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I. INTRODUCTION

Please state your name and business address.
My name is Crystal R. Oliver, and my business address is 621 Woodland Square
Loop SE, Lacey, WA 98503. My business mailing address is P.O. Box 47250,

Olympia, WA 98504-7250. My email address is crystal.oliver@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 Section Manager in the Energy Rates and Services section. I have

worked for the Commission on energy rates and services issues since May 1, 2023.

Would you please state your educational and professional background?

I hold a Bachelor of Arts degree in Organizational Management from Whitworth
University and a Master of Public Administration from Eastern Washington
University. Since 2004, I’ve held management roles at a restaurant, digital services
company, and owned and operated an agricultural production and processing
business. My responsibilities have included regulatory compliance, finance,
accounting, personnel, and general business operations. Just prior to joining the
Commission, I served as the executive director for a non-profit trade association
focused on regulatory implementation and legislative reform. Since joining the
Commission, I have attended the National Association of Regulatory Utility

Commissioners (NARUC) Rate School and additional training on Utility
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Forecasting, Power Purchase Agreements, Power Market Hedging, Performance
Based Ratemaking, Distributional Equity Analysis, Utility Law, Risk Principles for

Public Utility Regulators, and Economics of Energy and the Environment.

Have you previously testified before the Commission?
Yes. I sponsored testimony on behalf of Commission Staff in Avista Utilities’

General Rate Case in Dockets UE-260007 and UG-260008.

II. SCOPE AND SUMMARY OF TESTIMONY

What is the purpose and scope of your testimony?
The purpose of my testimony is to provide Staff’s response to PSE’s proposal to
continue including Climate Commitment Act (CCA) costs in the Company’s electric
system Power Cost Adjustment (PCA) mechanism and passing back no-cost
allowance value via a separate schedule and its request to update no-cost allowance
data to actuals in its compliance filing.
This testimony also presents four other recommendations from Staff related
to CCA implementation, including:
e Inclusion of CCA costs in dispatch decisions.
e Accounting treatment of revenues from the consignment of electric utility
no-cost allowances and investment in rate payer programs prioritizing
low-income customers.

e Discussion of CCA benefits in General Rate Case (GRC) filings.
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Compliance period prudency.

It also briefly addresses equity and PSE’s use of no-cost allowance revenue to fund

decarbonization programs targeting low-income and highly impacted communities.

Q. Please summarize your recommendations.

A. Staff recommends the Commission:

1.

Reject PSE’s proposed treatment of CCA allowance costs and no-cost
allowance value. Instead, the Commission should order PSE to include
the volume of no-cost allowances awarded by Ecology as an offset in the
PCA reducing the CCA costs that are collected in the PCA.

Require PSE to update its no-cost allowance award to actuals in the PCA
update included with its compliance filing to set final rates.

Require PSE to update its assumptions for CCA allowance prices in its
PCA to use a recent thirty-day average of secondary market index prices

for 2027, 2028, and 2029 vintage allowances in its compliance filing.

Additionally, Staff recommends the Commission order that PSE:

1.

2.

Continue including CCA costs in all dispatch decisions.

Establish a separate tracker for revenues from the consignment of no-cost

allowances if the Washington State Department of Ecology (Ecology)

requires electric utilities to consign allowances.

a. Include in that filing a proposal to invest revenues in programs
benefiting ratepayers, prioritizing low-income customers consistent

with RCW 70A.65.120(4).

TESTIMONY OF CRYSTAL R. OLIVER Exh. CRO-1T
DOCKETS UE-260005, UG-260006 & UE-260113 (Consolidated) Page 3



10

11

12

13

14

15

16

17

18

19

3. Include CCA benefit proposals for consignment revenues in all future
GRCs.

4. Submit a filing! within 90 days of November 1, 2027, with a 6-month
review period, to demonstrate the prudence of its decision making for its
electric and gas operations throughout the first 4-year CCA compliance
period. The filing should include the following:

a. A narrative describing how the Company chose its path to compliance
including decisions related to auctions, secondary markets, offset
credits, and reducing greenhouse gas emissions.

b. A distributional equity analysis (DEA) of the impact of those choices
on vulnerable populations and highly impacted communities.

c. Detailed workpapers for General Ledger (GL) and all Compliant
Instrument Tracking System Service (CITSS) accounts, Ecology
auction performance, allowance market transactions, and a
comparison of past predictions and actual amortization of costs and
benefits.

d. Contemporaneous documentation describing any reevaluation of its
compliance strategy including at a minimum its response to CETA

target discussions, Initiative No. 2117 CCA repeal effort in 2024,

I RCW 70A.65.100(8) and (9) outline the confidentiality requirements for market sensitive data. Staff
envisions that any confidential information required as part of this filing would be redacted.
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changes to acquisition limits in RCW 70A.65.100(6)(a), and linkage

with California and Quebec.

Q. Have you prepared any exhibits in support of your testimony?
A. Yes. I prepared Exhibits CRO-2 through CRO-11, listed above in the List of

Exhibits.

III. CLIMATE COMMITMENT ACT ALLOWANCE COSTS AND

NO-COST ALLOWANCE VALUE

Q. Does PSE include a proposal related to CCA allowance costs and no-cost
allowance value for its electric operations in its direct case?

A. Yes. PSE proposes to continue including CCA allowance costs in its PCA
mechanism while passing back the value of no-cost CCA allowances in Electric

Schedule 111.2

Q. Does Staff recommend the Commission adopt PSE’s proposed treatment of
CCA allowance costs and no-cost allowance value for its electric operations?

