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Dockets UE-260005 & UG-260006

Puget Sound Energy
2026 General Rate Case

PUBLIC COUNSEL DATA REQUEST NO. 410:

RE: TEN Pilot
Refer to the Direct Testimony of Tyler J. Pavel, Exh. TJP-1T, Table 3. Please:

a. Provide the revenue requirement of the TEN pilot for each year of the project’s
expected life with all calculations.

b. How does the Company propose to allocate the costs associated with the TEN
pilot project across customer classes?

C. Please explain how the Company’s proposed allocation and recovery of the costs
associated with the TEN pilot project is similar to or different to other pilot
projects the Company has undertaken in the last five years.

d. Please provide any Commission guidance regarding how pilot costs, such as the
TEN pilot, should be allocated and recovered from customers.

Response:

Puget Sound Energy ("PSE") objects to Public Counsel Data Request No. 410 to the
extent it seeks legal conclusions regarding Commission guidance, requests information
outside the scope of this general rate case, or is unduly burdensome.

Notwithstanding these objections, and subject thereto, PSE responds as follows:

a. Attached as Attachment A to PSE's Response to Public Counsel Data Request
No. 410 is an estimate of the annual revenue requirement associated with the
Thermal Energy Network ("TEN") pilot project over its currently assumed project
life of approximately 30 years, including supporting calculations. These estimates
are consistent with the work paper titled "260005-06-PSE-WP-TJP-6-TENs-
26GRC-02-2026.xIsx" and are based on the cost structure described in Table 3
of the Prefiled Direct Testimony of Tyler J. Pavel, Exh. TJP-1T, at pages 37
and 38.
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As described in the Prefiled Direct Testimony of Tyler J. Pavel, Exh. TJP-1T, at
page 37, line 15, through page 38, line 3, PSE calculated the annual net cost of
the TEN pilot by computing the revenue requirement needed by the third-party
developer, less the grants from the Washington Department of Commerce and
Seattle City Light. The developer's revenue requirement consists of four
components: (i) the return on the developer's net capital investment (net of
grants), calculated at a weighted average cost of capital ("WACC") of

7.64 percent; (i) annual operations and maintenance ("O&M") expense;

(iif) annual depreciation expense (straight-line over 30 years); and (iv) annual
taxes (at a 1.5 percent tax rate). The resulting annual developer revenue
requirement was reduced by Seattle University's 20 percent cost share under the
80/20 cost-sharing arrangement, yielding PSE's net annual O&M obligation.

PSE notes that estimates in Table 3 of the Prefiled Direct Testimony of Tyler J.
Pavel, Exh. TJP-1T, are preliminary and subject to change as the project
advances and additional information becomes available. The developer partner
has not yet been selected; PSE issued a Request for Qualifications in early 2026,
and the final contract terms, including the actual capital costs, O&M expenses,
and rate of return, will be established through the competitive procurement
process and reflected in the Thermal Energy Purchase Agreement between PSE
and the selected developer. See PSE's Response to WUTC Staff Data Request
No. 182 (describing the third-party ownership structure and Development
Agreement term sheet); Attachment A to PSE's Response to WUTC Staff Data
Request No. 181.

PSE further notes that the Commerce grant amount reflected in Table 3 of the
Prefiled Direct Testimony of Tyler J. Pavel, Exh. TJP-1T, is consistent with the
executed capital grant agreement between PSE and the Washington Department
of Commerce, which was executed on May 19, 2026, and provides for up to
$1,616,667 in funding under the Climate Commitment Act. See PSE's Response
to WUTC Staff Data Request No. 177.

b. PSE proposes to recover TEN pilot costs through base rates as part of the
overall natural gas revenue requirement in Rate Year 2 and Rate Year 3 of the
multi-year rate plan ("MYRP") in this proceeding. As described in the Prefiled
Direct Testimony of Tyler J. Pavel, Exh. TJP-1T, at page 37, lines 20 through 22,
the amounts PSE expects to recognize under the contract with the developer
partner are recorded as O&M expense (not as capital investment in rate base)
because PSE will not own the TEN infrastructure. The third-party developer will
design, permit, build, finance, own, operate, and maintain the pilot project, and
PSE will pay the developer's revenue requirement as an O&M expense under the
Thermal Energy Purchase Agreement. See PSE's Response to WUTC Staff Data
Request No. 182 (explaining why PSE opted not to own the TEN at the outset);
PSE's Response to WUTC Staff Data Request No. 186 (confirming that TEN
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costs are structured as O&M expenses within the MYRP, with costs beginning in
the month following the estimated in-service date of January 2028).

