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I. INTRODUCTION

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

WA 98504-7250. My email address is paul.koenig@utc.wa.gov.

By whom are you employed and in what capacity?
I am employed by the Washington Utilities and Transportation Commission
(Commission) as a Regulatory Analyst in the Energy Planning Section of the

Regulatory Services Division.

Would you please state your educational and professional background?

I have a Master’s degree in International Affairs from the School of Global Policy
and Strategy at the University of California at San Diego, and a Bachelor’s degree in
International Studies from the University of California at San Diego. I’ve received
certification in the Principles of Public Utilities, Operations, and Management,
attended Regulatory Training with Bill Steele & Associates, and completed several
NARUC training courses regarding Electricity and Gas regulation. I previously
worked as a Regulatory Analyst for the Public Advocates Office at the California

Public Utilities Commission with a focus on Demand Response programs.
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Have you previously testified before the Commission?

Yes, I have testified before the Commission in the previous PSE General Rate Case
(Docket UE-240004/UG-240005) covering the topics of Demand Response, PSE’s
proposed Performance Incentive Mechanism, and various performance metrics

changes.

II. SCOPE AND SUMMARY OF TESTIMONY

What is the purpose and scope of your testimony?

I address Puget Sound Energy’s (“PSE” or “Company”) proposed $870.3 million
Information Technology (IT) investment plan and strategy, covered in the testimony
of Diane E. Perry (DEP-1T), during the multiyear rate plan (MYRP), with $217
million proposed for Rate Year 1, $392 million proposed for Rate Year 2, and $260
million proposed for Rate Year 3,! and how certain IT programs relate with the

Commission’s equity and procedural rules.

Please summarize your recommendations.

Commission Staff (Staff) recommends the Commission reject the Company’s
proposed $870.3 million IT Investment plan, and instead accept Staff’s alternative
proposal of $578 million, with $188 million for Rate Year 1, $217 million for Rate

Year 2, and $172 million for Rate Year 3. In this alternative proposal, Staff

! Perry, Exh. DEP-3 at 1.

TESTIMONY OF PAUL KOENIG Exh. PK-1T
DOCKETS UE-260005, UG-260006, UE-260113 (Consolidated) Page 2



10

11

12

13

14

15

recommends a partial rejection of the Company’s Cyber and Physical Security
Program, a full rejection of the SAP S/4 HANA Migration Project, Budget Planning
Tool, and Al Innovation Program, and additional information for the Geographic
Information System (GIS) Rationalization Project. The specific reasons for rejection
and Staff’s alternative proposal are discussed further in Section I'V.

Additionally, Section III of this testimony will cover multiple facets of the
Company’s proposed IT Investment plan. This includes the application of equity
within this testimony,” Staff’s concerns regarding procedural rules, and Staff’s
concerns regarding the other IT investment programs that were included, but not
discussed at length, in the Company’s submitted testimony DEP-1T. Further
discussion of the Company’s other IT investment programs is contained in the

testimony of Staff witness Corey Dahl (CID-1T).

Have you prepared any exhibits in support of your testimony?

Yes. I prepared Exhibits PK-2 through PK-18, listed above in the List of Exhibits.

2 See RCW 80.28.425(1), “In determining the public interest, the commission may consider such factors
including, but not limited to, environmental health and greenhouse gas emissions reductions, health and safety
concerns, economic development, and equity, to the extent such factors affect the rates, services, and practices
of a gas or electrical company regulated by the commission.” (Emphasis added.)
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III.  OVERARCHING TOPICS FOR IT CAPITAL INVESTMENT

A. Standards of Review for Capital Investments

Q. What are the required criteria that the Company’s IT Investment proposals
must meet?

A. The Company is required to prove that their proposals meet a standard of prudence
to show that the proposed rates are just and reasonable.’ The Company is required to
demonstrate the prudence of an investment before recovering their investment
through a change in rates.* By abiding by these Commission standards, any
ratepayers should be held harmless to the adverse rate impacts caused by their

utility’s imprudent actions.’

What are the Standards of Prudence?

