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PUGET SOUND ENERGY

PREFILED DIRECT TESTIMONY (NONCONFIDENTIAL) OF
SUSAN E. FREE

I. INTRODUCTION

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

Energy.

My name is Susan E. Free. My business address is 355 110th Ave. NE, Bellevue,
WA 98004. 1 am the Director of Revenue Requirements and Regulatory

Compliance for Puget Sound Energy (“PSE” or “the Company”).

Have you prepared an exhibit describing your education, relevant

employment experience, and other professional qualifications?

Yes, SEF-2 provides a comprehensive overview of my education, relevant

employment experience, and professional qualifications.

Please summarize the contents of your testimony.

In this prefiled direct testimony I provide a background of PSE’s Power Cost
Adjustment Mechanism (“PCA” or “PCA Mechanism”) and a summary of the
results contained within the PCA Mechanism Report (“PCA Annual Report”) for
the Twelve Months Ended December 31, 2024, for which PSE is requesting
approval. Looking ahead in 2025, I also discuss two PSE tariff filings later this

year, one for an early recovery of the 2025 PCA costs in Schedule 95

Prefiled Direct Testimony Exh. SEF-1T
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Supplemental, and one for the 2026 base line update for Schedule 95 as required
by PSE’s 2024 GRC. Finally, I provide required reporting associated with PSE’s
Green Direct Program which is administered under Schedule 139 Voluntary Long

Term Renewable Energy Purchase Rider (“Green Direct Program™).

Are there other PSE witnesses sponsoring testimony in this Annual PCA

Compliance Filing?

Yes, there are four other witnesses who are filing testimony in this Annual PCA

Compliance Filing. They are:

Philip A. Haines, PSE Director of Energy Supply Merchant, who provides
an overview of power cost management and governance structures. Mr. Haines
also supports the prudence of new Power Purchase Agreements (“PPA”) that were
included in PSE’s update to power costs from the January 2025 compliance filing
in its 2024 general rate case (“2025 power cost update”) that have not yet received
a prudence determination.

Brennan D. Mueller, Manager of Energy Analysis, who discusses the
reasons for the variance between the approved baseline power costs and those
power costs actually experienced during the PCA period that gave rise to the final
2024 PCA imbalance for sharing. Brennan Mueller also testifies to the forecast of
the 2025 PCA period imbalance for sharing, the customer portion of which, PSE
is requesting to recover beginning October 1, 2025.

Colin P. Crowley, PSE Director of Energy Resource Development, who
discusses prudence for the Brookfield PPA. This contract, which has a term that
begins in February 2026, has not yet received a prudence determination as it was
not executed in time to be presented in the 2024 general rate case (“GRC”,
Docket UE-240004). As such, PSE is presenting it in this filing for a prudence
determination since the standard is based on information that is known or should
have been known at the time a decision is made. Providing a prudence
determination in this filing will allow the Commission to measure PSE’s actions
in close proximity to the time its decision was made rather than waiting until the
contract is included in rates.

Prefiled Direct Testimony Exh. SEF-1T
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AN DN B~ W=

10

Exh. DCG-13
UE-260005-06, UE-260113
Page 6 of 30

Kimo Spector, Commercial Acquisition Manager, discusses prudence for
Distributed Energy Resource (“DER”’) PPAs with Radial Power and Prologis.
These contracts have not yet received a prudence determination as they were not
executed in time to be presented in PSE’s 2024 GRC As such, PSE is presenting
them in this filing for a prudence determination for the same reason discussed
above.
Q. Can you please provide a list of the contracts for which PSE is requesting

prudence in this filing?

A. Yes. A complete list of the contracts for which PSE is requesting prudence in this

filing is provided below:

Table 1 — Contracts Requesting Prudence

# of
Description Contracts Witness = Inclusion in rates
Public Utility District No. 2 of 1 Haines January 2025 power
Grant County (“GCPUD”) Priest cost update
Rapids
Q1 2024 Short-Term RFP 3 Haines January 2025 power
Agreements cost update
Q4 2024 Mid-Term RFP 4 Haines January 2025 power
Agreements e o T cost update
Grays Harbor Energy Center 1 Haines January 2026 power
Tolling Agreement (“GHEC”) cost update
Eugene Water and Electric Board 1 Haines January 2025 power
PPA (Stateline Wind) cost update
Douglas County Public Utility 1 Haines January 2026 power
(“DCPUD”) Wells cost update
Radial Power DER PPAs 4 Spector January 2025 power
cost update
Prologis DER PPAs 2 Spector January 2025 power
cost update
Brookfield PPA 2026 1 CI‘OWley January 2026 power
cost update
Prefiled Direct Testimony Exh. SEF-1T

(Nonconfidential) of Susan E. Free Page 3 of 27
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I1. BACKGROUND REGARDING THE PCA MECHANISM

Q. What purpose does a PCA mechanism serve?

A. A PCA mechanism is meant to balance risks between customers and the Company
by sharing costs and benefits if power costs deviate significantly from amounts

being recovered in rates.!

