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I. INTRODUCTION 4 

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

Energy, Inc. 6 

A. My name is Brennan D. Mueller, and my business address is 355 110th Avenue NE, 7 

Bellevue, Washington 98004. I am the Manager of Power Costs & Energy Analysis 8 

for Puget Sound Energy, Inc. (“PSE”). 9 

Q. Have you prepared an exhibit describing your education, relevant employment 10 

experience, and other professional qualifications? 11 

A. Yes, I have. It is Exh. BDM-2. 12 

Q. What are your duties as Manager Power Costs & Energy Analysis? 13 

A. As Manager Power Costs & Energy Analysis, my primary responsibilities include: 14 

i. providing analytical support and performance reporting for 15 
PSE’s Energy Supply Merchant operations, and 16 

ii. forecasting power costs and natural gas supply costs for PSE 17 
financial planning and regulatory filings. 18 

Q. Please summarize the contents of this prefiled direct testimony. 19 

A. First, this prefiled direct testimony provides background information regarding PSE’s 20 

Power Cost Adjustment (“PCA”) mechanism. Then, this prefiled direct testimony 21 
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describes PSE’s power cost results for the 2025 PCA period, including discussion of 1 

PSE’s 2025 resource portfolio, the primary drivers of PSE’s 2025 under-recovery, and 2 

analysis of resource-level variances between actual results and the forecast included 3 

in the PCA variable baseline rate for 2025. This prefiled direct testimony then 4 

discusses the impacts of Washington’s Climate Commitment Act (“CCA”) Cap-and-5 

Invest Program on PSE’s electric operations and power costs during 2025.  6 

II. BACKGROUND REGARDING THE PCA MECHANISM 7 

Q. Why does PSE have a PCA mechanism? 8 

A. Volatility in wholesale energy markets, coupled with variations in power supply and 9 

retail demand, always causes differences between the actual cost of PSE’s power 10 

supply portfolio and the costs recovered in customer rates. The PCA mechanism 11 

seeks to balance the risk of such power cost differences between customers and PSE 12 

by providing a method to share costs and benefits when power costs deviate 13 

significantly from those embedded in rates. The PCA mechanism took effect on July 14 

1, 2002, following a settlement agreement stemming from PSE’s 2001 general rate 15 

case. As part of PSE’s 2013 power cost-only rate case, Docket UE-130617, PSE and 16 

the parties to that proceeding initiated a collaborative process to address issues 17 

relevant to the PCA mechanism. That process led to a multiparty settlement that 18 

altered certain elements of the PCA. The Commission approved the multiparty 19 

settlement, and changes became effective on January 1, 2017. 20 
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Q. How does the PCA mechanism work? 1 

A. The PCA mechanism accounts for differences in PSE’s actual power costs relative to 2 

the forecasted power cost baseline recovered in rates. The costs or benefits of such 3 

variances are shared between PSE and customers according to three graduated levels 4 

of power cost variance, or bands. The dead band includes the first $17 million of 5 

power cost variance (positive or negative). Within the dead band, 100 percent of costs 6 

or benefits are retained by PSE. The first sharing band includes power cost variances 7 

ranging from $17 to $40 million (positive or negative). Within this band, costs (under-8 

recoveries) are shared 50 percent with PSE and 50 percent with customers, while 9 

benefits (over-recoveries) are shared 35 percent with PSE and 65 percent with 10 

customers. The second sharing band includes power cost variances of $40 million or 11 

more (positive or negative). All variances in this band are shared 10 percent to PSE 12 

and 90 percent to customers, regardless of whether they are costs (under-recoveries) 13 

or benefits (over-recoveries). 14 

Customers’ share of power cost variances is accounted for each year and deferred 15 

until the cumulative balance in the deferral account triggers a refund or a surcharge. A 16 

customer surcharge is currently in place to recover the customers’ share of 17 

accumulated imbalances, including a portion of the 2025 under-recovery discussed 18 

herein. PSE’s 2025 under-recovery was largely the result of factors that were known 19 

and expected to continue at the time PSE filed its prior PCA annual report in April 20 

