Exh. QAW-1CT

Dockets UE-260005, UG-260006
and UE-260113

Witness: Quinn A. Weber
REDACTED VERSION

BEFORE THE WASHINGTON
UTILITIES AND TRANSPORTATION COMMISSION

WASHINGTON UTILITIES AND
TRANSPORTATION COMMISSION,

Complainant,
V.
PUGET SOUND ENERGY,

Respondent.

In the Matter of the Petition of
PUGET SOUND ENERGY

For an Accounting Order Authorizing
the Deferred Accounting Treatment for
FERC Interest Associated with
Mandatory Transmission Network
Upgrades

DOCKETS UE-260005 & UG-260006

DOCKET UE-260113
(Consolidated)

TESTIMONY OF QUINN A. WEBER

STAFF OF

WASHINGTON UTILITIES AND
TRANSPORTATION COMMISSION

PSE Demand Response Program Expansion; Demand Response in the ISP; Demand
Response Performance Incentive Mechanism; Unbundled RECs in Power Costs; Rate of
Return on PPAs

July 28, 2026

CONFIDENTIAL PER PROTECTIVE ORDER IN UE-260005-06, UE-260113
REDACTED VERSION



TABLE OF CONTENTS

L. INTRODUCTION ...ttt ettt ettt ettt et be b sbesaeeneeneas 1
11. SCOPE AND SUMMARY OF TESTIMONY ....ooiiiiiiininiiriieieieeeiee e 2
111 PSE’S DEMAND RESPONSE PROGRAMS ...ttt 3
A. PSE’s Proposed DR Program EXpansion ..........c.ccccceecveerieeiienieenieeneeeieeenens 8
B. ISP DR UPAALES.....vieiieiiiieiieeiiieiieeie ettt ettt ettt st e s e saaesnnees 15
C. PSE’s Demand Response PIM.........c.ccccoooiiiiiiiiiieiiecieeeece e 18
IV.  RECSIN POWER COSTS ..ottt 19
V. RATE OF RETURN ON POWER PURCHASE AGREEMENTS AND THE ISP
COST TEST/DECISION FRAMEWORK .........oooiiiiiiieeeee e 25
TESTIMONY OF QUINN A. WEBER Exh. QAW-1CT

DOCKETS UE-260005, UG-260006, UE-260113 Page i



Exh. QAW-2
Exh. QAW-3
Exh. QAW-4
Exh. QAW-5
Exh. QAW-6
Exh. QAW-7
Exh. QAW-8
Exh. QAW-9C

Exh. QAW-10
Exh. QAW-11
Exh. QAW-12
Exh. QAW-13
Exh. QAW-14

Exh. QAW-15C
Exh. QAW-16C

Exh. QAW-17
Exh. QAW-18

LIST OF EXHIBITS

PSE Response to UTC Staff Data Request No. 119

PSE Response to UTC Staff Data Request No. 118 Attachment A
PSE May Resource Planning Advisory Group Slides

PSE Response to UTC Staff Data Request No. 118

PSE Response to UTC Staff Data Request No. 121

PSE Response to UTC Staff Data Request No. 34

PSE Response to UTC Staff Data Request No. 35

Confidential PSE Workpapers, Brennan D. Mueller Demand
Response Contract Costs Benefits

PSE Response to UTC Staff Data Request No. 214

PSE Response to UTC Staff Data Request No. 147

PSE Response to UTC Staff Data Request No. 150

PSE Response to UTC Staff Data Request No. 132

PSE Response to UTC Staff Data Request No. 46

Confidential PSE Response to UTC Staff Data Request No. 206
Confidential S&P California Unbundled REC Pricing Data
PSE March Resource Planning Advisory Group Slides

PSE Response to UTC Staff Data Request No. 133



10

11

12

13

14

15

16

17

18

19

20

21

22

23

I. INTRODUCTION

Please state your name and business address.

My name is Quinn Alexander Weber, and my business address is 621 Woodland
Square Loop SE, Lacey, Washington, 98503. My business mailing address is P.O.
Box 47250, Olympia, Washington, 98504-7250. My email address is

quinn.weber@utc.wa.gov.

By whom are you employed and in what capacity?
I am employed by the Washington Utilities and Transportation Commission

(Commission) as a regulatory analyst in the energy planning section.

Would you please state your educational and professional background?

I began my role as a regulatory analyst in the Energy Planning Section at the
Washington Utilities and Transportation Commission in 2023. Before my
employment at the Commission, [ worked in the Business Development and Contract
Compliance section of King County. I hold a Bachelor of Arts degree in Political
Science and English and Textual Studies from Syracuse University and completed a
master’s degree in public administration from the Evans School of Public Policy and
Governance at the University of Washington. My continuing education includes
training in energy planning, procurement, and utility financial management, as well
as a certificate in Public Utilities Reports Guide’s “Principles of Public Utilities

Operation and Management.”
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Have you previously testified before the Commission?

No.

II. SCOPE AND SUMMARY OF TESTIMONY

What is the purpose and scope of your testimony?

The purpose of my testimony is to address concerns related to Puget Sound Energy’s
(PSE or Company) recovery of Power Costs for its Demand Response (DR) program
expansion and the need for PSE to include more DR reporting in its Integrated
System Plan (ISP) reporting. My testimony addresses concerns around PSE
recovering Unbundled Renewable Energy Credits (RECs) for Clean Energy
Transformation Act (CETA) compliance through Power Costs. Additionally, my
testimony proposes a framework for how the Commission may consider granting
PSE a higher rate of return on Power Purchase Agreements (PPAs) in future rate
cases using the Cost Test outlined in the Washington Decarbonization Act for Large

Combination Utilities (DALCU).!

