Q. Can the Commission include in rates a rate of return on power purchase2 

agreements in an electrical company’s clean energy action plan pursuant to3 

RCW 80.28.410?4 

A. Yes. The Commission can consider and include in rates a return on PPAs for such5 

agreements made in connection with an electrical company’s CEAP or selected in the6 

company’s solicitation of bids for delivering electric capacity, energy, capacity and7 

energy, or conservation.8 

Q. Is PSE requesting a rate of return on PPAs in this proceeding?9 

A. Yes. The Prefiled Direct Testimony of Susan E. Free, Exh. SEF-1T, discusses PSE’s10 

proposal to include a rate of return on the following PPAs connected with PSE’s11 

current CEAP.12 

More specifically, PSE witness Susan Free includes a rate of return based on:13 

• PSE’s filed pretax rate of return of 8.09 percent on14 
$211 million of aggregate annual qualifying PPA costs for a15 
total requested after-tax dollar rate of return of $13 million in16 
Rate Year 1;17 

• PSE’s filed pretax rate of return of 8.15 percent on18 
$371 million of aggregate annual qualifying PPA costs for a19 
total requested after-tax dollar rate of return of $24 million for20 
Rate Year 2; and21 

• PSE’s filed pretax rate of return of 8.18 percent on22 
$463 million of aggregate annual qualifying PPA costs for a23 
total requested after-tax dollar rate of return of $30 million for24 
Rate Year 3.25 
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It is noteworthy that the pretax rate of return differs across the three rate years 1 

because PSE has requested slightly different weighted-average costs of capital for 2 

each year of the MYRP Period. PSE witness Susan Free supports the calculation of 3 

the dollar returns for revenue requirement purposes, and this prefiled direct testimony 4 

endorses the use of the pretax rate of return in those calculations. 5 

Q. Why is a rate of return based on PSE’s pretax rate of return on the aggregate,6 

annual costs of the subject PPAs appropriate?7 

A. Section (2)(b) of RCW 80.28.410 states as follows:8 

For the duration of a power purchase agreement [that corresponds to an 9 
electrical company’s clean energy action plan pursuant to 10 
RCW 19.280.030(1)(l)], a rate of return of no less than the authorized 11 
cost of debt and no greater than the authorized rate of return of the 12 
electrical company, which would be multiplied by the operating expense 13 
incurred under the power purchase agreement [may be considered and 14 
included in rates by the Commission]. 15 

In the Commission’s final order in Dockets UE-240004 et al.,33 the Commission 16 

authorized PSE to earn a return on its three power purchase agreements because 17 

RCW 80.28.410 expressly authorized such treatment and intended to encourage 18 

utilities to procure low-cost resources. The Commission emphasized that the PPAs at 19 

issue were necessary to meet the requirements of the Clean Energy Transformation 20 

Act and were the lowest reasonable cost resources.34 The Commission clarified that 21 

authorized returns on PPAs are not guaranteed and do not relieve the utility of its 22 

33 WUTC v. Puget Sound Energy, Dockets UE-240004, et al., Order 09/07 (Jan. 15, 2025). 
34 See id. at ¶ 200. 
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viewed favorably by rating agencies, given their emphasis on predictable cost 1 

recovery and regulatory support. 2 

Q. How would the inclusion of a rate of return on the subject PPAs be beneficial to3 

customers?4 

A. Credit ratings and borrowing costs are directly correlated. Maintaining PSE’s credit5 

rating by improving metrics and enhancing the credit-supportiveness of Washington6 

regulations can only benefit customers by keeping borrowing costs as low as possible,7 

which is particularly important given the significant capital expenditures PSE must8 

undertake to meet the mandates established by the legislature.9 

Q. If the Commission were to determine that PSE’s authorized cost of debt is a10 

more appropriate rate of return on the subject PPAs to include in rates (instead11 

of PSE’s authorized rate of return), could the policy benefits described above12 

still be achieved?13 

A. Yes. Improving and maintaining PSE’s credit metric performance, keeping the cost of14 

borrowing as low as possible, better positioning PSE to obtain relief from the present15 

treatment of PPAs in credit metrics, and improving the investment community’s16 

regard for the credit supportiveness of Washington regulation could still be achieved17 

at a rate of return equal to PSE’s authorized cost of debt.18 
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D. Proposed ROE of 10.80 Percent 1 

Q. What is PSE’s proposed ROE over the proposed MYRP Period? 2 

A. PSE proposes that the Commission authorize an ROE of 10.80 percent for all three 3 

years of the proposed MYRP Period.  4 

Q. What are the risk factors that PSE considered in requesting this ROE? 5 

A. PSE’s proposed ROE of 10.80 percent falls within the reasonable range of ROEs for 6 

comparable utilities of 10.50 to 11.50 percent supported by multiple market-based 7 

cost of equity analyses discussed in the Prefiled Direct Testimony of Ann E. Bulkley, 8 

Exh. AEB-1T, including discounted cash flow, capital asset pricing (“CAPM”), 9 

empirical CAPM, and bond yield plus risk premium models. 10 

In proposing an ROE of 10.80 percent, PSE considered several material risk factors 11 

affecting investor return requirements, including elevated interest rates, significant 12 

inflationary and macroeconomic uncertainty, and higher capital investment on both a 13 

relative and comparable basis. PSE faces significant capital expenditure requirements 14 

to comply with CETA and ensure the safety, reliability, and resilience of its existing 15 

system. PSE has projected capital spending needs of approximately $13.7 billion 16 

from 2026 through 2030. Capital expenditure of this magnitude for an enterprise of 17 