Q. Please provide a brief summary of PSE’s PCA Mechanism.

A. At inception, as authorized by the Commission, PSE's PCA Mechanism
accounted for differences in PSE's modified actual power costs relative to a power
cost baseline. The calculation was performed using the methodology shown in
PCA Exhibit B from the Settlement Stipulation approved in the Commission's
Twelfth Supplemental Order in Docket UE-011570 (“2002 PCA Settlement”).
That mechanism accounted for a sharing of costs and benefits that were graduated
over four levels of power cost variances. The 2002 PCA Settlement defined the

specific sharing levels and conditions.

Subsequently, PSE and the parties to the 2002 PCA Settlement engaged in a PCA
Collaborative that was initiated as part of the Settlement terms from PSE’s 2013
Power Cost Only Rate Case, Docket UE-130617 (“2013 PCORC”). PSE, WUTC

Staff, and Public Counsel (“Settling Parties”) entered into a settlement stipulation

! See WUTC v. Puget Sound Energy, Dockets UE-011570/UG-011571 (consolidated), Twelfth
Supplemental Order at § 22 (June 20, 2002).

Prefiled Direct Testimony Exh. SEF-1T
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involving modifications to PSE’s PCA Mechanism (“2015 PCA Settlement”).23
The Commission approved the 2015 PCA Settlement in Order 11 of PSE’s 2013
PCORC (“Order 117). As a result, beginning January 2017, PSE’s PCA
Mechanism was changed to track only variable power costs, and fixed production
and delivery costs were included in PSE’s decoupling mechanism as approved in
PSE’s 2017 general rate case, Docket UE-170033. Accordingly, as of January 1,

2017, PSE reports only the variable power costs in its PCA Annual Compliance

filings.

Q. Please describe the general method for measuring PSE’s PCA imbalance for
sharing.

A. The imbalance for sharing is calculated on a calendar year basis.* The power costs

in rates are compared to actual allowed power costs, and the difference represents
the imbalance for sharing. Sharing bands are then applied to allocate the
imbalance between customers and the Company, with the customer portion

representing the payable to or receivable from customers for the PCA period.

Q. Please provide an overview of the sharing bands in PSE’s PCA Mechanism.

A. The sharing bands are asymmetrical in the second band in that, if the power costs

are under-recovered, PSE and customers share the under-recovery equally, but if

? The Alliance of Western Energy Consumers (“AWEC”, then known as the Industrial Customers of
Northwest Utilities) was a party to the 2013 PCORC but opposed the 2015 PCA Settlement.

* Attached as Exhibit A to PSE’s Petition in this proceeding.
* See Exhibit A to PSE’s Petition, p. 14, item 3a.
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power costs are over-recovered, customers are assigned sixty five percent of the

over-recovery and PSE is assigned thirty five percent.> PSE’s sharing bands are

demonstrated in the following table.

Table 2 — PCA Sharing Bands

Sharing Level Band Limit

Over Recovered

Under-Recovered

Company Customer

Company  Customer

Dead-band to first band +/-$17,000,000 100% 0% 100% 0%
First band to second band | +/-$40,000,000 35% 65% 50% 50%
Second band +/- No limit 10% 90% 10% 90%
Q. What happens each year after the imbalance for sharing is calculated and the
sharing bands are applied?
A. Once the imbalance for sharing is calculated and the sharing bands are applied,

the customer payable or receivable for the PCA period is known. The PCA

Mechanism requires PSE to return a customer payable to customers when it

exceeds $20 million.¢ This is commonly referred to as “the threshold.” The PCA

Mechanism also contains a provision that allows the Company to choose to seek

5Id., p. 13, item 2a-c.
¥ Id, p. 14, item 3a.
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recovery for an actual or forecasted customer receivable that exceeds $20
million.” The customer deferral balances accrue monthly interest at the rate
provided for in WAC 480-90-233(4), commonly referred to as the FERCS3 rate,

which is updated quarterly.?

Has PSE previously set rates to clear a customer deferral balance?

Yes. For almost two decades, the customer deferral balance did not exceed the
threshold, and the balance offset itself from year to year and remained at a minor
receivable or payable. Consequently, during that time, no rate was set to recover
or pass-back the balance. Calendar year 2019 was the first year in which PSE
experienced a large under-collection, and in December 2020, a rate to recover the
customer receivable was set for the first time. The steep trend in higher than
baseline power costs became evident over the past six years, and since that time,
one of PSE’s focuses has been on flattening the surcharge to customers to
maintain rate stability. To achieve this, the time period of rate recovery was
managed along with modest changes in the revenue requirement to allow for a

steady level of rates to remain in place.