Please summarize your recommendations.
Staff recommends that the Commission order PSE to:
1. Remove a portion of PSE’s forecasted DR Program expansion costs from

Power Costs in the amount of $39.1 million in Power Costs for Rate Year

I RCW 80.86.
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2027, $53.2 million for Rate Year 2028, and $64.7 million in Power Costs for
Rate Year 2028.

2. File more detailed information in its ISP and Annual Clean Energy Progress
Report (ACEPR) related to PSE’s Demand Response program
implementation.

3. Remove $22 million in Power Costs associated with the purchase of
Unbundled RECs in Rate Year 2029.

4. Consider, in future rate cases, when asking to receive a rate of return on
Power Purchase Agreements, using the same impacts it uses to weigh generic
resources in the Cost Test and Decision Framework and present that analysis

to the Commission.

Have you prepared any exhibits in support of your testimony?
Yes. I prepared Exhibits QAW-2 through QAW-18, listed above in my List of

Exhibits.

III. PSE’S DEMAND RESPONSE PROGRAMS

What is PSE proposing in regard to DR in this rate case?

PSE is proposing to expand its existing DR programs to incorporate more demand

response programs to meet the targets set in DALCU.? These include an expansion in

2RCW 80.86.020(4)(g).
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residential and commercial programs. PSE expects these programs to cost $220
million over the three years of the rate case. PSE is also proposing to collect a rate of
return on its three current DR PPAs. Staff witness McGuire discusses granting a rate
of return in his testimony. PSE is also proposing to count savings from its Time of
Use (TOU) rates program towards its DR and Energy Efficiency (EE) targets under

DALCU.

Q. Will you explain what demand response is for those unfamiliar with these
programs?
A. Yes. DALCU rule define DR as:
[Clhanges in electric or natural gas usage by demand-side resources
from their normal consumption patterns in response to changes in the
price of electricity or natural gas service, or to incentive payments
designed to induce lower electricity or natural gas use, at times of
high wholesale market prices or when system reliability is
jeopardized. Demand response may include measures to increase or
decrease electricity production on the customer's side of the meter in
response to incentive payments or messaging. >
What are the DR requirements under CETA and DALCU.
In 2024, the Washington State Legislature passed DALCU. This law, in combination
with the Commission’s rulemaking, among other things, allowed PSE to file an
Integrated System Plan (ISP) in lieu of filing a separate Integrated Resource Plan

(IRP) and a Clean Energy Implementation Plan.* Further, under CETA, PSE must

“pursue all cost-effective, reliable, and feasible conservation and efficiency

3 WAC 480-96-020(13).
4RCW 80.86.020(3).
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resources, and demand response.”® For CETA compliance, PSE showed it was
planning to meet this requirement by proposing specific targets for DR, as required
within its Clean Energy Implementation Plan (CEIP).® Both the DALCU statute and
Commission ISP rules require PSE to “achieve annual demand response and demand
flexibility equal to or greater than 10 percent of winter and summer peak electric
demand” n its Integrated System Plan (ISP). These targets are not enforceable until
2030, and the Commission may accept a lower level of achievement if it is neither
technically nor commercially feasible.” The Commission required that PSE set
targets for its forthcoming 2027 ISP.® Table 1 below summarizes the standards and
targets related to demand response over the new few years.

Table 1: PSE DR Targets and Standards

2025 2026 2027 2028 2029 2030 2031+
DR 86 MW  No Target No TBD TBD 10% 10%
target Target
Target 2023 2027 2027 2027 2027
set by BCEIP ISP ISP ISP ISP
DALCU
Standard CETA
(cost-
effective)

5 RCW 19.405.040(6).

6 In the Matter of Puget Sound Energy Clean Energy Implementation Plan Pursuant to WAC 480-100-640.
Docket UE-210795, Final Order 08 § 66. (June 6, 2023) (CEIP Order).

7 In the Matter of Amending Rules in WAC 480-96 Relating to Integrated System Planning. Docket U-240281,
General Order 609, p. 14, 143 (Sept. 20, 2025), (ISP Rulemaking Order).

TWAC 480-96-020(6)(c).

8 ISP Rulemaking Order at 13, ] 41.
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What does it mean to be technically feasible?
For something to be technically feasible, it can be identified within the demand

response potential assessment.’

What is a demand response potential assessment?

A demand response potential assessment is an assessment of all available demand
response opportunities that are commercially available to the Company. It measures
this by examining what programs are available to the Company over a given time
period, the cost assumptions around those programs, what the assumptions around
participation in those programs will be like, and how those programs will perform.
From there the Company has data regarding how much DR it can expect to achieve.
Exhibit 3 of this testimony (Exh. QAW-3) provides an example of the output of a

DR potential assessment.

What does it mean to be commercially feasible?

For something to be commercially feasible, it can be acquired for a reasonable cost. '

How might the Company demonstrate that meeting ten percent of winter and
summer peak electric demand was neither technically nor commercially

feasible?

9 WAC 480-96-020(6)(c).
10 WAC 480-96-020(6)(a).
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PSE should demonstrate that it is neither technically nor commercially feasible to
achieve the ten percent winter and summer peak requirement through a combination
of planning documentation in the ISP, such as a demand response potential
assessment, evaluation of pilots and programs, as well as experience from any
request for proposals (RFPs) that the Company has recently completed. Other
arguments, such as comparisons with programs around the country would also be

beneficial.'!

What megawatt (MW) Capacity target does PSE believe it must achieve to be in
compliance with DALCU?

PSE believes it must achieve 450 MW of DR nameplate capacity by 2030 to be
compliant with DALCU.!? However, PSE’s Demand Response Potential Assessment
(DRPA) and slides presented to the Resource Planning Advisory Group (RPAG)
indicate that the Company will not be able to achieve 450 MW of DR nameplate

capacity by 2030. 13

What is Staff recommending?