A. No. Staff recommends that the Commission reject PSE’s proposed accounting
treatment of CCA allowance costs and no-cost allowance value. Instead, the

Commission should order PSE to include the volume of no-cost allowances awarded

2 Mueller, Exh. BDM-1T at 9:13-17; Free, Exh. SEF-1T at 16:3-5.
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by Ecology as an offset in the PCA reducing the CCA costs that are collected in the

PCA.

Q. How much revenue does PSE propose to collect from rate payers in the PCA
baseline for 2027, 2028, & 2029 for CCA allowance costs?
A. In its initial filing PSE proposed collecting $220,588,317 for RY1, $196,781,119 for

RY2, and $196,891,267 for RY3 in its power supply forecast.®

Q. Where is Staff’s proposal reflected in the revenue requirement model and
workpapers?
A. Staff witness Dave Gomez provides an updated power supply forecast in his

testimony* which reflects this proposal to fully offset the CCA allowance cost within
PSE’s Power Cost mechanism with no-cost allowances provided to them by

Ecology.

Q. Why does Staff oppose PSE’s proposed accounting treatment of CCA allowance

costs and no-cost allowance value?

3 Mueller, Exh. BDM-1T at 11:1-2.
4 Gomez, Exh. DCG 1-T at 37:1-2.
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A. Rates should be “just, reasonable, and sufficient.””® Just rates must be fair and
equitable based on the record, not arbitrary or punitive for either the utility or
ratepayers. Reasonable rates should reflect the actual cost of providing service
without excessive profits. Sufficient rates should be adequate to cover the utility’s
costs. Sufficient and compensatory costs typically refer to the total expense incurred
or likely to be incurred by the utility to provide service.® PSE’s proposal includes
collecting forecasted costs for its full CCA allowance obligation in the PCA even
though it will not incur the costs associated with its full obligation. A significant
percentage of its allowance obligation will be mitigated by the no-cost allowances it
is awarded by Ecology.’

It is Staff’s position that allowing PSE to collect in the PCA baseline costs
that it has no expectation of incurring would be inconsistent with statute as the costs
collected would be more than sufficient. It is also Staff’s position that PSE’s
proposal is inconsistent with cost of service rate making fundamentals® even though
PSE proposes to return the “value” of the no-cost allowances via a separate schedule.
Bonbright highlights that the standard costs of service ratemaking stipulates that

costs must be “necessary, true cost or cost reasonably or prudently incurred.” He

> RCW 80.28.020; WUTC. v. Puget Sound Pilots, Docket TP-190976, Order 09, p. 12, § 43 (Nov. 25, 2020)
(“In any general rate proceeding, the Commission’s ultimate goal is to set rates that are fair to customers and to
the Company’s shareholders; just in the sense of being based solely on the record developed in a rate
proceeding; reasonable in light of the range of possible outcomes supported by the evidence; and sufficient to
meet the needs of the company to cover its expenses and attract necessary capital on reasonable terms.”) citing
WUTC v. Avista Corp., d/b/a Avista Utils., Dockets UE-160227 & UG-160228, Order 06, § 79 (Dec. 15, 2016).
6 Id.

TRCW 70A.65.120(1).

8 Bonbright, J. C., Danielsen, A. L., & Kamerschen, D. R. (1988), Principles of Public Utility Rates, ch. 5
‘Cost of Service as a Basic Standard of Reasonableness’, pages 108 -123.

°1Id. at 109.

TESTIMONY OF CRYSTAL R. OLIVER Exh. CRO-1T
DOCKETS UE-260005, UG-260006 & UE-260113 (Consolidated) Page 7



10

11

12

13

14

15

16

17

18

19

explains further that “rates found to be far in excess of cost are at least highly
vulnerable to a charge of unreasonableness.”'? PSE indicated that it was provided
4,652,168 no-cost CCA allowances for electric operations for the 2026 period
while PSE’s forecasted estimated total 2026 CCA emission obligation was
3,732,156.12 PSE confirmed that the “no-cost allowance allocation from Ecology was
sufficient to cover more than 100 percent” of its electric operations obligation for
2026. PSE will receive another sizable no-cost allowance allocation from Ecology in
October 2026 to mitigate the cost burden of the program on Washington ratepayers
for 2027. In its filed case PSE assumes that all of its CCA obligation will again be
covered by no-cost allowances in 2027. Given these facts Staff concludes that it will
be unnecessary for PSE to purchase allowances to cover its full obligation and that
the CCA allowance costs included in the PCA do not reflect the true cost that PSE
will incur. It is Staff’s position that the true cost to PSE would be best forecasted by
taking its expected allowance obligation volume and subtracting the expected no-
cost allowance volume in the PCA, then forecasting the cost to purchase allowances
based on that delta. It would be more reasonable for PSE to collect the cost
associated with the difference between its forecasted allowance obligation and

expected or known'? allowance allocation.

1074

1 Oliver, Exh. CRO-2 at 3:d (PSE Response to Staff DR 142).
12 Oliver, Exh. CRO-2 at 3:e (PSE Response to Staff DR 142).
13 Ecology will announce no-cost allowance allocation by October 7, 2026, and distribute by October 24, 2026.
Should the Commission allow PSE to update Power Cost at the end of this case after the final order is issued as

has been its historic practice then PSE would be able to incorporate its actual, known no-cost allowance
allocation before final rates are set.
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PSE is proposing to pass back the value of its no-cost allowances in separate
Schedule 111 fully offsetting the forecasted bill impact of CCA costs for its
electric customers. Why does this approach not satisfy Staff?