PSE's size increases financing, execution, and recovery risks. 18 

PSE also faces significant risk associated with the significant divergence between 19 

(i) federal policy regarding energy policy and support for renewable and non-emitting 20 

resources and (ii) this state’s and PSE’s clear commitment to CETA. Additionally, 21 
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PSE remains exposed to power cost recovery risk under the existing PCA Mechanism 1 

and to heightened wildfire risk, which credit rating agencies expressly identify as a 2 

material constraint on business risk. Even with mitigation plans and cost-recovery 3 

mechanisms, PSE remains exposed to risks of catastrophic wildfire liabilities, which 4 

investors factor into required equity returns. 5 

Please see the Prefiled Direct Testimony of Ann E. Bulkley, Exh. AEB-1T, for a 6 

discussion of the risks inherent in current capital market conditions and the regulatory 7 

and business risks of the utility industry, in general, and PSE, in particular. 8 

Q. Does PSE’s proposed ROE of 10.80 percent result in a fair, just, reasonable, and9 

sufficient rate for PSE and its customers?10 

A. Yes. PSE’s proposed ROE of 10.80 percent results in a fair, just, reasonable, and11 

sufficient rate for PSE and its customers. The proposed ROE is grounded in forward-12 

looking market evidence, supports PSE’s ability to attract capital at reasonable cost,13 

and ultimately protects customers from higher long-term rates. Please see the Prefiled14 

Direct Testimony of Ann E. Bulkley, Exh. AEB-1T, for a discussion of the evidence15 

and analysis supporting PSE’s requested ROE.16 

A fair, market-based ROE enables PSE to maintain financial integrity, to preserve17 

credit quality, and to finance investments necessary to provide safe, reliable, and18 

resilient service while meeting clean energy needs and mitigating wildfire risks. If the19 

Commission were to authorize an ROE that were too low, borrowing costs would20 

increase, financial and regulatory pressures would intensify, and customers would21 

face higher costs over time. In contrast, PSE’s proposed ROE appropriately balances22 
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investor and customer interests by meeting the standards set by the Hope and 1 

Bluefield decisions, with returns commensurate with investments of comparable risk 2 

and an end result of fair, just, reasonable, and sufficient rates. Please see the Prefiled 3 

Direct Testimony of Ann E. Bulkley, Exh. AEB-1T, for (i) the regulatory 4 

requirements in establishing an authorized ROE for a regulated utility and (ii) the 5 

analysis undertaken by PSE witness Bulkley to arrive at the ROE proposal of PSE in 6 

this proceeding. 7 

E. PSE’S Multiyear Rate Plan Proposals Support Its Ability to Pursue CETA8 
Objectives 9 

Q. What cash flow benefits would the proposals to increase the authorized return10 

on equity, to include CWIP for new energy resources in rate base, to accelerate11 

depreciation for gas assets, and to include returns on specific PPAs provide?12 

A. Table 7 below provides a quantification of the projected cash flow benefits provided13 

by these proposals: 14 
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IV. PSE’S PROPOSED CAPITAL STRUCTURES AND1 
COSTS OF CAPITAL FOR EACH OF THE THREE2 

RATE YEARS OF THE MYRP PERIOD 3 

A. PSE Proposes to Maintain a Balanced Capital Structure of 50 Percent Equity4 
and 50 Percent Debt 5 

Q. What is capital structure?6 

A. Capital structure refers to the composition, proportions, and characteristics of the7 

various sources of capital a utility relies upon to finance operations and long-term8 

investment needs. It reflects both the amount and the strategic mix of financing9 

instruments that support the utility’s ability to build, maintain, and operate its electric10 

and natural gas systems. A well-constructed capital structure balances financial11 

stability, liquidity, and cost efficiency, while also demonstrating to credit rating12 

agencies and investors that the company maintains the financial resilience necessary13 

to meet its service obligations.14 

For PSE, capital structure typically includes several key components:15 

(i) Long-term debt, which provides stable, fixed-cost financing16 
for capital assets with long useful lives and is a significant17 
determinant of PSE’s overall financial leverage.18 

(ii) Short-term debt, including lines of credit and commercial19 
paper, which supplies flexible, lower-cost funding for working20 
capital needs, seasonal requirements, and timing differences21 
between expenditures and cost recovery.22 

(iii) Common equity, which represents the permanent capital23 
contributed by shareholders and serves as the primary buffer24 
against financial risk, absorbing fluctuations in earnings and25 
unanticipated costs.26 
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Together, these components form PSE’s overall capital structure, shaping its financial 1 

risk profile, determining its weighted average cost of capital, and influencing both 2 

regulatory and credit-rating assessments of financial integrity. 3 

Q. What is long-term and short-term debt?4 

A. Long-term debt consists of loans that have a due date (or maturity) that is more than5 

one year from the date of issuance. Short-term debt represents borrowings that are6 

short-term in nature (less than one year) and includes borrowings under PSE’s credit7 

facility. PSE aims to finance its long-term capital (e.g., plant and property) with long-8 

term debt and equity, and to finance short-term capital requirements (e.g., seasonal9 

working capital) with short-term debt. Please see the Fifth Exhibit to the Prefiled10 

Direct Testimony of Jamie L. Martin, Exh. JLM-6, for a discussion of PSE’s short- 11 

and long-term debt.12 

Q. What is common equity?13 

A. Equity is the net worth (assets minus liabilities) of a company. Common equity14 

increases due to retained earnings39 and equity infusions from PSE’s parent company,15 

Puget Energy.40 Common equity decreases when PSE makes dividend distributions to16 

Puget Energy.17 

39 Retained earnings are a company’s net income from operations and other business activities retained 
by the company as additional equity capital. Retained earnings are, thus, a part of stockholders’ equity. 