Staff recommends the Commission require that PSE remove costs associated with its
expanded Demand Response programs from Power Costs. In this case, PSE should
only include costs associated with current DR contracts in Power Costs. PSE should

file for cost recovery of the expanded DR programs in its next Power Cost

1 WAC 480-96-020(6)(b).
12 Weber, Exh. QAW-2 at 1.
13 Weber, Exh. QAW-3; Weber, Exh. QAW-4 at 19.
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Adjustment (PCA) filing. PSE should also file more information relating to its DR

program in its ISP and Annual Clean Energy Progress Report.

Q. How is PSE currently incorporating Demand Response Long Term Planning?
As required in WAC 480-100-620(3)(b)(i1), PSE must conduct a demand response
potential assessment that shows all its current DR programs and any new programs
that allow it to obtain cost effective demand response. Demand Response is then
measured as a resource to meet needs established in the Company’s resource supply
model based on how the costs of DR compare to those of other resources that meet
similar system needs. PSE plans to submit a Demand Response Potential Assessment

with its ISP.1#

A. PSE’s Proposed DR Program Expansion

Please identify the specific power cost tied to your recommendation.
Staff’s adjustment removes $39.1 million in rate year 1, $53.2 million in rate year 2,
and $64.7 million in rate year 3. See Table 2 for a list of the differences in cost.

Table 2: PSE’s DR Program Proposal and Staff’s Proposal

2027 2028 2029
PSE’s $58.9 Million | $73.6 Million | $88.3 Million
Proposal'®
Staft’s $19.8 Million | $20.4 Million | $23.6 Million
Proposal'®
Difference $39.1 Million | $53.2 Million | $64.7 Million

14 Weber, Exh. QAW-5 at 2.
15 August, Ex. AAA-1T at 41 3:5.
16 Gomez, Exh. DCG-1T at 37, Table 1.
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Q. Why is Staff recommending PSE remove costs associated with PSE’s expanded
demand response programs?

A. PSE has not shown that these costs meet the Commission’s longstanding known and
measurable standard. Additionally, PSE’s assumptions about its DR Power Costs are

not reasonable.

Why doesn’t PSE’s proposal meet the known and measurable standards?
While the proposed expansion programs are likely feasible examples of DR
programs that PSE can run, it is unclear if PSE will be able to achieve the capacity
additions it projects in the rate effective period. !’ PSE has engaged in some research
to determine what those costs might be, but it has not provided sufficient evidence to
meet the standard.!® PSE has not developed “granular program-specific participation
forecasts.”! PSE has also not done any finalized analysis of customer compensation
for these programs.?® These are two necessary steps to meeting the known and

measurable requirements.

What are the Commission’s known and measurable requirements?
Commission rule requires adjustments to being known and measurable.?! This
concept is further defined in a later order:

The known and measurable concept requires that the event that causes
a change in revenue, expense or rate base must be known to have

17 August, Exh. AAA-1T at 38-40.
18 Weber, Exh. QAW-6 at 2.

19 Weber, Exh. QAW-7 at 4.

20 Weber, Exh. QAW-8 at 3.

2 WAC 480-07-510(3)(c)(i).
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occurred during or after the historical 12 months of actual results of
operations,?? but the effect will be in place during the 12-month
period when rates will likely be in effect.?® Furthermore, the actual
amount of the change must be measurable.?*

Q. Why does PSE’s omission of specific customer participation forecasts and
granular customer compensation costs in this case matter?

A. DR programs rely on compensating customers to use less power than the marginal
cost of procuring power from elsewhere. Customer participation matters because it
determines how much energy PSE can avoid purchasing by using DR as a resource
in place of buying more energy. Customer compensation matters because it
determines how much PSE will pay customers who participate in DR programs,

which flow directly into power costs. Given that PSE does not have that analysis it

makes it difficult to determine the measurable effect on rates.?

When will PSE have known costs for its DR expansion?

PSE selected these DR expansion programs before the release of its 2026 Demand
Response Request for Proposal (DR RFP); meaning, the proposed program
expansion may not be an accurate representation of programs PSE will include in the

future. PSE anticipates the DR RFP results (i.e., executed contracts) by December

2 ¢

22 This is also known as the “test year,
23 This is also known as the “rate year.”

2 Wash. Utils. & Transp. Comm ’n v. Avista Corp. d/b/a Avista Utils., Dockets UE-090134, UG-090135 &
UG-060518, Order 10, p. 21, 9 45 (Sept. 4, 2009) (2009 Avista GRC Order).

252009 Avista GRC Order at 22, 9 49 (When discussing exceptions related to power cost and the known and
measurable standard, the Commission stated the following: “Power cost models yield expected net power costs
by rigorously matching costs and revenues. While these models employ assumptions, estimates, and forecasts
as inputs, the modeled results are generally acceptable if the model inputs are reasonable and the modeling is
comparable in analytical rigor to what is brought to bear in making normalizing adjustments.” Emphasis

added.)

test period” and “historical test year.”
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2026. These contracts will represent a more accurate assessment of DR programs and

known costs that it can expect in the rate years.

Does PSE believe these costs are known and measurable?
Yes, PSE says that because 1t will true-up power costs through a PCA and because
these forward-looking costs are based on reasonable planning assumptions these

costs are known and measurable.

Q. Does the Commission allow power costs to be estimates and not violate the
known and measurable principle?

A. Yes, the Commission has allowed exceptions for Power Cost forecasts in the known
and measurable standard, however this forecast does not meet the standards.?” The
Commission has previously stated that model inputs must be reasonable, and PSE’s

inputs are not reasonable. 28

How is PSE’s proposal unreasonable?