It is Staff’s position that assigning a value to no-cost allowances and passing back
that value which will later be trued up in separate Schedule 111 makes the
accounting treatment unnecessarily complex. More importantly, it also exposes
ratepayers to additional risk from price variance they would not otherwise be
exposed to if the no-cost allowance volume was simply deducted from the forecasted
obligation within the PCA. PSE clarified that “variances between forecasted and
actual allowance prices used to value the no-cost allocation” will be trued up through
Schedule 111. This means that if for example the value assigned to the no-cost
allowances for rate making purposes in Schedule 111 is higher than actual allowance
prices, then the following year’s rates will be adjusted accordingly to account for the
difference. Had these no-cost allowances simply been used to offset the volume of
the allowance obligation in the PCA the only risk exposure to allowance price
fluctuations for ratepayers would have been associated with the delta between PSE’s
obligation and no-cost allowance allocation. PSE’s approach of assigning a value to
no-cost allowances creates unnecessary delays in matching the benefits and burdens
of CCA allowances. It is therefore Staff’s position that an allowance should only

have an actual value assigned to it for true-up purposes when it is bought or sold.

Does Staff have any other concerns related to PSE’s proposal?
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Yes. Staff is concerned that allowing PSE to collect estimated costs for its full CCA
allowance obligation in the PCA, including costs it will not incur, impacts risk

exposure in the PCA as well and could contribute to an over-recovery of costs in the

PCA.

Why is risk exposure in the PCA shared between PSE and ratepayers?

The PCA mechanism is intended to share risk between the Company and ratepayers.
In recent orders the Commission has reiterated that power cost risk sharing
mechanisms such as the PCA are designed “to encourage effective management and
reduction of power costs.”'* Additionally, the Commission has stated that sharing
mechanisms provide guardrails to ensure a utility manages price volatility and does
not engage in overly risky behavior because the utility will share in cost overruns
with customers.'> The Commission has also clarified that “to ensure that rates

remain just and reasonable, the utility should carry a certain level of risk.”!¢

How does the PCA share risk?
The PCA includes dead and sharing bands that expose the company to risk or reward
in the event of forecast variances. The risk exposure is designed to encourage PSE to

reduce or better manage its power supply costs.

4 WUTC'v. PacifiCorp, Dockets UE-230172 & UE-210852, Order 08/06, § 389 (Mar. 19, 2024).
15 1d. at 9 390.
16 WUTC'v. Avista, Dockets UE-240006 & UG-240007, Order 08, § 195 (Dec. 20, 2024).
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Q. How are the current sharing bands structured?
Table 1 below outlines the allocation of costs in the case of an under-recovery and
the allocation of benefits in the case of an over-recovery via the dead and sharing
bands.
Table 1
Current Sharing Bands and Allocation of Costs & Benefits!”
Band Amount of Under or Over | Allocation to Company &
Recovery Customers

Dead Band $17 Million 100% costs and benefits to
Company.

Sharing Band #1 $17- $40 Million Under-recovery costs shared
50% to Company & 50% to
Customers.

Over-recovery benefits shared
35% to Company & 65% to
Customers.

Sharing Band #2 > $40 Million 10% of costs and benefits to
Company, & 90% of costs and
benefits to Customers.

Q. How does inclusion of costs PSE will not incur in the PCA impact risk
exposure?
A. Including allowance costs that will not actually occur due to the no-cost allowance

allocation from Ecology may increase the likelihood that PCA rates will result in an
over-recovery of power supply costs if the actual price of allowances is less than

forecasted. This lessens the Company’s risk exposure and may weaken the incentive
for PSE to reduce or better manage its power supply costs. Additionally, as outlined

in the table above the Company is allowed to retain a portion of any over-collection.

17 Pilaris, Exh. JAP-3 at 21:1.
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For example, in the event the over-recovery is $17 million the Company would
retain 100 percent. If the over-recovery fell between $17 million and $40 million the
company would retain 35 percent of that. If the over-recovery exceeded $40 million

the company would retain 10 percent of that.

Why is it appropriate that PSE and ratepayers share the risk associated with
CCA allowance costs?

The CCA allowance obligation is intrinsically tied to the Company’s power supply
decisions. While PSE cannot control the price of allowances, it does control whether
it chooses to buy, consign, sell, or hold allowances, decide to dispatch greenhouse
gas emission-generating resources, to purchase or sell power on the market and at
what price. The Company is incented to manage these and other power costs through
the existence of the dead and sharing bands in the PCA. The bands expose the
Company to risk or reward in the event of forecast variances. It would be
inconsistent with the design of the PCA to treat these CCA allowance costs

differently than other power supply costs.

What reasoning does PSE offer to support passing back the value of no-cost
allowances in a separate rate schedule rather than including the value in power
costs as an offset?

The Company asserts passing back the value of no-cost allowances in a separate

schedule is appropriate because:
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1. No-cost allowances are not directly tied to PSE’s operation decisions or other
power cost variables as they are allocated by the Department of Ecology to
mitigate cost burdens based on forecasted retail demand and supply.'®

2. Using a “separate rate schedule facilitates transparency” & “ensures that the
full value of these allowances are returned to retail customers.””

3. It provides flexibility in the event Ecology requires electric utilities to

consign no-cost allowances.?’

Is PSE’s reasoning sufficient?
No. Each of the reasons provided fail to adequately support the reasonableness of
collecting costs it won’t incur in the PCA and also fail to justify shifting power

supply cost risks to ratepayers.

What is Staff’s response to the reasons provided?

