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BEFORE THE WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION

Dockets UE-260005 & UG-260006
Puget Sound Energy
2026 General Rate Case

WUTC STAFF DATA REQUEST NO. 155:
REQUESTED BY: Chris McGuire

RE: CWIP in Rate Base

In PSE’s Response to Staff Data Request No. 33, PSE stated that “[t]he discount rate
used in each calculation is 5.61 percent, which is 8.14 percent (the average of the
requested Weighted Average Cost of Capital in each of the three rate years) less 2.53
percent (the December 2025 Blue Chip Financial Forecasts’ Consumer Price Index
consensus forecast average for 1Q 2026 through 2Q 2027, as seen in Exh. AEB-16,
page 81).”

a. Please explain why PSE’s requested weighted average cost of capital minus the
forecasted rate of inflation is the appropriate discount rate to use when analyzing
the cost of these projects on an NPV basis?

b. Is it PSE’s position that the discount rate of 5.61 percent reflects the time
preference of money for PSE’s customers? If yes, please explain how PSE
reached that conclusion. If no, please confirm that the NPV analyses are not
performed from the perspective of PSE’s customers.

Response:

Puget Sound Energy ("PSE") objects to WUTC Staff Data Request No. 155 to the
extent it calls for a legal conclusion regarding the "appropriate" discount rate for net
present value ("NPV") analysis, which is ultimately a matter for the Commission. PSE
further objects to the extent the request implies that there is a single correct discount
rate for all analytical purposes without recognizing that the appropriate discount rate
depends on the analytical objective.

Subject to and without waiving these objections, PSE responds as follows.

a. The discount rate of 5.61 percent used in PSE's Response to WUTC Staff Data
Request No. 033 reflects a standard financial principle: alignment between the
discount rate and the nature of the cash flows being evaluated.
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The underlying NPV analysis evaluates real (inflation-adjusted) costs and
benefits. When cash flows are expressed in real terms, internal consistency
requires the use of a real discount rate. PSE derived the real discount rate by
subtracting the forecasted rate of inflation (2.53 percent, based on the
December 2025 Blue Chip Financial Forecasts' Consumer Price Index
consensus forecast average, as reflected on page 81 of the Fifteenth Exhibit to
the Prefiled Direct Testimony of Ann E. Bulkley, Exh. AEB-16) from the nominal
weighted average cost of capital ("WACC") of 8.14 percent (the average of PSE's
requested WACC across the three rate years, as shown on pages 4 through 6
(Tables 1 through 3) of the Prefiled Direct Testimony of Jamie L. Martin,

Exh. JLM-1CT). This yields a real discount rate of 5.61 percent.

The WACC-based real rate is appropriate in this context because the NPV
analysis evaluates the timing and magnitude of revenue requirement associated
with alternative regulatory treatments of construction costs (CWIP in rate base
versus conventional AFUDC). The utility's cost of capital governs the economic
cost of deferring or accelerating cost recovery, because AFUDC accruals,
depreciation, return on rate base, and related carrying costs are all functions of
the utility's capital costs. Those capital costs are ultimately borne by customers
through rates, and therefore the utility's WACC is the relevant measure of the
economic cost of timing differences in cost recovery.

b. No. PSE does not assert that the 5.61 percent discount rate reflects the time
preference of money for PSE’s customers. Rather, the discount rate reflects the
return required by debt and equity investors to provide financing for utility
investments above and beyond the projected inflation rate of 2.53 percent. As
described in the Prefiled Direct Testimony of Jamie L. Martin, Exh. JLM-1CT, and
supporting exhibits thereto, investor expectations, credit metrics, and capital
market conditions drive the cost of capital necessary to maintain financial health
and attract financing for capital investments, including those referenced in this
data request. The NPV analyses therefore are performed from the perspective of
utility financing and revenue requirement impacts.
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