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WUTC STAFF DATA REQUEST NO. 206:
REQUESTED BY: David Gomez, Quinn Weber

RE: Power Costs, Purchase of Unbundied RECs

The prefiled direct testimony of Brennan Mueller, Exhibit BDM-1T, at 20:8-21 states the
following:

Q. Does PSE’s current power cost forecast include any other
placeholder incremental costs?

A. Yes. For the CETA compliance period beginning in 2030 PSE will be
required to serve 80 percent of its retail electric demand with eligible
renewable resources and must also cover the remaining 20 percent of
retail demand with “alternative compliance instruments” or, more
specifically, unbundled renewable energy credits (“REC”). While the
MYRP in this case includes only one month of calendar year 2030, PSE’s
current forecast does include the estimated cost of unbundled REC
purchases equivalent to 20 percent of PSE retail demand in that month.
There remains considerable uncertainty regarding the price of unbundled
RECs that could be acquired to meet this need, but current estimates
indicate that the cost impact is significant. The current power cost forecast
presented herein includes $[Jf| million of incremental cost for unbundled

REC purchases covering only one month of calendar year 2030.

The Highly Confidential workpaper titled: 260005-06-BDM-ALT-CCA-POWER-COSTS-
(HC) provides the Company’s calculation of the $ || million in incremental costs for

unbundled REC purchases for the month of January of 2030 (the last month in the
proposed rate plan).
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Explain why the Company selected the purchase of unbundled RECs equivalent
to twenty percent of its compliance obligation (RCW 19.405.040 (1)(b)(ii)) as an
alternative compliance option over other choices. Quantify the ratepayer benefit
of this choice over other alternative compliance options. How does the costs
associated with this choice compare to other compliance options listed in RCW
19.405.040(b) and the costs of decarbonizing by 20307

Explain how the Company arrived at the $ [JJll/MWh assumption for the price of

unbundled RECs used to calculate the $[J| million of incremental cost for
unbundled REC purchases covering only one month of calendar year 2030.
Please provide any supporting work papers or other documentation as
appropriate. Explain the difference between the $|JJJlil/MWh REC price
assumption in this case compared to the “Forecasted Renewable Energy Credit
Price Purchased to Achieve GHG Neutrality” contained in Figure 5.10 (Page 5-
30) of the Company’s 2023 Electric Progress Report (UE-200304) dated March
31, 2023.

Response:

1.

Puget Sound Energy ("PSE") included an estimated cost for unbundled
renewable energy credit ("REC") purchases to cover approximately 20 percent of
its retail electric load in its power cost forecast for January 2030 as a
placeholder, so as not to underrepresent the power costs PSE is likely to incur in
2030. See Prefiled Direct Testimony of Brennan D. Mueller, Exh. BDM-1T, at
page 20, lines 8 through 21. Inclusion of this placeholder should not be
interpreted as a decision by PSE to utilize the alternative compliance option
under RCW 19.405.040(1)(b)(ii) to achieve its Clean Energy Transformation Act
(“CETA”) requirements for the 2030 through 2033 compliance period. PSE will
seek to comply with CETA at the lowest reasonable cost to customers using the
eligible resources or alternative options available for the compliance period.

The power cost forecasts that are ultimately included in customer rates during
the Multi-Year Rate Plan (“MYRP”) period will include only the cost of resource
supply contracts PSE has actually executed prior to the time those forecasts are
prepared. PSE expects to update its power cost forecast for 2027 at the
conclusion of this proceeding, and the power cost forecasts for 2028 and 2029
would be updated prior to the beginning of each respective year. See Prefiled
Direct Testimony of Brennan D. Mueller, Exh. BDM-1T, at page 21, lines 1
through 17.
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Regarding the comparative cost of alternative compliance options under

RCW 19.405.040(1)(b): Because the placeholder is not a compliance decision,
PSE has not conducted a formal analysis quantifying the "ratepayer benefit" of
unbundled RECs over other specific compliance options. However, PSE provides
the following context regarding the available alternatives:

. Alternative Compliance Payment (RCW 19.405.040(1)(b)(i)): The
alternative compliance payment rate is established by statute pursuant to
RCW 19.405.040(1)(b)(i). PSE has not conducted a comparison of the
placeholder REC price to the alternative compliance payment rate for the
2030-2033 period because neither figure represents a final compliance
cost, both are subject to change as the compliance period approaches.

. Energy Transformation Projects (RCW 19.405.040(1)(b)(iv)): Energy
transformation projects involve direct investment in programs that reduce
greenhouse gas emissions in other sectors (e.g., building electrification,
industrial efficiency). These investments are not directly comparable to
REC purchases on a $/MWh basis because they produce emission
reductions rather than renewable energy attributes.