PSE’s first reason asserts that no-cost allowance allocation is “not directly tied to
PSE’s operation decisions or power cost variables”. Staff finds this characterization
puzzling as RCW 70A.65.120 and WAC 172-446-230 describe how Ecology
determines its allocation of no-cost allowances to electric utilities. The no-cost
allocation is based on “utility-specific demand forecasts” including ““a forecast of

supply or a forecast of demand”?! which is based on the resources used to supply

18 Mueller, Exh. BDM-1T at 52:4-9.
19 1d. at 52:9-12.

20 Id. at 52:13-22.

2 WAC 172-446-230(2)(c)(i).
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power. The variable costs associated with power supply are recorded in the PCA.
Additionally, PSE’s most recent CCA four-year resource supply forecast?? which
was approved by the Commission on May 29, 2026, was derived from and consistent
with the latest approved Power Cost forecast.?

PSE’s second reason is also unpersuasive to Staff. There is nothing
preventing PSE from transparently disclosing the number of allowance obligations
that are offset by the Ecology no-cost allowance award in a PCA filing. The
Company is required to provide supporting workpapers for all PCA filings. Staff
also believes it would be simpler and more straight forward to use the no-cost
allowance award volume to offset the volume of allowance obligations and then
assign a forecasted cost or value to the delta between the two which could then be
collected in PCA rates. This would eliminate the need to assign a value to no-cost
allowances and true up variances between the assigned and actual value of no-cost
allowances.

PSE’s third reason related to flexibility is also unpersuasive to Staff. Should
Ecology require consignment by electric utilities, as is contemplated in Ecology’s
recently published draft proposed rules?*, then revenues from the consignment of no-

cost allowances should be tracked separately to ensure they are invested for the

benefit of ratepayers consistent with RCW 70A.65.120(4). However, there is no need

22 In re Petition of Puget Sound Energy, Inc. for an Order Approving Demand and Resource Supply Forecast
for Calendar Years 2027-2030 Pursuant to RCW 704.65.120, Docket UE-260196, Petition, Exhibit A (filed
March 25, 2026).

B Id. at 14:9 —14:11.

24 Wash. St. Reg. 26-12-055 Proposed Revisions to WAC 173-446-230(3)(b) released June 1, 2026, p. 76,
https://ecology.wa.gov/proposed-rule-language-wac-173-446-6-1-26.
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to establish a mechanism to do that now. PSE could easily petition for a separate
schedule for such purposes in the future or the Commission could order them to do
so once Ecology’s rules are adopted as is detailed in Staff’s recommendation below
regarding tracking of revenues. Ratemaking is flexible by its nature and fluid enough
to address these sorts of changes in rule. It is unnecessary to create solutions for

problems that do not yet exist.

Q. Has PSE provided any further explanation for why PSE’s treatment of CCA
allowance costs and no-cost allowance value is preferable to Staff’s
recommendation?

A. Yes. In Response to Staff Data Request No. 144?° PSE provides additional detail on

why it believes its approach is preferable.

Q. What is the first reason offered by PSE in its response to Staff Data Request
144?
A. PSE claims that:

The legislative intent expressed in RCW 70A.65.120(1) is that no-cost
allowances “mitigate the cost burden of the program on electricity
customers,” not that they be shared between PSE and customers based on
forecast variances. Returning the value of no-cost allowances through a
dedicated rate schedule outside the PCA preserves the statutory pass-through
purpose; netting the value inside the PCA, by contrast, would route the no-
cost allowance value through the PCA dead band and sharing bands, with the
result that PSE could retain a portion of the no-cost allowance value as a
function of forecast variance, an outcome inconsistent with the statutory pass-
through purpose.?®

25 Qliver, Exh. CRO-3 (PSE Response to Staff DR 144).
26 QOliver, Exh. CRO-3 (PSE Response to Staff DR 144).
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What is Staff’s response to this?

If PSE were to net the value of no-cost allowances inside the PCA or the revenue
from the consignment of no-cost allowances inside the PCA then what PSE says is
accurate. However, Staff is proposing that PSE take the volume of no-cost
allowances awarded to it by Ecology and use them to offset or reduce the volume of
its forecasted allowance obligation in the PCA. This will allow PSE to determine the
volume of CCA allowances it will actually need to purchase to meet its obligation.
The cost of those allowances that it will purchase could then be collected from
ratepayers via the PCA and variances between the forecasted and actual costs of
those purchased allowances would net through the PCA. Should Ecology require
consignment of no-cost allowances by electric utilities Staff would suggest those

revenues be tracked separately to preserve the statutory pass-through purpose.

What is the next reason offered by PSE?
PSE asserts that:

[Staff’s] alternative would create a mismatch between cost causation and cost
recovery, potentially disincentivizing cost-minimizing dispatch decisions. As
explained in the Prefiled Direct Testimony of Brennan D. Mueller, Exh.
BDM-IT, at page 50, line 14, through page 51, line 21, when PSE dispatches
an emitting generator, the decision creates a fuel cost, an increase to
wholesale sales revenue or decrease to wholesale purchase cost, and a CCA
compliance obligation—all three of which are operationally tied to the same
transaction. Tracking all three through the PCA ensures that the net economic
effect of the transaction is subject to the same treatment/recovery mechanism
(i.e. the PCA and any sharing of variances between PSE and customers).
Netting the no-cost allowance value against the CCA compliance obligation
within the PCA, however, conflates a statutory pass-through (no-cost
allowance value) with operationally determined variable power costs,
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potentially distorting the dispatch incentive that the current methodology

creates.”’
What is Staff’s response to this?
This reason is a little more challenging to parse and respond to. Cost causation
typically means that costs should be borne by the customers who cause the utility to
incur the expense. Cost recovery typically refers to who and how costs will be
recovered by the utility. A mismatch between these would occur if the cost incurred
were not aligned with the way those costs were allocated to customers in rate design
for recovery purposes.