For each project, the Company testimony must provide support that 1)
demonstrates a need for the project, 2) provides a cost-benefit analysis, 3) evaluates
alternatives, and 4) showcases the involvement of the board of directors in the

decision-making process.® Additionally, for a recovery of rates, the Company must

3 RCW 80.04.130(4).

4 Wash. Utils. & Transp. Comm’n v. Pac. Power & Light Co., Docket UE-152253, Order 12, 33, 9 94 (Sept. 1,
2016). Notably, utilities must make this showing even in the absence of a prudence challenge. In re Petition of
Puget Sound Power & Light Co. for an Order Regarding the Accounting Treatment of Residential Exchange
Benefits, Dockets UE-920433; UE-920499; UE-921262 (Consolidated), 1993 Wash. UTC Lexis 84, Eleventh
Supplemental Order, at *38 (Sept. 21, 1993).

S Wash. Utils. & Transp. Comm’n v. Puget Sound Power & Light Co., Docket Nos. UE-920433, UE-920499,
UE-921262 et al., Ninteenth Supp. Order at 47-48.

® Wash. Utils. & Transp. Comm’n v. Puget Sound Energy, Dockets UE-111048 & UG-111049 (Consolidated),
Order 08, at 148 9 409.
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show that any given project is “used and useful” as well as “known and measurable.”
For context, according to the Commission’s Used and Useful Policy Statement,

[T]he Commission’s longstanding interpretation of the
property valuation provision of RCW 80.04.250 is that
property or plant additions must be used and useful to serve
Washington customers to be included in rates. (Emphasis
added.)’

Within this interpretation, “used” means that the investment is in
service, and “useful” means that a company has demonstrated that its
investment benefits Washington ratepayers. Furthermore, the Used
and Useful Policy Statement states that,
The known and measurable standard continues to require that
an event that causes a change to revenue, expenses, or rate
base must be “known” to have occurred during or after the
historical 12-months of actual results of operations ... The
actual amount of the change must be also be [sic]
“measurable.” This has historically meant that the amount
cannot be an estimate, projection, product of a budget forecast,

or some similar exercise of informed judgment concerning
future revenue, expense, or rate base.®

Q. Does Staff have any concerns relating to the Company meeting the standards of
prudency for IT investments in this case?

A. Yes. Staff is concerned with level of detail provided by the Company in this case and
the inability of the Company to meet the standards of prudency within its IT

investment testimony. The programs are subject to the prudency standards required

7 In re Commission Inquiry into the Valuation of Public Service Company Property that Becomes Used and
Useful after Rate Effective Date, Docket U-190531, Policy Statement on Property that becomes Used and
Useful after Rate Effective Date, at 9, § 26 (January 31, 2020) (Used and Useful Policy Statement).

81d. at 8,9 23.
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by the Commission. This means that the Company has a responsibility to its
ratepayers to demonstrate that any given program requesting rate recovery is “used
and useful” as well as “known and measurable.” Staff asserts that nearly every
program submitted by the Company in this case cannot be deemed “used and useful”
from the sheer lack of information provided by the Company. PSE’s filed case for its
IT investments was presented as a simplistic summary overview, which is an
unacceptable presentation for multi-million-dollar investments. Staff struggled to
justify most of the Company’s investments in multi-year programs, which will
benefit ratepayers. More detailed information about IT investments is needed and
simply was not provided by the Company to justify across-the-board IT investment

prudency.

Which of PSE’s projects are being discussed in your testimony?
While there are noticeable issues with every program in PSE’s submitted IT
Investment testimony, I will be primarily discussing PSE’s Cyber and Physical
Security Program, GIS Technology Program, SAP S/4 HANA Migration Project,
Budget Planning Tool, and the Al Innovation Program. These programs were
selected because the issues found by Staff were the most egregious and impactful to
Washington State ratepayers.

Additionally, there were projects that were not explicitly discussed in the

Company’s testimony. These projects did not meet PSE’s $15 million threshold to
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warrant discussion,’ and thus, the Company provided zero supporting
documentation. These projects are listed under “Other Business Enablement
Projects” and “Other Systems Modernization & Optimization Projects” in the
Company’s supporting Exh. DEP-3 and are valued at approximately $228 million
and $79 million respectfully. !° These unknown programs, which constitute over
$308 million in requested rate recovery, are discussed in further detail in the

testimony of Staff witness Corey Dahl.