Based on submitted exhibits, I believe it is unlikely that PSE will achieve 450 MW
of Demand Response nameplate capacity by 2030. 450 MW of DR nameplate
capacity would be a |l erowth in DR nameplate compared to what is

currently contracted in the Company’s portfolio.?® PSE’s modeling demonstrates this

26 Weber, Exh. QAW-6 at 2.

272009 Avista GRC Order at 21 9 49.

2.

2 Weber, Exh. QAW-9C at DR Contract Summary (c), E10 and E11.
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amount of DR 1is achievable, PSE’s Demand Response Potential Assessment shows it
being able to add 387 MW of Winter DR capacity and 371 MW of Summer capacity

by 2037, which in addition to PSE’s current contracts would be over 450 MW of DR

capacity, however, that is not in the timeframe proposed in this rate case. *> 3! PSE

has not made an adequate case that this level of DR is achievable during the MYRP.

What would give a better picture of future DR assumptions?

The output of its DR RFP may give a better picture of what future assumptions

around DR look like.

Q. If costs in the PCA can be updated, why is it an issue if the exact costs are not
known?

A. PSE will begin to recover costs associated with expected Power Costs from

contracts that have not been executed and will flow these costs through to ratepayers,
which will then need to be independently trued-up during the PCA. There is a
regulatory need for PSE to expand DR programs; however, given cost uncertainty, it
is more appropriate to start at costs that are known at the time of filing and wait for
the results of program implementation to begin seeking recovery of power costs for

costs that ratepayers are actually receiving benefit from.

30 Weber, Exh. QAW-3.
3 Weber, Exh. QAW-4 at 18.
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Q. If the Commission does not want to remove all of PSE’s DR portfolio expansion
expenses, what does Staff recommend instead?

A. If the Commission is unwilling to grant removal of these costs completely, Staff
recommends that the Commission limit the approval of power costs to the costs

associated with achievement in PSE’s ISP reference portfolio.

Does PSE have DR targets?
PSE does not currently have any effective DR targets for the proposed rate period.
PSE’s most recent target of 86 MW was set within its 2023 Biennial CEIP Update,

was due by the end of 2025.3

Does that create issues?
Yes. Not having targets creates ambiguity around what amount of DR PSE should be

achieving and how it should ramp to achieve that target.

Will PSE have DR targets in the future?

With the passage of DALCU, PSE was granted an exemption from filing its planned
2025 IRP and CEIP, where the Commission would normally approve specific DR
targets to be effective from 2026 to 2029.% PSE does not have any targets in 2026 or

2027,** but will set targets in all subsequent ISPs.*

32 In the Matter of Puget Sound Energy Clean Energy Implementation Plan Pursuant to WAC 480-100-640,
Docket UE-210795, Order 10, p. 9, 9 29, (March 24, 2024).

33 Docket UE-240434, Order 01 at 6 9. 7.

#1d.

35 ISP Rulemaking Order at 12, § 41.
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Absent approved DR targets, what could the Commission use to inform PSE’s
achievement in the rate effective period?

As part of the 2027 ISP development process, PSE has conducted a Demand
Response Potential Assessment that it has preliminary results for. It is worth noting
that DR targets prior to 2030 will need to balance cost escalation with regulatory
requirements. It is not clear that the DR capacity PSE is proposing to add to its

portfolio in this rate period would strike this balance.

By recommending the Commission remove Power Costs related to expanded
DR programes, is Staff setting PSE up to be out of compliance with DALCU?
No. PSE must set realistic acquisition goals in-line with program costs that are
representative of what PSE demonstrates it can achieve in its system planning
process. Additionally, given that the Commission currently determines compliance
with specific targets in the CEIP at the end of a compliance period, this will also be
the same with elements of DALCU that need to be included in a Clean Energy
Compliance Report. If the evidence suggests that PSE is unable to meet the DALCU
standard, the Commission may accept a lower level of achievement. The
Commission has stated that, “Should technical and commercial feasibility differ
significantly from the assumptions of the ISP, the Commission expects the utility to

make prudent decisions in light of changed circumstances.”>®

36 ISP Adoption Order at 44.
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B. ISP DR Updates

What will PSE include in its ISP around Demand Response?

As specified in rule’’ PSE must include a DR specific target that achieves 10 percent
of winter and summer peak electric demand*®, program details, a program budget,
measurement and verification protocols, target calculations and forecasted

distribution of energy and nonenergy costs and benefits for the target.

Q. What updates will PSE give the Commission about its DR achievement in the
ISP compliance period?

A. PSE will file annual clean energy progress reports (ACEPR) that will include DR
program achievement and DR capability in MW and MWhs*, as well steps taken to
adaptively manage its DR programs during the year.*’ At the end of the ISP
implementation period, PSE will file a Clean Energy Progress report that shows
whether it met its DR targets and what steps it took to adaptively manage the

program during the implementation period. 4> 2

Q. Is Staff recommending PSE file more information in the ISP and ACEPR?

3T WAC 480-96-060(2)(ii).
38 See Table 1 for reference.
39 WAC 480-100-650(3)(c).
O WAC 480-96-070(3)(b).
41 WAC 480-100-650(1)(b).
2 WAC 480-96-070(1)(a).
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Yes. Staff is recommending that PSE file more information in these filings because
there 1s tension between PSE’s regulatory requirement to achieve the targets set out
i DALCU and a need for the Commission to balance what is achievable versus what
1s affordable. To achieve a nameplate capacity of 450 MW in DR resources, PSE
would have to increase its current DR portfolio to Jjj times the amount of DR it
currently has on the system or offer an explanation to the Commission why that
number was neither commercially nor technically feasible. The recommended
information would offer the Commission insight into how PSE will achieve this
target and whether the mandate from DALCU is achievable. Given the significance
given to DR in DALCU it makes sense to apply heightened regulatory scrutiny to the

implementation of these targets.

