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I. INTRODUCTION1 

2 

Q. Please state your name and business address.3 

A. My name is Chris McGuire, and my business address is 621 Woodland Square Loop SE,4 

Lacey, Washington 98503. My business mailing address is P.O. Box 47250, Olympia,5 

Washington 98504-7250. My email address is chris.mcguire@utc.wa.gov.6 

7 

Q. By whom are you employed and in what capacity?8 

A. I work in the Energy Regulation Section of the Regulatory Services Division of the9 

Washington Utilities and Transportation Commission (Commission) as a Regulatory10 

Analyst. I have worked at the Commission since May 2012, and in my current position11 

since February 2022.12 

13 

Q. Would you please state your educational and professional background?14 

A. I graduated from the University of Washington in 2002 with a Bachelor of Science15 

degree in Cell and Molecular Biology. I graduated from the University of Colorado in16 

2010 with a Master of Business Administration and a Master of Science in17 

Environmental Studies. Prior to my employment with the Commission, I held research18 

positions at various institutions, including the University of Washington, the University19 

of Colorado, and the National Renewable Energy Laboratory. Since joining the20 

Commission in 2012, I have held the positions of Regulatory Analyst (2012-2016, 2022-21 

present), Energy Policy Strategist (2016-2018), Assistant Director of Energy Regulation22 

(2018-2021), and Director of Legislation and Policy (2021-2022).23 
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Q. Have you previously testified before the Commission?1 

A. Yes. With respect to Puget Sound Energy (PSE or Company), I sponsored testimony on2 

behalf of Commission Staff in the following adjudicated proceedings: PSE’s 20173 

general rate case (GRC), Dockets UE-170033 and UG-170034; PSE’s 2018 expedited4 

rate filing, Dockets UE-180899 and UG-180900; PSE’s 2019 GRC, Dockets UE-1905295 

and UG-190530; PSE’s proposed sale of its ownership stake in Colstrip Unit 4, Docket6 

UE-200115; PSE’s 2022 GRC, Dockets UE-220066 and UG-220067; PSE’s proposed7 

risk-sharing mechanism for its CCA tracker, Docket UG-230968; PSE’s 2024 GRC,8 

Dockets UE-240004, UG-240005, and UE-230810; and PSE’s proposed Colstrip tracker9 

rates for 2025, Docket UE-240729.10 

I also sponsored testimony on behalf of Commission Staff in PacifiCorp’s 2013 11 

GRC, Docket UE-130043; Avista’s 2014 GRC, Dockets UE-140188 and UG-140189; the 12 

initial and remand phases of Avista’s 2015 GRC, Dockets UE-150204 and UG-150205; 13 

Avista’s 2017 GRC, Dockets UE-170485 and UG-170486; Avista’s 2019 GRC, Dockets 14 

UE-190334 and UG-190335; Cascade’s 2020 GRC, Docket UG-200568; PacifiCorp’s 15 

2023 GRC, Docket UE-230172; and Avista’s proposed Colstrip tracker rates for 2025, 16 

Docket UE-240891. 17 

 18 

II. SCOPE AND SUMMARY OF TESTIMONY19 

20 

Q. What is the purpose and scope of your testimony?21 

A. The primary purpose of my testimony is to address the major policy issues raised by22 

PSE’s filing in these dockets. I also introduce the witnesses’ sponsoring testimony on23 
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behalf of Commission Staff and provide a summary of Staff’s recommendations in this 1 

case. 2 

With respect to policy issues specific to multiyear rate plans (MYRPs), I provide 3 

(1) an overview of affordability concerns and the policy basis for implementing cost 4 

containment measures as part of this MYRP, particularly with respect to PSE’s 5 

Operations and Maintenance (O&M) expenses, (2) recommendations regarding filing 6 

requirements for PSE’s annual retrospective review filing on capital additions 7 

provisionally included in rates, and (3) recommendations regarding the implementation 8 

of performance-based regulation (PBR) for PSE.  9 

With respect to other policy issues, I provide a response to PSE’s requests to (1) 10 

earn a return on several power purchase agreements (PPAs), (2) include construction 11 

work in progress (CWIP) in rate base for six capital projects, and (3) establish three new 12 

balancing accounts and zero out or eliminate several existing trackers. I also outline 13 

Staff’s proposed standards for determining whether authorizing a tracker or a balancing 14 

account is in the public interest, and I flag existing trackers that should be eliminated in 15 

the near future.  16 

I also address PSE’s proposals regarding the methodology used to normalize bad 17 

debt expense, interest on customer deposits for transmission upgrades (including PSE’s 18 

petition for deferred accounting treatment in Docket UE-260113), and the rate treatment 19 

of PSE’s participatory funding costs.  20 

 21 

Q. Please summarize your recommendations. 22 
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A. Regarding cost containment, I recommend that the Commission use the external indexing 1 

formula proposed by Staff witness Kolesar to establish the appropriate level of O&M 2 

expense to include in rates.  3 

Regarding filing requirements for PSE’s annual retrospective review filing for 4 

capital additions provisionally included in rates, I recommend that the Commission: (1) 5 

establish additional filing requirements to ensure a complete initial filing and consistency 6 

across utilities, and (2) deny PSE’s request to consolidate the annual retrospective review 7 

filings into one filing at the end of the MYRP. 8 

Regarding PBR, I recommend that the Commission: (1) make no modifications to 9 

the performance metrics PSE is required to report on, (2) re-examine the need for revenue 10 

decoupling within the context of its PBR policy docket and then re-consider PSE’s 11 

decoupling mechanism after that examination, and (3) establish one PIM related to O&M 12 

expenses, but only in the event that the Commission accepts Staff’s recommendation to 13 

externally index PSE’s O&M expense growth over the MYRP. 14 

Regarding PSE’s request to earn a return on PPAs, I recommend that the 15 

Commission allow PSE to earn a return on the costs of several contracts PSE identifies, 16 

but at the Company’s authorized cost of debt, not at the Company’s authorized rate of 17 

return. I also recommend that the Commission not provide a return on five of the 18 

contracts PSE includes in its request; one because it is duplicated in the request, one 19 

because PSE does not have a long-term contract for the resource, and three because the 20 

contracts are tolling agreements and not PPAs. I also recommend that the Commission 21 

modify the costs upon which the returns are calculated for three demand response PPAs 22 

to reflect the actual contract costs.  23 
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Regarding PSE’s request to include CWIP in rate base, I recommend that the 1 

Commission deny PSE’s request for all six projects in question.  2 

Regarding PSE’s request to establish three new balancing accounts, I recommend 3 

that the Commission: (1) grant PSE’s request to establish balancing accounts for bad debt 4 

expense and for interest on customer deposits, but only for the duration of this rate plan, 5 

and (2) deny PSE’s request to establish a balancing account for participatory funding. 6 

Regarding PSE’s requests to modify existing trackers, I recommend that the 7 

Commission grant PSE’s requests to zero out or eliminate Schedule 141A, Schedule 8 

141D, and Schedule 141TEX, and move the associated amounts into base rates, but only 9 

after ensuring that any projected costs included in the rates for those trackers have been 10 

trued-up to actuals.  11 

Regarding other exiting trackers, I recommend that the Commission order PSE to 12 

eliminate the following trackers as part of the Company’s next GRC filing and to move 13 

the associated amounts in to base rates: Wildfire tracker (electric Schedule 141WFP), 14 

Tacoma LNG tracker (natural gas Schedule 141LNG), Property Tax tracker (electric and 15 

natural gas Schedule 140), and Transportation Electrification Plan rider (electric 16 

Schedule 141TEP).  17 

Regarding the methodology used to normalize bad debt expense, I recommend 18 

that the Commission (1) accept PSE’s proposed methodology for calculating the 19 

normalized level of bad debt expense, but for this MYRP only, and (2) order PSE to 20 

resume using the traditional, five-year normalization methodology in future GRC filings.  21 

Regarding the ratemaking treatment for interest on customer deposits for 22 

transmission upgrades, I recommend that the Commission (1) grant PSE’s petition for 23 
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deferred accounting filed in Docket UE-260113, and (2) allow PSE to recover the 1 

resulting deferral balance in rates. I do not contest PSE’s request to include forecasted 2 

interest on customer deposits in rates going forward. 3 

Regarding the ratemaking treatment for PSE’s participatory funding costs, I 4 

recommend that the Commission deny PSE’s request to include the full annual allotment 5 

of $500,000 in rates, and instead include a normalized level of costs in rates using the 6 

average annual costs from the last three years. 7 

8 

Q. Have you prepared any exhibits in support of your testimony?9 

A. Yes. I prepared Exhibits CRM-2 through CRM-9. They are described in the List of10 

Exhibits, above.11 

12 

III. SUMMARY OF STAFF’S CASE13 

14 

A. Introduction of Staff Witnesses15 

16 

Q. Can you please introduce the witnesses who sponsor testimony on behalf of17 

Commission Staff?18 

A. Yes. In addition to the testimony described above that I sponsor, the following witnesses19 

sponsor testimony on behalf of Commission Staff:20 

• Ana Boyd (Exh. AMP-1T) addresses PSE’s request to recover costs associated21 

with its proposed thermal energy network pilot project at Seattle University.22 
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• Corey Dahl (Exh. CJD-1T) addresses PSE’s depreciation study, PSE’s proposal to 1 

accelerate depreciation of certain gas assets, the prudency of certain of PSE’s 2 

proposed Information Technology (IT) investments, and PSE’s proposed changes 3 

to its customer credit and collections practices. 4 

• Betty Erdahl (Exh. BAE-1T) addresses the calculation of investor-supplied 5 

working capital. 6 

• David Gomez (Exh. DCG-1T) addresses pro forma power costs and responds to 7 

PSE’s request to eliminate the dead bands and sharing bands from the power cost 8 

adjustment (PCA) mechanism. 9 

• Hannah Halliday (Exh. HSH-1T) addresses PSE’s weather normalization 10 

adjustment and PSE’s proposal for a full-scale time-of-use (TOU) rate program.  11 

• Debra Johnson (Exh. DLJ-1T) addresses cost of service, rate spread, and rate 12 

design for PSE’s natural gas operations.  13 

• Paul Koenig (Exh. PK-1T) addresses PSE’s request to recover the costs of its IT 14 

investment plan. 15 

• Mark Kolesar (Exh. MBK-1T) addresses Staff’s proposed methodology for 16 

indexing O&M expense and proposes a companion performance incentive 17 

mechanism (PIM). 18 

• Agustin Ros (Exh. AR-1T) recommends the growth offset (X factor) that Staff 19 

proposes to use as part of Staff witness Kolesar’s indexing O&M expense 20 

formula. 21 

• Ziad Lien (Exh. ZML-1T) addresses cost of service, rate spread, and rate design 22 

for PSE’s electric operations. 23 
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• Sophie Major (Exh. SCM-1T) addresses PSE’s load forecast, PSE’s request to1 

eliminate the requirement that the Company complete a distributional equity2 

analysis for its DER portfolio, and PSE’s request for a prudency determination for3 

the Firm Capacity Supply Agreements for Turbine Tranches 1 and 2.4 

• Brent Misare (Exh. BCM-1T) addresses PSE’s request to recover the costs of its5 

reliability and resiliency investments, its voltage reduction program, and the6 

Bellevue headquarters buildout.7 

• Crystal Oliver (Exh. CRO-1CT) addresses PSE’s proposal to continue including8 

Climate Commitment Act (CCA) costs in the PCA mechanism and passing back9 

no-cost allowance value via a separate schedule and PSE’s request to update no-10 

cost allowance data to actuals in its compliance filing. Witness Oliver also11 

presents four other recommendations related to CCA implementation and briefly12 

addresses Equity.13 

• Dave Parcell (Exh. DCP-1CT) addresses PSE’s cost of capital.14 

• Sylvana Sorrells (Exh. SJS-1T) sponsors Staff’s electric and natural gas revenue15 

requirement studies and incorporates witness Kolesar’s recommended indexing16 

formula into pro forma O&M expense.17 

• Quinn Weber (Exh. QAW-1CT) addresses PSE’s demand response (DR) program18 

expansion, the need for additional DR reporting, and PSE’s purchase of19 

unbundled RECs for CETA compliance. Witness Weber also proposes a20 

framework for determining whether PPAs should be given a higher rate of return21 

under RCW 80.28.410(2).22 
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B. Summary of Staff’s Recommendations1 

2 

Q. Can you please summarize Staff’s recommendations in this case?3 

A. Yes. In addition to the recommendations I sponsor (which are listed in the Scope and4 

Summary Section, above), Staff also makes the recommendations listed below.5 

6 

Revenue Requirements 7 

8 

For electric operations, Staff recommends that the Commission: 9 

• Authorize revenue increases of $150 million for rate year 1 (RY1), an additional10 

$207.9 million for rate year 2 (RY2), and an additional $415.6 million for rate11 

year 3 (RY3) (see Sorrells, Exh. SJS-1T at 3).12 

For natural gas operations, Staff recommends that the Commission: 13 

• Authorize revenue increases of $30.8 million for RY1, an additional $55.5 million14 

for RY2, and an additional $63.7 for RY3 (see Sorrells, Exh. SJS-1T at 3).15 

16 

Cost of Capital 17 

18 

With respect to cost of capital, Staff recommends that the Commission: 19 

• Authorize an overall cost of capital of 7.50 percent for RY1, 7.56 percent for20 

RY2, and 7.59 percent for RY3. Staff’s recommended cost of capital is based on a21 

capital structure composed of 50 percent debt and 50 equity and includes a 9.62522 
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percent return on equity for all three years of the MYRP (see Parcell, Exh. DCP-1 

1CT). 2 

3 

Power Costs and the PCA 4 

5 

With respect to power costs and the associated PCA mechanism, Staff recommends that 6 

the Commission: 7 

• Reject PSE’s request to eliminate the PCA bands and instead modify the band8 

sizes (see Gomez, Exh. DCG-1T).9 

• Reduce net power costs for RY1 by $333.0 million, RY2 by $275.7 million and10 

RY3 by $317.2 million (see Gomez, Exh. DCG-1T).11 

• Require PSE to use its after-tax cost of debt to calculate interest on going-forward12 

PCA deferral balances (see Gomez, Exh. DCG-1T).13 

• Permit PSE to file an update to forecasted power costs for the first year of the14 

MYRP in a compliance filing after the Commission has issued its final order in15 

this case (see Gomez, Exh. DCG-1T).16 

• Allow PSE to file updates to forecasted power costs and the PCA variable17 

baseline rate prior to the beginning of each subsequent rate year (see Gomez,18 

Exh. DCG-1T).19 

• Require PSE to provide quarterly PCA reporting (see Gomez, Exh. DCG-1T).20 
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Cost of Service, Rate Spread, and Rate Design 1 

2 

For electric service, Staff recommends that the Commission: 3 

• For the renewable peak future credit calculation in the electric COS study, use4 

RY1 cost assumptions rather than the mix of 2026 and 2027 values that PSE uses5 

(see Lien, Exh. ZML-1T).6 

• Direct PSE to refile an updated demand study before RY3 takes effect, using load7 

data from RY1 and RY2 (see Lien, Exh. ZML-1T).8 

• Adopt PSE’s parity band structure (see Lien, Exh. ZML-1T).9 

• Narrow the pool of costs PSE can recover through its basic charge, consistent10 

with prior Commission guidance (see Lien, Exh. ZML-1T).11 

• Adopt PSE’s proposed residential Tier 2 energy rate multiplier for RY1, but adopt12 

Staff’s proposed multiplier for RY2 and RY3 (see Lien, Exh. ZML-1T).13 

For natural gas service, Staff recommends that the Commission: 14 

• Deny PSE’s request to increase the basic charge for natural gas residential15 

customers by $4.12 in RY1 and instead gradually increase the basic charge over16 

the MYRP (see Johnson, Exh. DLJ-1T).17 

18 

Climate Commitment Act (CCA) 19 

20 

With respect to CCA-related issues, Staff recommends that the Commission: 21 

• Reject PSE’s proposed treatment of CCA allowance costs and no-cost allowance22 

values and instead order PSE to include the volume of no-cost allowances23 
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awarded by Ecology as an offset to the costs collected through the PCA (see 1 

Oliver, Exh. CRO-1T). 2 

• Require PSE to update its no-cost allowance award to actuals in the PCA update 3 

filed in compliance with the Commission’s final order in this case (see Oliver, 4 

Exh. CRO-1T). 5 

• Require PSE to update its assumptions for CCA allowance prices in its PCA to 6 

use a recent thirty-day average of secondary market index prices for 2027, 2028, 7 

and 2029 vintage allowances in its compliance filing (see Oliver, Exh. CRO-1T). 8 

• Require PSE to continue including CCA costs in all dispatch decisions (see 9 

Oliver, Exh. CRO-1T). 10 

• Order PSE to establish a separate tracker for revenues from the consignment of 11 

no-cost allowances (if consignment is required by electric utilities) and require 12 

PSE to include in its initial tracker filing a proposal to invest revenues in 13 

programs benefiting ratepayers, prioritizing low-income customers consistent 14 

with RCW 70A.65.120(4) (see Oliver, Exh. CRO-1T). 15 

• Order PSE to include CCA benefit proposals for consignment revenues in all 16 

future GRCs (see Oliver, Exh. CRO-1T). 17 

• Order PSE to submit a confidential filing within 90 days of November 1, 2027, 18 

with a 6-month review period, to demonstrate the prudence of its decision making 19 

for its electric and gas operations throughout the first four-year CCA compliance 20 

period (see Oliver, Exh. CRO-1T). 21 
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Recommendations with Revenue Requirement Impacts 1 

2 

Staff recommends that the Commission: 3 

• Adopt a revenue cap formula for allowed O&M-related revenue over the three-4 

year term of the MYRP and establish a companion Performance Incentive5 

Mechanism to strengthen the efficacy incentives of the proposed O&M indexing6 

formula (see Kolesar, Exh. MBK-1T).7 

• Reject PSE’s proposed accelerated depreciation of certain gas assets (see Dahl,8 

CJD-1T).9 

• Deny PSE’s request to recover the forecasted costs of its proposed thermal energy10 

network (TEN) pilot project at Seattle University (see Boyd, Exh. AMB-1T).11 

• Allow PSE to recover $578 million of $870 million amount the Company seeks to12 

include in rates related to its proposed IT Investment plan (see Koenig, Exh. PK-13 

1T).14 

• Disallow PSE’s proposed IT Investment projects categorized in the “other”15 

category (see Dahl, CJD-1T).16 

• Remove $462.9 million in capital costs related to reliability and resiliency from17 

the electric revenue requirement in this case, but allow PSE to seek recovery of18 

those costs in a future GRC (see Misare, Exh. BCM-1T).19 

• Remove $45 million in capital costs related to the Voltage Reduction project from20 

the electric revenue requirement in this case, but allow PSE to seek recovery of21 

those costs in a future GRC (see Misare, Exh. BCM-1T).22 
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• Remove $56 million in capital costs related to the Bellevue Headquarters1 

Buildout project, but allow PSE to seek recovery of those costs in a future GRC2 

(see Misare, Exh. BCM-1T).3 

• Remove a portion of PSE’s forecasted DR Program expansion costs, resulting in a4 

reduction of Power Costs of $40.3 million in RY1, $54.4 million in RY2, and5 

$65.4 million in RY3 (see Weber, Exh. QAW-1CT).6 

• Remove $22 million from Power Costs associated with the purchase of7 

Unbundled RECs (see Weber, Exh. QAW-1CT).8 

• When calculating ISWC, recategorize certain balancing sheet accounts and9 

recalculate ISWC on an AMA basis (see Erdahl, Exh. BAE-1T).10 

• Recalculate PSE's temperature normalization adjustment using twenty years of11 

historical temperature data rather than PSE's climate-adjusted approach (see12 

Halliday, Exh. HSH-1T).13 

14 

Recommendations without Revenue Requirement Impacts 15 

16 

Staff recommends that the Commission: 17 

• Reject PSE’s request to resume collection of certain fees and security deposits18 

(see Dahl, CJD-1T).19 

• Order PSE to sponsor testimony in support of its weather normalization20 

adjustment in future GRC filings (see Halliday, Exh. HSH-1T).21 

• Accept PSE's proposal to transition Schedules 307 and 327 from limited pilot22 

participation to full-scale, voluntary residential TOU schedules, but Adopt Staff’s23 
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proposed modifications to PSE's redesign of the applicable TOU time periods (see 1 