In last year’s filing (Docket UE-240288), the new customer balance was the 2023
calendar year, which for the first time since setting rates, represented a payable to

customers. Additionally, because PSE’s forecast for 2024 was a large customer

7 Id., p. 14, item 3a and b.
8 Federal Energy Regulatory Commission.
? See Exhibit A to this Petition, p. 13, item 2d.
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receivable, which surpassed the 2023 over-recovery by an amount that was very
close to what had already been set in the then-current rate, PSE was allowed to
recover the resulting net receivable by recovering the sum of imbalances for both
periods. In doing so, the surcharge was decreased minimally, thereby avoiding
disruptive swings in rates for the volatile 2023-2024 period. This is demonstrated

in Table 3 provided later in my testimony.

III. 2024 PCA PERIOD POWER COSTS

Please explain how PSE tracked its 2024 PCA Period power costs and treated

any resulting imbalance.

As in past PCA periods, each month PSE calculates the power costs subject to
PCA sharing. These total allowable costs are compared to the approved baseline
power cost rate multiplied by the actual delivered load, excluding Green Direct
customers. Any difference is allocated to PSE or customers based on the different

levels of sharing.

Did the approved baseline power cost rate used to calculate the PCA

imbalance for sharing change during the 2024 PCA Period?

No, the rate from PSE’s 2023 Baseline Rate Update for rates in 2024 in Docket UE-
230805 was in effect for the entire 2024 PCA period. The baseline rate can be found

in column C, row 48, on page six of Exh. SEF-3 and is $53.970 per MWh.

Prefiled Direct Testimony Exh. SEF-1T
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Q. What is the actual average power cost rate experienced for the 2024 PCA

Period?

A. As shown on page two of Exh. SEF-3, the calculated average variable power cost

rate experienced for the 2024 PCA Period is $59.994 per MWh.

Q. Why did the total allowable costs on page two, line 27, of Exh. SEF-3 differ
from the total allowable costs in effect during the 2024 PCA Period presented

on page 6, line 27, of Exh. SEF-3?

A. The total variable allowable costs differed from the baseline power costs in effect
during the 2024 PCA Period due to changes in the variable components of the
PCA Mechanism. These changes are discussed in the Prefiled Direct Testimony

of Brennan D. Mueller, Exh. BDM-1CT.

Q. Were there any adjustments made under the Restatement Methodology!? for
power costs in 2024?

A. No. No instances occurred during 2024 that required adjustment under the

Restatement Methodology.

Q. How much did the actual power costs differ compared to the average baseline

power costs in effect during the 2024 PCA Period?

A. Actual power costs were greater than the average baseline power costs included in

rates during the 2024 PCA Period by $123.3 million (after adjustment for Firm

'* See Exhibit A to the Petition at pp. 17-18.
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Wholesale and the Green Direct Program). See column R, Excel row 36, on page
three of Exh. SEF-3. PSE’s share of this under-recovery of power costs is $36.8
million. Customers’ share of this under-recovery of power costs is $86.5 million.

See columns I and J on row 39, page one, of Exh. SEF-3.

Please explain how the 2024 customer receivable was handled in last year’s

PCA Compliance filing in Docket UE-240288?

At the time of PSE’s filing last year, it was known that there would be a large
PCA imbalance for 2024. The anticipated large imbalance was the result of an
extreme weather event in January of 2024. The Commission allowed early
recovery of the forecasted 2024 PCA imbalance in order to avoid unnecessary rate
volatility to customers, while addressing PSE’s cash flow issues exacerbated by
the large under-recovery of 2024. Shortening the lag between when the event
occurred and when recovery began by combining the known 2023 customer
payable and the estimated 2024 customer receivable to be recovered together
immediately, allowed PSE to maintain a level of rate stability for customers while
managing its cash flows. Additionally, an estimated $18 million of interest

charged to customers was avoided.

Please provide a summary of prior PCA customer receivables, which to date

have been approved for collection by the Commission.

Table 3 below provides a summary by PCA period, of the customer share of the

PCA imbalances that have been approved for collection thus far. Amounts shown

Prefiled Direct Testimony Exh. SEF-1T
(Nonconfidential) of Susan E. Free Page 10 of 27
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as authorized to be set as surcharges in Schedule 95 (“Schedule 95 Supplemental
rate”) are grossed up for revenue sensitive fees and taxes. In order to avoid as
much change in ratepayer bills as possible, PSE has previously attempted to only
alter the time period for collection rather than change the rates that were already
in effect. Additionally, as explained above, large swings in rates were avoided by
combining the 2023 PCA period payable with the anticipated large 2024 PCA
period receivable. As illustrated below, the 2022 customer receivable approved
for recovery was almost unchanged as compared to the actual 2023 and estimated

2024 net receivable that was allowed in rates in last year’s filing.