2025. Given the anticipated magnitude of the customer deferral balance, PSE 21 

requested – and the Commission approved – a rate surcharge to collect the estimated 22 
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2025 customer deferral beginning in October 2025. The estimated 2025 PCA 1 

imbalance at that time was  $131.2 million, an under-recovery of $93.6 million 2 

(customer share before interest). PSE’s actual 2025 under-recovery of $195.3 million 3 

($151.2 million customer share) exceeded the earlier estimate, largely due to 4 

continued low power prices and reduced secondary sales revenue relative to the 5 

forecast. The Prefiled Direct Testimony of Tyler J. Pavel, Exh. TJP-1T, contains 6 

further information regarding accounting for the cumulative imbalance and PSE’s 7 

proposal for recovery of the additional customer deferral[BM1.1]. 8 

Q. What was the basis for power costs included in rates during calendar year 2025? 9 

A. The PCA baseline rate established in PSE’s 2024 general rate case, which was based 10 

on a forecast of variable power costs during calendar year 2025, took effect on 11 

January 29, 2025, and remained in effect for the rest of 2025. For the first 28 days of 12 

calendar year 2025, the effective PCA baseline rate remained the rate established in 13 

PSE’s 2024 Power Cost Update in Docket UE-230805, which was based on a forecast 14 

of variable power costs during calendar year 2024. As discussed further below, this 15 

mismatch between the forecast periods used to establish baseline rates and the periods 16 

during which such rates were in effect contributed approximately $9.4 million to 17 

PSE’s 2025 under-recovery.  18 
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III. 2025 PCA PERIOD POWER COSTS 1 

A. Management of PSE’s Power Costs and Electric Supply Portfolio 2 

Q. What strategies does PSE employ to manage its power supply portfolio and 3 

power costs? 4 

A. PSE’s Energy Supply Merchant department uses a combination of least cost dispatch, 5 

resource optimization, and portfolio hedging to manage power supply costs while 6 

meeting reliability requirements and the objectives of Washington State’s Clean 7 

Energy Transformation Act (“CETA”) and the CCA.  8 

Q. What is least-cost dispatch? 9 

A. Each day, PSE’s Energy Supply Merchant department plans for sufficient electric 10 

supply to meet forecasted day-ahead demand for electricity using the least cost 11 

resources available—subject to reserve requirements, various transmission or 12 

generation constraints, and considerations regarding CETA compliance. The strategy 13 

seeks to minimize total portfolio costs while maintaining system reliability and 14 

compliance with legal, policy, and regulatory obligations. Importantly, the strategy 15 

aims to minimize total portfolio costs for customers, which may differ from 16 

minimizing power costs tracked in PSE’s PCA mechanism. For example, during 17 

2025, the portfolio costs reflected in PSE’s dispatch decisions included the estimated 18 

cost of emissions obligations pursuant to the CCA and variable operations and 19 

maintenance expenses associated with running its natural gas-fueled generators – 20 

even though neither of these costs was included in PCA variable costs during 2025. 21 
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Q. Please explain optimization. 1 

A. The variable nature of PSE’s load and resources, including short-term market 2 

purchases, coupled with the need to plan for peak demand, means available resource 3 

capacity often exceeds that required to serve retail demand at a particular point in 4 

time. The Energy Supply Merchant department seeks to maximize the value of PSE’s 5 

electric portfolio assets by selling transmission, generation, and natural gas pipeline 6 

capacity into regional wholesale markets when it is not needed to meet PSE demand. 7 

The benefits of these portfolio optimization activities directly reduce PSE’s power 8 

costs, helping offset the net cost of energy supply used to serve customers. All 9 

portfolio optimization activities are conducted in accordance with PSE’s Policies and 10 