40 Equity infusions are cash investments made by Puget Energy into PSE, thereby increasing PSE’s 
common equity balance. 
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Q. What is the current capital structure for PSE approved by the Commission in1 

PSE’s last multiyear rate plan proceeding in Dockets UE-240004 et al.2 

(the “2024 MYRP Proceeding”)?3 

A. The Commission approved different capital structures for the first and second rate4 

years of the two-year multiyear rate plan approved in the 2024 MYRP Proceeding.5 

The approved capital structure in effect for PSE as of the time of the filing of this6 

testimony (i.e., the second rate year) consists of an equal ratio of debt (50 percent)7 

and equity (50 percent).8 

Q. Is PSE recommending a change in capital structure in this proceeding?9 

A. No. PSE recommends that the Commission authorize PSE to maintain a capital10 

structure with an equal ratio of debt (50 percent) and equity (50 percent).11 

Q. How does PSE’s proposed capital structure with an equal ratio of debt12 

(50 percent) and equity (50 percent) compare with the capital structures13 

authorized for peer utilities?14 

A. Based on PSE’s review of capital structures of the operating utilities that comprise the15 

proxy group recommended in the Prefiled Direct Testimony of Ann E. Bulkley,16 

Exh. AEB-1T, PSE’s proposed capital structure with an equal ratio of debt17 

(50 percent) and equity (50 percent) is nearly identical to the average capital18 

structures authorized for peer utilities.19 
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B. Development of Cost Rates1 

1. Short-Term Debt Cost Rate2 

Q. What annual cost rates for short-term debt does PSE propose for the3 

MYRP Period?4 

A. PSE proposes annual short-term debt cost rates ranging from a low of 3.60 percent to5 

a high of 3.78 percent. Table 8 below summarizes the proposed annual cost rates for6 

each year of the MYRP Period.7 

Table 8. PSE’s Proposed Annual Cost Rates for 8 
Short-Term Debt Cost Rates for the MYRP Period 9 

First 
Rate Year 

Second 
Rate Year 

Third 
Rate Year 

Short-Term Debt Cost Rates 3.60% 3.78% 3.78% 

Detailed calculations of PSE projected short-term debt for each rate year of the 10 

MYRP Period appear on: 11 

• pages 2 and 4 of the Sixth Exhibit to the Prefiled Direct12 
Testimony of Jamie L. Martin, Exh. JLM-7C, for Rate Year 1;13 

• pages 2 and 4 of the Seventh Exhibit to the Prefiled Direct14 
Testimony of Jamie L. Martin, Exh. JLM-8C, for Rate Year 2;15 
and16 

• pages 2 and 4 of the Eighth Exhibit to the Prefiled Direct17 
Testimony of Jamie L. Martin, Exh. JLM-9C, for Rate Year 3.18 

Q. Please explain the cost of short-term debt.19 

A. The cost of short-term debt was developed in two steps. First, PSE projected average20 

monthly balances of short-term borrowings for each rate year. Then, PSE added21 
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interest on borrowings, letter-of-credit fees, debt-facility commitment fees, and 1 

amortization of upfront debt-facility costs. These projections appear at lines 6–9 of  2 

• page 4 of the Sixth Exhibit to the Prefiled Direct Testimony of3 
Jamie L. Martin, Exh. JLM-7C, for Rate Year 1;4 

• page 4 of the Seventh Exhibit to the Prefiled Direct Testimony5 
of Jamie L. Martin, Exh. JLM-8C, for Rate Year 2; and6 

• page 4 of the Eighth Exhibit to the Prefiled Direct Testimony of7 
Jamie L. Martin, Exh. JLM-9C, for Rate Year 3.8 

2. Long-Term Debt Cost Rate9 

Q. What annual cost rates for long-term debt does PSE propose for the10 

MYRP Period?11 

A. PSE proposes long-term debt cost rates between 5.33 percent and 5.52 percent.12 

Table 9 summarizes the proposed annual cost rates for each rate year of the13 

MYRP Period.14 

Table 9. PSE’s Proposed Annual Cost Rates for 15 
Long-Term Debt Cost Rates for the MYRP Period 16 

First 
Rate Year 

Second 
Rate Year 

Third 
Rate Year 

Long-Term Debt Cost Rates 5.33% 5.44% 5.52% 

Detailed calculations of PSE projected short-term debt for each rate year of the 17 

MYRP Period appear on: 18 

• page 3 of the Sixth Exhibit to the Prefiled Direct Testimony of19 
Jamie L. Martin, Exh. JLM-7C, for Rate Year 1;20 
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• page 3 of the Seventh Exhibit to the Prefiled Direct Testimony1 
of Jamie L. Martin, Exh. JLM-8C, for Rate Year 2; and2 

• page 3 of the Eighth Exhibit to the Prefiled Direct Testimony of3 
Jamie L. Martin, Exh. JLM-9C, for Rate Year 3.4 