Halliday, Exh. HSH-1T). 2 

• Specify filing requirements and required supporting documentation related to3 

PSE’s load forecasts that the Company must provide in all future rate cases (see4 

Major, Exh. SCM-1T).5 

• Deny PSE’s request to eliminate the requirement to complete a Distributional6 

Equity Analysis (DEA) for its 80 MW DER portfolio and instead issue penalties7 

for noncompliance (see Major, Exh. SCM-1T).8 

• Order the Company to submit a compliance filing by April 1, 2027, reporting data9 

on distributional equity metrics for all existing residential customer-facing10 

programs (see Major, Exh. SCM-1T).11 

• Order the Company to, in all future rate cases, report on specific metrics for all12 

existing residential customer-facing programs (see Major, Exh. SCM-1T).13 

• Order PSE to provide an explicit DEA for each residential-customer-facing14 

program proposed in future rate cases (see Major, Exh. SCM-1T).15 

• Order PSE to explicitly demonstrate that their DEA of proposed programs, as well16 

as equity metrics reported on for existing or past programs, were incorporated into17 

PSE’s programmatic and investment decision-making for all proposed customer-18 

facing programs (see Major, Exh. SCM-1T).19 

• Deny PSE’s request for a prudence determination for Turbine Tranches 1 and 220 

(see Major, Exh. SCM-1T).21 
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• Require PSE to file more detailed information in its Integrated System Plan (ISP)1 

and Annual Clean Energy Progress Report related to the Company’s DR program2 

implementation (see Weber, Exh. QAW-1CT).3 

• In future GRCs, apply the criteria under the Cost Test and Decision Framework4 

outlined in WAC 480-96-030(8) when determining whether a PPA should qualify5 

for a return greater than the Company’s cost of debt (see Weber, Exh. QAW-6 

1CT).7 

8 

IV. POLICY9 

10 

A. MYRP Policy Issues11 

12 

1. Affordability and O&M Cost Containment13 

14 

Affordability Concerns 15 

16 

Q. How have customer bills grown in recent years?17 

A. Table 1, below, shows the average annual bills for a typical residential PSE customer18 

over the last seven years.119 

1 For PSE’s average annual bills for 2019-2024, see Wash. Utils. & Transp. Comm’n v. Puget Sound Energy, 

Dockets UE-220066 and UG-220067 (PSE 2022 GRC), PSE supplemental MYRP Table 4 Metrics, at tab 

“Affordability 1 – PSE Territory” (filed Aug. 29, 2025). For PSE’s annual bills for 2025, see Docket UE-260334, 

Appendix B to PSE’s 2025 Commission Basis Report, at tab “22” (filed Apr. 30, 2026). 
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 Table 1. Average Annual PSE Bills and Growth Rates (2019-2025)2 

 Electric Natural Gas 

 Ave Bill Increase Ave Bill Increase 

2019 $952    $686    

2020 $968  1.7% $802  17.0% 

2021 $1,032  6.6% $861  7.3% 

2022 $1,056  2.4% $925  7.5% 

2023 $1,204  14.0% $1,141  23.4% 

2024 $1,384  15.0% $1,129  -1.1% 

2025 $1,612  16.5% $1,228  8.8% 

CAGR (2019-2025) 9.2%   10.2%   

CAGR (2019-2022) 3.5%   10.5%   

CAGR (2022-2025) 15.1%   9.9%   

 

Table 1 shows that between 2019 and 2025, the average annual bill for a typical 1 

residential PSE customer has grown at an average annual rate of 9.2 percent per year for 2 

electric customers and 10.2 percent per year for natural gas customers. Table 1 further 3 

shows that customer bills have been increasing much more rapidly in the most recent 4 

years, particularly for PSE’s electric customers. While the average electric bill grew at an 5 

average annual rate of 3.5 percent between 2019 and 2022, it grew at an average annual 6 

rate of 15.1 percent between 2022 and 2025. Furthermore, it appears that the bill 7 

increases are continuing to accelerate. The average annual electric bill grew by 14.0 8 

percent in 2023, another 15.0 percent in 2024, and another 16.5 percent in 2025. And 9 

judging by the rate increases that have already occurred in 2026, it appears that average 10 

electric customer bills will increase by another 18 percent in 2026.3  11 

 
2 The growth rates in Table 1 are calculated as the compound annual growth rate (CAGR). 
3 PSE’s revised electric rates that went into effect on May 1, 2026, resulted in an average monthly residential bill of 

$159.38 or, multiplied by 12 months, $1,913 annually. See Docket UE-260218, PSE electric rate design workpapers, 

tab “Rate Impacts,” at 39 (filed Apr. 1, 2026). An average 2026 electric bill of $1,913 would represent an 18.6 

percent increase over the average 2025 electric bill of $1,612. 
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While an annual growth rate of about 10 percent per year for both electric and 1 

natural gas customer bills might indicate why affordability is a top concern for PSE’s 2 

customers,4 the steadily accelerating growth in electric bills over the last four years 3 

indicates that the situation may be rapidly worsening for PSE’s electric customers.  4 

5 

Q. What impact has the high rate of growth in customer bills had on the energy6 

burden5 of PSE’s customers?7 

A. Table 2, below, shows the percentage of PSE’s low-income residential customers that are8 

energy burdened, as measured through PSEs Energy Burden Analyses (EBAs) performed9 

for 2020, 2022, and 2024.10 

Table 2. PSE’s Energy Burdened Low-Income Customers in 2020, 2022, and 2024.

2020 EBA6 2022 EBA7 2024 EBA8 

Low Income (% of residential customers) 44% 46% 51% 
Energy Burdened and Low Income 13% 16% 19% 
Percent of LI Energy Burdened 31% 35% 38% 

Table 2 shows that, over the 4-year period 2020-2024, the percentage of PSE’s customers 11 

that are both low income and energy burdened has increased by six percent, and the 12 

percentage of PSE’s low-income customers that are energy burdened has increased by 13 

seven percent.9  14 

4 See, e.g., Hutson, Exh. TAH-1T at 3:11-12. 
5 RCW 19.405.020 defines the term “energy burden” as the share of annual household income used to pay annual 

home energy bills. 
6 PSE 2022 GRC, Jhaveri Exh. BDJ-11 at 9. 
7 See Wash. Utils. & Transp. Comm’n v. Puget Sound Energy, Dockets UE-240004, UG-240005, and UE-230810 

(PSE 2024 GRC), Jhaveri, Exh. BDJ-3r at 14. 
8 Hutson, Exh. TAH-10 at 22. 
9 While the percentage of PSE’s customers that are energy burdened and low income also has been steadily 

increasing over that same timeframe, that metric to some extent reflects the growing percentage of PSE’s customers 

that qualify as low-income which is the result of underlying economic factors. The metric showing the percentage of 
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Q. Is PSE taking steps to reduce energy burden? 1 

A. Yes. PSE witness Hutson details the actions the Company has taken to reduce energy 2 

burden for PSE’s low-income and vulnerable populations, including bill assistance 3 

programs and efforts to improve customer accessibility to energy assistance programs.10 4 

 5 

Q. Have these actions been successful in reducing the proportion of PSE’s low-income 6 

customers that are energy burdened? 7 

A. Unfortunately, no. While it was not possible for Staff to compare the post-assistance 8 

percentage of low-income customers who continued to be energy burdened in 2024 to 9 

those in 2022 (because prior to 2024 PSE did not report on the number of customers who 10 

continued to be energy burdened after energy assistance distributions11), it is evident that 11 

the percentage of PSE’s customers who were both low income and energy burdened 12 

increased between 2022 and 2024, even after accounting for the effect of energy 13 

assistance on energy burden. Although in 2024 PSE provided approximately $70 million 14 

in direct energy assistance to its low-income, high energy burden customers, 15 

approximately 17 percent of PSE’s residential customers continued to be highly energy 16 

burdened low-income customers even after assistance funding was distributed,12 17 

representing an increase of one percent relative to the 16 percent, pre-assistance level 18 

PSE measured in 2022.13 If the 2022 energy burden numbers were to account for the 19 

 
PSE’s low-income customers that are energy burdened controls for the growth in low-income customers and is 

therefore a better indicator of how the growth in the cost of energy is contributing to increased energy burden for 

PSE’s low-income customers. 
10 Hutson, Exh. TAH-1T at 39:10– 47:5. 
11 See id. at 39:7-8. 
12 PSE estimates that 222,679 low-income customers continued to be energy burdened after assistance funding was 

distributed, representing approximately 17 percent of PSE’s residential customer base of 1.32 million. See Hutson, 

Exh. TAH-1T at 52:11-14 and at 35:10. 
13 See Table 2, above.  
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effect of assistance funding, the growth in the percentage of customers who were both 1 

low income and energy burdened in 2024 would be greater than one percent.  2 

In short, even with the actions PSE has taken to reduce energy burden for PSE’s 3 

low-income and vulnerable populations, energy burden continues to worsen for PSE’s 4 

low-income customers, and the rising cost of energy appears to be a significant driver. 5 

6 

Q. How do you know that the rising cost of energy is a significant driver of a worsening7 

energy burden problem?8 

A. While the percentage of PSE’s customers that are both low income and energy burdened9 

has been steadily increasing since 2020,14 that metric is obscured by the fact that the10 

percentage of PSE’s customers who are low-income is increasing which is a function of11 

underlying economic factors outside of the Company’s control. However, the metric for12 

the percentage of PSE’s low-income customers that are energy burdened controls for the13 

increase in low-income customers and, therefore, is an indicator of how energy cost14 

(rather than customer income) is contributing to increased energy burden for PSE’s low-15 

income customers. The percentage of PSE’s low-income customers who are energy16 

burdened increased from 31 percent in 2020 to 38 percent in 2024.1517 

18 

Q. Does PSE include utility cost control as part of its strategy to address affordability?19 

A. It does not appear so. While PSE does list a handful of measures that the Company has20 

undertaken to control its costs,16 it does not identify utility cost control as an integral21 

14 See Table 2, above. 
15 See Table 2, above 
16 See Martin, Exh. JLM-1CT at 86:5-10. 
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component of the Company’s affordability vision.17 Rather, PSE seems to consider its 1 

rapidly increasing costs as a factor it has little control over and driven by increasing 2 

power costs and the significant capital investments the Company needs to make to 3 

address transmission constraints and to meet state-mandated clean energy targets.18 4 

 5 

Rapid Growth in PSE’s O&M expenses 6 

 7 

Q. Are increasing power costs and the capital investments PSE needs to make to 8 

address transmission constraints and to meet state-mandated clean energy targets 9 

the only factors driving the Company’s rapidly escalating costs? 10 

A. No. While increasing power costs and the large investments PSE is making to meet state-11 

mandated clean energy targets are certainly significant factors driving the rapid escalation 12 

of PSE’s costs, those are not the only factors contributing to PSE’s cost increases. In 13 

particular, PSE’s O&M expenses have increased substantially in recent years. 14 

 15 

Q. Can you provide more detail on how PSE’s O&M expenses have grown in recent 16 

years? 17 

A. Yes. Table 3, below, shows PSE’s annual O&M expenses and annual O&M expense 18 

growth rates for the Company’s combined electric and natural gas operations between 19 

2016 and 2025, as well as the compound annual growth rates (CAGRs) for the periods 20 

2016-2019 and 2021-2025.  21 

 
17 See Hutson, Exh. TAH-1T at 33:6-11. 
18 See Docket U-210590, PSE Comments at 6 (Nov. 10, 2025). See also Hutson, Exh. TAH-1T at 32:15-17. 
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TABLE 3. PSE’s O&M Expenses19 and Growth Rates for the Period (2016-2025). 

O&M (E+G) 

YOY 

Growth 

2016  $    542,356,097 

2017  $    559,356,543 3.1% 

2018  $    571,294,790 2.1% 

2019  $    571,592,699 0.1% 

2020  $    567,761,499 -0.7%

2021  $    590,035,658 3.9% 

2022  $    614,921,654 4.2% 

2023  $    672,231,743 9.3% 

2024  $    690,125,619 2.7% 

2025  $    769,372,060 11.5% 

CAGR (2016-2019) 1.8% 

CAGR (2021-2025) 6.9% 

Table 3 shows that PSE’s O&M spending accelerated significantly after 2020; while 1 

PSE’s O&M expense grew at an average annual rate of 1.8 percent between 2016 and 2 

2019, the annual rate of growth increased to 6.9 percent between 2021 and 2025.20  3 

4 

Q. How do these rates of growth compare to the average rate of inflation over these5 

timeframes?6 

A. Table 4, below, shows the annual rate of inflation from 2016 through 2025, measured as7 

the year-over-year growth in the Consumer Price Index for All Urban Consumers (CPI-8 

U),21 as well as the average rates of inflation for the periods 2016-2019 and 2021-2025.9 

19 Combined for electric and natural gas operations.  
20 O&M expense for 2020 was not included in the CAGR calculations in Table 3 because 2020 was an outlier year. 
21 U.S. Bureau of Labor Statistics, Consumer Price Index for All Urban Consumers: U.S. city average, all items, 

index averages. Available at: https://www.bls.gov/cpi/tables/supplemental-files/. 
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 Table 4. Annual Rates of Inflation for the Years 2016 through 2025. 

 

 

 

 

 

 

 

 

 

Prior to 2020, PSE’s O&M growth rate appears to have been in sync with the average 1 

rate of inflation; the O&M growth rate of 1.8 percent between 2016 and 2019 is slightly 2 

below, but reasonably close to, the 2.1 percent average rate of inflation over that period. 3 

However, since 2021, PSE’s O&M spending has outpaced inflation. Between 2021 and 4 

2025, the average annual rate of growth for PSE’s O&M expenses was 6.9 percent, which 5 

is 2.5 percentage points higher than the 4.4 percent average annual rate of inflation over 6 

that same period.  7 

 8 

Q. Does the forecasted O&M expense that PSE includes in this GRC represent a 9 

continuation of the rapid growth in O&M over the recent past? 10 

A. Yes. Table 5, below, shows PSE’s forecasted O&M for electric and natural gas 11 

operations combined for RY1, RY2, and RY3, as compared PSE’s test year O&M 12 

expenses. 13 

 CPI-U 

  YOY Growth 

2016 1.30% 

2017 2.10% 

2018 2.40% 

2019 1.80% 

2020 1.20% 

2021 4.70% 

2022 8.00% 

2023 4.10% 

2024 2.90% 

2025 2.60% 

Ave. (2016-
2019) 2.10% 

Ave. (2021-
2025) 4.40% 
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Table 5. PSE’s Forecasted O&M Expenses22 and Growth Rates Over the MYRP. 

O&M (E+G) Growth 

Test Year (Jul 2024-Jun 2025)  $  686,189,453 

RY1 (Feb 2027-Jan 2028)  $     940,344,772 37.0% 

RY2 (Feb 2028-Jan 2029)  $  1,011,063,254 7.5% 

RY3 (Feb 2029-Jan 2030)  $  1,070,916,740 5.9% 

CAGR (RY1-RY3) 6.7% 

CAGR (TY-RY1) 13.0% 

CAGR (TY-RY2) 11.4% 

CAGR (TY-RY3) 10.2% 

Table 5 shows that, between the test year and RY1, PSE plans to rapidly accelerate the 1 

Company’s O&M spending. The $940.3 million in forecasted O&M expense that PSE 2 

includes in its proposed rates for RY1 represents an increase of $254 million (or 37.0 3 

percent) relative to test year O&M expenses ($686.2 million).23 That is, between the test 4 

year and RY1, PSE seeks to increase O&M spending by an average of 13.0 percent per 5 

year, which is nearly double the average annual rate of growth between 2021 and 2025, 6 

and nearly five times the 2.7 percent rate of inflation that PSE forecasts for the period 7 

between the test year and RY1.24  8 

For the remainder of the MYRP (i.e., in 2028 and 2029), PSE forecasts an average 9 

annual rate of growth of 6.7 percent, representing a return to the rate of growth PSE 10 

experienced from 2021 to 2025 (which was still significantly above the average annual 11 

rate of inflation). However, Staff notes that that forecasted rate of growth is relative to 12 

PSE’s forecasted O&M spending in 2027, which was already 37 percent above test year 13 

O&M expense. Relative to test year O&M expense, PSE’s forecasted spending in 2028 14 

22 See Free, Exh. SEF-11 at 1:3. 
23 Electric test year, restated O&M expense was $508,121,499. See Free, Exh. SEF-4HC at 1:33-39. Natural gas test 

year, restated O&M expense was $178,415,224. See Pavel, Exh. TJP-4 at 1:30-36. Total test year, restated O&M 

expense was therefore $686,189,453. 
24 See Buckley, Exh. AEB-16 at 81. Staff calculates the 2.7 percent rate of inflation by averaging the Consumer 

Price Index for the period Q3 2025 through Q2 2027. 



 

TESTIMONY OF CHRIS McGUIRE       Exh. CRM-1CT 

DOCKETS UE-260005, UG-260006, UE-260113     Page 25 

represents a 47 percent increase (or an average of 11.4 percent per year), and PSE’s 1 

forecasted spending in 2029 represents a 56 percent increase (or an average of 10.2 2 

percent per year. In short, the forecasted O&M expense PSE embeds in its proposed rates 3 

for the MYRP represents a massive increase in O&M spending relative to the test year.  4 

 5 

Q. Are there any mechanisms in place to incentivize cost control for O&M expenses? 6 

A. No. Currently, multiyear rate plans include annual reviews of provisional pro forma plant 7 

to allow for after-the-fact prudency determinations to be made for capital additions 8 

provisionally included in rates. The Commission also has risk sharing mechanisms in 9 

place for power costs, which incentivizes the Company to manage costs to (or below) the 10 

level of cost included in the power cost baseline. However, there is no such adjustment 11 

mechanism or retrospective review process for O&M expenses.  12 

 13 

Q. Without an adjustment mechanism or retrospective review process in place for 14 

O&M expenses, how can the Commission ensure that the forecasted level of O&M 15 

expense it includes in rates adheres to the known and measurable standard?  16 

A. It can’t. Prior to the MYRP statute going into effect, the Commission would allow into 17 

rates the test year level of O&M expense adjusted for known and measurable, post-test 18 

year changes to that expense. However, after the MYRP statute went into effect (which 19 

requires the Commission to include in rates the value of utility plant forecasted for the 20 

rate-effective period), utilities transitioned to a fully forecasted rate-year revenue 21 

requirement calculation. And while there are retrospective review processes and refund 22 

mechanisms in place for plant additions and power costs that allow the Commission to 23 
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retroactively ensure that the costs it included in rates adhered to the Commission’s core 1 

ratemaking standards, there is no way for the Commission to retroactively ensure that 2 

those standards were met for the forecasted level of O&M expense it included in rates. 3 

4 

Q. Do Staff and other parties review the forecasted O&M expenses that the Company5 

seeks to include in rates?6 

A. To a degree, yes. However, given that in the Company’s pro forma O&M adjustment the7 

Company’s O&M budget forecast just supplants (and does not build off of) test year8 

O&M expense, the process of reviewing the Company’s pro forma O&M adjustment9 

involves attempting to digest the Company’s entire O&M budget rather than analyzing10 

discrete changes in costs relative to the test year. And given the complexity of the11 

Company’s pro forma O&M calculation – which includes thousands of individual12 

expense items – it is virtually impossible to analyze every single forecasted cost to ensure13 

that it is necessary and prudent.14 

15 

Q. Has the Commission recognized the problem with PSE’s requests to include16 

forecasted O&M expenses in the Company’s proposed rates?17 

A. Yes. In PSE’s 2024 GRC, with respect to the Company’s pro forma O&M adjustment,18 

the Commission stated that19 

In future filings, the Company should be prepared to explain not only its process 20 

of allocating its board-approved budget to specific projects and programs, but also 21 

propose an appropriate methodology to reasonably and thoroughly review and 22 

evaluate forecasted expenses, including possible alternatives to a traditional pro 23 

forma adjustment. Without such a methodology, the Commission is simply being 24 

asked to approve a budget without meaningful review or oversight.25 25 

25 PSE 2024 GRC, Order 07/09, 134, ¶ 424 (Jan. 15, 2025) (PSE 2024 GRC Order). 
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Q. Did PSE explain its process of allocating its board-approved budget to specific1 

projects and programs in this GRC, as directed by Order 07/09 of the 2024 GRC?2 

A. No.3 

4 

Q. Did PSE propose a methodology to reasonably and thoroughly review and evaluate5 

forecasted O&M expenses, as directed by Order 07/09 of the 2024 GRC?6 

A. No.7 

8 

Q. Should the Commission use PSE’s O&M forecast to determine the level of O&M9 

expense to include in rates in this GRC?10 

A. No. Not only would setting rates using PSE’s O&M budget forecast be problematic for11 

the reasons described above, PSE also did not comply with the Commission’s direction in12 