Where is PSE currently in its planning process for the 2027 ISP?

PSE’s has created a reference portfolio, a portfolio that will serve as the basis for all
other iterations of PSE’s ISP scenarios and sensitivities that represent the least cost
plan that meets policy, demand, and peak consumption. From there PSE will iterate
its model through various scenarios and sensitivities to produce portfolios that
represent the likely outcomes PSE can expect when assumptions change. PSE will
then select a preferred portfolio that identifies resources at the lowest reasonable
cost. PSE’s preferred portfolio will likely dictate the amount of Demand Response it

attempts to procure.
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Q. What is Staff reccommending the ISP contain in addition to its current
requirements with respect to DR?
A. The following should be included in the ISP:
e A section showing how PSE is incorporating the peak demand reduction from

Time of Use Ratemaking into its ISP and how PSE intends to count the peak
demand reduction from that towards its DR targets achievement.*’

o Evaluation of Time of Use Program’s financial burden and load shifting

in line with Staff witness Halliday’s recommendations,

e A list of proposed and ongoing DR pilot programs,

e An updated Demand Response Equity Action Plan.

Q. What is Staff reccommending the ACEPR contain in addition to its current
requirements?
A. In addition to what is outlined in rule, ACEPR should include the following:
e A list of proposed and ongoing DR pilot programs,
e Any Demand Response RFP material,
e Any updates to its evaluation, measurement, and verification plan,
o A section specifically evaluating PSE’s Time of Use rates impact on its

DR program,

43 August, Exh. AAA-1T, at 65:17-20.
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e An analysis of the cost-effectiveness of demand response using the Total
Resource Cost test as outlined in the National Practice Standards Manual
(NSPM),

e An updated Demand Response Equity Action Plan,*

e Feedback from the Conservation Resource Advisory Group on the above-listed

items.

Why is Staff recommending that PSE add these requirements to their respective
filings?

The additional items in the ISP will be a supplement to show how PSE is
determining its DR targets and show how Time of Use ratemaking is factoring into
DR targets. The additional requirements in the ACEPR will show how PSE is
working to achieve demand response flexibility equal to 10 percent of winter and
summer peaks or determine that that level of demand response is neither

commercially nor technically feasible.

C. PSE’s Demand Response PIM

What is the DR Performance Incentive Mechanism (PIM)?

The DR PIM grants PSE a percentage of DR program costs equal to PSE’s approved

weighted average cost of capital (WACC) if PSE overachieves its CEIP DR targets

4 Weber, Exh. QAW-2.
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set during the 2022-2025 compliance period. In the 2024 GRC, the Commission
approved Staff’s proposal of continuing the PIM for the duration of that proposed
rate period and setting a goal of providing a percentage of energy benefits to Named
Communities and achieving 207 MW of DR. The PIM is set to end at the end of the

approved 2025-2026 rate period.

Is PSE proposing to continue the PIM?

No.

Is Staff reccommending the Commission continue approve the DR PIM?

No. Due to the enactment of DALCU, the DR PIM is unnecessary. The DR PIM was
intended to reward the Company for overachieving the DR target set in its 2021
CEIP. However, with the introduction of the 10 percent of peak load DR
requirement in DALCU, PSE now has a statutory mandate to achieve a level of DR
that the Commission may raise if it determines that doing so is cost-effective. The
penalty for noncompliance is sufficient motivation for the Company to meet its DR

targets, there is no reason to grant additional incentive for PSE to invest in DR.

IV.  RECs IN POWER COSTS

What is PSE proposing in this rate case around its CETA targets?
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A. PSE is requesting recovery of $22 million for Unbundled RECs from Rate Year 2029

power costs to meet its CETA targets.*’

Q. What are the relevant CETA targets?
The relevant CETA targets are specified in RCW 19.405.040(1)(a) and (b). The
nearest targets are that PSE, starting in 2030, must reach carbon neutrality,
interpreted by PSE as meeting an average of its compliance obligation over the 4-
year compliance period with, at minimum, 80 percent CETA qualifying resources
and 20 percent alternative compliance options as specified in RCW 19.405.020(b)(i-

iii), of which unbundled RECs are an option.*®

What is Staff recommending?
I recommend the Commission order PSE to remove the $22 million for Unbundled

RECs from Rate Year 2029 Power Costs.*’

Why is Staff making this recommendation?

Currently these costs are too speculative to include in base power costs. PSE
currently projects that it will not meet the 80 percent compliance obligation in any
individual year during the compliance period 2030-2033. It is therefore highly likely,

based upon what we currently know, that the Company’s path to compliance would

45 RCW 19.405.020(37) defines Unbundled RECs as “renewable energy credit that is sold, delivered, or
purchased separately from electricity. All thermal renewable energy credits are considered unbundled
renewable energy credits.”

46 Weber, Exh. QAW-13 at 4.

4TRCW 19.405.060(4).
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involve using the incremental cost alternative compliance pathway. Using that
pathway requires demonstrating that the utility has “maximized investments in
renewable resources and nonemitting electric generation prior to using alternative
compliance options allowed under RCW 19.405.040(1)(b).”* Because of that
requirement, if PSE is in fact well below the 80 percent primary compliance
requirement during the 2030-2033 compliance period, the incremental dollars spent
towards compliance would all need to go toward acquiring renewable and
nonemitting resources, not to unbundled RECs. PSE’s inclusion of RECs also
assumes that PSE will use unbundled RECs as its form of alternative compliance
with CETA. However, there are other alternative compliance options available to
PSE. In addition, PSE has not demonstrated that the costs for RECs included in
power costs represent the fair value of a REC. In summary, spending $22 million
dollars for the first month of the 2030-2033 CETA compliance period on unbundled
RECs does not appear to be a likely or prudent course of action for the Company at

this point.