Q. Please explain the cost rate PSE assumed for planned long-term debt issuances5 

in the thirteen months ending January 31, 2027, and each rate year of the MYRP6 

Period.7 

A. PSE assumed that all planned issuances during these periods would be 30-year fixed-8 

rate bonds. To project the coupon rate, PSE began with the projected 30-year U.S.9 

Treasury yield and added a credit spread to project a proxy corporate rate for long-10 

term debt. The resulting projected interest rates are shown on11 

• page 3 of the Sixth Exhibit to the Prefiled Direct Testimony of12 
Jamie L. Martin, Exh. JLM-7C, for Rate Year 1;13 

• page 3 of the Seventh Exhibit to the Prefiled Direct Testimony14 
of Jamie L. Martin, Exh. JLM-8C, for Rate Year 2; and15 

• page 3 of the Eighth Exhibit to the Prefiled Direct Testimony of16 
Jamie L. Martin, Exh. JLM-9C, for Rate Year 3.17 

Q. What is a credit spread?18 

A. A credit spread represents the premium investors require to compensate for credit risk19 

over and above the yields on U.S. Treasury securities. The total interest rate on a20 

corporate bond equals the sum of the Treasury yield and the credit spread.21 



Prefiled Direct Testimony Exh. JLM-1CT 
(Confidential) of Page 69 of 90 
Jamie L. Martin 

Q. Did PSE calculate short- and long-term debt costs in the same manner for the1 

proposed MYRP as it did in prior rate cases?2 

A. Yes, PSE’s methodologies for calculating short- and long-term cost of debt projects3 

are consistent with past practice as utilized in prior rate cases.4 

3. Common Equity Cost Rate5 

Q. What annual cost rate does PSE propose for common equity?6 

A. As demonstrated in the Prefiled Direct Testimony of Ann E. Bulkley, Exh. AEB-1T,7 

current market conditions, and peer-utility benchmarks support an authorized ROE8 

between 10.25 percent and 11.25 percent, consistent with the “zone of9 

reasonableness” established under Hope41 and Bluefield.42 PSE proposes an ROE of10 

10.8 percent, which is near the midpoint of this range. This proposed ROE is11 

sufficient to (i) maintain PSE’s financial integrity, (ii) enable PSE to attract capital on12 

reasonable terms, and (iii) ensure returns commensurate with enterprises of13 

comparable risk, while avoiding excessive customer costs.14 

41 Hope Nat. Gas, 320 U.S. at 603 (holding that the end result must maintain financial integrity, attract 
capital, and compensate investors for risk). 

42 Bluefield, 262 U.S. at 692–93 (holding that a fair return must be commensurate with enterprises of 
similar risk and sufficient to maintain credit). 



Prefiled Direct Testimony Exh. JLM-1CT 
(Confidential) of Page 70 of 90 
Jamie L. Martin 

V. PSE’S PROPOSED CAPITAL EXPENDITURES,1 
GROSS CAPITAL ADDITIONS, AND O&M EXPENSES2 

FOR THE MYRP PERIOD 3 

A. Overview of PSE’s Business Planning Processes4 

Q. Please provide an overview of PSE’s financial planning and budgeting processes.5 

A. PSE’s financial planning and budgeting processes produce both annual operating6 

plans and multi-year financial projections. These plans incorporate forecasts of key7 

financial variables, including energy and customer demand, revenue assumptions,8 

power and natural-gas supply costs, depreciation and amortization, other income and9 

expenses, interest expense, and taxes. Together, these forecasts underpin PSE’s10 

strategic planning, resource allocation, and long-term financial management.11 

Q. Are there external factors that affect PSE’s ability to manage toward financial12 

targets?13 

A. Yes. Numerous external factors—many beyond PSE’s control—can materially affect14 

capital spending plans, O&M and capital budgets, and the ability to achieve financial15 

targets such as EBITDA, net income, and credit-metric performance. These factors16 

may include, but are not limited to:17 

• new local, state, or federal legislation, regulations, initiatives,18 
or mandates, including changes in tax law;19 

• increases in customer-driven requests for capital projects that20 
must be completed within constrained timelines, such as new21 
service installations and public-improvement work;22 

• volatility in power and natural-gas commodity costs;23 
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• major unplanned equipment failures affecting PSE assets,1 
interconnected utility systems, or regional markets in which2 
PSE participates;3 

• permitting and siting delays;4 

• price fluctuations and unforeseen project or field conditions;5 

• changes in the timing of plant additions entering service, which6 
influence depreciation, amortization, and accruals for AFUDC;7 

• unforeseen events, including severe weather and other force-8 
majeure circumstances;9 

• changes in financing costs and access to liquidity and capital in10 
the public markets; and11 

• unexpected outcomes in regulatory proceedings.12 

Given the dynamic nature of PSE’s operations and the increasing number of non-13 

controllable external influences, PSE must continuously adapt to evolving 14 

circumstances while providing safe, reliable, and affordable service and operating 15 

within the parameters of the MYRP. Doing so requires disciplined execution, ongoing 16 

investment prioritization, and strong internal controls. Inevitably, these external 17 

factors will cause actual expenditures to diverge from the forecasted amounts 18 

included in the MYRP. 19 

Accordingly, PSE must retain the flexibility to reallocate capital and operating 20 

expenditures in response to non-controllable events—within reasonable guardrails 21 

and consistent with PSE governance and planning processes—so that it can manage 22 

to the projected outcomes of the MYRP while approximating the expenditure levels 23 

authorized by the Commission in this proceeding. 24 
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B. PSE’s Proposed O&M Expenses for the MYRP1 