Specifically, PSE's 80 percent share of the developer's revenue requirement
($2,152,662 in Rate Year 2 and $2,188,848 in Rate Year 3) is embedded within
the total natural gas system revenue requirement ($48,824,367 for Rate Year 2
and $57,819,645 for Rate Year 3). See Prefiled Direct Testimony of Tyler J.
Pavel, Exh. TJP-1T at page 21, lines 11 through 18 (gas revenue requirement for
Rate Years 2 and 3). The allocation of this revenue requirement to natural gas
customer classes follows the results of the natural gas cost-of-service study,
including the application of parity ratios, as reflected in work paper titled "260005-
06-PSE-WP-JDT-4-E-RATEMAKING-PORTFOLIO-26GRC-02-2026.xIsx,"

tab "Exh JDT-Rate Spread." See Prefiled Direct Testimony of John D. Taylor,
Exh. JDT-1T (describing natural gas rate spread methodology).

The TEN pilot costs are not separately assigned to specific customer classes but
are recovered as part of the overall natural gas system costs and allocated
consistent with established cost-of-service-based methodologies. Because the
TEN pilot costs are recorded as O&M expense, they are functionalized,
classified, and allocated using the same allocators applicable to other gas O&M
expenses in the relevant FERC accounts. See Prefiled Direct Testimony of

John D. Taylor, Exh. JDT-1T, at pages 12 through 25 (describing the
functionalization, classification, and allocation methodology for the gas cost-of-
service study).

C. PSE has not undertaken a pilot project in the last five years that is directly
comparable in scope, structure, or regulatory treatment to the TEN pilot. The
TEN pilot is the first thermal energy network project proposed by PSE under the
recently enacted TEN legislation (RCW 80.28.450-.470), which was codified in
2024 and establishes a unique statutory framework, including Commission cost
validation, alternative process authorization, and Commerce grant eligibility, that
does not apply to other pilot programs. See RCW 80.28.450.

PSE identifies the following similarities and differences relative to other recent
pilot programs:

Similarities:

. Like other pilot programs, the TEN pilot is subject to Commission review
for prudence and reasonableness Accordingly, inclusion of TEN costs in
rates remains subject to the Commission's independent prudence review
in this proceeding, consistent with the treatment of other pilot program
costs..
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. Like PSE's targeted electrification programs, the TEN pilot is designed to
reduce natural gas consumption and greenhouse gas emissions by
transitioning building heating and cooling loads from combustion-based
systems to more efficient alternatives. See Prefiled Direct Testimony of
Aaron A. August, Exh. AAA-1T, at page 42, lines 1 through 7 (describing
the TEN pilot project); id. at page 46, line 5, through page 47, line 8
(describing anticipated benefits, including reduced emissions and
improved system reliability).

Differences:

. The TEN pilot costs are recovered as O&M expense through base rates
as part of the overall gas revenue requirement, allocated through the
standard gas cost-of-service study. This differs from PSE's conservation
programs (which are recovered through a separate conservation cost
recovery tariff rider under WAC 480-109-130) and from PSE's TVR pilot
(which was revenue-neutral by design and did not impose incremental
costs on non-participating customers). See PSE's Response to Public
Counsel Data Request No. 386 (describing the revenue-neutral design of
the TOU pilot).

. Unlike PSE's other pilot programs, where PSE directly owns, operates,
and maintains the program infrastructure, the TEN pilot is structured so
that a third-party developer will own, operate, and maintain the TEN
infrastructure under a long-term TEPA. PSE's costs consist of payments to
the developer, recorded as O&M, rather than capital additions to rate
base. This structure was adopted to leverage the developer's experience
with thermal energy systems and to manage execution risk during the pilot
phase. See PSE's Response to WUTC Staff Data Request No. 182
(explaining the third-party ownership rationale).

. The TEN pilot is the only PSE pilot program subject to the specific
statutory requirements of RCW 80.28.450-.470, including the requirement
to submit a cost assessment for Commission validation prior to proposing
cost recovery, the requirement to file before December 6, 2026, and
eligibility for Commerce grant funding under RCW 43.31.033. No other
recent PSE pilot program has operated under this statutory framework.
See Prefiled Direct Testimony of Aaron A. August, Exh. AAA-1T, at
page 44, line 4, through page 46, line 3 (describing the statutory history
and procedural requirements).