What are alternative compliance strategies for CETA?
The alternative compliance strategies available to PSE to meet the carbon neutrality
standard in CETA are:

e Make an alternative compliance payment,

e Use unbundled RECs,

4 RCW 19.405.060(3)(b).
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e Invest in energy transformation projects,
e Use electricity from an energy recovery facility that meets the criteria
outlined in RCW 19.405.040(1)(b)(iv).*

PSE may also be CETA compliant if it spends the average annual
incremental cost of meeting CETA standards equal to two percent of its weather-
adjusted sales revenue to customers for electric operations above the previous year.
If PSE relies on this option, it must demonstrate that it maximized its investment in

CETA-compliant resources before relying on alternative compliance.*°

Q. Does PSE plan to rely on alternative compliance for the first CETA compliance
period from 2030 to 2033?

A. PSE states that it does not assume reliance on alternative compliance pathways under
RCW 19.405.060(3), though it does not rule out that it might.’! PSE is planning on
purchasing roughly $22 million of unbundled Renewable Energy Credits in the first
month of the 2030 rate period to meet CETA.>? This inclusion of unbundled RECs in

power costs suggests that PSE plans on using them for alternative compliance.

Does Staff advocate for PSE’s approach as a compliance strategy?
No. Unbundled RECs do not advance PSE’s long-term transition to clean energy. An

unbundled REC just represents one MWh of clean energy production that is no

9 RCW 19.405.040(1)(b)(i-iv).

S0 RCW 19.405.060(3)(b).

S ' Weber, Exh. QAW-10 at 3.

32 Mueller, Exh. BDM-1T at 20:10-21.
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longer associated with the actual power it represents. PSE purchasing an unbundled
REC does not mean it bought any actual clean energy used to serve customers and
PSE will still need to spend additional capital to purchase more CETA-compliant
resources to serve customers. While unbundled RECs have a place in the energy
financing world, CETA is ultimately about serving customer load with clean

energy.>

Q. Could PSE potentially use the two percent average incremental cost pathway as
a means of complying with CETA?

A. Yes. This is an option in statute PSE may use at the time it files its Clean Energy
Compliance Report.>* Through its ISP planning process, PSE has shown that its own
modeling that its reference case projects it will invest heavily in generating resources
during the compliance period,*® and that would bring it over the 2 percent annual
incremental cost compliance pathway.*® The model must produce a reference case
that meets CETA requirements; in this case, 80 percent average retail load over 4

years served by CETA qualifying resources, and at the lowest cost.

Q. Will PSE need to invest in additional long-term clean energy sources to meet

future CETA Targets?

5 RCW 19.405.010(1).
4 RCW 19.405.060(3).
3> Weber, Exh. QAW-10.
% Weber, Exh. QAW-12.
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1 A Yes. Witness Jacobs states that PSE’s biggest increase in resources to meet CETA

2 compliance in one year is about 4.7 percent.>’ If PSE’s current projections outlined

3 in Table 4 of J1J-1T were to be increased year-over-year by the greatest amount of

4 incremental CETA compliant resources that PSE has ever added, PSE would end the
5 first post-2030 compliance period servicing approximately 80 percent of load with

6 CETA compliant resources, which would fall under the amount that witness Jacobs

7 states PSE would need to average in order to only serve 66 percent of 2030 load with
8 CETA compliant resources and still meet the CETA compliance target, as illustrated
9 by Table 3 below. °® 3° To close that gap would take significant investment in clean

10 energy resources, far beyond what PSE has already acquired.

Table 3: CETA Targets for 2030-2033

Year Increase from CETA % CETA
previous year Compliance
Example®
2030 3.3%°% 65.8% 66%
2031 4.7% 70.5% 80%
2032 4.7% 75.2% 85%
2033 4.7% 79.9% 89%
Four-year Avg. N/A 72.9% 80%
11 Q. Has PSE shown that it will invest more than 2 percent of the average
12 incremental cost of weather-adjusted sales revenue in clean energy resources?

7 Weber, Exh. QAW-13 at 1.
8 Weber, Exh. QAW-11 at 2.
% Weber, Exh. QAW-14 at 5.
0 Id.

ol Weber, Exh. QAW-11 at 2a.
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1 A Yes. Witness Jacobs states that PSE’s biggest increase in resources to meet CETA
2 compliance in one year is about 4.7 percent.’’ If PSE’s current projections outlined
3 in Table 4 of JJJ-1T were to be increased year-over-year by the greatest amount of
4 incremental CETA compliant resources that PSE has ever added, PSE would end the
5 first post-2030 compliance period servicing approximately 80 percent of load with
6 CETA compliant resources, which would fall under the amount that witness Jacobs
7 states PSE would need to average in order to only serve 66 percent of 2030 load with
8 CETA compliant resources and still meet the CETA compliance target, as illustrated
9 by Table 3 below. ** ° To close that gap would take significant investment in clean
10 energy resources, far beyond what PSE has already acquired.
Table 3: CETA Targets for 2030-2033
Year Increase from CETA % CETA
previous year Compliance
Example®°
2030 3.3%"! 65.8% 66%
2031 4.7% 70.5% 80%
2032 4.7% 75.2% 85%
2033 4.7% 79.9% 89%
Four-year Avg. N/A 72.9% 80%
11 Q. Has PSE shown that it will invest more than 2 percent of the average
12 incremental cost of weather-adjusted sales revenue in clean energy resources?