Procedures. 11 

Q. How does PSE use portfolio hedging to manage power supply costs? 12 

A. The objective of PSE’s hedging program is to reduce the impact of commodity price 13 

volatility on power costs. PSE does not enter risk positions for the purpose of earning 14 

trading profits. PSE’s risk management strategy for hedging market price exposure is 15 

outlined in PSE’s Policy and Procedures, generally organized into two time periods: 16 

(1) Programmatically Managed Hedge Period. The 17 
Programmatically Managed Hedge period begins well in 18 
advance of delivery, and PSE systematically reduces portfolio 19 
exposure to market price movements during this period. 20 

(2) Actively Managed Hedge Period. The Actively Managed 21 
Hedge period begins closer to the delivery date. During this 22 
period, PSE monitors positions daily, and authorized traders 23 
execute transactions to manage exposure within monthly and 24 
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annual limits established by PSE’s Energy Management 1 
Committee. 2 

Q. What governance structures oversee PSE’s power cost management activities 3 

and wholesale market transactions? 4 

A. PSE’s Energy Supply Merchant is responsible for the development and 5 

implementation of portfolio management strategies and wholesale power and gas 6 

market transactions.  7 

PSE’s official risk positions and credit analyses are performed by PSE’s Energy Risk 8 

Control department. The Director of Energy Risk Control and Analytics leads the 9 

Energy Risk Control. 10 

The Energy Management Committee is composed of five PSE officers and oversees 11 

the activities of both the Energy Supply Merchant and Energy Risk Control 12 

departments. The Energy Management Committee authorizes contracts and resource 13 

acquisitions and provides direction on portfolio risk matters. Governing documents 14 

include PSE’s Energy Risk Policy (“Policy”) and Energy Supply Transaction & 15 

Hedging Procedures Manual (“Procedures”). PSE’s Policy and Procedures outline the 16 

policies governing PSE’s energy portfolio management practices and define the roles 17 

and responsibilities of various departments. PSE’s Board of Directors provides 18 

executive-level oversight of portfolio risk and other matters through its Audit 19 

Committee.  20 
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B. PSE’s 2025 PCA Period Power Supply Resources 1 

Q. Were there changes to PSE’s electric supply resources during the 2025 PCA 2 

Period relative to those included in the baseline rate? 3 

A. PSE’s resource portfolio changed materially during 2025 relative to the forecast 4 

included in rates due to the addition of the Grays Harbor Energy Center Tolling 5 

Agreement (the “Grays Harbor Tolling Agreement”). All other power generation 6 

resources and power purchase agreements in PSE’s actual 2025 portfolio were 7 

included in the forecast portfolio. Nevertheless, the actual sources and quantities of 8 

energy supply available to PSE varied from the forecast due to changes in demand, 9 

variable resource production (wind and hydroelectric), and differences in the market 10 

prices of natural gas and electricity, which drive changes in the utilization of natural 11 

gas-fueled generators. Changes in retail demand and output from PSE’s generation 12 

resources drive changes in the volume of power PSE must purchase or can sell in 13 

wholesale electricity markets.  14 

Table 1 below provides a comparison of the energy volumes used to serve demand 15 

during 2025 relative to the forecasted resource volumes reflected in rates.  16 

Table 1. Actual 2025 Energy Supply Volumes Versus Forecast 

 Actual Rates Variance 

Coal-fueled generation 
(Colstrip) 

2,247,596 2,408,519 (160,923) 

Natural gas-fueled generation 10,416,221 9,898,231 517,990 

Long-term contracts (PPAs) 8,111,323 8,109,543 1,780 
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Table 1. Actual 2025 Energy Supply Volumes Versus Forecast 

 Actual Rates Variance 

Hydroelectric (PSE-owned + 
Mid-Columbia contracts) 

5,875,224 6,571,188 (695,964) 

Wind (PSE-owned) 1,923,937 2,141,305 (217,368) 