. The TEN pilot includes a cost-sharing arrangement under which Seattle
University pays 20 percent of the developer's revenue requirement. This
customer cost-sharing reduces the amount recovered from gas ratepayers
and is a feature specific to the TEN pilot. See Prefiled Direct Testimony of
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Tyler J. Pavel, Exh. TJP-1T, at page 37, line 22, through page 38, line 3,
Table 3; PSE's Response to WUTC Staff Data Request No. 178
(describing the 80/20 payment structure and PSE's evaluation of
alternative payment arrangements).

d. The Commission has not issued a single, standalone rule or policy statement
prescribing the allocation or recovery of pilot program costs. Instead, pilot cost
recovery is governed by the following general ratemaking principles and statute-
specific requirements:

Under RCW 80.28.010 and RCW 80.28.020, the Commission has authority to fix
rates that are "fair, just, reasonable, and sufficient." Costs must be prudently
incurred, and capital investments must be used and useful in providing service,
before they may be included in rates. These principles apply to all utility costs,
including pilot program costs, and are the primary standards under which the
Commission evaluates pilot cost recovery in a general rate case.

For TEN pilot projects specifically, the Washington legislature enacted
RCW 80.28.450-.470 in 2024 (2024 ¢ 348), which establishes a two-step
process:

1. Cost validation (RCW 80.28.450(1)). A gas or electric company
that intends to deploy a TEN must "submit the project for review
and validation of costs assessments to the commission." The
Commission's validation of the cost assessment allows the
company to proceed with the project and qualifies the project for
Commerce grant funding under RCW 43.31.033.

2. Cost recovery (RCW 80.28.450(2)). If the Commission validates
the cost assessment, "the company may propose to recover the
costs of building and operating the project from ratepayers in a rate
case filing before the commission." Critically, the statute provides
that "[t{jhe commission's validation of the utility's costs assessment
of a thermal energy network resource does not constitute a
prudency finding by the commission or a finding that the resource is
used and useful for rate-making purposes." RCW 80.28.450(2).
Accordingly, cost validation and cost recovery are separate
determinations: validation enables the company to proceed and
access grant funding, while actual recovery requires an
independent prudence finding in a rate case.
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In Docket UG-250455, Order 01 (December 11, 2025), the Commission took the
following actions with respect to PSE's TEN pilot:

. authorized PSE to use an alternative TEN pilot project
process under RCW 80.28.470(2);

. validated costs associated with the proposed TEN pilot at
Seattle University as required under RCW 80.28.450(1)
and (2);

. found that PSE submitted the necessary considerations in

compliance with RCW 80.28.460(3) and (4);

. found that PSE proposed evaluation metrics in compliance
with RCW 80.28.460(6); and

. found that the cost difference between PSE's lowest reasonable
cost resources under current business practices and the costs of
building and operating the TEN pilot is at least $18.5 million (for
purposes of Commerce grant eligibility under RCW 43.31.033(4)).

See In the Matter of the Petition of Puget Sound Energy for Order Regarding
Seattle University Thermal Energy Network Pilot Project, Docket UG-250455,
Order 01 Authorizing Alternative Process; Acknowledging Compliance (Dec. 11,
2025); see also Prefiled Direct Testimony of Aaron A. August, Exh. AAA-1T, at
page 45, line 14, through page 46, line 4 (describing the procedural history).

The Commission's Order 01 in Docket UG-250455 does not address how TEN
pilot costs should be allocated across customer classes. Allocation of costs to
customer classes is a ratemaking determination that occurs in the context of a
general rate case through the cost-of-service study and rate spread process. As
described in response to subpart b above, PSE proposes to allocate TEN pilot
costs through the standard gas cost-of-service methodology, consistent with the
treatment of other gas O&M expenses.

PSE is not aware of any other Commission order or rule that specifically
addresses the allocation of thermal energy network pilot costs across customer
classes, as the TEN legislation was enacted in 2024 and PSE's proposal is the
first TEN cost recovery request to come before the Commission in a general rate
case.
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ATTACHMENT A to PSE’s Response to
Public Counsel Data Request No. 410
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