Table 3 — Recovery of Historical PCA Customer Deferrals

Imbalance Year Amount Collection Period Docket
Imbalance = {41,?30,425}
2019 Imbalance RSl 0.951115 Dec-20 to Mov-21
LJE-200893
(PCA 18) Grossed Up—» (543,875,267 (12 months)

In Millions—» [$43.9)
Imbalance & (46,009,289)

2020 Imbalance RSl 0.851115 Dec-21 to Dec-22
UE-210300
(PCA 19) Grossed Up— ($48,374,054) (13 months)
InMillions—  (548.4)
Imbalance = [38,358,394)
2021 Imbalance RSl 0.949115 Jan-23 to Nov-23
UE-220308
(PCA 20) Grossed Up— ($40,414,906)| (11 months)
InMillions—  (540.4)
Imbalance = (72,601,627)
2022 Imbalance RS- 0.950348 Dec-23 to Dec-24
UE- 230313
(PCA 21) Groszed Up= ($76,394,781) (13 months)

InMillions—  [5$76.4)
Imbalance = {72,141,997)
0.545348 - .
Estimated 2024 RS1-3 Oct-24 to Dec-25 UE- 240288
(PCA 22 + PCA 23) Grossed Up-» [$75,991,098) (15 months)

InMillions—  [5$76.0)

2023 Imbalance +

Prefiled Direct Testimony Exh. SEF-1T
(Nonconfidential) of Susan E. Free Page 11 of 27



10

11

12

13

14

15

16

17

18

19

20

Exh. DCG-13
UE-260005-06, UE-260113
Page 15 of 30

What did the actual customer deferral balance as of December 31, 2024, turn

out to be compared to what was assumed when setting rates?

As shown in column L, row 39, on page one of Exh. SEF 3, the actual customer
deferral including interest as of December 31, 2024, is a receivable of
$90,323,885, which is $2.9 million lower than the $93,221,213 customer deferral
estimate (before gross up), which is included in the Schedule 95 Supplemental
“Surcharge” rate in effect currently. In last year’s filing, PSE indicated that the
difference between the forecasted imbalance recovered, and the actual approved
balance, would be trued up either through pass-back or collection through the
Schedule 95 supplemental surcharge or returned to the residual PCA customer
deferral account for later dispensation. PSE is proposing that the $2.9 million
variance be returned to the residual cumulative PCA customer deferral balance to
be disposed of in a future proceeding. PSE is proposing this treatment as the
difference between the forecasted and 2024 actual customer receivable is minor
and may very well be offset by the volumetric revenue true-up to Schedule 95 that
will occur once rates recovering the 2024 customer receivable end on December

31, 2025.

Please further describe the actual 2024 overall imbalance.

Actual power costs of $123.3 million were $4.2 million lower than the forecasted

power costs of $127.5 million (these amounts are after adjustment for Firm

Prefiled Direct Testimony Exh. SEF-1T
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Wholesale and the Green Direct Program and before interest). See column H, row
43, on page one of Exh. SEF-3. PSE’s share of this under-recovery of power costs
is $36.8 million versus the forecasted $37.3 million. Customers’ share of this
under-recovery of power costs is $86.5 million versus forecasted the forecasted
amount set in rates of $90.3 million.!! See columns I and J on row 39 and 42,

page one, of Exh. SEF-3.

Q. Is there historical practice for what to do once a forecasted customer has

been receivable collected?

A. No. As shown in Table 3 above, past practice has had PSE collecting or passing
back a customer deferral twelve or thirteen months (and in one case nine months)
after the deferral balance is known. Last year was the first year in the PCA’s
history of over two decades that a forecasted customer receivable or payable was
set in rates before the final amounts were known. This essentially shifted the
cadence of recovery 15 months sooner than has occurred in the past. If past
practice was followed, one option would be to return back to the approximately
one year lagged recovery of deferral balances by letting the Schedule 95
supplemental rate be set to zero on January 1, 2026 after the 2023/2024 net
receivable has been collected and wait to set the 2025 deferral in rates sometime

in October 2026 through January 2027 based on a known deferral balance.

11 After adding interest of $2.95 million and grossing up for revenue sensitive items, the amount set in
rates was $98.2 million as referenced in paragraph 18 in Order 01 in Docket UE-240288.

Prefiled Direct Testimony Exh. SEF-1T
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Should PSE return to the historical cadence of setting customer PCA

deferral balances in rates?