. Direct Procurement of Renewable Resources (RCW 19.405.040(1)(a)):
The cost of achieving the 80 percent primary compliance standard through
direct procurement of new renewable and nonemitting resources is
reflected in PSE's resource acquisition program, including the projects
described in the Prefiled Direct Testimony of Craig J. Pospisil,

Exh CJP-1HCT, and the Prefiled Direct Testimony of Joshua J. Jacobs,
Exh. JJJ-1T. The levelized cost of new renewable resources varies by
technology, location, and contract structure, but is generally higher than
the placeholder REC price on a per-MWh basis because resource
acquisitions include capacity value, transmission, and integration costs
that unbundled RECs do not. PSE's long-term resource strategy prioritizes
direct procurement over alternative compliance, consistent with the
Commission's guidance and the requirement under RCW 19.405.060(3)(b)
to maximize investments in renewable resources and nonemitting electric
generation prior to using alternative compliance options. See PSE's
Response to WUTC Staff Data Request No. 151 (discussing the
relationship between direct procurement and alternative compliance).
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2. The price PSE assumed for unbundled RECs in January 2030 is $ |l per

MWh, which is the midpoint of a range of potential prices PSE identified based
on information available in late 2025. The calculation is:

January 2030 REC Cost = Total January 2030 Load x20% $JJlll/MWh

January 2030 REC Cost = ~$22 million

See Twelfth Exhibit to the Prefiled Direct Testimony of Brennan D. Mueller,

Exh. BDM-13HC, "555MP Unbundled REC purchases" line, Jan-30 column (cell
ATS55); PSE's Response to Public Counsel Data Request No. 246 (providing the
formula and identifying the source of each input).

PSE developed the $[Jll/MWh price as the midpoint of a range established
through a preliminary 2030-2033 CETA alternative compliance range calculation.
This analysis is provided as Attachment A to PSE's Response to WUTC Staff
Data Request No. 206. The range was developed using multiple inputs, including
the following:

. The levelized cost of Eastern Washington wind resources less the
levelized wholesale market energy price. This methodology reflects the
incremental cost of building new renewable resources above the value of
the energy produced (i.e., the economic value of the REC if the market
clears at the marginal cost of new renewable supply). This is the same
approach being developed as a draft alternative REC price for PSE's 2027
Integrated System Plan process. See Attachment A to PSE's Response to
Joint Environmental Advocates Data Request No. 054 (providing the draft
alternative REC price workbook from the 2027 ISP process).

. Washington State RPS market pricing, CCA cost forecasts, and expected
wholesale energy market prices.

The resulting range is approximately $20 to $78 per MWh for 2030, with the
lower bound driven by current market pricing and the upper bound driven by the
levelized cost of new renewable resources and projected supply-demand
imbalances as Washington utilities simultaneously seek RECs for CETA
compliance. PSE selected the midpoint ($ ll/MWh) as a reasonable
placeholder assumption given the substantial uncertainty in this nascent market.
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The forecasted REC prices contained in Figure 5.10 (page 5-30) of PSE's 2023
Electric Progress Report (provided as the Sixth Exhibit to the Prefiled Direct
Testimony of Craig J. Pospisil, Exh. CJP-7) were based on market prices for
unbundled RECs in established markets, including Texas (ERCOT). PSE no
longer believes those prices are an accurate representation of the price of
unbundled RECs that may be available to PSE during the 2030-2033 CETA
compliance period, for the following reasons:

. Captive regional demand: CETA creates simultaneous, mandatory REC
demand from all Washington electric utilities beginning in 2030. This
concentrated regional demand does not exist in Texas or other
established REC markets, and is expected to drive prices significantly
above historical levels in those markets.

. Supply constraints: The supply of CETA-eligible unbundled RECs in the
Pacific Northwest is constrained by the same transmission,
interconnection, and permitting challenges that constrain new renewable
resource development in the region. The Texas market benefits from
significantly greater transmission capacity and a more mature renewable
development pipeline.

. CETA eligibility requirements: CETA's definition of "renewable
resource" (RCW 19.405.020(34)) and the requirement that RECs be
generated by facilities that meet specific eligibility criteria limit the pool of
qualifying RECs relative to broader REC markets.

. No established Washington CETA REC market: Unlike the Texas REC
market (which has operated for over two decades), there is no established
market for CETA-eligible unbundled RECs. The $ JJll/MWh placeholder
reflects PSE's best estimate of where such a market might clear based on
fundamental cost analysis rather than observed market transactions.

PSE notes that the $ JJlll/MWh assumption is a placeholder that is subject to
revision. PSE is developing an updated REC price forecast as part of its 2027
Integrated System Plan process, which PSE expects to file on or before April 1,
2027. See PSE's Response to Joint Environmental Advocates Data Request

No. 054 (describing the REC pricing methodology for the 2027 Integrated System
Plan).
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Shaded information in each of PSE’s Response to WUTC Staff Data Request No. 206
and Attachment A to PSE’s Response to WUTC Staff Data Request No. 206 is
designated as CONFIDENTIAL per Protective Order in Dockets UE-260005 and UG-
260006.
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ATTACHMENT A to PSE’s Response to
WUTC Staff Data Request No. 206