The cause of the CCA allowance obligation cost is a result of “emissions
from PSE’s emitting generators located in Washington state and emissions from
imported electric supply (purchases for which PSE is the “first jurisdictional

deliverer”).?8

When the power that is generated or imported is used to serve
Washington retail customers, they are the customer who caused the utility to incur
the CCA allowance expense. Most if not all of the CCA allowance expense to serve
retail load should be offset by the no-cost allowance allocation from Ecology. When
the power that is generated or imported is wholesaled by PSE the estimated CCA
allowance cost is included in PSE’s dispatch decision and sold at a price that is
“sufficient to cover traditional variable costs (fuel and estimated variable O&M) as

well as estimated allowance cost”? this ensures that the cost of the CCA allowance

obligation incurred is passed on to the wholesale customer purchasing it.

27 QOliver, Exh. CRO-3 (PSE Response to Staff DR 144).
28 Oliver, Exh. CRO-2 at 2:a. (PSE Response to Staff DR 142).
2 Qliver, Exh. CRO-4 at 1:a. (PSE Response to Staff DR 140).
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Staff is struggling to understand how a change in no-cost allowance
accounting treatment would result in “potentially disincentivizing cost-minimizing
dispatch decisions.”*° PSE is required to make prudent power supply decisions in
order to be allowed recovery of those costs from ratepayers. Prudent power supply
decisions by definition minimize unreasonable and unnecessary costs.

PSE’s assertion that “netting the no-cost allowance value against the CCA
compliance obligation within the PCA, conflates a statutory pass-through (no-cost

31 4 flawed as

allowance value) with operationally determined variable power costs
Staff proposes that the volume of no-cost CCA allowances be incorporated into the
PCA to offset the volume of CCA allowance obligation. That would not impact the
statutory requirement that the no-cost allowances be used to mitigate rate impacts.
Additionally, PSE’s statement that Staff’s proposal would “potentially
distort... the dispatch incentive that the current methodology creates™? is also
curious. PSE has included the “estimated cost of CCA allowances in its resource
dispatch decisions for output sold into the wholesale market since the CCA Cap-and-
Invest Program took effect on January 1, 2023.”* PSE began to include CCA
allowance costs in retail dispatch decisions on January 1, 2026.** A change in the

accounting treatment of its no-cost allowances would not prevent PSE from

continuing to include CCA costs in all dispatch decisions.

30 QOliver, Exh. CRO-3 (PSE Response to Staff DR 144).

3.

2.

33 Oliver, Exh. CRO-4 at 1:a (PSE Response to Staff DR 140).

34 Oliver, Exh. CRO-5 at 1:a-2:a (PSE Response to Staff DR 141).
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Q. Should CCA costs continue to be included in all dispatch decisions?
Yes. As a matter of policy, it is important that the CCA cost be incorporated into all
dispatch decisions to ensure that the CCA drives economic emissions reductions to
support Washington in achieving Clean Energy Transformation Act (CETA)
standards®> and Washington state emission limits®¢ at the lowest cost for Washington

ratepayers.

Q. Why else is it important that CCA costs are included in all dispatch decisions?
As Washington prepares to link its carbon market with California and Quebec’s

market it is important that there be consistent carbon pricing in dispatch.

What does Staff recommend regarding dispatch?

Staff recommends the Commission require PSE to continue including CCA costs in
all dispatch decisions This will ensure that resources are only dispatched when it is
economic to do so for wholesale transactions and will ensure that the cost of emitting
is reflected in all market transactions and decisions by PSE to emit. This will also
ensure that PSE can monetize for rate payers benefit surplus no-cost allowances

resulting from reduced emissions.*’

Q. What is the final additional reason offered by PSE?

33 WAC 480-100-610.
36 RCW 70A.45.050.
37 Oliver, Exh. CRO-5 at 2 (PSE Response to Staff DR 141).
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A.

PSE again claims:

[T]he separate-schedule approach preserves flexibility to accommodate future
Ecology rule changes. As noted in the Prefiled Direct Testimony of Brennan D.
Mueller, Exh. BDM-I1T, at page 52, lines 13-22, Ecology may in the future
implement a requirement that some or all electric no-cost allowances be
consigned to auction, as is currently required for natural gas utilities under
chapter 173-446 WAC. If consignment is required, the resulting consignment
revenue must be returned directly and entirely to retail customers and cannot be
subject to PCA sharing bands. The Schedule 111 mechanism is already
structured to accommodate this future contingency without requiring further

ratemaking changes; the alternative netting approach would require an unwinding

of netting—and establishment of a rate schedule equivalent to the current
Schedule 111—if consignment were ultimately mandated.>®

What is Staff’s response to this final reason?

It is Staff’s position that, should Ecology require consignment by electric utilities, as

is contemplated in Ecology’s recently published draft proposed rules,*® revenues
from the consignment of no-cost allowances should be tracked separately to ensure

they are invested for the benefit of ratepayers consistent with RCW 70A.65.120(4).

However, there is no need to establish a mechanism to do that now. PSE could easily

petition for a separate schedule for such purposes in the future or the Commission
could accept Staff’s recommendation detailed below regarding consignment
revenues and order PSE to establish a separate tracker for revenues from the
consignment of no-cost allowances if consignment is required by Ecology.
Ratemaking is flexible by its nature and fluid enough to address these sorts of
changes in rule. It is unnecessary to create solutions for problems that do not yet

exist.