Order 07/09 regarding the Company including forecasted O&M in its proposed rates. As13 

a result, PSE once again is asking the Commission to approve a budget without14 

meaningful review or oversight despite the Commission directing the Company to do15 

otherwise.16 

17 

Staff’s Proposal to Index O&M Expenses 18 

19 

Q. Has the Commission indicated that it is interested in alternatives to using the20 

Company’s budget forecasts to determine the level O&M expense to include in21 

rates?22 
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A. Yes. In PSE’s 2024 GRC, the Commission stated that PSE should be prepared to propose 1 

possible alternatives to a traditional pro forma adjustment for forecasted expenses.26 2 

 3 

Q. Is Staff proposing an alternative to a traditional pro forma adjustment for O&M 4 

expense in this case? 5 

A. Yes. As described in detail in the testimony of Staff witness Kolesar, Staff recommends 6 

that the Commission employ an externally indexed revenue cap for O&M expenses to 7 

determine the level of O&M expense to include in rates. Using an externally indexed 8 

revenue cap would allow for growth in O&M expenses after the test year and across the 9 

MYRP but also would incent O&M cost containment.  10 

 11 

Q. Is Staff’s proposed approach consistent with the Commission’s transition to 12 

performance-based regulation?  13 

A. Yes. Utility cost containment is a fundamental objective of performance-based regulation 14 

under an MYRP.27 While it is common to incent utility cost containment under an MYRP 15 

by implementing a revenue cap, incenting cost containment requires that cost 16 

containment be incorporated into the calculation of authorized revenues for each year of 17 

the MYRP. If, for example, authorized revenues over the MYRP include a level of O&M 18 

expense that is a 37 percent increase over test year levels for RY1, a 47 percent increase 19 

over test year levels for RY2, and a 56 percent increase over test year levels for RY3, the 20 

utility is incented to manage its costs according to that level of revenue growth. If the 21 

 
26 PSE 2024 GRC Order at 134, ¶ 424 (emphasis added). 
27 See e.g., Docket U-210590, Regulatory Assistance Project, “Performance-Based Regulation: Considerations for 

the Washington Utilities and Transportation Commission” at 3 (March 2, 2022). (“MYRPS are typically 

implemented in PBR for achieving cost containment .…”) 
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Commission wants to incent O&M cost control, it should include a level of O&M 1 

expense in rates that reflects the level of cost containment that the Commission 2 

determines is appropriate.  3 

4 

Q. Has the Commission recognized that cost caps are a way to incentivize utility cost5 

containment?6 

A. Yes. The Commission stated that cost control is one avenue through which regulators can7 

support affordability concerns,28 and identified that the application of cost caps in8 

MYRPs is one way to support cost containment.299 

10 

Q. Are external indexes commonly employed to set revenue caps in MYRPs?11 

A. Yes. For at least the last decade, external indexing has been considered as a “well-12 

established approach” for establishing revenue caps in MYRPs.3013 

Rocky Mountain Institute (RMI) – in a report referenced in the presentation filed 14 

to Docket U-210590 on December 1, 2025 – states that a mechanism that “bases revenue 15 

adjustments on an index-based formula rather than on a utility’s forecasted costs is likely 16 

to create a stronger cost-containment incentive.”31 RMI also notes that another benefit of 17 

an index-based revenue adjustment is that “it does not rely on utility forecasts, which 18 

28 Docket U-210590, Notice for Comment at 3 (October 7, 2025). 
29 Id.  
30 See e.g., MN Lowry et al., State Performance-Based Regulation Using Multiyear Rate Plans for U.S. Electric 

Utilities, LBNL, July 2017, at 4.1. Available at: https://emp.lbl.gov/publications/state-performance-based-

regulation. 
31 Cara Goldenberg, Kaja Rebane, Gennelle Wilson, and Xavier Zheng, A Strategic Framework for Utility Cost 

Control: How to Promote Cost-Efficiency Through the Energy Transition, RMI, 2025, at 39. Accessed at: 

https://rmi.org/insight/a-strategic-framework-for-utility-cost-control. 
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inherently create an incentive for the utility to inflate forecasts at the time of the rate 1 

case.”32  2 

 3 

Q. Does Staff recommend applying an external index to costs other than O&M 4 

expense? 5 

A. Not at this time. However, Staff is open to considering proposals to index costs beyond 6 

O&M expense. Staff understands that other parties to this proceeding may recommend 7 

applying an external index to costs beyond O&M expense, and Staff will respond to those 8 

proposals in cross answering testimony if necessary. 9 

 10 

Q. What proportion of PSE’s overall expenses would be externally indexed? 11 

A. Across electric and natural gas operations, PSE’s test year restated results of operations 12 

include $686.2 million in O&M expenses33 which represents approximately 21 percent of 13 

the total test year expenses of $3,266.0 million.34 14 

  

 
32 Id.  
33 This is calculated as the sum the electric O&M expense of $508,133,711 (which is the sum of the restated 

amounts in Free, Exh. SEF-4HC at 1:33-39) and the natural gas O&M expense of $178,055,742 (which is the sum of 

the restated amounts in Pavel, Exh. TJP-4 at 1:33-39). 
34 This is calculated as the sum of the total restated electric expense of $2,784,107,867 (see Free, Exh. SEF-4HC at 

1:48) and the total restated natural gas expense of $481,917,763 (see Pavel, Exh. TJP-4 at 1:48). 
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2. Retrospective Capital Review1 

2 

Overview 3 

4 

Q. Can you provide a general overview of the retrospective review process for plant5 

included in rates on a provisional basis subject to refund?6 

A. Yes. RCW 80.28.425(3)(b) requires the Commission to ascertain the value of utility7 

property by or during the rate-effective date for each year of a MYRP, so the8 

Commission necessarily must include forecasted plant additions in the rates it authorizes9 

for each year of a MYRP. Given that the Commission must include forecasted plant10 

additions in the rates it authorizes for a MYRP, and given that the state’s property11 

valuation statute, RCW 80.04.250, requires that only property used and useful for service12 

can be included in rates, the Washington State Legislature amended RCW 80.04.250 to13 

require the Commission to establish an appropriate process to identify, review, and14 

approve public service company property included in rates that becomes used and useful15 

for service in this state after the rate effective date.35 The fundamental purpose of16 

requiring a retrospective review process was to ensure that the value of utility property17 

included in provisional rates does not exceed the actual value of utility property used and18 

useful for service during the rate-effective period, which would be unlawful under19 

RCW 80.04.250.20 

As a general matter the annual retrospective capital reviews are performed on a 21 

portfolio level (rather than on a project-by-project basis); that is, they compare the 22 

35 RCW 80.04.250(3). 
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aggregate level of actual used and useful plant additions to the aggregate level of 1 

forecasted plant additions included in rates on a provisional basis.36 2 

3 

Q. Has the Commission established specific filing requirements for PSE’s annual4 

retrospective capital reports?5 

A. Yes. For PSE the Commission has established that:6 

1. Annual variances between the plant additions included in provisional rates and the7 

actual plant additions used and useful for service during the rate-effective period8 

should be calculated on a portfolio basis,379 

2. The report must identify each new project not included in the Company’s GRC10 

filing and provide a narrative for the business need for those projects,3811 

3. The report must demonstrate all offsetting benefits received or for which it has12 

applied through the IRA and IIJA for all projects included in actual transfers to13 

plant. The Commission further required the report to include all funding, tax14 

benefits, or any other benefit for which it has and has not applied and, if it has not,15 

the reasons justifying its decision to not pursue the IRA and IIJA funding16 

options,3917 

4. The report must clearly indicate whether the provisional plant is identified in the18 

Clean Energy Implementation Plan (CEIP), if so, where it is identified, and19 

whether it is required for CETA or CCA compliance,4020 

36 PSE 2024 GRC Order at 25, ¶¶ 75-76. 
37 Id. at 25, ¶ 76. 
38 Id. at 25, ¶ 77. 
39 PSE 2022 GRC, Order 24/10 at 53, ¶ 173. 
40 PSE 2024 GRC Order at 25, ¶ 77. 
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5. The report must provide project cost information on both an annual and a1 

cumulative, rate-effective period basis,412 

6. The report must include a narrative that describes the filing structure and how the3 

worksheets relate and function together,42 and4 

7. The filing must maintain consistent project naming conventions from the GRC5 

filing.436 

7 

Staff’s Proposed Modifications 8 

9 

Q. Does Staff recommend the Commission make any modifications to the existing filing10 

requirements or establish any additional filing requirements for the annual11 

retrospective capital reports?12 

A. Yes. Staff recommends that the Commission modify one of the existing filing13 

requirements and establish six additional filing requirements.14 

Q. Can you please describe which filing requirement Staff recommends the15 

Commission modify?16 

A. Yes. Staff recommends that requirement 3, above, be modified to require that the report17 

identify all offsetting benefits associated with any capital project included in rates during18 

the rate-effective period, including (a) all grant funding the Company has received and19 

for which it has applied, separately identifying benefits received or applied for through20 

41 Id. 
42 Id. 
43 Id. 
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the Inflation Reduction Act (IRA) and Infrastructure Investment and Jobs Act (IIJA), (b) 1 

when grant funds were received or are expected to be received, (c) the allocation of 2 

funding by state, (d) any associated tax benefits, (e) any other benefit for which the 3 

Company has applied, and (f) the Company’s justification for any decision to not pursue 4 

funding options for which the Company may be eligible. 5 

 6 

Q. Why is Staff recommending this modification? 7 

A. Staff believes that the Company should be required to report on all benefits offsetting the 8 

costs of plant provisionally included in rates, including the benefits of any grants the 9 

Company receives beyond those specifically related to the IRA/IIJA. 10 

 11 

Q. Does Staff recommend that the Commission establish any additional filing 12 

requirements for PSE? 13 

A. Yes, Staff recommends that the Commission formally establish six additional filing 14 

requirements for PSE. Specifically, Staff recommends that the Commission require PSE’s 15 

retrospective capital report to: 16 

1. Identify annual variances between the plant additions included in provisional rates 17 

and the actual plant additions used and useful for service during the rate-effective 18 

period, calculated on a project-by-project basis. For major projects with variances 19 

greater than 10 percent or $500,000, the report must include a detailed narrative 20 

that explains the cause of the variance. This narrative should include the original 21 

project cost, any change to the current cost or projected cost, any change to the 22 

project timeline, and any relevant changes to the project description. For 23 
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significant actual or projected cost overruns, provide a discussion of the 1 

Company’s decision to proceed with the project and any supporting 2 

documentation demonstrating that the decision to proceed with the project was 3 

prudent,  4 

2. Identify actual in-service date (by month and year) as compared to the forecasted5 

in-service date used in the calculation of provisional rates,6 

3. Identify any material changes to the project descriptions. For example, projects7 

originally identified in the forecast but replaced by a different project should be8 

specifically identified and the report should clearly explain whether the9 

replacement project represents increased spending on a project that was included10 

in the forecast, a reallocation of spending on a project between rate effective11 

periods, or a new project not previously identified in the MYRP,12 

4. Provide updated information on offsetting factors for projects in service during13 

the rate-effective period,14 

5. Provide all data and information at the same level of detail required for general15 

rate case filings pursuant to WAC 480-07-510(3)(a), (c), (h), (i), and (4), and16 

6. Identify any errors uncovered that impacted the calculation of the level plant17 

included in provisional rates.18 

19 

Q. Why is Staff recommending these additional filing requirements?20 

A. Staff recommends that the Commission establish these additional filing requirements for21 

the purposes of (a) establishing a consistent set of filing requirements across utilities, and22 

(b) ensuring that the initial filing includes all of the information necessary for Staff to23 
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complete its review of the actual costs of the plant additions and the prudence of those 1 

costs.  2 

 3 

Q. Does Staff recommend that the Commission continue to allow Staff and interested 4 

parties six months to review PSE’s annual retrospective capital reports? 5 

A. Yes. In PSE’s 2024 GRC, the Commission permanently extended the provisional plant 6 

review process from four to six months.44  7 

 8 

PSE’s Proposed Modifications to the Retrospective Review Process 9 

 10 

Q. Does PSE recommend any changes to the retrospective capital review process? 11 

A. Yes. PSE proposes two modifications to the retrospective review process. Specifically, 12 

PSE requests that the Commission:  13 

1. Consolidate the annual retrospective plant reviews into a single review process 14 

that would be conducted at the end of the final rate year of the MYRP,45 and 15 

2. Move the filing date of PSE’s annual plant report to April 30 of each year from 16 

2028 through 2030.46 17 

 18 

Q. Does Staff support PSE’s proposal to consolidate the annual retrospective plant 19 

reviews into a single review process that would be conducted at the end of the final 20 

rate year of the MYRP? 21 

 
44 PSE 2024 GRC Order at 22, ¶ 65. 
45 Free, Exh. SEF-1T at 7:6-8. 
46 Id. at 8:15-19. 
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A. No. Although Staff is intrigued by the idea and recognizes that if properly structured the1 

proposal could reduce the Commission’s administrative burden, PSE’s proposal suffers2 

from a couple shortcomings that cause Staff to oppose the proposal at this time. More3 

specifically, PSE’s proposal does not address (a) how a retrospective review process that4 

spans multiple years would be coordinated with other regulatory mechanisms that require5 

annual calculations, (b) how the proposed process would affect the Commission’s6 

regulatory burden, or (c) whether the potential delay in issuing customer refunds that7 

could result from the proposed process can be justified given the more immediate need to8 

address affordability.9 

10 

Q. Can you explain why PSE’s proposed retrospective review process needs to be11 

coordinated with other regulatory mechanisms that require annual calculations?12 

A. Yes. By way of example, RCW 80.28.425 requires that if a utility earns over 0.5 percent13 

of its authorized return for a rate year within a MYRP then all revenues collected that14 

contributed to that level of over-earning must be refunded back to customers. However, if15 

in a given year within the MYRP PSE’s provisional rates are too high (i.e., if PSE were to16 

over-collect on provisional plant) and a customer refund is warranted, in theory PSE’s17 

earnings in that year would need to be adjusted downward to reflect these over-collected18 

revenues which, in turn, could impact whether the 0.5 percent earnings trigger is hit. It is19 

not clear to Staff how the annual statutory refund would be determined if the provisional20 

plant refunds were not determined until after the MYRP has concluded.21 
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Q. Can you explain how PSE’s proposed retrospective review process could impact the 1 

Commission’s regulatory burden? 2 

A. Yes. While it might seem like PSE’s proposed retrospective review process would reduce 3 

the Commission’s regulatory burden given that the proposal would consolidate three 4 

annual retrospective reviews into one comprehensive review at the end of the MYRP, the 5 

reality is more complicated. First, given the scale of PSE’s capital investment program 6 

over the next three years, reviewing three years of investments in one retrospective 7 

review process would be a substantial undertaking, and it’s not entirely clear that 8 

reviewing three years of PSE’s investments in a single, consolidated retrospective review 9 

process would generate any less of a workload for Commission Staff than if the review 10 

were performed over three separate annual reviews. And if PSE’s proposed three-year 11 

retrospective review happens to overlap with other resource intensive review processes, 12 

such as general rate case filings, the resulting high-workload concentration could 13 

negatively impact Staff’s and other parties’ abilities to perform thorough, critical reviews 14 

of PSE’s plant additions over a three-year MYRP. 15 

 16 

Q. Can you explain how PSE’s proposal could delay refunds owed to customers, and 17 

how such a delay might be undesirable given the immediate affordability concerns?  18 

A. Yes. While the current retrospective review process would allow for any over-collected 19 

amounts to begin being passed back to ratepayers within a year of the over-collection, 20 

PSE’s proposed process could result in ratepayers waiting for up to three years to receive 21 

refunds owed to them due to over-collections. Given that affordability is an immediate, 22 

primary concern of PSE’s customers, and given the worsening energy burden problem for 23 
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PSE’s low-income customers that I describe above, Staff is not comfortable supporting a 1 

proposal that could cause up to a three-year delay in PSE issuing refunds owed to 2 

customers. 3 

4 

Q. What do you recommend with respect to PSE’s proposal to consolidate the annual5 

retrospective plant reviews into a single review conducted after the end of the6 

MYRP?7 

A. Staff recommends that the Commission reject PSE’s proposal for this rate case, but8 

remain open to the idea of consolidating the annual retrospective reviews if PSE can9 

adequately address the concerns with the proposed process that Staff has raised here.10 

11 

Q. What is Staff’s response to PSE’s request to move the filing date of PSE’s annual12 

plant report to April 30 each year from 2028 through 2030?13 

A. Staff does not oppose PSE’s request.14 

15 

3. PBR, Performance Metrics, and PIMs16 

17 

Status of Policy Proceeding in Docket U-210590 18 

19 

Q. Can you provide an overview of the status of the Commission’s ongoing policy20 

proceeding in Docket U-210590?21 

A. Yes. At the Commission’s December 2, 2025, workshop held under Docket U-210590,22 

the Commission’s Policy Staff informed parties that it would be undertaking an analysis23 
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of the current regulatory framework before moving on to other topics contained in the 1 

docket workplan. Policy Staff indicated that the analysis would culminate in a policy 2 

paper on existing regulatory incentive mechanisms and would provide recommendations 3 

for adjustments to existing regulatory mechanisms or the establishment of new 4 

mechanisms.47  5 

On June 30, 2026, Policy Staff filed its Policy Paper to Docket U-210590,48 and 6 

on July 14, 2026, Policy Staff provided an overview of the Policy Paper at a workshop 7 

held at the Commission. Concurrent with the June 30, 2026, filing of the Policy Paper, 8 

the Commission issued notice of opportunity to file written comments in response to 9 

Policy Staff’s analysis and straw proposal. The written comments are due October 9, 10 

2026, and the Commission has stated that it intends to discuss feedback received on 11 

Policy Staff’s analysis and straw proposal at a workshop scheduled for November 17, 12 

2026.49 13 

 14 

Q. Does Commission Staff intend to file written comments in response to Policy Staff’s 15 

analysis and straw proposal? 16 

A. Yes.  17 

  

 
47 The Commission also issued two Notices of Requests for Comment, one of which pertained to utilities earning a 

return on PPAs (with comments due March 31, 2026), and the other of which pertained to utility bill impacts and 

ongoing accounting deferrals (with comments due April 6, 2026). Staff assumes that these notices for comment 

relate to issues that the Policy Paper will cover. 
48 Docket U-210590, Washington Regulatory Assessment: Policy Staff Analysis and Straw Proposal (June 30, 

2026). A revised version of the document was filed to the docket on July 8, 2026.  
49 See Docket U-210590, Notice of Workshop (filed on May 20, 2026).  
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Decoupling Mechanisms 1 

 2 

Q. Are there any issues that Staff believes should be addressed by the Commission 3 

within the context of the policy proceeding in Docket U-210590?  4 

A. Yes. Staff believes that the Commission should consider whether revenue decoupling 5 

continues to serve its intended policy purpose. While the Commission identified 6 

decoupling as an issue it intends to address within the context of Docket U-210590,50 it is 7 

unclear what the Commission’s timeframe is for taking up that issue.  8 

  In the Policy Paper filed by the Commission’s Policy Staff on June 30, 2026, 9 

Policy Staff generally was supportive of the continuation of revenue decoupling, stating 10 

that “[b]y reducing the throughput incentive, decoupling removes a fundamental conflict 11 

between utility financial interests and public policy goals that encourage conservation.”51 12 

However, Staff is skeptical that revenue decoupling continues to serve that public policy 13 

purpose.  14 

 15 

Q. Can you explain why Staff believes the Commission should reevaluate whether 16 

decoupling mechanisms continue to serve their intended policy purpose? 17 

A. Yes. It is unclear whether eliminating the throughput incentive through revenue 18 

decoupling has any effect on utility conservation efforts. In the early years of the 19 

Commission’s implementation of the Energy Independence Act (EIA)52 it seemed that 20 

the law itself might be insufficient to incentivize utilities to pursue all cost-effective 21 