Net market purchases & sales (7,173,339) (6,722,624) (450,715) 

Total supply (load, before 
system losses) 21,400,962 22,406,162 (1,005,200) 

Lower-than-forecast output from PSE’s coal, hydro, and wind resources during 2025 1 

was partially offset by higher production from natural gas-fueled generators. 2 

However, the increase in generation from natural gas plants was due entirely to the 3 

addition of the Grays Harbor Tolling Agreement (which was not included in the 4 

forecast used to establish rates), rather than to more favorable plant economics. 5 

Excluding the Grays Harbor Tolling Agreement, generation from natural gas plants in 6 

2025 would have totaled only 7,216,324 MWh, approximately 27 percent below the 7 

forecast. Lower total load (retail demand) also contributed to an increase in net 8 

wholesale market sales relative to the forecast. 9 

C. PSE’s 2025 PCA Period Power Costs 10 

Q. How did PSE’s actual power costs for the 2025 PCA period compare to power 11 

costs recovered in rates?  12 

A. During the 2025 PCA Period, PSE recovered $1,192.2 million of power costs through 13 

the PCA variable baseline rate and incurred actual allowable power costs 14 
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of $1,387.5 million. This $195.3 million under-recovery is outside the $17 million 1 

dead band, so that PSE will share a portion of these costs with customers according to 2 

the PCA sharing bands. The customer share of the 2025 PCA under-recovery (before 3 

interest) is $151.2 million. 4 

Q. Why do actual power costs differ from those set in rates? 5 

A. The actual cost of power delivered to PSE’s system will always differ from the 6 

forecasted costs included in rates because actual power costs reflect the realized 7 

outcome of multiple power cost variables, many of which are weather-dependent or 8 

otherwise difficult to predict with precision. These variables include: 9 

i. retail customer demand (load), 10 

ii. the supply of hydroelectric energy,  11 

iii. output from variable energy resources such as wind and solar, 12 

iv. unplanned generation outages and the timing of planned 13 
outages, 14 

v. transmission and natural gas transportation constraints, 15 

vi. market energy prices, which are themselves influenced by the 16 
variables listed above, and 17 

vii. new resources not included in rates. 18 

Also, while power costs included in rates are estimated “as closely as possible to 19 

costs that are reasonably expected to be actually incurred,” estimates are limited by 20 

regulatory normalizing assumptions. Specifically, rates established in PSE’s 2025 21 
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Power Cost Update reflect expected normal conditions for power cost variables by 1 

utilizing: 2 

i. a weather-normalized retail demand forecast, 3 

ii. median hydroelectric generation based on 30 years of historical 4 
streamflow data, 5 

iii. forecasts of long-term average wind generation, 6 

iv. historical average generator forced outage rates, 7 

v. gas prices equal to a historical three-month average of forward 8 
market prices, and 9 

vi. model-generated market electricity prices, which relied upon 10 
normalized assumptions for demand, variable resource output, 11 
and generator availability throughout the Western Interconnect. 12 

Q. What drove the large difference between PSE’s actual power costs and power 13 

costs recovered in rates during the 2025 PCA Period? 14 

A. During 2025, PSE’s total actual power costs were $195.3 million higher than power 15 

costs recovered in rates. This under-recovery resulted from actual allowable costs that 16 

were $183.7 million higher than forecast rates, combined with baseline rate revenue 17 

that was $11.6 million lower than forecast. Lower baseline rate revenue was primarily 18 

due to the 2025 forecasted baseline rate not becoming effective until January 29, 19 