B. Equity

Q. Does Staff have any equity related concerns within the Company’s IT
investments?

A. Yes, Staff noted some concerns. When discussing the PSE 2030 Digital Experience
Project, PSE states that, amongst the features planned to be included, there will be
Al-Enabled Customer Support.!! According to PSE, this support is meant to improve
response times and streamline customer interactions. However, PSE also lists
artificial intelligence and generative Al tools as an example of emerging risks.'?
With this in mind, Staff is concerned with the implementation of AI-Enabled support
working directly with customers. When asked if the topic of Al-Enabled Customer

Support was discussed with PSE’s Equity Advisory Group (EAG) or received any

9 See Perry, Exh. DEP-1T at 2:7-8.

10 See Perry, Exh. DEP-3 at 1.

1 See Perry, Exh. DEP-1T at 50:19-22.
12 1d. at 12:19-22.
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other form of public feedback, PSE responded that they have not yet conducted

specific outreach to the EAG or other dedicated public feedback processes.'* PSE

also stated that the “detailed design, vendor selection, and specific deployment

approach decisions are not expected to be finalized in the near term.”!*

Q. Does Staff have any recommendations relating to equity in PSE’s IT

investments?

reiterates that PSE should continue to implement the four tenants of energy justice,’

No additional recommendations beyond current Commission guidance. Staff

5

meet regulatory requirements, and ensure collaboration with the EAG and other

dedicated public feedback groups as it relates to equity in IT investment programs,

and the implementation of future Al projects.

IV.  CONTESTED ISSUES AND ADJUSTMENTS

A. Cyber and Physical Security Program (Adjustment to 6.30)'

Q. What is PSE’s Cyber and Physical Security Program?

13 See Exh. PK-10 at 2-3.
14 1d. at 3.

15 In re Interim Policy Statement Regarding Procedural Justice, Docket A-230217, at 4-5, 9 10 (May 12,
2025). The four key tenets to comprehensively measure and advance energy equity are Recognition Justice,

Procedural Equity, Distributional Equity, and Restorative Justice.
16 See Koenig, Exh. PK-11 and Exh. PK-12.
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A. PSE’s Cyber and Physical Security Program is a continuous, enterprise-wide

initiative designed to protect PSE’s digital systems, operational technologies,

t.!” The program is

facilities, and personnel from an ever-changing threat environmen
divided into two aspects: cyber security and physical security. Cyber security is
focused on protecting PSE’s information systems, operational technologies, and
sensitive data from unauthorized access, disruption, or misuse. Some examples of the
cyber security components PSE incorporated in this MYRP period include identity
and access management enhancements, cloud-based security, advanced threat
detection and response, and data loss prevention.'® Physical security is focused on
preventing unauthorized access to facilities and assets while protecting employees,
contractors, and infrastructure from harm. Some examples of the physical security
components PSE incorporated in this MYRP period include the deployment of

enhanced perimeter protections, modernization of access control, surveillance, and

security management platforms, and risk-based prioritization of site upgrades. '’

Q. Is PSE requesting rate recovery for its Cyber and Physical Security Program?
Yes, PSE is requesting recovery of approximately $49 million across the MYRP
period, including approximately $12 million in Rate Year 1, $19 million in Rate

Year 2, and $18 million in Rate Year 3.2°

17 Perry, Exh. DEP-1T at 27:9-11.

18 1d. at 30:2-28.

9 Id. at 30:30-31:5.

20 Id. at 29:12-16 and Perry, Exh. DEP-3 at 1.
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Q. Does Staff have any concerns with the components PSE wishes to incorporate
into its Cyber and Physical Security Program?

A. No. Staff currently has not identified any concerns with the efforts being made by
PSE to ensure Cyber and Physical security for their employees, contractors,

customers, and infrastructure.