 
50 See Docket U-210590, PBR Workplan at 2, Phase 2B(C) (Jan. 27, 2022). 
51 Policy Paper at 37. 
52 Codified as chapter 19.285 RCW. 
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conservation resources, and that there still was a need to eliminate the throughput 1 

incentive to ensure that utilities were not throttling conservation efforts in an effort to 2 

avoid associated decreases in sales volumes. However, after a decade and a half of 3 

utilities operating conservation programs pursuant to the EIA, the Commission should 4 

revisit the question of whether the statutory requirement for utilities to pursue all cost-5 

effective conservation is insufficient to ensure that utilities are pursuing all cost-effective 6 

conservation and, accordingly, whether eliminating the throughput incentive through 7 

revenue decoupling continues to be justified. If eliminating the throughput incentive 8 

through revenue decoupling has no impact on utility conservation achievement, then that 9 

would imply that decoupling mechanisms are not serving their intended policy purpose.  10 

 11 

Q. Is there any evidence indicating that revenue decoupling has not resulted in 12 

increased conservation achievement?  13 

A. Yes. Third-party evaluations of the effect of revenue decoupling on utility conservation 14 

achievement have found no indication that decoupling has resulted in a material change 15 

in conservation performance.53 16 

 17 

Q. Are there any other reasons why the Commission should reevaluate whether utility 18 

revenues should continue to be decoupled going forward? 19 

A. Yes. If revenue decoupling is not resulting in increased conservation achievement, then 20 

the Commission should consider whether there continue to be benefits associated with 21 

 
53 See e.g., Wash. Utils. & Transp. Comm’n v. Puget Sound Energy, Dockets UE-170033 et al., Piliaris, Exh. JAP-29 

at 20. See also Wash. Utils. & Transp. Comm’n v. Avista Corporation d/b/a Avista Utilities, Dockets UE-260007 

and UG-260008 (Avista 2026 GRC), Anderson Exh. JCA-3 at 150 and 153. 
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revenue decoupling and, if so, whether those benefits outweigh the costs of allowing 1 

revenue decoupling to continue. Those costs include increased rate volatility and 2 

increased administrative burden associated with annual decoupling rate filings. 3 

Furthermore, given that the Commission has undertaken a policy proceeding to, 4 

among other things, establish a policy framework for how it will implement performance-5 

based regulation, as part of that proceeding the Commission should critically examine 6 

whether revenue decoupling should be an integral component of its PBR framework 7 

going forward.  8 

 9 

Q. In the current Avista GRC, is Staff recommending that Avista’s decoupling 10 

mechanism be discontinued going forward? 11 

A. Yes. In that case, Staff witness Fitzgerald recommends that the Commission reject 12 

Avista’s proposal to extend its electric and natural gas decoupling mechanisms, thus 13 

allowing the mechanisms to expire December 12, 2026.54 14 

 15 

Q. Why is Staff not recommending that the Commission discontinue PSE’s decoupling 16 

mechanism in this case? 17 

A. As part of the settlement agreement in PSE’s 2022 GRC, the settling parties (which 18 

included Staff) agreed to allow PSE to extend its decoupling mechanism indefinitely.55 19 

There was no such agreement for Avista. 20 

 
54 See Avista 2026 GRC, Fitzgerald, Exh. KWF-1T at 21:11-13. 
55 See PSE 2022 GRC, Settlement Agreement and Stipulation on Revenue Requirement, at 28, term M52, stating 

that “[t]he Settling Parties agree to PSE’s proposal for electric and gas decoupling discussed in the testimony of 

Birud D. Jhaveri (Exh. BDJ-1Tr).” PSE 2022 GRC, Jhaveri, Exh. BDJ-1Tr at 58:8-10 (proposing that “the 

decoupling mechanisms become permanent and continue until such time PSE proposes, and the Commission 

approves, to have them discontinued or modified.”). 
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While Staff has concerns about the continuation of revenue decoupling, given the 1 

settlement agreement in PSE’s 2022 GRC, Staff cannot recommend that the Commission 2 

eliminate PSE’s decoupling mechanism. Instead, Staff recommends that the Commission 3 

seriously re-examine decoupling within the context of its PBR policy docket and then re-4 

consider PSE’s decoupling mechanism after that examination. 5 

6 

Performance Metrics 7 

8 

Q. Can you provide an overview of the Commission’s current policy with respect to9 

performance metrics?10 

A. Yes. On August 2, 2024, in Docket U-210590, the Commission published its Policy11 

Statement regarding required performance metrics.56 In the Policy Statement, the12 

Commission identified a set of 21 initial metrics on which it would require regulated13 

electric and gas companies to report, including metrics required by RCW 80.28.425(7). In14 

the Policy Statement, the Commission was clear that the 21 identified metrics were not15 

intended to be a final, comprehensive set of metrics, and encouraged parties to16 

recommend additional metrics in the context of a MYRP proceeding.5717 

18 

Q. Can you provide an overview of the performance metrics the Commission has19 

established for PSE?20 

56 In re Proceeding to Develop a Policy Statement Addressing Alternatives to Traditional Cost of Service Rate 

Making, Docket U-210590, Policy Statement Addressing Initial Reported Performance Metrics (Aug. 2, 2024) 

(Policy Statement Addressing Initial Reported Performance Metrics).  
57 Policy Statement Addressing Initial Reported Performance Metrics at 3, ¶ 10; 5, ¶ 16.  
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A. Yes. In its final order of PSE’s 2024 GRC, the Commission eliminated the reporting 1 

requirements for several metrics that the Commission had established in its final order of 2 

PSE’s 2022 GRC but required PSE to report on (a) the 21 metrics contained in the 3 

August 2024 Policy Statement, and (b) six modified or new metrics.58  4 

 5 

Q. Did PSE propose any new or modified metrics as part of this rate filing? 6 

A. No. 7 

 8 

Q. Is Staff recommending that the Commission establish any new or modified metrics 9 

for the upcoming MYRP? 10 

A. No. PSE has not even reported yet on the full set of metrics the Commission required in 11 

its final order of PSE’s 2024 GRC, which applies to calendar year 2025 forward. In Order 12 

37/23 of Dockets UE-220066 et al., the Commission granted PSE’s request to move the 13 

filing deadline for reporting performance metrics to August 31 of each year.59 Therefore, 14 

PSE will report on the full set of performance metrics for 2025 on or by August 31, 2026.  15 

Staff does not believe it would be valuable to recommend modifications to the 16 

existing required metrics before PSE has even reported on the metrics that the 17 

Commission established in PSE’s last GRC. And although the Commission has been 18 

clear that it encourages parties to propose additional metrics, Staff has not identified any 19 

performance areas for which additional metrics are needed for PSE. 20 

 

 
58 PSE 2024 GRC Order at 38, ¶ 120. See Appendix C to Order 09/07 for the full list of performance metrics PSE is 

required to report on.  
59 PSE 2022 GRC, Order 37/23 at 3, ¶ 14 (Aug. 19, 2025). 
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Performance Incentive Mechanisms (PIMs) 1 

 2 

Q. Does Staff recommend that the Commission re-authorize the Demand Response 3 

PIM that it authorized in PSE’s 2024 GRC? 4 

A. No. PSE does not seek re-authorization of the DR PIM and, due to the enactment of the 5 

Washington Decarbonization Act for Large Combination Utilities (DALCU),60 Staff does 6 

not believe that it is necessary to retain the DR PIM. See the testimony of Staff witness 7 

Weber, Exh. QAW-1T, for further discussion of PSE’s DR PIM.    8 

 9 

Q. Does Staff recommend that the Commission establish any new PIMs for PSE? 10 

A. Yes, just one that Staff believes is an appropriate companion to Staff’s recommendation 11 

to apply an external index to PSE’s O&M expenses. Staff believes that to fully incent 12 

PSE to control O&M costs there should be a mechanism in place that allows PSE to 13 

retain any earnings improvements associated with cutting O&M expenses below the level 14 

embedded in rates, irrespective of whether the Company’s actual rate of return (ROR) 15 

exceeds the 0.5 percent cap prescribed by RCW 80.28.425(6). In effect, Staff is 16 

recommending that the Commission exclude O&M expense reductions (relative to the 17 

level embedded in rates) from the calculation of the Company’s actual ROR when 18 

determining whether the Company exceeded the 0.5 percent cap prescribed by 19 

RCW 80.28.425(6). 20 

 

 
60 Codified at chapter 80.86 RCW. 
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Q. Does RCW 80.28.425(6) allow the Commission to modify the calculation of ROR in 1 

this way?2 

A. Yes. RCW 80.28.425(6) requires that, for the purposes of determining whether the ROR3 

cap has been hit, the Commission must use the ROR as reported in the utility’s annual4 

Commission basis report (CBR).61 Pursuant to WAC 480-90-257(2)(a) and WAC 480-5 

100-257(2)(a), the commission basis report must include the “[b]ooked results of …6 

operations and rate base, and all the necessary adjustments as accepted by the 7 

commission in the utility's most recent general rate case or subsequent orders.” That is, if 8 

the Commission establishes a PIM in this GRC that allows PSE to retain O&M cost 9 

savings relative to the level of O&M embedded in rates, the Commission would specify 10 

in its final order that, for the purposes of reporting the Company’s ROR on a Commission 11 

basis, PSE must adjust its results of operations to remove the effect of those O&M cost 12 

savings. 13 

In the Commission’s policy statement issued on January 26, 2026, in Docket U-14 

210590, the Commission made it clear that it “will not consider authorized PIM 15 

incentives or penalties in its evaluation of the earnings test under RCW 80.28.425(6).”62 16 

17 

Q. How should PSE adjust its Commission basis results of operations to remove the18 

effect of O&M cost savings on earnings?19 

61 RCW 80.28.425(6) provides that, “[i]f the annual commission basis report for a gas or electrical company 

demonstrates that the reported rate of return on rate base of the company for the 12-month period ending as of the 

end of the period for which the annual commission basis report is filed is more than .5 percent higher than the rate of 

return authorized by the commission in the multiyear rate plan for such a company, the company shall defer all 

revenues that are in excess of .5 percent higher than the rate of return authorized by the commission for refunds to 

customers or another determination by the commission in a subsequent adjudicative proceeding.” 
62 Docket U-210590, Alternative Forms of Regulation Policy Statement for Reported Metrics Clarification and PIM 

Principles at 20, ¶ 120 (Jan. 26, 2026). 
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A. It is not necessary for the Commission to prescribe exactly how PSE should adjust its1 

results of operations to remove the effect of O&M cost savings on earnings. Staff2 

believes it is sufficient for the Commission to simply order PSE to remove the effect of3 

O&M savings on earnings when it files its annual CBRs. That said, removing the effect4 

of O&M savings on earnings likely could be accomplished simply by setting actual,5 

restated O&M expenses in the CBR equal to the level of O&M expense authorized in6 

rates over that same period. And if there are no O&M savings – i.e., if actual, restated7 

O&M expense is higher than the level of O&M expense authorized in rates – then the8 

Company would report its actual, restated O&M expense in the CBR.9 

10 

B. Other Policy Issues11 

12 

1. Return on PPAs13 

14 

PSE’s Request 15 

16 

Q. What does PSE request with respect to earning a return on PPAs?17 

A. PSE requests that it be allowed to earn a return on the costs of 44 separate contracts, as18 

detailed in Free Exh. SEF-13. The total costs of those contracts are $210.7 million in19 

RY1, $370.6 million in RY2, and $462.6 million in RY3.63 PSE’s requested returns on20 

the contracts are $17.0 million in RY1, $30.2 million in RY2, and $37.8 million in21 

63 Free, Exh. SEF-13HC at 1, “PPAs requested in 2026 GRC.” 
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RY3.64 PSE’s requested returns on PPAs are incorporated into Electric Adj. 6.37 (Power 1 

Costs).65 2 

 3 

Q. What rate does PSE use to calculate the requested returns on these contract costs? 4 

A. PSE calculates the requested returns on these contracts using its requested rate of return.66   5 

 6 

Q. Does Washington law allow utilities to earn a return on PPAs? 7 

A. Yes. RCW 80.28.410(2) allows electrical companies to account for the cost of capital 8 

associated with the execution of a power purchase agreement, and that such costs of 9 

capital include: “For the duration of a power purchase agreement, a rate of return of no 10 

less than the authorized cost of debt and no greater than the authorized rate of return of 11 

the electrical company, which would be multiplied by the operating expense incurred by 12 

the electrical company under the power purchase agreement.”67 13 

 14 

Q. Does PSE offer any criteria for determining whether a PPA qualifies for a return? 15 

A. Yes. PSE witness Free states that in determining which PPAs PSE would seek a return 16 

on, PSE employed the following criteria:68 17 

1. The PPAs are for clean or mostly clean energy production. 18 

 
64 Id. at 1, “Total request return on PPAs.” 
65 See Free, Exh. SEF-6HC at 37:34.  
66 PSE requests an ROR of 8.09 percent in RY1, 8.15 percent in RY2, and 8.18 percent in RY3. 
67 RCW 80.28.410(2)(b). 
68 Free, Exh. SEF-1T at 61:20–62:1. 
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2. The PPAs were procured through a competitive process such as an RFP for 1 

selection of the PPA from alternatives or the price of the PPA is determined 2 

through a competitive process.  3 

3. The PPA has already been included in rates or is being requested to be included in 4 

rates in this GRC proceeding.  5 

4. The term of the PPA contract is long-term in the spirit that it is currently replacing 6 

existing, potentially non-clean, resources. Using long-term contracts as a criterion 7 

also aligns with how rating agencies, as stated by PSE witness Martin, assign 8 

imputed debt based on contract length. 9 

 10 

Q. Does Staff agree with PSE’s proposed criteria for determining whether a PPA 11 

qualifies for a return? 12 

A. To a degree, yes. However, as described in further detail below, Staff recommends that 13 

the Commission apply additional criteria for determining whether a PPA qualifies for a 14 

return at the upper end of the range of rates identified in RCW 80.28.410(2)(b).  15 

 16 

Staff’s Response to PSE’s Request 17 

 18 

Q. Does Staff contest PSE’s requested returns on any of the 44 contracts identified in 19 

Free Exh. SEF-13HC? 20 

A. Yes. Staff contests the following: 21 

1. PSE’s request to earn a return on the costs of the duplicate Douglas County/Wells 22 

contracts, 23 
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2. PSE’s request to earn a return on the Grant County/Priest Rapids contract, 1 

3. PSE’s request to earn a return on three battery tolling agreements (Cascadia2 

Ridge, Greenwater, and Mount Vernon),3 

4. The level of cost PSE uses to calculate the requested returns on three demand4 

response contracts (i.e., the AutoGrid, EnelX, and Opower contracts), and5 

5. PSE’s request to calculate the PPA returns using its full, authorized ROR, which6 

is the upper end of the range of rates allowed under RCW 80.28.410(2)(b).7 

8 

Q. Why is Staff contesting PSE’s request to earn a return on the Douglas County/Wells9 

contract?10 

A. In its requested returns on PPAs, PSE erroneously included a duplicate of the Douglas11 

County/Wells contract.69 In response to discovery, PSE acknowledged the erroneous12 

duplication and stated that the duplicate amounts should be removed from the revenue13 

requirement calculation for all three rate years.7014 

15 

Q. What is Staff’s recommendation with respect to the Douglas County/Wells contract?16 

A. Staff recommends that the Commission remove the amounts for the contract titled “Wells17 

2024 PPA Varying Slices” in Free Exh. SEF-13HC. Removing the duplicate entry for18 

this contract reduces PSE’s requested returns by $3.5 million in RY1, $4.7 million in19 

RY2, and $4.7 million in RY3.20 

69 See Free, Exh. SEF-13HC. The amounts for the contract titled “Wells 2024 PPA Varying Slices” are duplicates of 

the amounts for the contract titled “Douglas PUD Wells 2024 PPA fixed charges.” 
70 McGuire, Exh. CRM-2 at 1. 
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A. The plain language of RCW 80.28.410(2) allows electric companies to account for the1 

cost of capital associated with “a power purchase agreement” and that that cost of capital2 

includes return for the duration of “a power purchase agreement.” The statute very clearly3 

applies only to PPAs.4 

A PPA is a contract where the purchaser procures energy from a project developer 5 

at a specified volume, price, and duration.72 Under a PPA, the generator retains 6 

operational control of the facility and assumes all operational and fuel risk.73 Under a 7 

tolling agreement, however, although the project developer still retains ownership and 8 

operates the plant, but the purchaser supplies the fuel and controls the dispatch of the 9 

facility.74 That is, under a tolling agreement, the purchaser directs operations at the 10 

facility and assumes all operational and fuel risk.75 Clearly, tolling agreements are 11 

distinct from PPAs. And given that the returns that can be authorized under 12 

RCW 80.28.410(2) are specific to PPAs, tolling agreements do not qualify for a return 13 

under the plain language of RCW 80.28.410(2). 14 

15 

Q. What is Staff’s recommendation with respect to PSE’s request to earn a return on16 

these three tolling agreements?17 

A. Staff recommends that the Commission deny PSE’s request to earn a return on the three18 

tolling agreements. Accordingly, Staff recommends that the Commission remove the19 

72 See e.g., Sara Giovannini and Bram Claeys, Power Purchase Agreements: How Cities Can Make the Most of 

Them, Energy Cities – Briefing, Energy Cities and Regulatory Assistance Project, January 2024, at 3. Available at: 
https://energy-cities.eu/wp-content/uploads/2024/01/PPAs-Briefing_Energy-Cities_RAP.pdf. 
73 Ken Irvin and Sarah Tucker, Utility Tolling Agreements for Gas-Fired Power Plants, Sidley Austin LLP, EUCI 

training presentation, March 25, 2026, at 14. Slide 14 of the presentation is provided as McGuire, Exh. CRM-4.  
74 Id. 
75 Id. 