2025. Actual costs were higher than those included in rates, largely because net 20 

benefits from wholesale sales of surplus generation were lower than forecast, driven 21 

by wholesale market prices that were much lower than forecast. Additionally, the cost 22 

of the Grays Harbor Tolling Agreement, low output from PSE’s hydro and wind 23 
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assets, and increased transmission expense contributed significantly to the 2025 1 

under-recovery.  2 

Q. Please summarize PSE’s total actual 2025 power costs relative to the costs 3 

included in rates and the 2025 PCA under-recovery. 4 

A. Table 2 The following provides a comparison of 2025 actual power costs with those 5 

included in rates by resource type, and the impact of load variance on baseline rate 6 

revenue. These variances, totaling $195.3 million, constitute the under-recovery and 7 

are discussed in more detail below. 8 

Table 2. Actual 2025 PCA Costs and 
Revenue Versus Amounts in Rates 

($ in millions) 

 Actual Rates Variance 

Coal fuel $56.9  $54.4 $2.4 

Natural gas fuel and 
transportation 

$286.7  $369.5 ($82.8) 

Long-term contract purchases $1,158.2 $1,005.9 $152.3 

Net market purchases & sales ($315.8) ($400.0) $84.2  

Transmission $196.9 $169.4 $27.5 

Other PCA items $4.6 $4.6 $0.0 

Total PCA variable cost $1,387.5 $1,203.8 $183.7 

PCA revenue from delivered 
load 

($1,192.2) ($1,203.8) $11.6 

2024 PCA under-recovery $195.3 $0.0 $195.3 
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Figure 1 below shows monthly actual 2025 power costs compared to power costs in 1 

rates as well as the monthly actual PCA under or (over) recovery. 2 

Figure 1. Monthly Actual 2025 PCA Costs and  3 
Revenue Versus Amounts in Rates 4 

($ in millions) 5 

 6 

D. 2025 PCA Variance Discussion 7 

1. Baseline Rate Effective Date 8 

Q. What impact did the effective date for rates have on the 2025 PCA under-9 

recovery?  10 

A. The new baseline rate for 2025 became effective on January 29, 2025, resulting in 11 

PCA revenue that was $9.4 million lower than it would have been if the 2025 forecast 12 

baseline rate had been effective on January 1. The lower 2024 baseline rate of $53.97 13 

per MWh, rather than $58.61 per MWh, applied to the delivered retail load of 14 

2,044,694 MWh over the first 28 days in January.  15 

 $(20)
 $-

 $20
 $40
 $60
 $80

 $100
 $120
 $140
 $160
 $180

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

Monthly actual PCA power costs Monthly PCA power costs in rates under / (over) recovery



 

  

Prefiled Direct Testimony Exh. BDM-1T 
(Nonconfidential) of Page 14 of 24 
Brennan D. Mueller 

2. Market prices 1 

Q. How did actual 2025 market energy prices compare to the prices assumed in 2 

rates? 3 

A. Actual Mid-Columbia power prices were significantly lower than prices assumed in 4 

rates during 2025, in part because temperate weather throughout the year contributed 5 

to lower regional demand than anticipated. Throughout 2025, actual natural gas prices 6 

were also consistently much lower than prices assumed in rates. Figure 2 and Figure 3 7 

compare actual 2025 market energy prices to the forecasts in rates for electricity and 8 

natural gas, respectively. 9 

Figure 2. 2025 Actual Mid-Columbia 10 
Power Prices Versus Power Prices in Rates 11 

($/MWh) 12 
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Figure 3. 2025 Actual Sumas Gas Prices 1 
Versus Sumas Gas Prices in Rates 2 

($/MMBtu) 3 

 4 

3. Retail Demand 5 

Q. How did variances in actual retail demand impact PSE’s 2025 PCA under-6 

recovery? 7 

A. Differences between actual and forecasted demand impact power cost recovery in two 8 

different, partially offsetting ways. First, lower demand decreases PSE’s actual power 9 

costs because it decreases the amount of energy that must be purchased in the 10 

wholesale market and/or increases the amount of surplus energy that can be sold in 11 

the wholesale market. Second, lower demand reduces retail sales, thereby decreasing 12 