No. The next section of my testimony will address why returning to the historical
cadence of setting customer PCA deferral balances in rates would not be good for
customers. It lays out PSE’s current proposal which, under the current
circumstances, will be the most beneficial to customers and thereby result in an

outcome that is in the public interest.

IV. 2025 PCA PERIOD POWER COSTS

Please provide an overview of what PSE is expecting for its customer PCA

deferral for 2025.

As discussed by Brennan Mueller in Exh. BDM-1CT, PSE currently expects its
2025 PCA customer deferral to be a receivable of $72.4 million. Once interest is
added and amounts are grossed up for revenue sensitive items, the amount that

would be set in rates to recover this receivable is $80.6 million.

What is the primary cause of the anticipated 2025 customer receivable?

As discussed by Mr. Mueller,!? the primary causes of PSE’s under-recovery are:
1) the 2025 PCA baseline rate did not go into effect until the end of January 2025;
2) year-to-date actual and projected power prices for the remainder of 2025 are

significantly lower than the power price forecast used to establish the baseline rate

12 See pages 25-27 of Exh. BDM-1CT.
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that went into effect on January 29, 2025, and 3) addition of the Grays Harbor

contract into the PCA mechanism.

Please explain further the impacts of including the Grays Harbor contract

into the PCA mechanism.

PSE executed the Grays Harbor tolling agreement in early November 2024 to
secure access to approximately 650 MW of dispatchable capacity to help meet its
mid-term capacity needs. The agreement runs from January 1, 2025, through
December 31, 2027, with extension options through March 31, 2030. Because the
agreement is not yet included in rates, PSE previously filed to receive deferred

accounting treatment of the PPA with interest under Docket UE-240982.

What were parties’ positions in the Grays Harbor accounting petition?

In an open meeting memo, WUTC Staff recommended the Commission approve
the deferred accounting petition but recommended denial of the proposed accrual
of interest on the deferred balance. AWEC submitted comments in the docket
advising the Commission to reject the deferred accounting petition and, instead,
conduct a prudence review as part of PSE’s April 2025 Annual PCA Compliance
Filing. If found prudent, AWEC then recommended the agreement could be

included in rates starting January 1, 2026, through the PCA baseline update.

Prefiled Direct Testimony Exh. SEF-1T
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Q. Did PSE agree with parties’ positions in the Grays Harbor accounting

petition?

A. No. However, to avoid potential litigation on the matter, during the March 27,
2025, Open Meeting, PSE requested, and the Commission approved, delaying
consideration of the petition to allow PSE time to come up with a solution that

might be more acceptable to all parties.

Q. Did PSE develop an approach that it believes strikes a balance between
parties’ positions in the Grays Harbor accounting petition and PSE’s need

for the petition?

A. Yes. PSE’s alternative approach was communicated to parties on April 22, 2025,
and in a letter to withdraw its accounting petition filed to the docket on April 28,
2025. PSE is utilizing this annual PCA filing to achieve its alternative approach.
In this particular instance related to the Grays Harbor contract, PSE will be
including the contract in the 2025 PCA.13 By taking this approach, however, the
impacts of the tolling agreement will result in the forecasted 2025 PCA imbalance
exceeding the $20 million threshold that allows PSE to request early recovery of a
receivable due from customers.!4 Therefore, similar to treatment provided the
projected 2024 under-recovery in last year’s filing, PSE is now seeking to recover

the forecasted 2025 imbalance in this filing beginning October 1, 2025.

13 This is the required treatment for this contract in the absence of approval of an accounting petition
seeking different treatment.

14 See Exhibit A to the Petition, page 14, item 3b.
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How does this proposed treatment address parties’ positions in PSE’s

withdrawn accounting petition?

Including Grays Harbor in the 2025 PCA, along with the prudence request for the
contract PSE is making in this filing, matches the treatment requested by AWEC.
This treatment also addresses WUTC Staff’s recommendation to not allow
interest. By the contract being included in the PCA mechanism in 2025, interest
will be applied as allowed under the mechanism. PSE’s added proposal for early
recovery of the forecasted 2025 PCA customer receivable, interest will be
minimized, which addresses Staff’s concern regarding interest. This proposal is
also beneficial to PSE in that it addresses cash flow considerations. Finally, the
proposal is beneficial to customers because it promotes rate stability for
customers. Absent this proposal, customer rates would decrease when the
supplemental rate recovering the 2023/2024 imbalance ceases in January 2026,
only to increase again in October 2026 with accumulation of interest when the

standard 2025 review period ends.

What would be the impacts to customers if PSE were to return to a historical
approach as discussed in the previous section to clearing customer PCA

deferral balances?