TESTIMONY OF CHRIS McGUIRE Exh. CRM-1CT 

DOCKETS UE-260005, UG-260006, UE-260113 Page 55 

will grow to $58.9 million in 2027, $73.6 million in 2028, and $88.3 million in 2029.79 1 

PSE allocates the forecasted DR across these three contracts,80 resulting in the forecasted 2 

costs of these contracts ballooning to $45.1 million in RY1, $56.1 million in RY2, and 3 

$66.8 million in RY3.81 4 

5 

Q. Does Staff believe the cost increases PSE allocates to these three PPAs result in a6 

reasonably accurate estimate of the actual costs of these three PPAs over the7 

MYRP?8 

A. No. Setting aside the uncertainty with respect to PSE’s forecasted growth in DR costs9 

over the MYRP, there is zero certainty that the increases in the costs for these three PPAs10 

specifically will materialize in the way that PSE forecasts. In response to discovery, PSE11 

states that the “[d]istribution of forecasted increases in Demand Response between12 

existing contracts, bill credits, and potential future power purchase agreements are13 

unknown at this time,”82 and that the allocation of forecasted cost increases “is an14 

approximation that will be refined as actual contracts are extended/executed and bill15 

credit program is implemented.”83 In short, PSE does not know what the costs of these16 

three PPAs will be over the MYRP.17 

79 Id. at 2. See columns titled “2027 forecast,” “2028 forecast,” and “2029 forecast.” 
80 Of the forecasted annual increases in costs, PSE allocates 25 percent to its Bill Credits program and the remaining 

75 percent across the three existing DR PPAs. See id. at 1 (column titled “Assumed 2027-30 percent of total*”). 
81 Free, Exh. SEF-13HC at 1. See the row titled “DR PPAs” at columns “12 ME JAN 2028,” “12 ME JAN 2029,” 

and “12 ME JAN 2030.” 
82 McGuire, Exh. CRM-5C at 1. 
83 Id.  
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Q. What is Staff’s recommendation with respect to the level of cost used to calculate the 1 

requested returns on the AutoGrid, EnelX, and Opower DR contracts? 2 

A. Staff recommends that for calculating the returns on these three contracts the3 

Commission use the costs reflected in the actual contracts currently in effect.4 

Accordingly, Staff recommends that the Commission replace the amounts PSE includes5 

for these three projects in Free Exh. SEF-13HC with the actual contracted amounts PSE6 

identified through discovery, as shown in McGuire Exh. CRM-5C. Specifically, the7 

returns should be calculated on a total cost of these three PPAs of $19.8 million in RY1,8 

$20.4 million in RY2, and $23.6 million in RY3. Adjusting the costs of these PPAs to the9 

known and measurable amounts reduces PSE’s requested returns by $1.4 million in RY1,10 

$2.0 million in RY2, and $2.4 million in RY3.11 

12 

Q. Why is Staff contesting PSE’s request to calculate the PPA returns using the13 

Company’s full, authorized ROR?14 

A. RCW 80.28.410(2)(b) allows the return on PPAs to be calculated at “a rate of return of no15 

less than the authorized cost of debt and no greater than the authorized rate of return.”16 

PSE calculates its requested returns on PPAs using its requested rate of return, which is17 

the highest end of the range of rates allowed by statute. However, PSE offers no18 

justification for why it should earn a return at the highest level allowed by law. In failing19 

to justify earning a return at the Company’s full, authorized rate of return, PSE repeats20 

the same flaw that resulted in the Commission denying PSE’s request to use its21 

authorized rate of return for calculating PPA returns in the Company’s last GRC. In that22 

case, the Commission stated, “we conclude that PSE did not present a case warranting23 
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allowance of the authorized rate of return, specifically why the PPAs in question merit 1 

the highest rate of return, and as such, we agree with Staff that the lower end of the 2 

spectrum, the cost of debt, is appropriate here.84 3 

4 

Q. What does Staff recommend with respect to the rate of return the Commission5 

should use when calculating a return on qualifying PPAs?6 

A. Staff recommends that the Commission calculate the PPA returns using the Company’s7 

authorized cost of debt.8 

9 

Q. Is PSE concerned that the policy benefits associated with allowing the Company to10 

earn a return on PPAs would be undermined if the Commission were to calculate11 

the returns using the Company’s cost of debt rather than its full cost of capital?12 

A. No. PSE testifies that the policy benefits of improved cash flow and improved credit13 

metrics could still be achieved if the return were calculated at the Company’s authorized14 

cost of debt.8515 

16 

Q. Does Staff have any recommendations for what criteria the Commission should17 

apply when determining whether a PPA should qualify for a return calculated at the18 

full rate of return?19 

A. Yes. As described in more detail in the testimony of Staff witness Weber, Staff20 

recommends that when determining whether a PPA should qualify for a return greater21 

than the Company’s cost of debt, the Commission should apply the same criteria it22 

84 PSE 2024 GRC Order at 70, ¶ 200. 
85 Martin, Exh. JLM-1CT at 53:8-16. 
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requires the Company to meet under the Cost Test and Decision Framework outlined in 1 

WAC 480-96-030(8). The Cost Test accounts for rate impacts, utility system impacts, 2 

and nonutility societal impacts.  3 

4 

Q. Overall, what dollar amount does Staff recommend the Commission provide PSE5 

for returns on qualifying PPAs?6 

A. Staff recommends the Commission allow PPA returns of $4.3 million in RY1, $9.07 

million in RY2, and $12.4 million in RY3. Relative to PSE’s as-filed request, Staff’s8 

recommendations reduce PPA returns by $12.7 million in RY1, $21.2 million in RY2,9 

and $25.5 million in RY3.10 

11 

2. CWIP in Rate Base12 

13 

PSE’s Request 14 

15 

Q. For which projects does PSE seek to include CWIP in rate base in this case?16 

A. PSE requests to include CWIP in rate base for the following:17 

• Battle Butte Solar (Electric Adj. 6.47)18 

• Beaver Creek Phase 2 (Electric Adj. 6.48)19 

• Lower Snake River Phase 2 (Electric Adj. 6.49)20 

• Schnebly Coulee Solar (Electric Adj. 6.50)21 

• Firm Capacity Turbine Tranche 1 (Electric Adj. 6.51)22 

• Firm Capacity Turbine Tranche 2 (Electric Adj. 6.52)23 
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Q. What are the expected in-service dates for these projects and over what timeframes does 1 

PSE seek to include CWIP in rate base?2 

A. The expected in-service dates for these projects and timeframes over which PSE seeks to3 

include CWIP in rate base are as follows:4 

Projects In Service CWIP in Rate Base 

Battle Butte Solar Aug 2028 Feb 2027 – Jul 2028 (18 mo) 

Beaver Creek 2 Aug 2028 Feb 2027 – Jul 2028 (18 mo) 

Lower Snake River 2 Jan 2028 Feb 2027 – Dec 2027 (11 mo) 

Schnebly Solar Jun 2029 Feb 2027 – May 2029 (28 mo) 

Firm Capacity Tranche 1 After MYRP Feb 2027 – Jan 2030 (36 mo) 

Firm Capacity Tranche 2 After MYRP Feb 2027 – Jan 2030 (36 mo) 

5 

Relevant Background on Including CWIP in Rate Base 6 

7 

Q. What is CWIP?8 

A. CWIP, or “Construction Work In Progress,” reflects a project’s total capital costs at the9 

end of each month of construction and accumulated up to the date the project is placed in10 

service. CWIP is composed of the cumulative capital expenditures plus the cost of11 

contributed capital which is calculated as the utility’s authorized cost of capital multiplied12 

by the total CWIP balance at the end of each month. The cost of contributed capital that13 

accrues at the end of each month is called the “allowance for funds used during14 

construction” (or “AFUDC”).15 

16 

Q. What is the Commission’s standard practice with respect to compensating utilities17 

for invested capital committed to projects during the project’s construction phase18 

(i.e., prior to the project being completed and transferred to utility plant-in-service)?19 
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A. The Commission’s standard practice is to allow utilities to accrue AFUDC on CWIP1 

balances for the duration of a project’s construction period, up to the date the project is2 

placed in service. AFUDC accrues at the end of each month of construction and is3 

capitalized into the project’s total construction costs. Therefore, under the Commission’s4 

standard practice, when a project is transferred to service, the resulting gross plant-in-5 

service includes the total capital expenditures plus capitalized AFUDC. And because6 

capitalized AFUDC is part of gross plant-in-service, it is recovered over the life of the7 

facility through depreciation expense.8 

9 

Q. What is the key distinction between capitalizing AFUDC versus including CWIP in10 

rate base11 

A. Capitalizing AFUDC and including CWIP in rate base both serve the purpose of12 

compensating the utility for capital committed to a project prior to the project being13 

placed in service, and both are calculated at the utility’s authorized rate of return. The key14 

distinction between capitalizing AFUDC and including CWIP in rate base is one of15 

timing; capitalized AFUDC is recovered over the life of the underlying facility while16 

including CWIP in rate base allows the utility to recover the return on committed capital17 

(that otherwise would have been capitalized as AFUDC) immediately.18 

19 

Q. Why is the Commission’s standard practice to allow utilities to capitalize AFUDC20 

rather than to include CWIP in rate base?21 

A. While in years past the Commission allowed utilities to include CWIP balances in rate22 

base, that practice ended with a 1984 ruling by the Washington Supreme Court that the23 
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Commission’s inclusion of CWIP in rate base was unlawful because the plant in question 1 

was not yet used and useful for service in Washington which was a requirement of the 2 

state’s property valuation statute, RCW 80.04.250.86 Given the Court’s ruling in the 3 

POWER case, the Commission discontinued allowing CWIP in rate base and began 4 

compensating utilities for the cost of committed capital solely through the capitalization 5 

of AFUDC. That practice has, to date, remained unchanged. 6 

7 

Q. What did the Commission decide with respect to PSE’s request to include CWIP in8 

rate base in the Company’s 2024 GRC?9 

A. The Commission denied PSE’s request to include CWIP in rate base, stating that it was not10 

persuaded that allowing CWIP in rate base is in the public interest.8711 

12 

Staff’s Response 13 

14 

Q. What is the legal standard for determining whether to include CWIP in rate base?15 

A. RCW 80.04.250, as amended in 1991 to provide the Commission with explicit authority16 

to include CWIP in rate base, provides that in valuing utility property for ratemaking17 

purposes, the Commission may include CWIP in rate base “to the extent that the18 

commission finds that inclusion is in the public interest.” (Emphasis added.) Thus, the19 

legal standard for determining whether to grant PSE’s request to include CWIP in rate20 

base is the public interest standard. That is, pursuant to RCW 80.04.250, before the21 

86 People’s Org. for Wash. Energy Res. v. WUTC, 101 Wn.2d 434 (1984) (“POWER”). 
87 PSE 2024 GRC Order at 82, ¶ 250 (Jan. 15, 2025). 
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Commission may include CWIP in rate base, it must first find that including CWIP in rate 1 

base is in the public interest. 2 

3 

Q. Should the Commission find that including CWIP in rate base is in the public4 

interest?5 

A. No. PSE did not perform analysis of the cost impacts from the perspective of its6 

ratepayers and, consequently, PSE’s analysis does not answer whether ratepayers will be7 

made better off or worse off if CWIP were included in rate base. Absent a showing that8 

ratepayers would not be made worse off if CWIP were included in rate base, there is no9 

evidentiary basis for the Commission to conclude that including CWIP in rate base is in10 

the public interest.11 

Furthermore, even absent an analysis of the cost impacts from the perspective of 12 

ratepayers, the Commission can be certain that including CWIP in rate base would (a) 13 

increase costs to ratepayers in the near term, thus aggravating immediate affordability 14 

concerns, and (b) disproportionally harm PSE’s most vulnerable customers. These factors 15 

alone weigh heavily against finding that including CWIP in rate base is in the public 16 

interest. 17 

18 

Q. What rationale does PSE provide to justify its request to include CWIP in rate base19 

for the projects in question?20 

A. PSE argues that including CWIP in rate base improves cash flow during construction and21 

reduces the Company’s reliance on incremental debt financing to cover interest expense22 

which, in turn, enhance PSE’s credit metrics and support the maintenance of stable23 
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investment-grade credit ratings.88 PSE also claims that by avoiding capitalizing AFUDC, 1 

allowing CWIP in rate base reduces each project's total cost.89  2 

3 

Q. Does Staff agree that including CWIP in rate base will result in these benefits?4 

A. No. While it is true that a credit downgrade likely would result in higher capital costs that PSE’s5 

customers ultimately would pay through rates, drawing a cause-and-effect relationship6 

between including CWIP in rate base and avoiding a credit downgrade is not possible. If7 

the Commission does not allow CWIP in rate base, it is entirely possible that ratings8 

agencies will nevertheless maintain PSE’s current credit ratings. Indeed, in response to the9 

Commission’s final order in PSE’s 2024 GRC, even though the Commission denied PSE’s10 

request to include CWIP in rate base, Moody’s eased PSE’s downgrade threshold by 10011 

basis points, noting the credit supportive nature of the order.90 Thus, PSE cannot claim12 

that including CWIP in rate base will allow PSE to avoid a credit downgrade and13 

generate the benefits of lower capital costs for ratepayers.14 

Moreover, even if PSE were able to demonstrate that including CWIP in rate base 15 

would generate benefits to ratepayers, those benefits would need to be weighed against 16 

the costs of including CWIP in rate base before determining whether, on balance, 17 

including CWIP in rate base is in the public interest. PSE did not produce an analysis 18 

comparing the costs and benefits of including CWIP in rate base and, therefore, has not 19 

even attempted to show that the benefits outweigh the costs. 20 

88 Martin, Exh. JLM-1CT at 42:5-11. 
89 Id. at 42:8-9 
90 Id. at 19:10-13.  
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Q. How would including CWIP in rate base increase costs to ratepayers in the near-term? 1 

A. Including CWIP in rate base means that a portion of the capital costs of the project would2 

be recovered from customers prior to the project being placed in service. Under the3 

Commission’s standard ratemaking practices, plant additions are not recovered from4 

ratepayers prior to the project being placed in service.5 

Additionally, under the Commission’s standard approach of allowing utilities to 6 

accrue AFUDC during the construction phase of a project, the cost of capital is capitalized 7 

into the total project cost and recovered from ratepayers over the service life of the asset. 8 

Including CWIP in rate base, on the other hand, requires customers to pay for the cost of 9 

capital in the year in which it is incurred rather than over the service life of the asset, thus 10 

increasing costs to ratepayers in the near-term. 11 

12 

Q. To what degree would including CWIP in rate base increase near-term costs to13 

ratepayers?14 

A. Compared to the Commission’s standard AFUDC approach, PSE’s request to include15 

CWIP in rate base would increase rates by $185 million over the MYRP ($90.8 million in16 

RY1, $64.7 million in RY2, and $29.3 million in RY3.17 

18 

Q. How should the Commission evaluate whether ratepayers would be made better off19 

or worse off if CWIP were included in rate base?20 

A. Setting aside for the moment the potential near-term affordability impacts and impacts to21 

PSE’s lower-income customers (I discuss those issues in further detail below), given that22 

the different cost impacts of the AFUDC and CWIP approaches propagate over time, it is23 



TESTIMONY OF CHRIS McGUIRE Exh. CRM-1CT 

DOCKETS UE-260005, UG-260006, UE-260113 Page 65 

necessary to compare the cost impacts on a discounted, NPV basis that specifically takes 1 

into account the time value of money from the perspective of PSE’s customers. 2 

3 

Q. Did PSE compare the cost impacts of the AFUDC and CWIP approaches on an NPV4 

basis from the perspective of its customers?5 

A. No. While in response to discovery PSE did produce its analyses of the cost impacts of the6 

CWIP versus AFUDC approaches on a NPV basis for each of the projects in question, the7 

analyses were not performed from the perspective of PSE’s customers, which would require8 

using a discount rate that reflects the time preference for money for PSE’s customers. In9 

response to discovery, PSE stated that the discount rate the Company used in the NPV10 

analysis was not intended to reflect the time preference for money of PSE’s customers.9111 

Rather, the NPV analyses were performed from a utility financing perspective.9212 

13 

Q. Are PSE’s NPV analyses helpful in determining whether ratepayers would be made14 

better off or worse off if CWIP were included in rate base?15 

A. No. Given that PSE did not use a discount rate that reflects the time preference for money of16 

PSE’s customers and, thus, did not produce an analysis of the different cost impacts from17 

the perspective of ratepayers, the results of PSE’s analysis cannot be used to determine18 

whether ratepayers would be made better off or worse off if CWIP were included in rate19 

base.20 

91 McGuire, Exh. CRM-6 at 2. 
92 Id.  
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Q. Has PSE previously recognized the importance of choosing a discount rate that reflects 1 

the time preference for money from the perspective of customers?2 

A. Yes. In its 2024 GRC, PSE testified to the importance of using a discount rate that reflects3 

the time preference for money from the perspective of ratepayers. Specifically, PSE stated4 

that “[t]o properly analyze, compare and contrast the revenue requirement … assuming5 

conventional AFUDC treatment, the ‘hybrid’ treatment that PSE proposes in its filing, and a6 

hypothetical CWIP in rate base treatment, one must review the revenue requirements … on7 

a discounted net present value basis that specifically takes into account the time value of8 

money from perspective of customers.”93 It is not clear why PSE abandoned that principle in9 

this GRC. 10 

11 

Q. Does Staff have any other concerns with the discount rate PSE used in its NPV12 

analyses?13 

A. Yes. In its NPV analysis, PSE used the Company’s real (rather than nominal), requested rate14 

of return as its discount rate. That is, PSE used a discount rate of 5.61 percent calculated as15 

the Company’s requested rate of return minus its forecasted rate of inflation.94 While that16 

might be an appropriate discount rate for an analysis performed from the perspective of the17 

Company’s shareholders, it does not make sense for an analysis performed from the18 

perspective of the Company’s ratepayers. Any discount rate intended to represent the time19 

preference for money for the Company’s ratepayers must account for the effect inflation has20 

on the purchasing power of a dollar over time. Given that inflation reduces purchasing21 

power over time, inflation is a factor that influences whether an individual would prefer to22 

93 PSE 2024 GRC, Doyle Exh. DAD-1CT at 80:9-14 (emphasis added). 
94 McGuire, Exh. CRM-6 at 1.  
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have more money now or more money later and, therefore, should be included in the 1 

discount rate used to analyze different cash flows from the perspective of ratepayers. 2 

Inflation should be included in, rather than removed from, the discount rate. 3 

If the forecasted rate of inflation were not removed from the discount rate PSE used 4 

in its NPV analysis, the results would show that, for all projects for which PSE is seeking to 5 

include CWIP in rate base, on an NPV basis including CWIP in rate base increases costs 6 

relative to using the conventional AFUDC approach. 7 

8 

Q. How would PSE’s most vulnerable customers be impacted if CWIP were included in9 

rate base?10 

A. Given that including CWIP in rate base has the effect of increasing costs to ratepayers in11 

the near term, including CWIP in rate base will have a disproportionate impact on12 

customers who have a more immediate need for money. Academic literature on this topic13 

indicates that individuals’ time-preferences are negatively correlated with income; that is,14 

lower-income consumers have a higher opportunity cost of capital than higher-income15 

consumers.95 For measuring whether lower-income customers would be made worse off16 

under PSE’s proposal to include CWIP in rate base, the NPV calculations would need to17 

be performed using a discount rate that reflects the time preference of money for PSE’s18 

lower-income customers.19 

95 See e.g., Lawrence, E.C. (1991) “Poverty and the Rate of Time Preference,” Journal of Political Economy, 

99(1):54-77 (Lawrence 1991); Newell, Richard G., and Juha V. Siikamäki. 2015. “Individual Time Preferences and 

Energy Efficiency,” American Economic Review, 105(5):196-200 (Newell & Siikamäki 2015); Carvalho LS, Meier 

S, Wang SW (2016). “Poverty and economic decision making: Evidence from changes in financial resources at 

payday,” American Economic Review, 106(2):260–84. 
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Q. To what degree does income affect individuals’ time preference for money? 1 

A. One academic study found that the time preference for lower-income households is three2 

to five percent higher than the time preference for higher-income households.96 Furthermore,3 

controlling for race and education widens this difference; the time preference for nonwhite4 

families without a college education is approximately seven percent higher than that for5 

white, college-educated families.976 

7 

Q. What would be the result of PSE’s NPV analysis if it were performed from the8 

perspective of PSE’s lower-income customers?9 

A. To test the effect of adding three percentage points (which is the low end of the range10 

described above) to the discount rate, Staff re-ran PSE’s NPV models using a discount11 

rate of 8.61 percent (which is the discount rate of 5.61 that PSE used in its analyses plus12 

three percent). Using a discount rate of 8.61 percent, for all projects for which PSE13 

requested to include CWIP in rate base, including CWIP in rate base would result in an14 

NPV revenue requirement over the life of the project that is higher than if PSE were to15 

use the standard practice of capitalizing AFUDC. That is, the analyses show that PSE’s16 

lower income customers would be made worse off if CWIP were included in rate base.17 

Moreover, that is the best-case scenario for PSE’s lower-income customers; if more than18 

three percent were added to the discount rate, the cost impact of including CWIP in rate19 

base gets even worse for lower-income customers.20 

21 

Q. What conclusion should the Commission draw from this?22 

96 Lawrence 1991, n.95 supra, 110. 
97 Id. 
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A. PSE’s lower-income customers would be harmed, and disproportionately so, if CWIP were 1 

included in rate base for any of the projects in question. Consistent with the 2 

Commission’s expressed intention to apply an equity lens in all public interest 3 

considerations going forward, the Commission should find that including CWIP in rate 4 

base is inconsistent with the public interest.  5 

6 

Q. What does Staff recommend with respect to PSE’s request to include CWIP in rate7 

base?8 

A. Staff recommends that the Commission find that the record does not support a finding that9 

including CWIP in rate base is in the public interest and, accordingly, deny PSE’s request10 

in this case to include CWIP in rate base. Staff recommends that, instead, the Commission11 

follow its standard practice of allowing the Company to capitalize AFUDC during each12 

project’s construction phase and included in gross plant-in-service as of the date PSE13 

anticipates each projects will be placed in service.14 

15 

Q. Did Staff remove CWIP from rate base in its electric revenue requirement16 

calculation?17 

A. Yes. Staff removed CWIP from rate base and restored AFUDC capitalizations through18 

electric Adjustments 6.47 through 6.52 (which are the adjustments pertaining to the six19 

projects for which PSE is seeking to include CWIP in rate base).20 

Staff notes that, relative to PSE’s request, removing CWIP from rate base and 21 

restoring AFUDC capitalizations has the effect of (1) reducing rate base for the years 22 
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prior to the project being placed in service, and (2) increasing rate base and depreciation 1 

expense for the years after the project is placed in service.98 2 

3 

Q. What is the revenue requirement impact of Staff’s recommendation that the4 

Commission not include CWIP in rate base for these six projects?5 

A. Relative to PSE’s as-filed case, Staff’s recommendation to deny PSE’s request to include6 

CWIP in rate base decreases rate base by $902.5 million in RY1, $665.5 million in RY2,7 

and $333.4 million in RY3,99 and decreases net operating income by $5.1 million in RY1,8 