Q. What is PSE’s level of O&M Expenses over the MYRP Period, and what are the2 

benefits of these O&M forecasts to customers?3 

A. Table 10 below presents PSE’s O&M Expenses over the MYRP Period, identified by4 

rate year.5 

Table 10. Projected O&M Expenses 6 
(Dollars in Millions) 7 

Rate 
Year 1 

Rate 
Year 2 

Rate 
Year 3 

MYRP 
Total 

Operations $747.8 $806.8 $855.4 $2,409.9 

Operations Enablement $124.4 $131.0 $139.2 $394.6 

Corporate Items $51.9 $60.4 $68.4 $180.7 

Total $924.1 $998.2 $1,063.0 $2,985.3

Please see the Ninth Exhibit to the Prefiled Direct Testimony of Jamie L. Martin, 8 

Exh. JLM-10, for additional details regarding O&M expenses over the MYRP Period. 9 

The projected O&M expense levels presented in Table 10 represent the amount 10 

necessary for PSE to deliver on its commitments (i) to provide safe, reliable, and 11 

resilient energy service, (ii) to maintain system safety, reliability, and resiliency, 12 

(iii) to contribute to the state’s clean energy transformation policies, and (iv) to13 

improve customer experience.  14 
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More specifically, the projected O&M expenses in Table 10 address critical areas of 1 

utility operations and enable PSE to fulfill the commitments outlined above. These 2 

key categories of O&M are summarized below:  3 

• System Safety and Reliability: Vegetation management,4 
outage and emergency response, and system operations help5 
limit the number and duration of outages, and maintain system6 
integrity for both electric and gas networks.7 

• Clean and Reliable Energy. Energy resources ensure that8 
customers receive dependable, increasingly clean energy from9 
both existing and new generation facilities. These expenses10 
support ongoing maintenance for natural gas and renewable11 
assets, operational readiness improvements, and advancement12 
toward state clean energy goals. Customers benefit from a13 
reliable, resilient energy supply with a reduced risk of outages.14 

• Safety Investments: Targeted safety investments provide15 
additional personnel for training and compliance, strengthen16 
emergency preparedness, and support regulatory requirements.17 
These efforts help reduce operational hazards, ensure safe18 
energy delivery, and protect customers, communities, and PSE19 
employees and contractors.20 

• Support for Clean Energy and Innovation: Funding for21 
O&M expenses for distributed energy resources, energy22 
innovation, and new resource acquisition activity positions PSE23 
to meet state clean energy targets and integrate new24 
technologies, such as battery storage and community solar, into25 
the grid.26 

• Customer Experience and Engagement: Enhanced customer27 
engagement and transformation strategies ensure that28 
customers have access to easy-to-use tools, assistance29 
programs, and responsive service.30 

• Modern IT and Addressing Technological Obsolescence:31 
Migration to cloud-based platforms, upgrades to SAP S/432 
HANA, and major software renewals are foundational for a33 
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secure, scalable, and efficient utility. These IT investments 1 
directly address technological obsolescence, supporting both 2 
operational excellence and customer-facing enhancements. 3 

Q. What subcategories of O&M expenses would fall within each of the three4 

categories in Table 10?5 

A. The Operations category represents approximately 81 percent of the total O&M6 

expenses projected by PSE over the MYRP. Subcategories within the Operations7 

category include projected O&M Expenses for energy operations, energy resources,8 

resource acquisition, customer experience, and information technology groups within9 

PSE.10 

The Operations Enablement category represents approximately 13 percent of the total11 

O&M expenses projected by PSE over the MYRP. Subcategories within the12 

Operations Enablement category include finance, legal, human relations, real estate,13 

procurement, and regulatory affairs groups within PSE. Projected O&M expenses14 

within the Operations Enablement category are vital to supporting operations and15 

ensuring that PSE and its employees and contractors remain compliant with ever-16 

evolving regulations and requirements.17 

The Corporate Items category represents approximately 6 percent of the total O&M18 

expenses projected by PSE over the MYRP. Subcategories within the Corporate Items19 

category include O&M expenses for a range of items, such as overheads20 

(e.g., employee medical and other benefits), Washington State sales taxes, bad debts,21 
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payment processing fees, insurance premiums, storm-related expenses, damage 1 

claims, amortization, and construction support.43 2 

Q. Has PSE prepared a discussion of year-over-year changes in O&M expenses3 

projected by PSE over the MYRP Period?4 

A. Yes. Please see the Tenth Exhibit to the Prefiled Direct Testimony of Jamie L. Martin,5 

Exh. JLM-11, for a discussion of year-over-year changes in O&M expenses projected6 

by PSE over the MYRP Period.7 

C. PSE’s Proposed Capital Expenditures for the MYRP Period8 

Q. What types of capital expenditures has PSE included for the MYRP Period?9 

A. PSE’s capital expenditures over the MYRP Period represent a diverse portfolio of10 

projects designed to improve reliability, resiliency, safety, capacity, and support the11 

clean energy transition. Key areas and customer benefits include the following:12 

• New Resource Acquisition: Capital expenditures for New13 
Resource Acquisition are investments in new wind and solar14 
plants, which are essential for meeting CETA goals, including15 
achieving the mandate to provide greenhouse gas-neutral16 
electricity for the first four-year CETA compliance period that17 
begins January 1, 2030. These projects ensure customers have18 
access to clean, affordable, and reliable energy for years to19 
come.20 