As discussed above in the previous section of my testimony, under a historical
approach (“sequential clearing”), PSE would wait to change rates until the current

rate period is over, which means customers would then be receiving a reduction in
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the revenue requirement of $76.0 million!s in 2026, which represents roughly a
2.2 percent decrease.'® However, as discussed further below, PSE is expecting
another significant customer receivable for 2025. Therefore, under historical
practice, if this receivable is not collected until late 2025 or January 2026,
customers would see an increase in the revenue requirement, which PSE currently
expects to be $80.6 million, and which would result in a roughly 2.4 percent
overall increase, all else being equal.!” Simply put, returning to the historical
cadence and following sequential clearing of the PCA customer deferrals would
result in many undesirable ratemaking consequences such as rate instability.

Therefore, sequential clearing should be avoided.

Q. Please expand on the negative customer impacts that would occur if PSE
were to return to historical cadence and sequential clearing of PCA customer

deferrals.

A. The scenario discussed above would result in rate volatility, as rates decrease
significantly when rates recovering the net 2023/2024 receivable are set to zero
and then increased more than they decreased when collecting the 2025 PCA
customer receivable. Additionally, during the time when rates are set to zero after
recovery of the 2023/2024 net receivable is complete, PSE would be sending

inaccurate price signals to customers in light of the expected $80.6 million

15 Table 3.
10 Using $3.4 billion of annual electric revenues.
7$80.6 million = ($3.4 billion - $76.0 million).
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increase to recover the expected 2025 PCA customer receivable the following
year. The Commission has long recognized that avoiding rate volatility is in the
public interest.!® Likewise, it has recognized that providing accurate price signals

is also in the public interest.!?

What recommendations do you have for promoting rate stability and

accurate price signals while clearing the PCA customer deferrals?

The next section of my testimony outlines PSE’s recovery proposal.

V. RECOVERY PROPOSAL FOR THE ESTIMATED
2025 PCA CUSTOMER RECEIVABLE

What is the best approach for rate setting related to the forecasted 2025

deferral balances given the circumstances?

Following the same treatment that was approved by the Commission in last year’s

* In the Matter of Puget Sound Energy’s 2023 Power Cost Adjustment Annual Report, Docket UE-
240288, Order 01 Approving Power Cost Adjustment Annual Report; Subject to Conditions at q 13
(Sep. 27, 2024) (“This methodology furthers the public interest as it will both lower rate volatility and
save ratepayers $8.7 million in interest costs which would otherwise be passed on.”) and at § 17 (Sep.
27,2024) (“in the Commission’s view the flattening of rate volatility, and the savings on interest
offered by the proposal, were strongly in support the public interest, that those reasons were
reasonable and would result in the most fair rates to customers”); In the Matter of the Petition of
Northwest Natural Gas Co., Docket UG-220735, Order 01 Granting Accounting Petition atq 9 (Oct.
27,2022) (appreciating an “innovative proposal to mitigate some of the rate shock to customers);
WUTC v. Pacificorp, Docket UE-111190, Order 07 Approving and Adopting Settlement (Mar. 30,
2012) (recognizing the importance of the principles of rate stability and gradualism.); see also Wash.
State Attorney General’s Office v. WUTC, 128 Wn. App. 818, 820, 116 P.3d 1064 (2005) (upholding
the Commission’s balancing of interests regarding utility rates, including goals “to avoid rate shock
and establish relatively stable rates over a reasonable period.”).

" In the Matter of the Petition of Avista Corporation, Docket UG-060518, Order 04 Approving
Decoupling Pilot Program (Feb. 1, 2007) (Balancing fixed-cost recovery on an annual basis via a
surcharge or credit mechanism diminishes the value of rates as a means to send appropriate price
signals to customers.”).
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filing is the best approach to handle the rate setting related of PSE’s PCA
mechanism. Collecting the 2025 forecasted PCA customer receivable early will

provide the most advantages to customers.

Q. Is PSE allowed to collect a PCA customer payable before it is final and

approved by the Commission?

A. Yes. The PCA mechanism provides that a projected imbalance may be collected

before it is final. Page two of the 2015 PCA Settlement states:

To address financial needs and to provide Customers a price
signal to reduce Energy consumption, a surcharge can be
triggered when the Company determines that, for any upcoming
12 month period, the projected increase in the deferral balance
for increased power costs will exceed $20 million. The surcharge
will be implemented through a special filing subject to
Commission approval detailing the events giving rise to the
projected cost variance.20

Q. Please discuss why the Commission should approve collecting the forecasted

2025 PCA customer receivable starting October 1, 2025.

A. Following this previously approved treatment will provide greater benefits to
customers than returning to the historical recovery cadence with sequential

clearing.