$5.9 million in RY2, and $5.4 million in RY3.1009 

Overall, relative to PSE’s as-filed case, Staff’s recommendation to deny PSE’s 10 

request to include CWIP in rate base results in a $90.8 million reduction to electric 11 

revenue requirement for RY1, a $64.7 million decrease for RY2, and a $29.3 million 12 

decrease for RY3.101  13 

14 

3. Trackers and Balancing Accounts15 

16 

a. Policy Framework17 

18 

Q. What is the difference between a tracker and a balancing account?19 

98 This is because if CWIP is not included in rate base, then the Company is allowed to capitalize AFUDC during 

the full construction phase of the project. Capitalized AFUDC increases the growth of plant placed in service which, 

in turn, increases rate base and annual depreciation expense.  
99 These amounts are calculated as the sum of the rate base amounts across Staff’s Adjustments 6.47-6.52 less the 

sum of the rate base amounts across PSE’s Adjustments 6.47-6.52. 
100 These amounts are calculated as the sum of the NOI amounts across Staff’s Adjustments 6.47-6.52 less the sum 

of the NOI amounts across PSE’s Adjustments 6.47-6.52. 
101 Calculated at PSE’s requested cost of capital. 
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A. A tracker is a deferral mechanism for a defined category of costs that enables a utility to1 

track and defer the difference between the baseline level of costs embedded in rates and2 

the actual costs the utility incurs and then pass the deferral balance through to ratepayers3 

through an annual true-up filing.4 

A balancing account is the exact same thing as a tracker but for one difference: 5 

while a tracker passes annual deferral balances onto ratepayers via annual tariff 6 

adjustments (and typically through a standalone tariff schedule), a balancing account does 7 

not. Rather, balancing accounts allow deferral balances to accumulate over multiple years 8 

and typically require the utility to seek recovery of the cumulative deferral balance 9 

through a GRC proceeding.  10 

11 

Q. Has the Commission adopted policy standards for determining whether it is12 

appropriate to authorize trackers or balancing accounts?13 

A. Indirectly, yes. First, it is important to recognize that trackers and balancing accounts are14 

deferral mechanisms. That is, when a utility seeks authorization to establish a tracker or a15 

balancing account, the utility is seeking Commission authorization for deferred16 

accounting treatment. Therefore, a request to establish a tracker or balancing account is17 

subject to the Commission’s standards for authorizing deferred accounting treatment.18 

19 

Q. What is the Commission’s policy standard for authorizing deferred accounting20 

treatment?21 
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A. The Commission typically reserves deferred accounting treatment for costs that result 1 

from extraordinary circumstances.102 Under the Commission’s “extraordinary 2 

circumstances” standard, circumstances that qualify as “extraordinary” are those that 3 

(1) are beyond the utility’s control, and (2) generate costs that would have a material4 

impact on a company’s financial results.103 5 

At its core, the Commission’s extraordinary circumstances standard is a 6 

recognition that the Commission’s standard ratemaking practices cannot account for costs 7 

resulting from future, unexpected events beyond the utility’s ability to control. Given the 8 

Commission’s obligation to set rates that are sufficient to provide the utility with an 9 

opportunity to earn its authorized rate of return, significant costs resulting from future, 10 

unexpected events beyond the utility’s ability to control (and that necessarily were 11 

unknown at the time rates were set) call into question whether the rates in effect at the 12 

time the unexpected costs were incurred continue to be sufficient to provide the utility 13 

with an opportunity to earn its authorized return. In those circumstances, deferred 14 

102 See e.g., In re Petition of PacifiCorp for an Order Approving Deferral of the Costs Associated with the Clean 

Energy Transformation Act, Docket UE-210414, Order 01 at 2, ¶ 7 (“Staff correctly observes that utilities seeking 

deferred accounting must demonstrate that extraordinary circumstances exist to justify such treatment.”); Wash. 

Utils. & Transp. Comm’n. v. PacifiCorp, Docket UE-050412, Order 04 at 123, ¶ 370 (“Where a company faces 

extraordinary circumstances affecting its power costs, deferred accounting for those costs is generally appropriate.”).  

103 See e.g., Docket UE-210414, Order 01 at 2, ¶ 7 (“Circumstances that qualify as extraordinary are beyond the 

company’s control and generate costs that have a material impact on a company’s financial results.”); In re Petition 

of Puget Sound Energy for an Order Approving Deferral of Wildfire Insurance Costs, Docket UE-231048, Order 01 

at ¶ 8 (Feb. 13, 2025) (“The Commission typically reserves deferred accounting treatment for costs that result from 

extraordinary circumstances and that have material impact on the Company’s financial results.”), citing Wash. Utils. 

& Transp. Comm’n. v. PacifiCorp, Dockets UE-140762, UE-140617, UE-131384, & UE-140094 (consolidated) 

Order 08; In re the Petition of PacifiCorp for an Accounting Order Authorizing Deferral of Excess Net Power Costs, 

Docket UE-020417, Third Suppl. Order at 2, ¶ 5 (“the scope of this proceeding is limited to the narrow question of 

whether PacifiCorp has carried its burden to establish that, due to factors beyond the Company’s control, it has 

incurred and is incurring … such extraordinary levels of power costs that it should be permitted to track those costs 

in a separate deferral account.”); Wash. Utils. & Transp. Comm’n. v. Nw. Nat. Gas Co., Docket UG-080519, Order 

01, 3, ¶ 7 (May 2, 2008) (“In prior decisions concerning accounting petitions, the Commission has determined that 

deferred amounts must be of a magnitude such that recording the costs under the Federal Energy Regulatory 

Commission’s uniform system of accounts has a material impact on company earnings.”). 
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accounting treatment remedies the potential rate insufficiency problem by allowing the 1 

utility to defer recognition of the cost in question to a future accounting period which, in 2 

turn, allows the utility to seek recovery of that cost through future rates. 3 

4 

Q. Should determining whether to authorize a tracker or a balancing account involve5 

these same considerations?6 

A. Yes. While a standard utility petition for deferred accounting typically will pertain to a7 

large cost that the utility incurred unexpectedly, and which resulted from circumstances8 

beyond the utility’s ability to control, a request for a tracker or a balancing account9 

should pertain to costs that are so unpredictable that there is a reasonable likelihood that10 

the annual variances (i.e., the annual differences between the level of costs embedded in11 

rates and the actual costs the utility incurs) could be so large that they either erode the12 

utility’s earnings, or lead to a windfall for the utility at the expense of ratepayers.13 

Furthermore, like a petition for deferred accounting treatment, the potential annual cost14 

variances at issue in a tracker or a balancing account should involve circumstances15 

beyond the utility’s ability to control.16 

17 

Q. Why is it important for the Commission to commit to its policy standards when18 

determining whether to authorize a tracker or a balancing account?19 

A. It is important for the Commission to adhere to its policy standards on deferred20 

accounting treatment because those standards are derived from rock solid regulatory21 

principles; that is, absent a material change in costs caused by circumstances beyond the22 

utility’s control, the rates the Commission set in the utility’s last GRC – which the23 
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Commission determined were sufficient to allow the utility an opportunity to earn its 1 

authorized rate of return – continue to be sufficient. Authorizing a tracker or a balancing 2 

account for costs that are within the utility’s ability to control or that are trivially small 3 

would imply an abandonment of the bedrock principles underlying the Commission’s 4 

ratemaking standards.  5 

6 

Q. Are there any other reasons why the Commission should not authorize trackers or7 

balancing accounts if the costs at issue do not meet the Commission’s standards for8 

authorizing deferred accounting treatment?9 

A. Yes. Trackers and balancing accounts shift variance risk onto ratepayers which, absent10 

the presence of extraordinary circumstances warranting deferred accounting treatment, is11 

inconsistent with the public interest.12 

With trackers or balancing accounts, when actual costs during the rate year differ 13 

from the baseline level of costs embedded in rates, the difference is captured in the 14 

deferral and then passed through to ratepayers over a subsequent rate-effective period. 15 

That is, with a tracker or a balancing account, variance risk is borne by ratepayers. Given 16 

that, absent a tracker or a balancing account, variance risk is borne by the utility, trackers 17 

and balancing accounts necessarily shift variance risk from the utility and onto 18 

ratepayers. 19 

20 

Q. Is shifting risk from the utility and onto ratepayers consistent with the public21 

interest?22 
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A. As a general matter, no. Shifting variance risk from the utility and onto ratepayers 1 

generally is harmful to ratepayers for two reasons. First, the risk that unexpected cost 2 

increases will negatively impact the utility’s earnings is a risk that is supposed to be 3 

borne by the utility because, after all, the utility is compensated for bearing that risk 4 

through the Commission-authorized return on equity. When a cost is recovered through a 5 

tracker, the utility no longer bears the very risk that it is being compensated for. With a 6 

tracker, absent extraordinary circumstances, ratepayers are harmed because they absorb 7 

some of the utility’s risk yet continue to compensate the utility for bearing that risk.  8 

Second, the utility’s exposure to the risk is an important element of incentive-9 

based regulation; specifically, the utility’s exposure to the risk that cost increases will 10 

impact earnings incentivizes the utility to control its costs and pursue cost efficiencies. 11 

When costs are recovered through a tracker (particularly because the utility can simply 12 

pass those costs onto ratepayers), the utility incentive to control its costs in pursuit of 13 

profit effectively is eliminated. Undermining the utility’s incentive to control its costs in 14 

this way exposes ratepayers to the added risk that cost inefficiencies will lead to increases 15 

in rates. In short, in general, trackers are harmful to ratepayers because they unfairly shift 16 

risk onto ratepayers without compensation and undermine the utility’s incentive to 17 

control costs which, in turn, further increases the magnitude of the risk passed onto 18 

ratepayers.  19 

20 

Q. You have indicated above that establishing a tracker or a balancing account would21 

be appropriate when the annual variances for the costs in question are beyond the22 

utility’s ability to control and are so unpredictable that, absent deferred accounting23 
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treatment, would be reasonably likely to have a material impact on the utility’s 1 

earnings. Are there any other circumstances where authorizing a tracker or a 2 

balancing account might be warranted? 3 

A. Yes. Authorizing a tracker or a balancing account might be appropriate when doing so is4 

necessary to advance a specific public policy objective. For example, if including a5 

baseline level of expense in base rates for a category of costs relevant to an important6 

public policy objective incentivizes the utility to cut costs in that area (in pursuit of7 

profit), then establishing a tracker or a balancing account for those costs could eliminate8 

the utility’s incentive to cut costs in that area (because with a tracker or balancing9 

account in place the utility would be unable to improve earnings by cutting costs in that10 

area).11 

12 

Q. Can you please summarize the policy criteria the Commission should use when13 

considering whether to authorize a tracker or a balancing account or whether a14 

tracker or balancing account should be discontinued.15 

A. Yes. The Commission should authorize a tracker or a balancing account only when:16 

1. The costs in question meet the Commission’s standard for deferred accounting17 

treatment; that is, the costs in question should be beyond the utility’s ability to18 

control and are so unpredictable that there is a reasonable likelihood that the19 

annual variances (i.e., the annual differences between the level of costs embedded20 

in rates and the actual costs the utility incurs) could be so large that they21 

materially impact on the utility’s earnings, or22 

2. Authorizing a tracker is necessary to advance a specific public policy objective.23 
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b. PSE’s Proposals to Establish New Balancing Accounts1 

2 

Q. Does PSE seek Commission authorization to establish any new balancing accounts3 

in this GRC?4 

A. Yes. PSE seeks to establish new balancing accounts for:5 

1. Bad debt expense,6 

2. Interest on customer deposits, and7 

3. Participatory funding costs.8 

9 

Q. Does Staff support PSE’s request to establish these three new balancing accounts?10 

A. In part. As explained in more detail in Section IV.C, below, Staff (a) supports PSE’s11 

request to establish balancing accounts for bad debt expense and interest on customer12 

deposits, but only for the duration of this rate plan, and (b) opposes PSE’s request to13 

establish a balancing account for participatory funding.14 

15 

Q. Do the balancing accounts that Staff supports meet the policy standards Staff16 

describes in Section IV.B(3), above?17 

A. Yes. As described in further detail in Section IV.C, below, the expenses that PSE will18 

incur over the MYRP related to bad debt and interest on customer deposits are largely19 

unpredictable and the potential annual variances are beyond the Company’s ability to20 

control.21 
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Q. Does PSE’s proposed balancing account for participatory funding meet the policy1 

standards Staff describes in Section IV.B(3), above?2 

A. No. As described in further detail in Section IV.C, below, the costs that PSE will incur3 

over the MYRP related to participatory funding are constrained to an annual allotment4 

and, therefore, are relatively predictable. Furthermore, PSE has previously stated that the5 

costs are so trivial that they do not warrant a standalone tracker.1046 

7 

c. PSE’s Proposals to Eliminate or Zero Out Certain Trackers8 

9 

Q. Is PSE proposing to eliminate or zero out any existing trackers in this case?10 

A. Yes. PSE proposes to eliminate or zero out:11 

1. Electric Schedule 95, Power Cost Adjustment Clause, with related changes to12 

Electric Schedule 111,13 

2. Electric Schedule 141A, Energy Charge Credit Recovery Adjustment,14 

3. Gas Schedule 141D, Distribution Pipeline Provisional Recovery Adjustment, and15 

4. Electric and gas Schedule 141TEX, Targeted Exception Rate Adjustment.16 

17 

Q. Can you explain PSE’s proposal to zero out Electric Schedule 95 – Power Cost18 

Adjustment Clause?19 

A. Yes. PSE proposes to:10520 

1. Reset Schedule 95 rates to zero and incorporate the associated power cost21 

amounts into the power cost baseline going forward,22 

104 See PSE 2024 GRC, Mickelson, Exh. CTM-1T at 66:10-11. 
105 See Mickelson, Exh. CTM-1T at 112:13–117:2.  
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2. Reset to zero the 2026 CCA allowance cost offset currently reflected through1 

Electric Schedule 111 (Greenhouse Gas Emissions Cap and Invest Adjustment) to2 

correspond with the proposal to reset Schedule 95 to zero,3 

3. Establish updated, forward looking offsetting credits for CCA allowance costs4 

that are embedded in PSE’s power cost forecast for each rate year, and5 

4. Establish updated Schedule 111 electric rates for each of the three rate years to6 

reflect the offsetting credit mechanism.7 

8 

Q. Does Staff support PSE’s request to zero out Schedule 95, incorporate the associated9 

amounts into the power cost baseline going forward, and make related changes to10 

Schedule 111?11 

A. No. See the testimony of Staff witness Oliver for a detailed response to PSE’s proposed12 

modifications to Schedule 95 and Schedule 111.13 

14 

Q. Can you explain PSE’s proposal to eliminate Electric Schedule 141A, Energy15 

Charge Credit Recovery Adjustment?16 

A. Yes. PSE proposes to discontinue the use of Schedule 141A as a separate annual tracker17 

and instead incorporate the associated amounts into base rates. The purpose of Schedule18 

141A was to recover costs incurred under electric Schedule 139 (Voluntary Long-Term19 

Renewable Energy Purchase Rider) associated with the energy-related power cost20 

component. However, given that increases in the energy credit are now fixed at two21 

percent annually through 2040,106 PSE believes those amounts are reasonably predictable22 

106 See PSE 2022 GRC, Final Order 24/10, ¶¶ 300, 509 (Dec. 22, 2022) (PSE 2022 GRC Order).  
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and can be embedded into base rates rather than recovered through repeated annual 1 

filings. 2 

3 

Q. What is Staff’s response to PSE’s request to eliminate electric Schedule 141A?4 

A. Staff does not oppose PSE’s request to eliminate electric Schedule 141A and move the5 

associated amounts into base rates. Staff agrees that trackers are unnecessary when the6 

costs in question are known with a reasonable degree of accuracy.7 

8 

Q. Can you explain PSE’s proposal to eliminate gas Schedule 141D, Distribution9 

Pipeline Provisional Recovery Adjustment?10 

A. Yes. PSE proposes to eliminate Schedule 141D and roll the associated amounts into base11 

rates. PSE argues that Schedule 141D functions more like a base rate component than a12 

true tracker because it does not include true-ups for load or cost variances.13 

14 

Q. Does Staff support PSE’s request to eliminate gas Schedule 141D?15 

A. Yes. Gas Schedule 141D was established to address temporary circumstances arising16 

from the Commission conditionally allowing the costs of a four-mile section of17 

distribution pipe into rates (on a provisional basis) in its final Order 24 of PSE’s 202218 

GRC.107 In its compliance filing, PSE established gas Schedule 141D to implement19 

surcharges for the deferred revenues associated with the provisional recovery of the $3020 

107 PSE 2022 GRC Order at 120, ¶ 410 (Dec. 22, 2022). (“In PSE’s compliance filings for rates under the MYRP 

authorized by this Order, PSE must include the $30 million for the four miles of distribution pipe in rates on a 

provisional basis, subject to consideration of the appropriate allocation of costs to Puget LNG and the method of 

recovery of these costs when the Company requests recovery of the Tacoma LNG Facility costs when submitting its 

2023 PGA filing. PSE must defer the revenues associated with the provisional recovery of the $30 million for the 

four miles of distribution pipe for supporting proper allocation in the 2023 PGA filing.”) 
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million. However, now that the 2023 PGA filing is long past and the appropriate 1 

allocation of costs to Puget LNG has been decided, it is no longer necessary that PSE 2 

recover the costs of the four miles of distribution pipe as deferred revenues through 3 

Schedule 141D. 4 

5 

Q. What does Staff recommend with respect to PSE’s proposal to eliminate gas6 

Schedule 141D?7 

A. Staff recommends that the Commission grant PSE’s request to eliminate Schedule 141D8 

and roll the associated amounts into base rates.9 

10 

Q. Can you explain PSE’s proposal to zero out electric and gas Schedule 141TEX,11 

Targeted Exception Rate Adjustment?12 

A. Yes. PSE proposes to reset Schedule 141TEX to zero for both electric and gas because13 

the associated amounts were tied to targeted electrification efforts through 2026.14 

15 

Q. Does Staff support PSE’s proposal to zero out electric and gas Schedule 141TEX?16 

A. Yes, but only after the tracker is trued-up to actuals. Schedule 141TEX was established to17 

track and pass-through to customers the costs associated with PSE’s targeted18 

electrification pilot. In PSE’s 2024 GRC, the Commission approved phase 2 of the pilot19 

and authorized PSE to recover the $22.3 million project budget,108 which was PSE’s20 

projected project budget through 2026.109 On April 15, 2025, PSE’s Schedule 141TEX21 

108 PSE 2024 GRC, Order 11/09 at 19-20, ¶ 55 (reconsideration order). 
109 See PSE 2024 GRC, Mannetti, Exh. JM-1CT at 22:6-7. 
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went into effect with the $22.3 million split evenly between electric and natural gas 1 

operations.  2 

Just like PSE must do for any other tracker it operates, PSE must submit a true-up 3 

filing for Schedule 141TEX. And given that the Schedule 141TEX rates that went into 4 

effect on April 15, 2025, were sufficient to recover PSE’s projected project budget 5 

through 2026, PSE will need to file a revised Schedule 141TEX at least 30 days in 6 

advance of January 1, 2027, reflecting a $0 going-forward budget and amortization of the 7 

deferral balance recorded between April 15, 2025, and December 31, 2026. Once the 8 

projected costs included in rates are trued-up to actuals, the tracker will no longer be 9 

necessary.  10 

11 

Q. What does Staff recommend with respect to PSE’s proposal to zero out Schedule12 

141TEX?13 

A. Staff recommends that the Commission grant PSE’s request to zero out electric and gas14 

Schedule 141TEX, but only after the projected costs included in rates are trued-up to15 

actuals.16 

17 

d. Staff’s Concerns with Other Existing Trackers18 

19 

Q. Does Staff have concerns with any other trackers PSE continues to operate?20 

A. Yes. Staff is concerned that several trackers that PSE continues to operate are21 

unnecessary or inconsistent with the public interest. Specifically, Staff has concerns with22 

PSE’s:23 
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• Wildfire Tracker (electric Schedule 141WFP),1 