revenue collected under the power cost baseline rate.  13 

PSE’s actual total load in 2025 was approximately 4.5 percent (1,005,200 MWh) 14 

lower than the forecasts included in rates during 2025. Relatively temperate 15 
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forecast. Distribution and transformation losses on PSE’s system were also 17 
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considerably lower than forecast. This reduction in total load reduced actual 2025 1 

power costs by up to roughly $30 million (based on flat Mid-C power prices, which 2 

likely overstate true savings). Lower delivered load to retail customers reduced 3 

baseline rate revenue by only about $2.2 million. 4 

4. Colstrip 5 

Q. How did actual coal fuel costs compare to costs in rates during the 2025 PCA 6 

Period? 7 

A. Actual fuel cost for PSE’s Colstrip Units 3 and 4 was $2.4 million higher than the 8 

cost included in rates for 2025. This cost variance resulted from higher-than-forecast 9 

fuel prices despite lower generation. Actual Colstrip output in 2025 was 6.7 percent 10 

(160,923 MWh) lower than forecasted generation due to forced outages during the 11 

year.  12 

5. Natural Gas Generation and Fuel Supply 13 

Q. Why were the actual 2025 natural gas fuel and transportation costs lower than 14 

the costs included in rates? 15 

A. Two factors drove the variance between actual and forecasted natural gas fuel costs:  16 

(1) lower power and gas prices, and 17 

(2) the addition of the Grays Harbor Tolling Agreement, which 18 
was not included in PSE’s forecast resource portfolio.  19 
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Excluding the new tolling agreement, total actual natural gas fuel costs during 2025 1 

were 38 percent ($141.3 million) lower than forecast costs, while output from gas-2 

fueled resources was 32 percent (3,152,618 MWh) lower than forecast. Lower total 3 

costs resulted from lower fuel costs, driven by lower gas prices, and lower total fuel 4 

consumption. Lower natural gas prices led to average fuel costs for these resources 5 

that were lower than forecast. Actual per-unit fuel cost for PSE’s gas-fired resources 6 

in 2025 was $31.62 per MWh compared to $37.33 per MWh in rates. Lower fuel 7 

costs relative to power prices (effectively the market heat rate) have historically made 8 

it more economical to run the facilities. However, in 2025, the added cost of carbon 9 

emissions and very low market prices led to PSE’s gas-fired generators being less 10 

economic to run than forecast. Figure 4 and Figure 5 below show PSE’s actual natural 11 

gas-fired generation and market heat rates relative to the forecast for 2025. 12 

Figure 4. 2025 Actual Gas Generation Excluding Grays Harbor Versus 13 
Gas Generation in Rates 14 

(MWh) 15 
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Figure 5. 2025 Actual Flat Market Heat Rates Versus 1 
Flat Market Heat Rates Assumed in Rates 2 

(MMBtu/MWh) 3 

 4 
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forecast and resulting reductions in plant utilization and energy value relative to what 1 

would have been forecasted. If actual power prices had been as forecast in the rates, 2 

the energy benefit of the Grays Harbor Tolling Agreement would have 3 

been $200.7 million, rather than the actual benefit of $139.5 million, resulting in a net 4 

power cost increase of only $34.4 million. 5 

6. Long-Term Contracts (Power Purchase Agreements) 6 

Q. How did PSE’s power purchase agreements (“PPA”) affect power costs during 7 

the 2025 PCA Period? 8 

A. In 2025, the total actual cost of PSE’s electric supply from PPAs was $558.8 million, 9 

approximately 3.6 percent lower than the $579.3 million forecast. During 2025, PSE 10 

received 8,111,323 MWh from PPAs (excluding Mid-C hydroelectric contracts), 11 

which was 1,780 MWh above forecast (8,109,543 MWh). The average PPA price in 12 

the forecast was $71.44 per MWh, while the actual price in 2025 was $68.89 per 13 