* See Exhibit A to the Petition, page 14, item 3b.
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A. Beginning Recovery of Estimated 2025 Amounts Benefits Customers
Q. Please describe the benefits to customers of beginning to recover PSE’s

estimated 2025 customer receivable beginning October 1, 2025.

A. There are many benefits to this approach:

Rate Stability
With this approach, rates will remain more stable at about $80 million

compared to current PCA rates that are at $76 million, while returning to
historical cadence, rates will first be reduced by $76 million, then increased by
an estimated $80.6 million to clear the estimated 2025 PCA customer
receivable.

Appropriate Price Signals

The closer in time the recovery is to the actual event that caused the costs to
increase, the more likely customers will be able to correlate the event with the
rate increase. If PSE is required to first lower its rates by $76 million or 2.2
percent, customers will not be receiving the right price signal of the upcoming
2025 customer deferral that is already evident customers will owe. The
absence of appropriate price signals to customers would be highly detrimental
especially in the face of additional known cost pressures outside of the PCA
mechanism that will be further increasing PSE’s rates, and which leads into
the next benefit of PSE’s recovery proposal.

Gradualism

Allowing PSE to recover its estimated 2025 customer receivable beginning
October 1, 2025, will provide for a gradual increase to rates considering other
upcoming rate increases. Other upcoming rate and cost pressures aside from
customer PCA deferrals include the increase for year two of PSE’s multiyear
rate plan approved in its 2024 general rate case as a primary example. The
approved increase, before PSE’s 2026 power cost update, is 5.87 percent to
become effective in January 2026.2! The Commission has previously
recognized gradualism as being in the public interest.?2

"' See Docket UE-240004.

2 WUTC v. Summit View Water Works, LLC, UW-180801, Order 01 Allowing Revised Rates to
Become Effective Subject to Conditions at 49 10-11 (Oct. 22, 2018) (recognizing the Commission’s
“long-standing consideration of gradualism in rates” and the importance of “implement[ing] rate
changes gradually in order to avoid shock to ratepayers, as well as to companies.”).
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Avoidance of Pancaking Rate Increases

PSE’s recovery proposal avoids customers having to experience an $80.6
million or 2.2 percent increase at the same time PSE’s rates will be increasing
in the second year of its proposed multiyear rate plan. By collecting PSE’s
estimated 2025 customer receivable beginning October 1, 2025, it allows rates
to remain more stable as PSE is currently recovering a similar sized customer
receivable in current rates. As I discuss in more detail below, this effort to
flatten the rate increase is also why PSE proposes to begin recovery of the
forecasted 2025 customer deferral in October 2025, so as to dampen the
impact of general rate case increase that will occur in January 2026.

Avoidance of Interest

Collecting the sizable forecasted 2025 PCA customer receivable earlier will
reduce the interest cost associated with carrying the under-recovery until as
late as the beginning of 2027. Please see the Fifth Exhibit to the Prefiled
Direct Testimony of Susan E. Free, Exhs. SEF-6 for the calculation of the
interest savings associated with PSE’s recovery proposal. The benefit of the
reduced interest alone is substantial, anticipated to save customers
approximately $6.9 million.

B. PSE’S Recovery Proposal

Q. Please provide further details of PSE’s recovery proposal.

A. PSE is proposing the same approach as that which was accepted in last year’s
filing. This approach would begin collecting the forecasted $80.6 million
receivable on October 1, 2025, over fifteen months, through December 31, 2026.
While beginning rate recovery of the PCA deferrals in October 2025 would result
in a rate increase at that time due to the overlap with rates that are currently
collecting last year’s 2023/2024 net receivable, which will extend through the end
of 2025, the rate increase would better address gradualism. Additional increases
that are anticipated for which the step up will help to smooth include PSE’s 2026
power cost update filed around the same time as this PCA annual filing and future

recovery of PSE’s electric Climate Commitment Act obligation costs.
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Q. What is PSE asking the Commission to approve for recovery in this filing?

A. PSE proposes to collect the 2025 forecasted PCA customer receivable beginning

October 1, 2025, after the Commission approves PSE’s Petition in this filing.23

Q. What timeline is necessary to allow for rates to be changed on October 1,

2024?

A. The PCA timeline provides parties five months to review PSE’s filing, which is a
substantially similar length of time as a PCORC, which has historically taken five

to six months to complete.

Q. What other steps can be taken to ensure the forecasted 2025 receivable

allowed for recovery is not over-stated?

A. PSE believes providing an updated forecast by August 1, 2025, two months
before its proposed start of collection, would be appropriate to ensure that the

amount set in rates is not over-stated.

Q. Has PSE filed changes to its Schedule 95 Supplemental rate with this filing?

A. No. Given the chance for updating the amount of the forecasted 2025 customer
receivable in August 2025, PSE has not filed for a rate change at this time and

will do so in August 2025.