Q. Does Staff have any concerns with the requested rate recovery for PSE’s Cyber
and Physical Security Program?

A. Yes. One of the supporting exhibits provided by PSE for the Cyber and Physical
Security Program was a Corporate Spending Authorization (CSA).?! PSE provided
CSAs for each program in its IT investment portfolio, and each CSA showcases a list
of the approval and change history for each program. In the approval and change
history within the Cyber and Physical Security CSA, PSE stated that they “[a]dded
$1M each year 2029-30 to pad outyears per meeting with IT Security on 5/20.72
When asked about this $§1 million addition, PSE responded that the phrase “pad” was
used informally by the author of the CSA and that the term was not intended to
suggest a lack of substantive basis.?* Furthermore, PSE stated that the $1 million per
year reflected is a contingency provision, which was intended to accommodate

reasonably foreseeable but not yet specified future cybersecurity needs.?* While Staff

2 A CSA, according to PSE, “provides a structured evaluation of the underlying business need or operational
requirement, analyzes alternative solution options, and assesses the associated risks, costs, and expected
benefits of the proposed course of action.” Perry, Exh. DEP-1T at 5:5-8.

22 Perry, Exh. DEP-5 at 5.

23 See Koenig, Exh. PK-2 at 13, Section (d)(2).

#d.
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Q.

appreciated the clarification on the terminology used in the CSA, there remains a
significant lack of substantial evidence that the additional $1 million is needed and
justified for any specific future program that would benefit cyber or physical security

within this MYRP period.

Does Staff have any alternative proposals regarding PSE’s Cyber and Physical
Security Program?

Yes. Staff proposes that PSE remove the $1 million addition from its Cyber and
Physical Security Program rate recovery due to a lack of substantial evidence that
such an addition would be beneficial to any program within the Cyber Security and

Physical Security Portfolio and thus benefit ratepayers in the long-term.

What is Staff’s proposed alternative rate recovery for PSE’s Cyber and
Physical Security Program?

Staff’s proposed alternative rate recovery for PSE’s Cyber and Physical Security
Program would be no changes to Rate Year’s 1 and 2, and a decrease to
approximately $17 million in Rate Year 3. This would result in a total rate recovery
of $48 million for PSE’s entire Cyber and Physical Security Program during this

MYRP period.

B. GIS Technology Rationalization

What is PSE’s GIS Rationalization Project?

TESTIMONY OF PAUL KOENIG Exh. PK-1T
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PSE utilizes GIS as a technology platform to capture, store, manage, analyze, and
visualize geographically referenced data associated with electric and natural gas
assets. The GIS Rationalization Project is an ongoing consolidation of three of the
core GIS applications currently being used by PSE (GE Smallworld, Esri (ArcGIS
platform), and Tensing)®® into a single streamlined GIS platform. This updated GIS
platform will, among other uses, be a single source of record for all spatial asset data
for electric and gas, provide mobile engagement for real-time field and office access
and updates, and reduce the risks associated with maintaining multiple core
components.’® PSE plans to have the consolidated GIS platform in service by Rate

Year 3.

Is PSE requesting rate recovery for its GIS Rationalization Project?
Yes. PSE is requesting approximately $17 million over the course of the MYRP
period with roughly $10 million applied to Rate Year 1, $6.5 million applied to Rate

Year 2, and $0.5 million applied to Rate Year 3.7’

Does Staff have any concerns with implementation of the GIS Rationalization
Project?

Yes. Staft is concerned on multiple fronts with the sheer lack of supporting
information provided by the Company for this project—both in the initial case filing

and in response to Staff data requests. Staff’s concerns include a lack of justification

25 See Koenig, Exh. PK-3 at 1.
26 Perry, Exh. DEP-1T at 33:5-18.
27 Id. at 34:3 and Perry, Exh. DEP-3 at 1.
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for replacing the existing GIS systems and a lack of consideration of potential
alternative GIS platforms. Firstly, while PSE states that the current technologies
operating their GIS platform are “ageing technologies,””® the Company also states
that “the current GIS platform has historically supported PSE's core mapping and
asset-location operational needs.”” PSE rationalizes the updated platform by
highlighting that the present GIS environment has expanded materially beyond what
the current platform was designed to deliver, and because key components of the
current platform are reaching an unspecified end-of-life date within this MYRP
period.*® While this reasoning is understandable on a surface level, PSE has provided
zero supporting evidence of the specific changes to the GIS environment that show
that the Company’s current capabilities within their existing multi-platform system
are not able to meet Company’s business needs moving forward. Rather, the
company highlights more general “efficiency issues” within their own existing multi-
platform architecture, which they are currently operating on, as the justification-by-
overview for this transition.>!