• LNG Tracker (gas Schedule 141LNG),2 

• Property Tax Tracker (electric and natural gas Schedule 140), and3 

• Transportation Electrification Plan Rider (electric Schedule 141TEP).4 

5 

Q. Can you please summarize your proposed policy criteria for authorizing trackers?6 

A. Yes. As I describe in more detail above, Staff recommends that the Commission7 

authorize a tracker only when:8 

1. The costs in question are beyond the utility’s ability to control and are so9 

unpredictable that there is a reasonable likelihood that the annual variances (i.e.,10 

the annual differences between the level of costs embedded in rates and the actual11 

costs the utility incurs) could be so large that they have a material impact on the12 

utility’s earnings, or13 

2. Authorizing the tracker is necessary to advance a specific public policy objective.14 

15 

Q. What are Staff’s concerns with PSE’s Wildfire Tracker (electric Schedule 141WFP?16 

A. PSE’s wildfire-related costs are within the control of the Company and, given that PSE17 

operates its wildfire programs according to its Wildfire Prevention Plan, the costs are not18 

so unpredictable that potential cost variances are likely to have a material impact on the19 

Company’s earnings.20 

As I describe in further detail in Section IV.B.3, above, absent extraordinary 21 

circumstances, authorizing a tracker is inconsistent with the public interest because it 22 
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would (a) shift risk from the utility and onto ratepayers, and (b) undermine the utility’s 1 

incentive to control its costs. 2 

3 

Q. Has PSE kept costs at or near the forecasted level of costs embedded in rates?4 

A. No. For the Wildfire tracker rates for 2025, PSE forecasted $5.6 million in O&M5 

expense110 and $12.2 million in gross plant additions.111 However, in 2025, actual O&M6 

expense was $12.0 million,112 or more than double the O&M PSE forecasted, and actual7 

gross transfers to plant were $43.9 million,113 or $31.7 million higher than the forecasted8 

included in rates.9 

10 

Q. Is authorizing a tracker for wildfire-related costs necessary to advance a specific11 

public policy objective?12 

A. It could be. For example, if the Commission wanted to incent the Company to undertake13 

additional wildfire prevention activities above and beyond the level embedded in rates,14 

authorizing a tracker for wildfire-related costs could allow the utility an opportunity to15 

defer the incremental costs and recover them at a later date. And there could be good16 

cause for doing this. For example, through its wildfire-related work or routine17 

maintenance, the Company might discover additional wildfire prevention needs that it18 

had not previously identified. In those circumstances, absent a tracker, the utility is19 

disincented from undertaking the additional work because any costs it incurs above the20 

110 See PSE 2024 GRC, Free Exh. SEF-22 at 1, 12. 
111 McGuire, Exh. CRM-7 at 1. See Line 2 in the column titled “2025 Rate Year 1 Provisional Adjustments.” 
112 In re Puget Sound Energy Electric Tariff Revision, Schedule 141WFP Wildfire Prevention Tracker, Docket UE-

250931, PSE revenue requirement workpapers, tab “O&M Compare,” cell H22 (filed March 13, 2026). 
113 Id. at tab “SummaryPlantDepr,” cell S16. 
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level embedded in rates would be absorbed by the utility and would erode the utility’s 1 

earnings. 2 

3 

Q. Does Staff believe that the continuation of PSE’s Wildfire Tracker is in the public4 

interest then?5 

A. No, at least not as currently structured. First, unlike Avista’s Wildfire Tracker, PSE’s6 

Wildfire Tracker includes wildfire-related capital costs. It is unnecessary to include7 

capital costs in Wildfire trackers because (a) utilities already have capital trackers for8 

plant provisionally included in rates, and (b) given that utilities earn profit on rate base,9 

including plant additions in a Wildfire Tracker incentivizes utilities to over-invest in10 

plant. As a case-in-point, as described above, PSE’s wildfire related plant additions in11 

2025 were approximately 3.5 times the level of forecasted plant additions included in12 

Schedule 141WFP in 2025.13 

Furthermore, reviewing the prudence of a company’s capital additions is a 14 

resource- and time-intensive exercise, and cannot be done thoroughly in the amount of 15 

time Staff is afforded to review a tariff revision, such as PSE’s annual revisions to 16 

Schedule 141WFP. This is particularly problematic given that PSE’s wildfire-related 17 

capital spending has grown substantially beyond the level of capital spending the 18 

Company included in its wildfire-related cost forecasts. Examination of the prudence of 19 

capital additions should be performed within the context of a GRC and with a 20 

retrospective review process that allows adequate time to thoroughly examine the 21 

prudence of the Company’s investment decisions. 22 
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Second, although there may be reason to provide utilities with an ability to 1 

recover some level of wildfire-related O&M expense over and above the level embedded 2 

in rates, a tracker should not be a blank check. That is, there should be some form of a 3 

cap on the incremental costs that a utility can recover through a tracker.  4 

5 

Q. Which does Staff believe is more appropriate for wildfire-related costs: a tracker or6 

a balancing account?7 

A. If the Commission wants to provide utilities with an opportunity to recover some level of8 

cost above the level of cost embedded in rates, Staff believes that a balancing account is a9 

better option than a tracker. Given that with a balancing account the utility could seek10 

recovery of the deferral balance in its next general rate case (rather than in an annual11 

tracker filing), a balancing account would reduce administrative burden and it would12 

naturally provide the utility with a modest incentive to control its costs given that it13 

would be unable to recover the deferral balance until its next MYRP.14 

15 

Q. Is Staff proposing that the Commission eliminate PSE’s Wildfire Tracker in this16 

GRC?17 

A. No. Eliminating PSE’s Wildfire Tracker in this case would mean that PSE’s wildfire-18 

related costs would need to be moved into the base rate revenue requirement for each19 

year of the MYRP. While Staff believes that doing so would be warranted (particularly20 

for PSE’s wildfire-related capital costs), PSE does not appear to have put together a21 

forecast of its wildfire-related costs for any of the next three years. In response to22 

discovery, PSE states that the Company “does not prepare and therefore does not have23 
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workpapers reflecting multi-year revenue requirement forecasts for Schedule 1 

141WFP.”114 As a result, Staff does not have an analytical basis upon which to 2 

recommend a specific revenue requirement for the next three years. 3 

Furthermore, given that in December 2025, in Docket UE-250777, the 4 

Commission initiated a rulemaking in response to the Washington State Legislature 5 

requiring the Commission to adopt rules regarding filing requirements and review of 6 

utility wildfire mitigation plans,115 the eventual Commission rules establishing filing 7 

requirements and review processes for wildfire mitigation plans will provide much-8 

needed oversight of utility wildfire spending plans and will provide for a much stronger 9 

basis upon which to determine the level of wildfire-related costs that a utility is likely to 10 

incur over a multi-year time horizon.  11 

12 

Q. What is Staff’s recommendation with respect to PSE’s Wildfire Tracker?13 

A. Staff recommends that the Commission require PSE to move its wildfire-related costs14 

into base rates in its next GRC filing. Staff further recommends that the Commission15 

allow PSE to propose establishing a balancing account to recover wildfire-related O&M16 

expenses and insurance premiums, but the approval of such a balancing account should17 

be contingent upon the utility demonstrating that such a balancing account is warranted18 

under the circumstances present at the time of filing.19 

While Staff does not at this time recommend that the Commission order PSE to 20 

propose a risk-sharing mechanism for the wildfire-related costs that would pass through a 21 

114 McGuire, Exh. CRM-8 at 1. 
115 See Engrossed Substitute House Bill (ESSB) 1552, the relevant sections of which are codified as 

RCW 80.28.445. 
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balancing account (or a tracker), Staff believes that a risk-sharing mechanism will be 1 

needed to incent cost control and Staff does intend to propose such a mechanism in PSE’s 2 

next GRC if PSE does not.  3 

4 

Q. What is Staff’s concern with PSE’s LNG Tracker (Gas Schedule 141LNG)?5 

A. The Tacoma LNG costs do not meet any reasonable standard for recovery through a6 

tracker. The costs are predictable so there is little-to-no variance risk, and there is no7 

policy rationale to incent spending on the facility. Schedule 141LNG was established as a8 

temporary tracker to provide parties with an additional opportunity to examine Tacoma9 

LNG costs beyond the 2022 GRC and it no longer serves that purpose.10 

11 

Q. Is PSE open to eliminating this tracker and moving the associated costs to base12 

rates?13 

A. It appears so. PSE is proposing that certain costs associated with the Tacoma LNG14 

facility continue to be recovered in a tracker until the petition for judicial review of the15 

Commission’s Final Order 07 in Docket UG-230393, filed by Public Counsel and the16 

Puyallup Tribe of Indians, is fully decided.116 PSE’s testimony here implies that the17 

Company believes that the costs are appropriate to move into base rates once the petition18 

for judicial review is fully decided.19 

20 

Q. Does Staff support PSE’s proposal to maintain the Tacoma LNG tracker until the21 

judicial review of Order 07 is fully decided?22 

116 Free, Exh. SEF-1T at 35:8-17. 
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A. Yes. As PSE notes, maintaining Schedule 141LNG for now will allow for maximum 1 

flexibility should the judicial decision require a change to rates.117 2 

3 

Q. What does Staff recommend regarding PSE’s Tacoma LNG Tracker?4 

A. Staff recommends that the Commission require PSE to move the remainder of its Tacoma5 

LNG-related costs into base rates in its next GRC filing.6 

7 

Q. What is Staff’s concern with PSE’s Property Tax Tracker (Electric and Natural Gas8 

Schedule 140)?9 

A. Property taxes do not meet any reasonable standard for recovery through a tracker. While10 

the property taxes that PSE must pay in any given year are outside of the Company’s11 

ability to control, the costs are largely predictable so there is little to no risk to the12 

Company of embedding the test year level of property taxes in base rates.13 

Furthermore, given that PSE is the only utility for which the Commission has 14 

authorized a property tax tracker, Staff is concerned that there is not a consistent 15 

approach across utilities for rate recovery of property taxes.  16 

17 

Q. What does Staff recommend regarding PSE’s Property Tax Tracker?18 

A. Staff recommends that the Commission require PSE to move property taxes into base19 

rates in the Company’s next general rate case filing.20 

117 Free, Exh. SEF-1T at 35:8-17. 
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Q. What is Staff’s concern with PSE’s Transportation Electrification Plan Rider1 

(Electric Schedule 141TEP)?2 

A. The costs PSE recovers through Schedule 141TEP are small and largely predictable given3 

that they’re based on PSE’s transportation electrification plan. Therefore, there is not a4 

level of variance risk that would justify maintaining the tracker. Additionally, allowing5 

PSE to recover these costs through a tracker is not necessary to advance public policy.6 

Whereas establishing a tracker could be justified if a utility is otherwise incented to cut7 

costs in an area important to public policy, that is not necessary here because PSE is8 

already incented to deploy electric vehicle infrastructure because doing so increases the9 

Company’s sales revenues.10 

11 

Q. What does Staff recommend regarding PSE’s Schedule 141TEP?12 

A. Staff recommends that the Commission require PSE to move the costs into base rates in13 

the Company’s next general rate case filing.14 

15 

C. Other Issues and Accounting Adjustments16 

17 

1. Bad Debt Expense18 

19 

Q. What does PSE request with respect to including bad debt expense in rates over the20 

MYRP?21 

A. PSE requests that the Commission: (1) adopt modified normalization methodology to22 

calculate bad debt expense for each year of the MYRP, and (2) authorize the Company to23 
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establish a balancing account to defer the annual variances for later ratemaking 1 

consideration. I address each of these requests in the separate subsections that follow. 2 

3 

a. Electric and Natural Gas Adjustment 6.064 

5 

Q. How does the Commission normally determine what level of bad debt expense to6 

include in rates prospectively?7 

A. The Commission typically requires bad debt expense to be normalized. In prior cases, the8 

Commission has accepted PSE’s approach of calculating the normalized level of bad debt9 

expense by averaging bad debt expense over three of the most recent five calendar years10 

with the highest and lowest years excluded from the average.11 

12 

Q. Is PSE requesting to use a different normalization methodology than what the13 

Commission has previously authorized?14 

A. Yes. In this case, PSE proposes to normalize bad debt expense by averaging bad debt15 

expense for the most recent three years (and without removing the highest and lowest16 

years from the calculation).11817 

18 

Q. Why does PSE request to use a modified normalization methodology?19 

A. PSE argues that using the standard normalization methodology necessarily would require20 

the average to include years where bad debt expense was substantially impacted by21 

118 Pavel, Exh. TJP-1T at 4:7-10. 
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actions taken in response to the COVID-19 pandemic. Table 6 below shows PSE’s write-1 

offs over the past five years. 2 

Table 6. PSE’s annual Net Write-Offs for 2021 through 2025. 

If PSE were to use its standard normalization methodology, the amounts from Table 6, 3 

above for 2021 and 2025 (the lowest and highest years) would be removed from the 4 

calculation, and the average would be taken from the amounts from 2022, 2023, and 5 

2024. PSE argues that the amount from 2022 is anomalous, and if that amount is included 6 

in the average, the resulting normalized level of bad debt expense would not be reflective 7 

of the level of bad debt expense PSE would expect to incur during the MYRP.  8 

9 

Q. How did actions taken in response to the COVID-19 pandemic impact the level of10 

bad debt PSE recorded for 2021 and 2022?11 

A. In April 2020, in response to the pandemic, Governor Jay Inslee imposed a statewide12 

moratorium that prohibited: (1) residential disconnections for nonpayment; (2) refusal to13 

reconnect residential service due to nonpayment; and (3) the assessment of late fees or14 

reconnection fees. Although the Governor’s moratorium was lifted effective September 1,15 

2021, the Commission extended the disconnection moratorium through September 30,16 

Electric Gas Total

2021 6,457,705$   2,144,835$     8,602,540$     

2022 12,072,041$   3,537,091$     15,609,132$     

2023 23,316,581$   5,592,069$     28,908,650$     

2024 33,391,071$   7,922,270$     41,313,341$     

2025 36,234,590$   7,020,477$     43,255,067$     
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2021, and continued certain customer-protection measures through March 29, 2022.119 1 

PSE argues that these actions – and, in particular, the moratorium on disconnections for 2 

nonpayment – significantly restricted PSE’s ability to use its normal credit and collection 3 

tools which, in effect, substantially reduced receivables that otherwise could have 4 

progressed to write-off. These restrictions combined with incremental bill assistance PSE 5 

distributed during the pandemic (which PSE argues further reduced receivables that 6 

otherwise could have progressed to write-off), resulted in anomalously low levels of 7 

write-offs, particularly between 2020 and 2022.   8 

9 

Q. Does Staff agree with PSE’s assessment that actions taken in response to the10 

COVID-19 pandemic resulted in anomalously low levels of write-offs between 202011 

and 2022?12 

A. Yes. It seems clear to Staff that the moratorium (which continued through September13 

2021), the Commission-ordered continuation of customer protection measures (which14 

were extended through March of 2022), and the incremental, COVID-related bill15 

assistance distributions, all would contribute to a reduction in write-offs. And as Table 6,16 

above, clearly shows, PSE’s write-offs in 2021 and 2022 were anomalously low in17 

comparison to the level of write-offs PSE recorded in 2023 through 2025.18 

19 

Q. Does Staff support PSE’s request to use a revised normalization methodology?20 

119 In re Commission Staff’s Investigation into Investor-Owned Utilities’ COVID-19 Response, Docket U-200281, 

Order 04 (July 2, 2021). The customer protection measures that were extended through March 2022 include 

(1) waived fees and deposits, (2) long-term payment arrangements, and (3) the requirement to refrain from sending

active customer accounts to collection agencies, credit bureaus, or reporting agencies.
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A. Yes, but only as a temporary measure to minimize the impact of including the COVID-1 

impacted years in the average. While the write-offs PSE recorded in 2021 and 2022 were 2 

anomalous, and using the traditional, five-year normalization methodology would 3 

necessarily require including the anomalous level of write-offs in 2022 in the average, 4 

that issue will only exist for this rate case. When PSE files its next case (which 5 

presumably will be in early 2029), we will be more than five years removed from those 6 

anomalous years and, therefore, the traditional, five-year normalization methodology 7 

would no longer suffer from the problems that PSE has identified for the current case.  8 

9 

Q. What is Staff’s recommendation with respect to PSE’s request to use a modified10 

normalization methodology for calculating bad debt expense?11 

A. Staff recommends that the Commission:12 

1. Accept PSE’s proposed methodology for calculating the normalized level of bad13 

debt expense for this rate case, and14 

2. Order PSE to resume using the traditional, five-year normalization methodology15 

in future rate case filings.16 

17 

b. PSE’s Proposed Balancing Account18 

19 

Q. What does PSE request with respect to establishing a balancing account for bad20 

debt expense?21 
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A. PSE requests authorization to establish a balancing account that would allow the1 

Company to defer for later ratemaking consideration the difference between actual bad2 

debt expense and the level of bad debt expense embedded in rates.3 

4 

Q. What rationale does PSE provide for establishing a balancing account for bad debt5 

expense?6 

A. PSE argues that the purpose of the balancing account would be to mitigate the risk that7 

the normalized level of bad debt expense embedded in rates differs materially from the8 

actual level of bad debt the Company experiences over the MYRP. PSE argues that the9 

balancing account would protect both customers and the Company from this risk.10 

11 

Q. Does bad debt expense meet Staff’s proposed criteria for determining whether a12 

balancing account is warranted?13 

A. Yes. Staff believes that the level of bad debt expense PSE will experience during the14 

MYRP is substantially uncertain and outside of the Company’s ability to control. Given15 

this uncertainty, absent a deferral mechanism, potential cost variances could present a16 

material risk to the Company or its ratepayers. Therefore, Staff believes that it is17 

appropriate to establish a balancing account for bad debt expense.18 

19 

Q. What is driving the uncertainty with respect to the level of bad debt expense PSE20 

will experience during the MYRP?21 

A. The substantial year-over-year variability in the level of bad debt expense PSE has22 

recorded over the last five years (see Table 6, above) by itself indicates that a level of23 
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uncertainty exists that should cause the Commission to exercise some caution when 1 

determining the level of cost to embed in rates. Over the last five years, PSE has recorded 2 

a level of write-offs that has ranged from $8.6 million to $43.3 million (i.e., a $34.7 3 

million range) and, relative to the average level of write-offs over that period, the average 4 

annual variance was $12.3 million. Historical volatility is a common measure of risk, and 5 

the volatility in write-offs over the last five years indicates that some level of risk 6 

mitigation is likely warranted. 7 

Furthermore, while PSE suggests that the level of write-offs seems to have 8 

returned to a normal, more stable level over the last couple of years, several factors 9 

continue to contribute to ongoing uncertainty. For example, the Commission has an 10 

active rulemaking proceeding in Docket U-210800 in which the Commission is 11 

considering adopting rules on utility credit and collection activities. If the Commission 12 

issues rules in that docket that impact PSE’s credit and collection activities, there could 13 

be a secondary impact on PSE’s receivables and write-offs. Additionally, given that the 14 

actions taken in response to the COVID-19 pandemic substantially suppressed write-offs 15 

between 2020 and 2022, it is possible that with the gradual transition back to standard 16 

credit and collection activities that began in late 2021, the write-offs over the ensuing 17 

years were abnormally high due to a bad debt “catch-up” effect. If that is the case, then it 18 

is possible that PSE’s proposed normalization methodology (which would use the 19 

average of the write-offs over 2023-2025) would result in an overstatement of write-offs 20 

for the MYRP. While PSE asserts that the most recent three years are not overstated due 21 

to a catch-up effect, Staff is not so certain. PSE’s claim that any catch-up effects are 22 

moderated by the fact that write-off activities continued to be suppressed over 2023-2025 23 
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is not convincing as it would require the write-off suppression and the increased write-off 1 

activity to be in perfect balance over that period and continue to be in perfect balance 2 

over the duration of the forthcoming MYRP. Not only does that seem unlikely, it is also 3 

impossible to determine with any degree of certainty. Regardless, the possibility that 4 

write-offs over 2023-2025 are inflated due to a catch-up effect and the possibility that 5 

residual catch-up could impact write-offs over the MYRP create uncertainty with respect 6 

to whether the average level of write-offs over the last three years are reasonably 7 

representative of the level of write-offs PSE is likely to record during the MYRP. And 8 

given the potential that write-offs over 2023-2025 are overstated and, as a result, the level 9 

of write-offs PSE includes in its proposed rates are over-stated, a balancing account 10 

would protect ratepayers from that overstatement.  11 

12 

Q. Does Staff support PSE’s request to establish a balancing account for bad debt13 

expense?14 

A. Yes, but only for this MYRP. Given the current level of uncertainty with respect to (a)15 

how evolving circumstances will affect the level of write-offs PSE will record going16 

forward, including over the MYRP, and (b) whether the write-offs over the years used in17 

the calculation of normalized bad debt are reasonably representative of the level of the18 

level of write-offs PSE is likely to record over the MYRP, a balancing account is19 

appropriate.20 

However, in its testimony PSE notes the gradual return to normal credit and 21 

collection practices and argues that arrearages and write-offs have begun to stabilize. 22 