57 Weber, Exh. QAW-13 at 1.
58 Weber, Exh. QAW-11 at 2.
% Weber, Exh. QAW-14 at 5.

60 1d.

! Weber, Exh. QAW-11 at 2a.

TESTIMONY OF QUINN A. WEBER Exh. QAW-1CT
DOCKETS UE-260005, UG-260006, & UE-260113 (Consolidated) Page 24



10

11

12

13

14

15

16

17

18

19

20

A. No. Thus far, PSE has not shown that it has met an average incremental cost of 2

percent increase of weather-adjusted sales revenue above the previous year.

Q. Does PSE provide sufficient justification for the values around how much it
needs to spend on Unbundled REC:s is reasonable?

A. No. PSE’s request proposes [Jjjjij per REC 82 Unbundled RECs, such as those from
California that can be used to comply with CETA under RCW
19.405.040(1)(b)(11)(B), to the extent that there is information about their prices, to
my knowledge, have typically not traded at a price greater than [Jjj per REC B PSE’s

figure would represent a significant increase in the price of RECs.

Q. To confirm, what is Staff reccommending with regard to this rate case and RECs
within Staff’s proposed Revenue Requirement?
A. PSE’s $22 million for Unbundled RECs should be removed from Rate Year 2029

Power Costs.%*

V. RATE OF RETURN ON POWER PURCHASE AGREEMENTS AND THE

ISP COST TEST/DECISION FRAMEWORK

Q. What rate of return is PSE asking for on PPAs?

62 Weber, Exh. QAW-15C at 4.
63 Weber, Exh. QAW-16C.
6 RCW 19.405.060(4).

TESTIMONY OF QUINN A. WEBER Exh. QAW-1CT
DOCKETS UE-260005, UG-260006, & UE-260113 (Consolidated) Page 25

CONFIDENTIAL PER PROTECTIVE ORDER IN UE-260005-06, UE-260113 - REDACTED VERSION



10

11

12

13

14

15

16

17

18

19

20

21

A. PSE is asking for the full return on equity for select Power Purchase Agreements

(PPAs) in this docket.®®

Q. Does Staff support this position?
No. Staff maintains the Commission should only allow a rate of return on PPAs
equal to the cost of debt. Staff witness McGuire discusses in his testimony why Staff
believes this is the appropriate decision. However, Staff recommends the
Commission consider a framework in which PSE may earn greater than the cost of
debt on PPAs if it can show it used its Cost Test that aligns with its Decision

Framework to analyze those PPAs.

Q. Is Staff recommending the Commission establishing a framework for PSE to
receive a greater rate of return than cost of debt for the PPAs PSE wants a rate
of return on in this case?

A. No, because PSE does not have an approved ISP, Staff recommends the Commission
consider a framework around a greater rate of return on PPAs in a future general rate

case.

Q. Does Staff recommend the Commission establish a framework for a greater rate
of return on PPAs with the addition of an analysis of those resources through

the frame of the Cost Test for only PSE?

65 Steuerwalt, Exh. MS-1T at 2:17-21.
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No, this type of analysis can be applicable for all the electric utilities, regardless of if
they file an ISP. This framework would present an opportunity for all the utilities to
conduct analysis about what the benefits and costs of decarbonization are and present
them to the Commission. This would help to paint a fuller picture of the state’s effort
to decarbonize its electric sector. Staff believes there is an equity impact in defining
the social benefit of PPAs and having more of the utilities work on looking at
quantifying and monetizing the various societal benefits of resources would advance

our work there.

What impacts does the Cost Test include?

The Cost Test rules require an ISP to account for three types of impacts: rate
impacts,® utility system impacts,®” and nonutility societal impacts. °® These impacts
are also discussed in DALCU statute.®” The Cost Test is meant to measure these
impacts at the portfolio level. The cost test rules did not set out how impacts are
measured other than determining that the costs and benefits must either be

monetized, quantified, or qualified in the Decision Framework.”

What is the purpose of including these impacts in the cost test and decision

framework?

66 WAC 480-96-030(8)(b).

67 WAC 480-96-030(8)(a)(i).
68 WAC 480-96-030(8)(a)(ii).
6 RCW 80.86.020(11).

70 WAC 480-96-030(c).
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A. Including these impacts in the cost test and decision framework requires large
combination utilities to account for a broad swath of impacts associated with
different possible ISP portfolios. These go well beyond simply the capital and
operational costs of a given portfolio to consider its environmental, health and safety,
resilience, and other impacts. While it is difficult to quantify, these are real impacts
that need to be taken account in the decision-making process, both when PSE

proposes its preferred portfolio, and when the Commission weighs approval of the

ISP.

Q. How is PSE planning to account for the cost test impacts in the decision
framework?

A. PSE is currently still determining how it will measure these impacts and present

them in the Decision Framework.”!

How does the ISP lead to resource procurement?
When the ISP demonstrates that the Company has a resource need within 4 years

PSE is required to issue an All-Source RFP to acquire those resources.’?

How does this fit in with current planning practices?
The ISP will present resources that need to be acquired as generic portfolio

resources, and any issued RFP will then be used to acquire specific resources — some

"I Weber, Exh. QAW-17 at 7.
ZWAC 480-107-009(2).
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in the form of PPAs — that may or may not align exactly with the resources selected
in PSE’s preferred portfolio. The RFP in some ways acts as a test to validate PSE’s
preferred portfolio. PSE will run similar planning modeling scenarios with bids it
receives from the initial phase of the RFP and determine which resources represent
the lowest reasonable cost to procure. PSE then presents that analysis to the
executive team, and the executive team uses that analysis to approve the purchase of

resources.