Furthermore, while PSE provided their own justification for the selection of
Esri's ArcGIS Enterprise and Esri’s Utility Network as their next-generation GIS
platform,*? including their engagement with outside parties and an ongoing

commercial and technical relationships with Esri, Inc.,** the Company did not

28 See Koenig, Exh. PK-4 at 1.

2 See Koenig, Exh. PK-2 at 16, Section (e)(1).

0.

31 See Koenig, Exh. PK-4 at 2-5.

32 See Koenig, Exh. PK-5 at 3-4, and Perry, Exh. DEP-6 at 15-18.
33 See Koenig, Exh. PK-5 at 1.
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provide any meaningful breakdown of the alternatives considered. When asked if
there was a thorough Request for Proposal (RFP) process used for the consideration
of alternatives, PSE reiterated their own internal processes and justification of their
decision by stating, “The principal alternatives would be either to continue the
current multi-vendor architecture (which the project is designed to resolve) or to
adopt a wholesale change to a different platform, which would not leverage PSE's
existing Esri footprint and would entail substantially greater implementation scope
and risk.”** While PSE claims they have made considerations of alternatives and a
rationale for the Esri selection, that information has not yet been made available to
the Commission. The Company stated, “PSE is prepared to make the alternatives
analysis available for review consistent with the Commission's procedures for
confidential information.” This forward-looking justification-to-come is akin to
telling Staff to simply “trust us,” which is inconsistent with Commission standards in

rate case proceedings.

Q. What is Staff’s recommendation regarding the GIS Rationalization Project?
Staff, while recognizing the specific integration challenges that arise with PSE’s
current multi-platform architecture,*® recommends that the Company provides a
substantive report providing additional justification for the GIS Rationalization
Project. This report would include the end-of-life dates for the existing GIS systems

being transitioned away from, a breakdown of the competitive solicitation process

3 1d. at 3.
3 1d.
36 See Koenig, Exh. PK-4 at 3-4.
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(including bids, quotes, and evaluation metrics) that led PSE to selecting Esri as their
next-generation GIS platform, and a thorough explanation as to why a unified GIS
platform is necessary for the current challenges faced by GIS services and why its

current configuration no longer meets business needs.

Q. Does Staff’s recommendation involve altering PSE’s requested rate recovery for
the MYRP period in any way?

A. No. Staff’s recommendation does not affect PSE’s requested rate recovery but will
require work on the part of PSE to bolster its information technology documentation

and acquisition processes.

C. SAP S/4 HANA Migration Project (Adjustment to 6.27)%’

What is the SAP S/4 HANA Migration Project?

The SAP S/4 HANA Migration Project is a systems modernization initiative meant
to replace PSE’s existing enterprise resource planning (ERP) platform, SAP ERP
Central Component version 6.0 (SAP ECC 6.0), which will reach obsolescence in
20278 with the next iteration of SAP ERP solutions, the SAP Business Suite 4 on
SAP HANA (SAP S/4 HANA).?* SAP ECC 6.0 has been in service at PSE since it

was released in 2005%° and functions as the centralized system of record that

37 See Koenig, Exh. PK-13 and Exh. PK-14.
38 Perry, Exh. DEP-1T at 38:17-39:15.

3 Id. at 39:20-21.

40 See Exh. PK-2 at 29, Section (g)(1).
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integrates and enables data sharing across virtually all major business operations for
PSE.*! Staff agrees a continually supported ERP platform is necessary for PSE’s
operations because, without vender support, the Company would face a rise in
challenges when applying security patches, maintaining regulatory compliance,
integrating new technologies, and ensuring system stability. Additionally,
unsupported software environments would result in the company operations being
vulnerable to cyber threats and may limit PSE’s ability to protect sensitive customer
and employee data.*> PSE is currently in the planning and preparatory stage of this
migration effort, with an expected in-service date of June 30, 2028,* and an
expected strategic-use life of this new platform to continue with maintenance until

approximately 2040.*

What is the Company requesting regarding the SAP S/4 HANA Migration
Project?

PSE is currently requesting approximately $264 million for the entire SAP S/4
HANA Migration Project with roughly $248 million included within the MYRP
period. Of that amount, approximately $169.2 million is applied to Rate Year 2, and

$78.7 million applied to Rate Year 3.4°

Does Staff have any concerns regarding the SAP S/4 HANA Migration Project?