38 QOliver, Exh. CRO-3 (PSE Response to Staff DR 144).
3 Wash. St. Reg. 26-12-055 Proposed Revisions to WAC 173-446-230(3)(b) released June 1, 2026, p. 76,
https://ecology.wa.gov/proposed-rule-language-wac-173-446-6-1-26.
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Q. Does PSE include specific requests related to its proposed treatment of CCA

allowance costs and no-cost allowance value for its electric operations?

A. Yes. PSE requests that:

1.

Electric Schedule 111 be set “in synch with power cost rates” and be reset in
general rate cases and power cost updates.**

The variances associated with forecast and actual costs continue to flow
through the PCA bands.*!

That rate true-ups for Electric Schedule 111 occur at the same time as PSE’s
annual PCA filing which is due by April 30 of each year.*?

Annual adjustments continue for the portion of Electric Schedule 111 that is
recovering costs for compliance years 2023 through 2025.%

It be ordered to update the value of no-cost allowances it passes-back in
Electric Schedule 111 with the compliance filing to set final rates based on

the actual 2027 allocation from Department of Ecology.**

What is Staff’s position on these requests?

As previously stated, Staff recommends that the Commission reject PSE’s proposed

treatment of CCA allowance costs and no-cost allowance value to ensure that PCA

rates only reflect necessary and true costs and to prevent ratepayers from being

exposed to additional risk. Instead, the Commission should order PSE to include the

40 Free, Exh. SEF-1T at 16:10 — 16:16.
41 1d at 16:17 — 16:25.
21d. at 16:26 —17:7.

$Id. at 17:8-17.

4 Free, Exh. SEF-1T at 19:8-11.
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volume of no-cost allowances awarded by Ecology as an offset in the PCA reducing
the CCA costs that are collected in the PCA. Thus, Staff is not supportive of
synching and resetting of Electric Schedule 111 updates with the PCA and other
power cost filings nor the variance between forecasted and actual power costs
inclusive of CCA costs passing through the sharing bands without first being offset

by the no-cost allowance award volume.

Q. What is Staff’s position on PSE’s fifth request to update the value of no-cost
allowances to pass-back in Electric Schedule 111 in its compliance filing to set
final rates?

A. Staff recommends the Commission order PSE to update its no-cost allowance award
to actuals in the PCA update included with its compliance filing to set final rates.
Staff understands Ecology will likely publish its allocation by October 7, 2026* and
it is reasonable to allow the Company to update its PCA costs to be as accurate as
possible before final rates are set. Staff also recognizes that Ecology’s proposed rules
address the implementation of WAC 173-446-230(2)(h) which relates to an
additional allowance allocation for administrative costs of the CCA program and
includes details on how such adjustments will be calculated.*® PSE can likely
anticipate a small additional allocation in the near future once these rules are

finalized, which should also be included as an offset when actual rates are set.

45 WSR 26-12-055 Proposed Revisions to WAC 173-446-230(3)(b) released June 1, 2026, p. 74. Available at:
https://ecology.wa.gov/proposed-rule-language-wac-173-446-6-1-26.

46 Wash. St. Reg. 26-12-055 (proposed Sep. 29, 2022), proposed revisions to WAC 173-446-230(5), released
June 1, 2026, p. 75. Available at: https://ecology.wa.gov/proposed-rule-language-wac-173-446-6-1-26.
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Q. Does Staff recommend any other updates be made with PSE’s compliance
filing?

A Yes. Staff recommends that PSE update its assumptions for CCA allowance prices in
its PCA to use a recent 30-day average of secondary market index prices for 2027,

2028 and 2029 vintage allowances in its compliance filing.

Why should PSE be ordered to update its CCA allowance pricing assumptions?
Yes. PSE’s initial filing included a rather high $57.86*’ price based on the seven-day

average as of November 28, 2025. In its confidential response to WUTC Staff DR

205 Attachment D on the WA CCA tab48_
O
-

I - | most

market assumptions, forecasts made closer in time tend to be more accurate therefore

an update just prior to 2027 is appropriate.

Why is it important for PSE to update its allowance cost assumptions?
On June 25, 2026, Washington, California, and Quebec signed a carbon market
linkage agreement and announced that they expect to operate a linked market in

2027.° This significant change in the carbon market appears to have contributed to

47 Mueller, Exh. BDM-1T at 53:9.

48 Oliver, Exh. CRO-6C (Confidential PSE Response to Staff DR 205 Attachment D).

4 Oliver, Exh. CRO-7 at 4 (PSE Response to Staff DR 205).

%0 Oliver, Exh. CRO-8 (Governor Ferguson’s June 25, 2026, Carbon Market Agreement News Release).
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lower allowance prices for future vintages on the secondary market. This has
rendered PSE’s initial price assumptions stale and out of touch with current and
future market index prices. Additionally, Staff believes using a thirty-day average
rather than a seven-day average may provide a more accurate estimate of costs as it

will necessarily include more days where trading is active.

IV. TRACKING OF REVENUES

What accounting treatment does Staff recommend for the revenues from
consignment of no-cost allowances if Ecology updates its rules to require
consignment by electric utilities?

Staff recommends the Commission order PSE to establish a separate tracker for
revenues from the consignment of no-cost allowances if consignment is required by
Ecology. PSE’s filing to establish the tracker should include a proposal to invest
revenues in programs benefiting ratepayers, prioritizing low-income customers,

consistent with RCW 70A.65.120(4).