43 Unlike other subcategories within the Corporate Items category, amounts in the construction support 
subcategory appear as a credit and represent amounts received from retail customers through contributions in 
aid of construction (“CIAC”) or amounts received from transmission customers to finance construction 
activities for network upgrades associated with interconnection and transmission service requests under the PSE 
Open Access Transmission Tariff (“OATT”).  
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• Energy Operations: Capital expenditures for Energy 1 
Operations are investments in electric and gas system 2 
upgrades, outage response, maintenance, and proactive system 3 
management. These investments reduce outages, enhance 4 
system resilience, and facilitate rapid restoration following 5 
storms or emergencies. 6 

• Customer Construction & Infrastructure: Capital 7 
expenditures for Customer Construction & Infrastructure are 8 
investments in new and upgraded electric and gas infrastructure 9 
for commercial and residential customers, supporting economic 10 
development and customer satisfaction. 11 

• Reliability and Resiliency: Capital expenditures for 12 
Reliability and Resiliency are for programs such as cable 13 
remediation, circuit modernization, automation, and substation 14 
upgrades that help maintain and, in some cases, improve 15 
reliability metrics (system average interruption duration index 16 
(“SAIDI”) and system average interruption frequency index 17 
(“SAIFI”), reduce outage frequency and duration, and ensure 18 
the grid can withstand extreme weather and emerging threats. 19 

• Public Improvement Projects: Capital expenditures for 20 
Public Improvement Projects are investments to support 21 
community development and regulatory compliance by 22 
relocating infrastructure for municipal projects and responding 23 
to customer requests. 24 

• Safety and Integrity: Capital expenditures for Safety and 25 
Integrity replace aging pipelines, upgrade leak detection, and 26 
enhance emergency response capabilities, all of which protect 27 
public safety and minimize service interruptions. 28 

• Clean Energy and Innovation: Capital expenditures for Clean 29 
Energy and Innovation support distributed energy resources, 30 
community solar, and battery storage projects that expand 31 
customer access to clean energy and support grid 32 
modernization. 33 

• Customer-Facing Upgrades: Capital expenditures for 34 
Customer-Facing Upgrades include conversions to LED, pole 35 
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replacements, and wireless/wireline construction improve 1 
service quality, reduce maintenance costs, and support 2 
customer needs. 3 

• Information Technology: Capital expenditures for 4 
Information Technology projects—including platform upgrades 5 
like SAP S/4 HANA—replace outdated systems and address 6 
technological obsolescence. These investments help ensure the 7 
reliability and security of PSE’s operations, enable more 8 
efficient and responsive customer service, and position the 9 
utility for future innovation. 10 

Q. How do the capital expenditures that PSE will incur over the MYRP Period 11 

support reliability, safety, and the clean energy transition for customers? 12 

A. PSE has focused capital investments on those that will deliver measurable benefits for 13 

customers: 14 

• Reliability: Upgrades to substations, transformers, and 15 
distribution systems reduce the risk of outages, improve 16 
restoration times, and ensure consistent service even during 17 
severe weather or high demand. 18 

• Safety: Replacement of aging infrastructure, enhanced 19 
emergency response, and compliance with federal safety 20 
mandates protect customers and communities from hazards and 21 
ensure safe energy delivery. 22 

• Clean Energy Transition: New wind and solar resources, 23 
battery storage, and distributed energy projects help PSE meet 24 
state clean energy targets, reduce carbon emissions, and 25 
provide customers with more sustainable energy options. 26 

• Customer Experience: Infrastructure improvements, such as 27 
modernized streetlights, expanded grid capacity, and the 28 
replacement of obsolete information technology systems, 29 
support economic growth, improve service quality, and enable 30 
customers to participate in clean energy programs 31 
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Q. What is PSE’s level of capital expenditures over the MYRP Period?1 

A. Table 11 below presents PSE’s capital expenditures over the MYRP Period, identified2 

by rate year.3 

Table 11. Capital Expenditures 4 
(Dollars in Millions) 5 

Rate 
Year 1 

Rate 
Year 2 

Rate 
Year 3 

MYRP 
Total 

Operations $2,628.0 $2,882.0 $3,045.2 $8,555.2 

Operations Enablement $58.1 $139.6 $95.6 $293.3 

Corporate Items – $3.7 – $4.1 – $4.3 – $12.1

Total $2,682.4 $3,017.5 $3,136.5 $8,836.4 

Please see the Eleventh Exhibit to the Prefiled Direct Testimony of Jamie L. Martin, 6 

Exh. JLM-12, for additional details regarding capital expenditures over the 7 

MYRP Period. 8 

Q. Please describe the capital expenditures within the Operations category.9 

A. As indicated in Table 11 above, PSE has $8,555.2 million (approximately10 

96.8 percent of the $8,836.4 million total) in capital expenditures for the MYRP11 

Period that fall within the Operations category. Please see Table 12 below for capital12 

expenditures for Operations over the MYRP Period.13 
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Table 12. Capital Expenditures 1 
(Operations) 2 