*PSE’s PCA Annual Reports are to be filed in April each year and reviewed and approved by the
Commission by September 30 of that year. See Exhibit A to the Petition, page 14, item 3c.
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Other Considerations

How is PSE proposing to administer the early recovery of its forecasted 2025

PCA customer receivable?

As was done for last year’s filing, PSE will true-up the forecasted 2025 PCA
customer receivable to the amount allowed by the Commission in next year’s
PCA review. Depending on the size of the true-up, the residual balance can either
be set in rates or can be returned to the residual PCA customer deferral account

for later dispensation.

Does PSE propose any changes to other tariff schedules as part of the

recovery of the forecasted 2025 customer receivable?

Yes. In addition to proposing the PCA surcharge, PSE must update the
supplemental credits for Green Direct customers. The PSE Green Direct Program
customers and resources were excluded from the PCA Mechanism. Thus, the
2025 imbalance should not be charged to Green Direct Program customers and
should only be charged to all other customers. The tariff changes to Schedule 139
tariff for Green Direct Program customers will also be submitted with the August
2025 filing for approval by the Commission with the proposed effective date of

October 1, 2025.
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V. CLIMATE COMMITMENT ACT CONSIDERATIONS

Q. What considerations exist in this PCA filing related to the Climate

Commitment Act (“CCA”) related to PSE’s electric operations?

A. Brennan Mueller discusses the impacts of the CCA on the 2024 and 2025 power
costs, both for the CCA’s impact on PSE’s dispatch decisions as well as the
estimated cost of CCA allowances to cover PSE’s emissions associated with non-

retail load. See Section II1.D of Exh. BDM-1CT.

Q. Does this filing request recovery of CCA allowance costs?

A. No. This filing does not include a request to recover the CCA allowance costs,

which are included in the CCA tracker.

VII. 2024 GREEN DIRECT REPORTING

Q. Why is PSE including Green Direct Reporting in this proceeding?

A. As part of Docket UE-160977, in which the Commission approved PSE’s tariff
Schedule 139 for its Green Direct program, the Commission noted that PSE “has
committed to track all costs and benefits of Schedule 139 separately and

identifiably in its Power Cost Adjustment mechanism.”?*

Q. What was the result of the proposed reporting in PSE’s 2020 PCORC?

A. Parties reached a settlement agreement in PSE’s 2020 PCORC, in which PSE’s

24 Docket UE-160977, Order 1 at 9 10.
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proposed tracking of costs and benefits associated with generation surplus or
deficiency was accepted. This process is summarized in Exh. SEF-9 of PSE’s

2020 PCORC.»

Q. What reporting has PSE included in this proceeding to satisfy the above?

A. PSE has included Exh. SEF-4C, which, on page one, provides the 2024 results of
the costs and benefits associated with the power purchase agreements supporting
the Green Direct Program. Exhibit SEF-4C also reports on the fixed costs and
liquidated damages associated with the Green Direct program. See pages two and

three of Exh. SEF-4C, respectively.

Q. Do you have an exhibit that explains the basis of this reporting and what

information it provides?

A. Yes. Exh. SEF-5 is an explanation of the reporting included in Exh. SEF-4C,

which follows the methodology agreed to in the PCORC settlement.

Q. Does Exh. SEF-4C show that PSE has complied with both

RCW 19.29A.090(5) and Paragraph 296 of Order 08 in Docket UE-190529?

A. Yes. Exh. SEF-4C shows that all costs and benefits associated with PSE’s Green
Direct program were allocated to the customers who voluntarily chose that option

and were not shifted to non-participating customers. Additionally, it shows costs

25 See also Settlement Stipulation and Agreement in Docket UE-200980 at p. 4, item 1.g (April 2,
2021).
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and benefits associated with the over- and under-generation of the PPAs
associated with the Green Direct Program were allocated exclusively to

participating customers.2°

Is PSE proposing to defer the costs and benefits of the Green Direct program

reflected in Exh. SEF-4C?

No. Exh. SEF-4C is presented for reporting purposes only. The pricing structure
of the Green Direct program is set to recover costs and benefits over the life of the

program. Therefore, further adjustments or deferrals are unnecessary.

Does PSE believe any further approvals are required with regard to

reporting of PSE’s Green Direct program?

No. PSE believes that by approving this Annual PCA Compliance Filing, the
method and content of reporting for the Green Direct Program included in Exh.

SEF-4C will be deemed adequate by the Commission.

VIII. CONCLUSION

Does this conclude your testimony?

Yes, it does.

26 A $0 on page one, line 45 of Exh. SEF-4C provides a check that ensures costs and benefits are

appropriately handled within the PCA Mechanism.
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