What kind of analysis is presented to the PSE executive for approval?

PSE presents varies types of analysis for approval, many of which overlap with those
that must be considered in the Cost Test. As laid out in in Staff’s exhibit, PSE
executives consider rate impacts, workforce impacts, system reliability, resilience

and equity impacts.”

Does PSE have an approved Cost Test?
No. It is currently under development and may be approved when PSE files its first

ISP in 2027.

What is Staff recommending PSE use the Cost Test for?
The Cost Test presents a unique opportunity to align resource planning with resource

procurement. Given that PSE will already consider the Cost Test and Decision

3 Weber, Exh. QAW-17.
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Framework at the portfolio level in its ISP and does a similar analysis when it

considers whether to contract for a new resource, PSE can align a planning process
with a procurement process. Staff proposes that for PSE to receive a higher rate of
return on Power Purchase Agreements, it must analyze the resources it considers in
its RFPs using the same impacts it uses to weigh generic resources in the Cost Test

and Decision Framework.

Q. Does Staff have any thoughts on how the Company can further prove that it
should be able to recover a rate of return on PPAs?

A. Yes. Staff recognizes that PSE is in a unique position among the state’s regulated
electric utilities. Due to the passage of DALCU, PSE must use the Cost Test
established in rule for determining the lowest reasonable cost for decarbonization
and electrification measures within its ISP.7* Staff views the acquisition of renewable
and non-emitting generation as a decarbonization measure, as it displaces existing
emitting resources reducing carbon emissions. PSE must also present its preferred
portfolio in the context of a decision framework that takes into account impacts from
the cost test that are monetized, quantified, or qualified.”> The Commission will, in
part, use the Decision Framework to determine if the ISP is in the public interest and

merits approval.

" WAC 480-96-030(8).
S WAC 480-96-050(8).
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Q.

A.

Why does Staff believe analyzing newly acquired PPAs with the Cost Test is

beneficial?

This is beneficial for multiple reasons.

1.

First, the Cost Test is new and largely untested, this presents PSE with an
opportunity to leverage analysis it already will do and determine if the
assumptions baked into the Cost Test and Decision Framework are correct
with respect to its preferred portfolio. The additional analysis of PPAs
through the lens of the Cost Test can act as a reward for PSE to do a deeper
level of analysis.

Second, this additional analysis provides some regulatory certainty around
what analysis PSE should be conducting when it procures resources and asks
for recovery on those resources. Currently, there are standards around the
recovery of resources regarding prudence and the used and useful standard;
however, the Commission does not have a standard for how it determines the
rate of return for PPAs. Using the consistent evaluation of resources across
planning and procurement as a standard allows the Commission to apply
some predictability to a request for recovery on a PPA. The Commission
establishing a standard of analysis, would provide this clarity and
predictability for PSE, Staff, and other parties when determining if a PPA

should be approved for a rate of return.
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Staff also believes that using the Cost Test to analyze PPAs is an incentive
for both the Company and Staff.

1. The potential for a greater rate of return incentivizes the Company to have a
Cost Test that accurately accounts for the benefits within its portfolio or do
more analysis to apply data into future analysis and present those findings
into the next ISP it submits.

2. Staff’s incentive for an analysis that verifies assumptions made in the Cost
Test would be to have an analysis that Staff can look back on when making
recommendations for future ISPs as to how the Cost Test performed and
either recommend future changes based on the results or if the results are
accurate, then the Cost Test becomes more of a settled issue in the planning

Process.

Why does Staff only recommend the Cost Test analysis for PPAs?

Staff would like to see this analysis conducted for all resources considered for
procurement by PSE, but Staff currently recommends this analysis only for PPAs
because new plant additions have established standards for getting the authorized
rate of return, whereas PPAs do not. Additionally, PSE is increasingly relying on
PPAs or similar contracting arrangements, such as tolling agreements with Battery

Energy Storage Systems (BESS), to acquire capacity and clean energy resources.
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What is the point of allowing a rate of return on PPAs and why does this
matter?

The point of allowing a rate of return on PPAs is to incent utilities to consider all
resources when making procurement decisions instead of biasing resources that can
be rate based; thus, the Commission requiring an extra standard of analysis for one
type of procurement versus another would shift a utility back towards favoring self-
build resources. However, given the considerations PSE already gives to its resource
procurement decisions, Staff imagines this would not be a big risk. Perhaps this type
of analysis opens the door to the Commission eventually deciding that PPAs may
receive a return closer to the full cost of equity, though that issue is best left for a

different time, when it can be considered across all three electric utilities.

Does Staff recommend the Cost Test analysis replace PSE’s qualitative
evaluation of resources?

No, this should be a post-hoc analysis of the resources that PSE ultimately acquires.
PSE’s qualitative evaluation of resources, where it determines system impacts
outside of costs, 1s necessary for PSE to determine whether a resource is viable. The
Cost-Test replacing the qualitative framework would risk PSE replacing necessary

scoring criteria that PSE must use to determine minimum project viability. PSE

undertakes a qualitative evaluation of _
76 -
I € T epresent

76 Pospisil, Exh-CJP-9HC at 349.
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slice of the utility system and nonutility system societal impacts listed in WAC 480-
96-030(8)(a). While there are some known impacts that can be calculated within the
second phase of the RFP, there are some unknowns, particularly around the number
of jobs created, that are not known at the time the PPA is signed. Conducting a post-
hoc analysis will allow the Company to true-up that analysis and use real data about
what happens with its projects to conduct a more robust analysis to determine the

public benefit of its projects.

Does this conclude your testimony?

Yes.
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