(Dollars in Millions) 3 

Rate 
Year 1 

Rate 
Year 2 

Rate 
Year 3 

MYRP 
Total 

New Resource 
Acquisition 

$1,030.2 $1,276.4 $1,337.2 $3,643.8 

Energy 
Operations 

$990.7 $1,024.1 $1,209.5 $3,224.3 

Information 
Technology 

$324.1 $283.4 $265.3 $872.7 

Energy 
Resources 

$165.2 $171.5 $150.2 $486.9 

Clean Energy 
Strategy 

$72.9 $72.0 $22.8 $167.7 

Customer 
Operations 

$44.9 $54.7 $60.3 $159.9 

Total $2,628.0 $2,882.0 $3,045.2 $8,555.3 

Please see the Eleventh Exhibit to the Prefiled Direct Testimony of Jamie L. Martin, 4 

Exh. JLM-12, for additional details regarding capital expenditures over the 5 

MYRP Period. 6 

The projected capital expenditures in Table 12 support the following activities, among 7 

others: 8 

• New Resource Acquisition: Capital expenditures for New9 
Resource Acquisition focus on building new wind and solar10 
generation plants, as well as firm capacity turbines, to meet11 
CETA goals and ensure a reliable energy supply as customer12 
needs grow. These investments are critical for PSE to meet the13 
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requirement to provide greenhouse gas-neutral electricity for 1 
the first four-year CETA compliance period, which begins 2 
January 1, 2030, and to support long-term reliability and clean 3 
energy access for customers. 4 

• Energy Operations: Capital expenditures for Energy 5 
Operations include upgrades and modernization of the electric 6 
and gas systems, cable remediation, circuit modernization, 7 
automation, substation upgrades, and replacement of aging 8 
infrastructure. These projects reduce outages, shorten 9 
restoration times, and strengthen the grid’s resilience to storms 10 
and other threats, ensuring customers receive safe, reliable, 11 
high-quality energy service daily. 12 

• Information Technology: Capital expenditures for 13 
Information Technology address technological obsolescence 14 
and enhancement of PSE’s operations and customer support. 15 
These projects modernize and protect the systems that support 16 
PSE’s operations and customer service, enhance cybersecurity, 17 
and improve digital workplace tools. By replacing outdated 18 
technology, PSE ensures its systems can operate reliably, 19 
maintain data security, and deliver a quality customer 20 
experience. 21 

• Energy Resources: Capital expenditures for Energy Resources 22 
support the ongoing maintenance, safety, and reliability of 23 
existing generation assets, including hydro, wind, and thermal 24 
plants. Projects in this area include dam safety upgrades, 25 
routine maintenance to prevent failures, and regulatory 26 
compliance. These investments help maintain a resilient energy 27 
supply, reduce operational risks, and ensure customers benefit 28 
from dependable, increasingly clean energy. 29 

• Clean Energy Strategy: Capital expenditures for Clean 30 
Energy Strategy support PSE’s long-term resource planning 31 
needs, including electric supply portfolio modeling and electric 32 
resource adequacy analysis, to safeguard customers’ future 33 
supply of clean energy. 34 

• Customer Operations: Capital expenditures for Customer 35 
Operations support strategic investments in customer 36 
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engagement and service capabilities, including improving 1 
specialized customer support for small and large businesses, 2 
facilitating Distributed Energy Resources (DER) such as solar 3 
storage and managed charging, as well as pole services, among 4 
others. These investments will help the company improve 5 
customer service, meet regulatory obligations, and support 6 
economic development in the communities they serve. 7 

In sum, PSE’s capital expenditures over the MYRP Period focus on building and 8 

maintaining the infrastructure needed to deliver safe, reliable, resilient, and clean 9 

energy to customers, while supporting economic growth and community development 10 

across the service area. 11 

D. PSE’s Proposed Gross Utility Capital Additions for the MYRP12 

Q. What level of gross utility capital additions has PSE included in the proposed13 

MYRP?14 

A. Gross utility capital additions represent the cost of adding new assets or improving15 

existing assets that are used and useful in supporting the essential services PSE16 

provides to customers. Table 13 below presents PSE’s gross utility capital additions17 

by rate year for the MYRP Period.18 

Table 13. Gross Utility Capital Additions 19 
(Dollars in Millions) 20 

Rate 
Year 1 

Rate 
Year 2 

Rate 
Year 3 

MYRP 
Total 

Operations $2,349.2 $2,313.6 $1,957.2 $6,620.1 

Operations Enablement $24.0 $94.6 $54.7 $173.3 

Corporate Items – $4.0 – $4.4 – $4.5 – $12.9
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Rate 
Year 1 

Rate 
Year 2 

Rate 
Year 3 

MYRP 
Total 

Total $2,369.3 $2,403.9 $2,007.4 $6,780.5 

Please see the Twelfth Exhibit to the Prefiled Direct Testimony of Jamie L. Martin, 1 

Exh. JLM-13, for additional details regarding gross utility capital additions over the 2 

MYRP Period. 3 

Q. Please describe the gross utility capital additions within the Operations category.4 

A. As indicated in Table 13 above, PSE has $6,620.1 million (approximately5 

97.6 percent of the $6,780.5 million total) of gross utility capital additions during the6 

MYRP Period that fall within the Operations category. Please see Table 14 below for7 

gross utility capital additions for Operations over the MYRP Period.8 

Table 14. Gross Utility Capital Additions 9 
(Operations) 10 

(Dollars in Millions) 11 

Rate 
Year 1 

Rate 
Year 2 

Rate 
Year 3 

MYRP 
Total 

Energy 
Operations 

$985.1 $978.7 $1,068.8 $3,032.7 

New Resource 
Acquisition 

$918.6 $634.7 $301.3 $1,854.6 

Information 
Technology 

$217.8 $392.2 $260.2 $870.3 

Energy Resources $185.3 $160.2 $179.4 $524.9 

Clean Energy 
Strategy 

$7.2 $111.6 $78.6 $197.3 

Customer 
Operations 

$35.3 $36.2 $68.9 $140.3 
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Rate 
Year 1 