Why does Staff recommend these revenues be tracked separately rather than
included in the PCA as a reduction to power supply costs?
Consignment revenues are to be used to benefit ratepayers.’! If these revenues were

included in the PCA, a portion of these revenues could pass through the dead and

SIRCW 70A.65.120(4).
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TESTIMONY OF CRYSTAL R. OLIVER
DOCKETS UE-260005, UG-260006 & UE-260113 (Consolidated)

sharing bands and be retained by the Company. Under that scenario, these revenues
could benefit the Company rather than ratepayers, which Staff believes would be

inconsistent with the purpose of awarding no-cost allowances under the CCA.

V. DISCUSSION OF CCA BENEFITS IN GRC FILINGS

What does Staff recommend related to future discussions of CCA benefits in
General Rate Case (GRC) filings?

Staff recommends the Commission order PSE to include CCA benefit proposals for
no-cost allowance consignment revenues for its gas and electric operations in all

future GRC filings.

Why does Staff recommend this requirement?

The intent of the CCA is to reduce emissions. As a company identifies ways to help
their customers to become more efficient, they may use less energy. This is
particularly true for gas customers. Depending upon the benefit proposal put forth,
there may be an impact to ratepayer energy usage, such as a reduction in therms or
kilowatt hours. A reduction in energy usage may drive reduced revenues, which may
impact cost of service, rate design considerations, and rate of return. As a result, a
GRC is a more appropriate venue for those discussions. Additionally, because GRCs
are adjudicated, interested parties would be afforded more time to analyze and
respond to the Company’s proposal, which would provide the Commission with a

more complete record on which to make a decision.

Exh. CRO-1T
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V. COMPLIANCE PERIOD PRUDENCY

Q. Has the Commission made a prudency determination related to PSE’s decision-
making throughout the first 4-year CCA compliance period?

A. No. The Commission has reserved a final prudency determination for a separate
dedicated proceeding when CCA compliance costs over the full, four-year
compliance period are known and may be reviewed for both PSE’s gas? and

electric™ operations.

How does Staff recommend this separate proceeding be initiated?

Staff recommends that the Commission order PSE to submit a filing>* within 90 days
of November 1, 2027, to demonstrate the prudence of its decision making for its
electric and gas operations throughout the first 4-year compliance period. The
Commission should allow 6 months to review PSE’s filing. The filing should
include:

1. A narrative describing how the Company chose its path to compliance
including decisions related to auctions, secondary markets, offset credits, and
reducing greenhouse gas emissions.

2. A distributional equity analysis (DEA) of the impact of those choices on

vulnerable populations and highly impacted communities.

32 Wash. Utils. & Transp. Comm’n v. PSE, UG-250843, Order 01, 9§ 38 (Dec. 24, 2025).

53 Wash. Utils. & Transp. Comm’n v. PSE, UE-250321, Order 01, § 20 (July 25, 2025).

34 RCW 70A.65.100(8) and (9) outlines the confidentiality requirements for market sensitive data. Staff
envisions that any confidential information required as part of this filing would be redacted.
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3. Detailed workpapers for GL and all CITSS accounts, Ecology auction
performance, allowance market transactions, and a comparison of past
predictions and actual amortization of costs and benefits.

4. Contemporaneous documentation describing any reevaluation of its
compliance strategy including at a minimum its response to CETA target
discussions, Initiative No. 2127 CCA repeal effort in 2024, changes to
acquisition limits in RCW 70A.65.100(6)(a), and future linkage with

California and Quebec.

Why should the filing be confidential?

RCW 70A.65.100(8) and (9) include detailed descriptions of market sensitive
information that is exempt from public disclosure and required to be kept
confidential “to guard against bidder collusion and minimize the potential for market
manipulation.” Much of the data Staff is requesting be included in this report to
assess prudency includes market sensitive information. Some interested parties may
include other current and potential market participants so review may need to be
limited to those who cannot trade in these markets. For example, registered entities
under the CCA include covered entities, opt-in entities, general market participants,
consultants and advisors, firms providing broker services, investors and traders,
members of the media, economic interest groups, etc. The information requested

should be marked highly confidential and its review should be restricted to those
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parties who sign a new or amended protective order specific to this compliance

filing.>

Q. Are there any other CCA related issues discussed by other Staff witnesses?
Yes. Staff witness Erdahl briefly discusses appropriate categorization of CCA

accounts in investor supplied working capital.

VII. EQUITY

How does PSE present equity issues in this case?

PSE primarily presents its evidence for equity in the testimony of PSE witness
Hutson, the Director of Equity for PSE. Witness Hutson is responsible for leading
and managing PSE’s equity efforts.>® Witness Hutson provides descriptions of PSE’s

equity efforts across the company.

What is the statutory basis for equity regulation by the UTC?
Commission Staff looks to RCW 80.28.425(1), which addresses multiyear rate plans,
and RCW 19.405.040(8) of the CETA for guidance. RCW 80.28.425(1) include

equity as an element, among many others, of the public interest determination.>’

55 QOliver, Exh. CRO-11 (ECY-UTC MOU). Staff notes that accomplishing this may involve the Commission
issuing a new protective order specific to review of this filing or amending the current protective order to
effectuate the necessary restrictions.

3¢ Hutson, Exh. TAH-1T at 1:16 — 1:21.

STRCW 80.28.425(1):“In determining the public interest, the commission may consider such factors including,
but not limited to, environmental health and greenhouse gas emissions reductions, health and safety concerns,
economic development, and equity, to the extent such factors affect the rates, services, and practices of a gas or
electrical company regulated by the commission.”