MWh. 14 

Q. How did Mid-C hydroelectric contract costs and supply volumes affect 2025 15 

power costs? 16 

A. The actual cost of PSE’s Mid-C hydroelectric contracts in 2025 was approximately 17 

$3.7 million lower than the amount forecasted in rates. This variance in the cost of 18 

PSE’s Mid-C hydroelectric contracts was due to lower variable charges stemming 19 

from lower hydroelectric generation. Actual output from Mid-C hydroelectric 20 

contracts, however, was 11.8 percent (669,953 MWh) below forecasted normal 21 
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volumes for 2025. This lower hydroelectric generation relative to the forecast 1 

increased 2025 power costs (via changes in the net volume of wholesale market 2 

purchases and sales) by approximately $31.5 million. 3 

7. PSE Wind and Hydro 4 

Q. How did output from PSE-owned wind and hydroelectric resources affect power 5 

costs in 2025? 6 

A. There are no fuel or purchased power costs associated with PSE-owned wind and 7 

hydroelectric assets, so there are no direct cost variances associated with these 8 

resources in the 2025 actual PCA results relative to the forecast. Instead, variances in 9 

the output of PSE’s wind and hydroelectric resources drive changes in PSE’s market 10 

purchases and sales relative to the forecast in rates. Each MWh that is not generated 11 

by a wind or hydroelectric resource requires PSE to purchase (or not sell) one MWh 12 

in the market.  13 

Actual output from PSE’s wind resources in 2025 was 10.2 percent (217,368 MWh) 14 

below the wind generation forecast in 2025. Lower generation from wind resources 15 

increased the cost of wholesale market purchases by about $11.0 million (based on 16 

actual monthly flat Mid-C power prices). 17 

Actual output from PSE-owned hydroelectric resources in 2025 was 2.9 percent 18 

(26,011 MWh) lower than the generation forecast in rates for 2025. Lower PSE-19 

owned hydro generation resulted in a $2.8 million increase to the cost of wholesale 20 

market purchases (based on monthly flat Mid-C power prices). 21 
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8. Market Purchases and Sales 1 

Q. How did PSE’s wholesale electric market activity during the 2025 PCA Period 2 

compare to the forecast? 3 

A. In 2025, the net cost of PSE’s actual electric market sales and purchases was 4 

$84.2 million higher than forecast. Both differences between forecasted and actual 5 

market prices and differences between forecasted and actual electric supply and 6 

demand volumes drove this variance. Volumetric differences resulted from variances 7 

in coal, natural gas, hydro, and wind production discussed above. PSE forecasted net 8 

sales for the year of 6,722,624 MWh, while actual net sales were 7,173,339 MWh, a 9 

6.7 percent increase. However, this apparent increase in sales volumes is entirely due 10 

to the addition of the Grays Harbor Tolling Agreement, which was not included in the 11 

forecast. Absent the Grays Harbor Tolling Agreement, net sales for the year would 12 

have been only 3,973,44 MWh, or more than 40 percent below forecast. Lower-than-13 

forecast net wholesale sales revenue was further negatively affected by lower-than-14 

forecast power prices, which reduced revenue per unit of net sales. Actual Mid-C 15 

prices averaged $42.55 per MWh in 2025, well below PSE’s forecast of $60.19 per 16 

MWh.  17 
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9. Purchased Transmission Expense 1 

Q. How did actual transmission expense vary from the amount in rates during the 2 

2025 PCA Period? 3 

A. During 2025, the total net cost of PSE transmission purchases was $27.5 million 4 

higher than the forecast in rates. Approximately $7.6 million of this variance was due 5 

to firm transmission purchased to support delivery of output associated with the 6 