Assuming that the level of write-offs PSE records over the next couple years shows that 23 
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write-offs have indeed stabilized, then a balancing account likely will be unnecessary 1 

beyond this MYRP.  2 

3 

Q. What does Staff recommend with respect to PSE’s request to establish a balancing4 

account for bad debt expense?5 

A. Staff recommends that the Commission:6 

1. Authorize PSE to establish a balancing account for bad debt for the duration of7 

this MYRP only, and8 

2. Establish that, if PSE wishes to continue the balancing account beyond this9 

MYRP, the Company must request reauthorization of the balancing account as10 

part of its next GRC filing.11 

12 

2. Interest on Customer Deposits for Network Upgrades13 

14 

Q. What does PSE request with respect to interest that the Company accrues on15 

customer deposits for transmission network upgrades?16 

A. PSE requests that the Commission: (1) grant PSE’s petition in Docket UE-260113 to17 

defer interest on customer deposits that the Company accrues from March 2026 through18 

February 2027, (2) recover the deferral balance resulting from PSE’s petition in Docket19 

UE-260113 in rates through Electric Adjustment 6.56 in this GRC, and (3) authorize the20 

Company to establish a balancing account to defer the annual variances for later21 

ratemaking consideration. I address each of these requests in the subsections below.22 



TESTIMONY OF CHRIS McGUIRE Exh. CRM-1CT 

DOCKETS UE-260005, UG-260006, UE-260113 Page 99 

a. Deferred Accounting Petition, Docket UE-2601131 

2 

Q. Can you please describe the petition for deferred accounting that PSE filed in3 

Docket UE-260113?4 

A. Yes. On February 24, 2026, in Docket UE-260113, PSE filed a Petition for an order5 

authorizing deferred accounting treatment for interest that accrues on interconnection6 

customer deposits for transmission network upgrades (Petition). PSE is requesting to7 

defer the interest that accrues on these customer deposits between the date the petition8 

was filed and the rate effective date of this general rate case, at which point the forecasted9 

interest on customer deposits would be embedded in base rates. PSE seeks to include the10 

interest on customer deposits in base rates through electric Adjustment 6.56 –11 

Transmission Network Upgrades. I address Adjustment 6.56 in a separate subsection12 

below.13 

14 

Q. Was PSE’s Petition in Docket UE-260113 consolidated with this GRC?15 

A. Yes. On March 24, 2026, PSE filed a motion to consolidate Docket UE-260113 with16 

Dockets UE-260005 and UG-260006. On April 20, 2026, in Order 03/01 of Dockets UE-17 

260005, UG-260006, and UE-260113, the Commission granted PSE’s motion.18 

19 

Q. Why is PSE seeking to defer the interest on interconnection customer deposits?20 

A. PSE has received several requests for transmission network upgrades from customers21 

seeking to interconnect with PSE’s system under PSE’s open access transmission tariff22 

(“OATT”). Under PSE’s OATT, when an interconnection customer requests network23 
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upgrades (to accommodate their transmission service needs or to interconnect new 1 

generation facilities), PSE is required to undertake the necessary network upgrades. 2 

However, the interconnection customer requesting the network upgrades must provide 3 

advance funding for the project costs. PSE is required to accrue interest on the customer 4 

deposits (payable to the interconnection customer) at the FERC rate pursuant to 18 CFR 5 

§ 35.19a, FERC Order 2003, and the FERC Standard Large Generator Interconnection6 

Agreement (LGIA). 7 

Given that the interconnection customer deposits and the interest PSE is required 8 

to accrue on those deposits are not embedded in the Company’s base rates currently in 9 

effect, absent deferred accounting treatment PSE would be forced to forego recovery of 10 

any interest that accrues on these customer deposits between March 2026 and February 11 

2027. 12 

13 

Q. Does PSE make any other proposals regarding these transmission network14 

upgrades that are relevant to PSE’s request to defer interest that accrues on the15 

customer deposits?16 

A. Yes. PSE states that it will not accrue AFUDC on the CWIP balances associated with the17 

network upgrades. Typically, the Commission allows utilities to accrue AFUDC on18 

CWIP balances during the construction phase of capital projects. Essentially, AFUDC is19 

interest that accrues on invested capital prior to the project being placed in service and is20 

intended to compensate investors for the capital committed to a project during the21 

project’s construction phase. AFUDC is capitalized as part of the overall capital cost of22 

the project and is recovered over the service life of the asset. However, for customer-23 
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requested transmission network upgrades, those upgrades are funded by the requesting 1 

customers and not by the Company’s investors. Accordingly, it would not be appropriate 2 

for PSE to accrue AFUDC on the CWIP balances for these projects. Effectively, 3 

ratepayers pay for either capitalized AFUDC (accrued at the Company’s authorized rate 4 

of return) or interest on customer deposits (accrued at the FERC rate). Since PSE will not 5 

accrue AFUDC on the CWIP balances for these projects, it is appropriate for ratepayers 6 

to pay for the interest accrued on customer deposits once the associated projects are 7 

placed in service. 8 

9 

Q. Does the interest that will accrue on customer deposits between March 2026 and the10 

effective date of this GRC (approximately February 2027) meet the Commission’s11 

standard for authorizing deferred accounting treatment?12 

A. Yes. First, the requested network upgrades were not known at the time of PSE’s last13 

general rate case and, consequently, the interest on the associated customer deposits are14 

not being recovered by PSE’s current rates. Second, the circumstances are beyond PSE’s15 

ability to control; per PSE’s OATT, once an interconnection customer requests a16 

transmission network upgrade, the Company must provide the necessary upgrade. And17 

third, the cost itself is beyond PSE’s ability to control; pursuant to 18 CFR § 35.19a,18 

FERC Order 2003, and the FERC Standard LGIA, PSE is required to accrue interest on19 

the customer deposits at the FERC rate.20 

21 

Q. Does the Commission’s standard for authorizing deferred accounting treatment22 

require the cost in question to be material?23 
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A. Traditionally, yes. Under the Commission’s standard for authorizing deferred accounting1 

treatment, in order to qualify for deferred accounting treatment the cost in question must2 

be large enough to have a material impact on the utility’s earnings. However, the3 

Commission has declined to adopt a standard for what constitutes a material impact on4 

utility earnings so there is no threshold for Staff to apply to PSE’s request in this case.5 

Accordingly, Staff does not dispute that the costs in question are large enough to justify6 

the accounting treatment PSE seeks. Staff only notes that the dollar amount PSE seeks to7 

defer here (approximately $710,000) is significantly larger than the dollar amount8 

PacifiCorp requested to defer in a petition it filed in 2025, and the Commission granted9 

that petition.12010 

11 

Q. What does Staff recommend with respect to PSE’s petition for deferred accounting12 

treatment?13 

A. Staff recommends that the Commission grant the petition for deferred accounting14 

treatment PSE filed on February 24, 2026, in Docket UE-260113.15 

16 

b. PSE’s Request to Recover the Deferral Balance from Docket UE-26011317 

18 

Q. In its proposed rates in this GRC, is PSE seeking to recover the interest on customer19 

deposits deferred between March 2026 and January 2027 pursuant to the petition20 

for deferred accounting PSE filed in Docket UE-260113?21 

120 See In re Pacificorp d/b/a Pacific Power & Light Company for an Order Approving Deferral of Independent 

Evaluator Costs for the 2025 Situs Request for Proposal, Docket UE-250904, Corrected Order 01 (Feb. 26, 2026). 

PacifiCorp requested confidential treatment for the specific cost at issue in its petition. 
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A. Yes. PSE includes interest on customer deposits accrued between March 2026 and1 

January 2027 in Electric Adjustment 6.56.121 Adjustment 6.56 treats PSE’s interest2 

payments to interconnection customers as a period expense, recovered from ratepayers in3 

full in the year in which the interest is paid to the interconnection customer.4 

5 

Q. What level of interest does PSE estimate will accrue over the deferral period (i.e.,6 

between March 2026 and January 2027)?7 

A. PSE’s workpapers indicate that the total interest accrual on customer deposits from8 

March 2026 through January 2027 will be $711,258.9 

10 

Q. Does Staff contest PSE’s request in this GRC to recover the interest on customer11 

deposits deferred pursuant to the petition for deferred accounting filed in Docket12 

UE-260113?13 

A. No.14 

15 

Q. What does Staff recommend with respect to the deferred interest PSE includes in16 

revenue requirement via electric Adjustment 6.56?17 

A. Staff recommends that the Commission accept PSE’s inclusion of deferred interest in18 

electric Adjustment 6.56.19 

121 In Adjustment 6.56, the deferred interest is included as part of the total interest on customer deposits accrued 

during the construction period for each network upgrade. When each network upgrade is completed and placed in 

service, PSE is required to provide the interconnection customer with a refund of the original deposit plus the 

interest accrued on that deposit over the construction period. Accordingly, through Adjustment 6.56, total accrued 

interest (including the interest deferred between March 2026 and January 2027) is included in rates when each 

network upgrade is completed and PSE pays the cumulative interest balance to the interconnection customer. 
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Q. Does Staff recommend that the Commission accept PSE’s Adjustment 6.56, as filed? 1 

A. No. As explained by PSE witness Pavel,122 PSE inadvertently applied customer deposits2 

as an offset to rate base in Adjustment 6.56. PSE states that it will provide a corrected3 

Adjustment 6.56 on rebuttal.4 

5 

c. PSE’s Proposed Balancing Account6 

7 

Q. What does PSE request with respect to establishing a balancing account for interest8 

on customer deposits for network upgrades?9 

A. PSE requests Commission authorization to establish a balancing account to track and10 

defer for later ratemaking treatment any differences between actual interest accrued on11 

customer deposits and the level of interest embedded in rates.12 

13 

Q. What rationale does PSE provide for establishing a balancing account for interest14 

on customer deposits?15 

A. PSE argues that establishing a balancing account for interest on customer deposits will16 

protect PSE and its ratepayers from under- or over-recovery caused by changes in17 

projects, project timing, and project cost.12318 

19 

Q. Is there uncertainty with respect to the network upgrade projects that will be20 

undertaken over the MYRP, the timing of those projects, and the costs of those21 

projects?22 

122 Pavel, Exh. TJP-1T at 35:9-14. 
123 Id. at 35:2-5. 
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A. Yes, there is some uncertainty with respect to projects, project timing, and costs.1 

Although PSE knows the projected amounts of network upgrade costs set forth in the2 

large generator interconnection agreements (LGIAs) of its interconnection customers,3 

there is no guarantee that the interconnection customers will complete construction of4 

their generating facilities on time or at all. As PSE explains, an interconnection customer5 

may suspend or terminate an LGIA for any number of reasons, including permitting6 

obstacles, problems securing financing, failure to obtain a power purchase agreement or7 

other offtake arrangement, or changes in federal tax policy. If an LGIA is terminated, the8 

network upgrades included in that LGIA will not get built.124 Potential changes to the9 

FERC interest rate create an additional layer of uncertainty with respect to the interest10 

that will accrue on customer deposits over the MYRP.11 

12 

Q. Does interest on customer deposits meet Staff’s proposed criteria for determining13 

whether a balancing account is warranted?14 

A. Maybe. Staff does not dispute that interest accruals on customer deposits are beyond the15 

Company’s ability to control; after all, PSE must undertake network upgrade projects16 

requested by interconnection customers and PSE must pay interest on the customer17 

deposits for those upgrades. While Staff does not dispute PSE’s assertion that there is18 

uncertainty around project timing, project cost, and whether the interconnection customer19 

will actually complete construction of the generation facility, it is not clear to Staff20 

whether these factors contribute to an overall level of uncertainty with respect to the21 

124 Jacobs, Exh. JJJ-1T at 28:9-15. 
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actual interest PSE will accrue over the MYRP that it presents a material risk to the 1 

Company or its ratepayers.  2 

That said, it seems to Staff that the uncertainty with the respect whether an 3 

interconnection customer will actually complete construction of a generation project is 4 

likely to carry the most potential risk in terms of causing variances between actual 5 

interest accruals and the level of interest accruals embedded in rates. And given that the 6 

risk that an interconnection customer will not complete construction of a planned 7 

generation project would be borne by ratepayers (because ratepayers would be paying 8 

interest on a customer deposit for a network upgrade that would not get build), Staff 9 

believes that a balancing account is likely to provide more risk protection to ratepayers 10 

than to the Company. And with that in mind, Staff does not oppose PSE’s request to 11 

establish a balancing account for interest on customer deposits. However, the ongoing 12 

need for such a balancing account should be reevaluated in PSE’s next GRC. 13 

14 

Q. What does Staff recommend with respect to PSE’s request to establish a balancing15 

account for interest on customer deposits.16 

A. Staff recommends that the Commission:17 

1. Grant PSE’s request to establish a balancing account for interest on customer18 

deposits for the duration of this MYRP, and19 

2. Establish that, if PSE wishes to continue the balancing account beyond this20 

MYRP, the Company must request reauthorization of the balancing account as21 

part of its next GRC filing.22 



TESTIMONY OF CHRIS McGUIRE Exh. CRM-1CT 

DOCKETS UE-260005, UG-260006, UE-260113 Page 107 

3. Participatory Funding1 

2 

Q. What does PSE request with respect to including the costs of participatory funding3 

in rates?4 

A. PSE requests that the Commission: (1) Include the full $500,000 annual allotment in rates5 

for each year of the MYRP,125 and (2) authorize the Company to establish a balancing6 

account to defer the annual variances for later ratemaking consideration.126 PSE7 

incorporates the annual participatory funding allotments into revenue requirement8 

through electric and natural gas Adjustment 6.32.9 

10 

a. Electric and Natural Gas Adjustment 6.3211 

12 

Q. How does PSE allocate the $500,000 annual funding allotment across electric and13 

natural gas operations?14 

A. PSE allocates 66.26 percent to electric operations and 33.74 percent to natural gas15 

operations.127 Accordingly, for each year of the MYRP, PSE includes $331,300 in16 

electric revenue requirement128 and $168,700 in natural gas revenue requirement.12917 

18 

Q. What is the basis for the $500,000 annual funding allotment for PSE?19 

125 Free, Exh. SEF-1T at 58:7-8. 
126 Id. at 58:14-15. 
127 See Free, Exh. SEF-5 at 5, Method No. 4, for PSE’s calculation of its 4-Factor Allocator. 
128 See Free, Exh. SEF-6HC at 32:27. 
129 See Pavel, Exh. TJP-6 at 32:27. 
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A. The $500,000 annual funding allotment for PSE was established by the Third Agreement1 

among the Joint parties130 which was filed in Docket U-210595 on February 18, 2025.2 

The Commission approved the Third Agreement in Order 03 of that docket.1313 

4 

Q. Does Staff agree that it is appropriate to include the full $500,000 annual allotment5 

in rates for each year of the MYRP?6 

A. No. Although $500,000 represents the total amount PSE must allot annually for providing7 

participatory funding to customers,132 the most PSE has ever distributed in a calendar8 

year was $280,331 in 2023.133 Given that PSE has never approached the $500,0009 

allotment for any calendar year, $500,000 should not be the amount included in rates for10 

each year of the MYRP.11 

12 

Q. What is the appropriate level of participatory funding to include in rates?13 

A. For costs that a utility incurs on a regular basis where the magnitude of the costs is14 

inconsistent from year to year, the appropriate level of costs to include in rates should15 

reflect the typical level of costs the Company has experienced in the recent past and, thus,16 

can expect to experience on average over the multiyear rate plan. Normalizing costs in17 

this way typically is performed by taking the average cost over the last handful of years18 

(typically 3-5 years). Given that the level of participatory funding that PSE has19 

130 The Joint Parties are: Puget Sound Energy, Avista Corporation d/b/a Avista Utilities, PacifiCorp d/b/a Pacific 

Power & Light Company, Cascade Natural Gas Corporation, Northwest Natural Gas Company d/b/a NW Natural, 

the Alliance of Western Energy Consumers, NW Energy Coalition, The Energy Project, Small Utility Advocates, 

Front & Centered, and Spark Northwest. 
131 Wash. Utils. & Transp. Comm’n Investigation Relating to Intervenor Funding Provisions for Regulatory 

Proceedings, Docket U-210595, Order 03 at 5, ¶ 18 and 9-10, ¶ 33 (April 11, 2025).  
132 See Docket U-210595, Order 03 at 3, ¶ 10, and 6, ¶ 18 (April 11, 2025). 
133 McGuire, Exh. CRM-9 at 1. 
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distributed over the last three years has been somewhat lumpy ($280,331 in 2023, 1 

$30,000 in 2024, and $226,509 in 2025),134 it is appropriate to include in rates the 2 

average level of participatory funding PSE has distributed over the past 3-5 years. 3 

4 

Q. What is the average level of participatory funding PSE has distributed over the past5 

3-5 years?6 

A. Given that 2023 was the first year PSE distributed participatory funding and 2025 is the7 

most recent complete year PSE has distributed participatory funding, there are only three8 

years of data to draw from when calculating the average level of distributions. Therefore,9 

the amount to be included in rates should be calculated as the average amount PSE has10 

distributed over the three-year period 2023-2025. The average level of annual11 

participatory funding distributions over the three-year period 2023-2025 is $178,946.12 

13 

Q. What does Staff recommend with respect to the level of participatory funding that14 

should be included in rates for each year of the MYRP?15 

A. Staff recommends that the Commission include $178,946 in rates annually for the16 

MYRP. Allocated between electric and gas operations,135 the Commission should include17 

$118,570 in electric rates and $60,377 in natural gas rates for each year of the MYRP.18 

Relative to PSE’s as-filed request, Staff’s recommendation would reduce the amount of19 

participatory funding included in rates by $212,730 for electric operations and $108,32320 

for natural gas operations.21 

134 Id.  
135 Allocated 66.3 percent to electric operations and 33.7 percent to natural gas operations. 
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b. PSE’s Proposed Balancing Account1 

2 

Q. Can you describe the balancing account PSE proposes for participatory funding3 

costs?4 

A. Yes. PSE requests Commission authorization to establish a balancing account to track5 

and defer for later ratemaking consideration any differences between actual funding6 

distributions and the level of funding embedded in rates.7 

8 

Q. Do participatory funding costs meet Staff’s proposed criteria for determining9 

whether a balancing account is warranted?10 

A. No. Although the participatory funding costs PSE incurs in any given year are outside of11 

the Company’s ability to control, the participatory funding costs are not so unpredictable12 

that, absent a deferral mechanism, potential cost variances would present a material risk13 

to the Company. Over the past three years, PSE has incurred, on average, $178,949 in14 

participatory funding costs and the largest positive deviation from that average was in15 

2023 where the Company distributed $104,384 more in funding than the three-year16 

average. Given the low potential for significant interannual variances, a balancing17 

account is unwarranted.18 

19 

Q. Does PSE argue that participatory funding costs are so unpredictable that, absent a20 

deferral mechanism, potential cost variances would present a material risk to the21 

Company?22 
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A. No. On the contrary, PSE has communicated to the Commission in prior filings that the1 

costs are negligible. In PSE’s 2024 GRC, PSE testified that the revenues and expenses2 

“have become too small to have their own standalone tracker.”136 In the cover letter PSE3 

filed on March 26, 2024, in Docket 240205, PSE later reiterated that position, stating that4 

“the annual expenses have become negligible to warrant their own standalone tracker.”1375 

Therefore, PSE’s request to establish a balancing account in this case is at odds with the6 

Company’s previously communicated position that the costs are not large enough to7 

warrant a tracking mechanism.8 

9 

Q. What does Staff recommend with respect to PSE’s request to establish a balancing10 

account for participatory funding cost variances?11 

A. Staff recommends that the Commission deny PSE’s request to establish a balancing12 

account for participatory funding cost variances.13 

14 

Q. Does this conclude your testimony?15 

A. Yes.16 

136 PSE 2024 GRC, Mickelson, Exh. CTM-1T at 66:10-11. 
137 Puget Sound Energy’s Electric Tariff Revision, Docket UE-240205, Schedule 141PFG Tariff Revision, PSE 

Cover Letter at 1 (March 26, 2024). 