TESTIMONY OF CRYSTAL R. OLIVER Exh. CRO-1T
DOCKETS UE-260005, UG-260006 & UE-260113 (Consolidated) Page 28



10
11
12
13
14
15
16

17

18

19

20

RCW 19.405.040(8) communicates a much more explicit imperative to ensure that
all customers benefit from the energy transition.’® CETA places a clearer emphasis
on the distribution and flows of benefits to named communities.*® It also requires
that utilities consider equity in broad terms, noting public health, environmental

benefits, costs, energy security.

Other than statute, has the Commission provided guidance regarding equity?
Yes. The Commission provided the following guidance in a prior rate case order:
Meeting this expectation will require a comprehensive
understanding of the ways in which systemic racism and other
inequities are self-perpetuating in the existing regulatory
framework absent corrective intervention. It is incumbent
upon regulated companies to educate themselves on topics
related to equity just as it is incumbent upon the Commission
to do the same.%°
Q. Has the Commission offered any other guidance to utilities related to equity?
The Commission also issued an interim policy statement on May 12, 2025, in Docket

A-230217 regarding procedural justice encouraging regulated utilities to use the

International Association for Public Participation spectrum (IAP2) as a resource and

8 RCW 19.405.040(8): “In complying with this section, an electric utility must, consistent with the
requirements of RCW 19.280.030 and 19.405.140, ensure that all customers are benefiting from the transition
to clean energy: Through the equitable distribution of energy and nonenergy benefits and reduction of burdens
to vulnerable populations and highly impacted communities; long-term and short-term public health and
environmental benefits and reduction of costs and risks; and energy security and resiliency.”

%% In the context of CETA, “named communities* refers to highly impacted communities and vulnerable
populations as defined in RCW 19.405.020. However, Commission rules also define “named communities™ to
include overburdened communities under WAC 480-96-020(35), which is part of the definition section for the
Decarbonization Act for Large Combination Ultilities rules.

0 Wash. Utils. & Transp. Comm’n v. Cascade, Docket UG-210755, Order 09, 9§ 58; (Aug. 23, 2022).
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strive to inform, consult, involve, collaborate, and empower.®! It also recommends

utilities use the six Jemez principles®? which include:

1.

2.

6.

Be Inclusive.

Bottom-Up Organizing.

Let People Speak for Themselves.

Work Together in Solidarity and Mutuality.
Build Just Relationships Among Ourselves.

Commitment to Self-Transformation.

The Commission also clarified that it plans to publish “overarching guidance

on equity via a series of four policy statements

63 covering a “unique tenet of equity,

as described the “University of Michigan Energy Equity Project” (EEP) including:

e recognition justice,
e procedural equity,
o distributional equity,

e and restorative justice.®*

81 Commission Proceeding to Develop a Policy Statement to Address the Application of Equity and Justice in
Commission and Regulated Company Processes and Decisions, Docket A-230217, Interim Policy Statement
Regarding Procedural Justice, 9§ 22 (May 12, 2025).

62 QOliver, Exh. CRO-9 (Jemez Principles for Democratic Organizing).

63 Pursuant to RCW 34.05.230 and WAC 480-07-920, the Commission may issue a policy statement, “to
advise the public of its current opinions, approaches, and likely courses of action...” RCW 34.05.230(1).

% Commission Proceeding to Develop a Policy Statement to Address the Application of Equity and Justice in
Commission and Regulated Company Processes and Decisions, Docket A-230217, Interim Policy Statement
Regarding Procedural Justice, 9§ 10; (May 12, 2025).
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Q. Broadly speaking, how does Staff view PSE’s efforts in addressing Equity?
Generally, Staff is supportive of efforts made by PSE. For example, Company
witness Hutson describes PSE’s work to address affordability for low-income highly
energy-burdened customers and named communities. PSE was also the first investor-
owned utility to invest no-cost CCA allowance revenues in low-income and highly
impacted community benefiting programs® instead of focusing only on bill credits.

Recently PSE proposed and the Commission approved increasing funding to
$15.1 million to continue and expand its existing low-income benefiting programs
and to set aside an additional $40 million to issue a Request for Proposal for
additional targeted decarbonization projects.®® Staff commends PSE on its leadership
here and is excited to see what innovative programs are selected for funding and
learn more about the impact of these programs in future reports.

While PSE has clearly taken a thoughtful approach to incorporating equity
considerations into its business and operational plans there are several Staff
witnesses who raise equity concerns related to affordability, construction work in
progress, depreciation, credits and collections, IT investments, thermal energy

network projects, and a distributed energy resource distributional equity analysis.

Q. Which Staff witnesses address equity related issues in their testimony?

% Oliver, Exh. CRO-10 (PSE CCA Decarbonization Programs 2025 Annual Report Filed in UG-230968).
% Docket UG-250843, Order 01 9 14. PSE most recent Natural Gas CCA Tariff Revision can be viewed here:
https://www.utc.wa.gov/casedocket/2025/250843.
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A. The following Staff witnesses address equity issues in their testimony:

Chris R. McGuire (Exh. CRM-1CT) addresses construction work in progress
and affordability.

Corey J. Dahl (Exh. CJD-1T) addresses depreciation as well as credit and
collections matters.

Sophie C. Major (Exh. SCM-1T) addresses a request to eliminate the
requirement to complete a Distributional Equity Analysis on an 80 MW
distributed energy resource (DER) portfolio.

Ana M. Boyd (AMB-1T) addresses equity considerations related to Thermal
Energy Network projects.

Paul Koenig (PK-1T) addresses equity concerns related to IT investments.

Q. Does this conclude your testimony?
Yes.
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