Grays Harbor Tolling Agreement. The remaining variance was predominantly due to 7 

an unanticipated 25 percent increase in Bonneville Power Administration 8 

transmission rates that took effect on October 1, 2025. Short-term transmission 9 

purchases to support the delivery of PSE’s Beaver Creek wind facility also 10 

contributed to the higher 2025 transmission expense. 11 

E. Effect of CCA on 2025 power costs 12 

Q. Did the CCA cap-and-invest program impact PSE’s 2025 power cost results? 13 

A. Yes. The CCA cap-and-invest program requires PSE to obtain an emissions allowance 14 

for each metric ton of CO2 equivalents (MTCO2e) emitted from its power plants 15 

located in Washington, as well as for the emissions associated with electricity 16 

imported into Washington by PSE. To mitigate the cost impacts of this program, the 17 

Department of Ecology allocates no-cost allowances for emissions associated with 18 

electricity used by PSE to serve retail demand. PSE therefore expected that 19 

allowances would need to be purchased to cover the emissions associated with its 20 

secondary market sales. This means that generation can be economically dispatched 21 
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for secondary sales only if the revenue from those sales is sufficient to cover both 1 

traditional variable costs (primarily fuel) and the anticipated cost of emissions 2 

allowances. Consideration of this additional cost in resource dispatch decisions 3 

reduced 2025 output, emissions, and fuel costs associated with PSE’s gas-fueled 4 

generators relative to how they would have been dispatched absent the cap-and-invest 5 

program. However, this change in resource dispatch also reduced the volume of 6 

PSE’s secondary market sales and the revenue from such sales that otherwise would 7 

have reduced actual 2025 variable power costs.  8 

Q. Has PSE quantified the impact of the CCA cap-and-invest program on 2025 9 

power costs? 10 

A. Yes. PSE estimates that considering emissions allowance costs in its resource 11 

dispatch decisions increased actual 2025 power costs by approximately $57.9 million. 12 

This increase is the net result of an estimated $113.3 million reduction in secondary 13 

sales revenue offset by only $55.4 million in avoided fuel costs.  14 

Q. Why did consideration of emissions allowance costs in PSE’s resource dispatch 15 

decisions increase 2025 power costs? 16 

A. Only the indirect costs of the CCA cap-and-invest program, or the net impact of the 17 

reduction to secondary sales revenue and reduction to fuel costs described above, are 18 

included in PSE’s actual 2025 PCA results. Direct emissions allowance costs were not 19 

included in the PCA definition of variable power costs during 2025. Therefore, while 20 

consideration of emissions allowance costs in PSE’s resource dispatch decisions did 21 

reduce total expected costs, the savings associated with avoided emissions allowance 22 
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purchases are not included in 2025 PCA results. PSE’s consideration of emissions 1 

allowance costs in resource dispatch decisions reduced 2025 CO2 emissions by 2 

approximately 1,487,000 MTCO2e and avoided approximately $94.7 million of 3 

emissions allowance costs. Expected reductions to the direct cost of emissions 4 

allowance purchases, therefore, more than offset the estimated $57.9 million increase 5 

to PCA power costs. And while PCA sharing bands will require PSE to share a 6 

portion of the higher power costs incurred to reduce emissions, 100 percent of the 7 

savings will benefit customers by reducing direct CCA compliance costs. 8 

Q. How did PSE estimate the indirect power cost impacts from considering 9 

emissions allowance costs in its dispatch decisions? 10 

A. The actual indirect costs of including emissions allowance costs in dispatch decisions 11 

are embedded in actual 2025 secondary sales revenue and natural gas fuel costs. Such 12 

indirect costs are therefore estimated using a counterfactual model to determine what 13 

PSE’s power costs would have been had plants been dispatched without considering 14 

the cost of emissions allowances. Please see the Second Exhibit to the Prefiled Direct 15 

Testimony of Brennan D. Mueller, Exh. BDM-3, for a summary of estimated indirect 16 

power cost impacts, avoided emissions, and avoided emissions allowance costs 17 

during 2025.  18 

IV. CONCLUSION 19 

Q. Does that conclude your prefiled direct testimony? 20 

A. Yes, it does.  21 
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