Rate 
Year 2 

Rate 
Year 3 

MYRP 
Total 

Total $2,349.3 $2,313.6 $1,957.2 $6,620.1 

Please see the Twelfth Exhibit to the Prefiled Direct Testimony of Jamie L. Martin, 1 

Exh. JLM-13, for additional details regarding gross utility capital additions over the 2 

MYRP Period. 3 

VI. PSE’S HISTORICAL ABILITY TO MANAGE O&M EXPENSES4 
AND CAPITAL EXPENDITURES 5 

A. Management of O&M Expenses6 

Q. How well has PSE managed O&M expenses?7 

A. As compared to peer utilities of comparable size and/or in the same region, PSE’s8 

O&M expenses per customer are low, putting PSE in the lowest quartile for O&M9 

expenses per customer, as shown in Figure 7 below.10 
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Figure 7. O&M Expense per Customer of PSE and 1 
Utilities of Comparable Size and/or in the Same Region 2 

3 

Note: O&M excludes "Purchased Fuel", "Fuel", and "Purchased Gas" from the Power 4 
Production Expense category. 5 

Q. How has PSE achieved this place within the first quartile for O&M expenses per6 

customer of utilities of comparable size and/or in the same region?7 

A. PSE’s business is complex and ever-changing, requiring agile systems and processes.8 

PSE has historically used a broad-based approach to managing operating and9 

maintenance expenses. As illustrated in Figure 8 below, PSE has managed the growth10 

of O&M expenses per customer (excluding low-income and Commission fees) to a11 

compound annual growth rate of 1.12 percent over the 2016-2025 period.12 

Additionally, PSE’s growth in O&M expenses recovered in base rates has increased at13 
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Q. What specific actions has PSE taken to manage O&M expenses for the proposed1 

MYRP Period?2 

A. In addition to the existing planning processes, budget controls, and performance3 

metric management, PSE continues to look for ways to reduce O&M expenses4 

through process efficiencies, automation, and outsourcing, where possible. Specific5 

examples include, but are not limited to, a formal headcount approval process for6 

both backfilled and new positions; a 20% reduction in internal IT staff to reduce7 

costs; and additional savings and increased efficiency through the outsourcing of8 

certain IT functions. Additionally, in Energy Operations, negotiations with third-party9 

service providers have yielded only modest price increases over the past few years.10 

B. Management of Capital Expenditures11 

Q. How well has PSE managed capital expenditures?12 

A. PSE’s capital expenditures per customer are also in the lowest quartile of performance13 

when compared to peer utilities of comparable size and/or in the same region, as14 

shown in Figure 9 below.15 
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Figure 9. Capital Expenditures per Customer of PSE and 1 
Utilities of Comparable Size and/or in the Same Region 2 

3 

Q. How has PSE achieved this place within the first quartile for O&M expenses per4 

customer of utilities of comparable size and/or in the same region?5 

A. PSE’s capital expenditure management practices include planning processes, budget6 

controls, project oversight, and performance metrics. PSE continues to deliver7 

customer value at authorized expenditure levels while remaining flexible to respond8 

to a complex, ever-changing business environment. As illustrated in Figure 10 below,9 
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and guidance that occurred midyear. These accelerated capital expenditures will likely 1 

generate hundreds of millions of dollars in tax credits that directly benefit customers. 2 

VII. AFFILIATE AND SUBSIDIARY3 
TRANSACTIONS REPORT4 

Q. Has PSE filed its annual affiliate and subsidiary transaction report with the5 

Commission?6 

A. Yes. On April 30, 2025, PSE filed its 2024 Affiliated Interest and Subsidiary7 

Transaction Report in Dockets UG-250310 and UE-250309 in accordance with the8 

requirements of WAC 480-90-264 and WAC 480-100-264, respectively. Please see9 

the Thirteenth Exhibit to the Prefiled Direct Testimony of Jamie L. Martin, Exh. JLM-10 

14, for a copy of the 2024 Affiliated Interest and Subsidiary Transaction Report filed11 

with the Commission in Dockets UG-250310 and UE-250309.12 

Q. Has PSE supplemented the 2024 Affiliated Interest and Subsidiary Transaction13 

Report to include any affiliate and subsidiary transactions during the test period14 

(i.e., the 12 months ended June 30, 2025)?15 

A. Yes. WAC 480-07-510(3)(g) requires a public service company’s testimony and16 

exhibits to supplement, as necessary, the annual affiliate and subsidiary transaction17 

reports to include all such transactions during the test period. Please see the18 

Fourteenth Exhibit to the Prefiled Direct Testimony of Jamie L. Martin, Exh. JLM-15,19 

for a copy of a supplemented affiliated interest and subsidiary transaction report that20 

covers the test period (i.e., the 12 months ended June 30, 2025).21 



Prefiled Direct Testimony Exh. JLM-1CT 
(Confidential) of Page 90 of 90 
Jamie L. Martin 

VIII. CONCLUSION1 

Q. Does this conclude your prefiled direct testimony?2 

A. Yes, it does.3 