41 Perry, Exh. DEP-1T at 38:19-21.

2 Id. at 40:5-11.

43 See Exh. PK-6 at 1.

“Id at5.

4 Perry, Exh. DEP-1T at 43:11-15 and Perry, Exh. DEP-3 at 1.
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A. Yes. Staff has multiple, significant concerns regarding both PSE’s approach to
selecting the SAP S/4 HANA platform as the next ERP platform, and the lack of

alternative costs provided by PSE in its submitted testimony.

Did PSE consider potential alternatives to the SAP platform?

No. PSE did not consider non-SAP alternatives and determined that a non-SAP
alternative would “introduce higher costs, greater implementation risk, and
significant organizational disruption and was therefore not selected.” PSE also did
not provide a formal quantitative cost comparison of non-SAP alternatives and
instead relied on “third-party advisors,” with experience advising utilities and other
large enterprises on ERP strategy, when making the decision to not pursue a “best-
of-breed replacement.”*’ Yet again, PSE demonstrates through multiple data requests
a “trust us” mentality throughout its IT acquisition processes. For example, PSE did
not identify who these third-party advisers were, or the methodology that they used,
but instead stated that these unidentified advisors, “suggested that a best-of-breed
replacement strategy was not advisable for PSE under PSE's current circumstances,
and that there was no compelling business or technology justification for departing
from PSE's existing SAP-based ERP environment in favor of a multi-vendor best-of-

breed replacement.”*®

46 Perry, Exh. DEP-1T at 43:7-8.
47 See Koenig, Exh. PK-8 at 1-2.
®Id
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Does the SAP S/4 HANA Migration Project meet the Commission’s Standards
of Prudence?

No. Staff finds that the SAP S/4 HANA Migration Project does not meet the
Commissions Standards of Prudence. Staff is concerned with two aspects of the
prudence criteria in this case: the evaluation of alternatives and adequate

documentation justifying the investment.

Did PSE evaluate alternatives to the SAP S/4 HANA Migration Project?

No. PSE provided zero information regarding the evaluation of alternatives to the
SAP S/4 HANA platform, and Staff has no way of knowing what alternatives were
considered or by what criteria they were judged. PSE did highlight some alternative
scenarios for the implementation of the SAP S/4 HANA Migration Project, but this
is not a sufficient replacement to a more substantial consideration of alternative
platforms. If the Company had provided documentation showcasing a variety of ERP
platforms they considered, along with an analysis of why the SAP S/4 HANA
platform was chosen as the best option along with supporting metrics, there would be

far less concern with the project overall.

Why was the documentation provided by the Company for this project
inadequate?

As mentioned in Section III of this testimony, the Company must provide support in
its testimony that 1) demonstrates a need for the project, 2) provides a cost-benefit

analysis, 3) evaluates alternatives, and 4) showcases the involvement of the board of
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directors in the decision-making process. PSE has not provided adequate quantitative
or qualitative documentation, in either the initial, filed case or subsequent data
requests, that supports a clear cost-benefit analysis or evaluates alternatives. In fact,
PSE did not provide any documentation that showed who the consulted “third-party
advisors” were or the metrics that were used to determine that the SAP S/4 HANA
platform was the most justifiable and reasonable option when compared to
alternatives. This lack of justification is incredibly concerning relative to the cost and
risk to ratepayers. The SAP S/4 HANA Migration Project ($248 million) represents
nearly a third of the IT Investment portfolio being requested during this MYRP
period ($870.3 million). Considering both the cost, size, risk, and business
importance of maintaining a consistent ERP platform, the Company should have
included the proper evaluation of potential alternatives before selecting the same
ERP vendor. Proper documentation in this case would have included 1) a clear cost-
benefit analysis of the SAP S/4 HANA platform when compared to potential
alternatives, as well as the alternative scenario’s for implementation, and 2) a list of
evaluated alternatives that were considered, along with a clear list of metrics by

which they were judged and selected.

What are the alternative scenarios for the SAP S/4 HANA Migration Project
implementation you mentioned?

The Company highlighted two successive optional paid maintenance tiers for
potentially remaining on the SAP ECC 6.0 platform. The first tier is the SAP

Extended Maintenance, which would last from 2028-2030. This extension of the

TESTIMONY OF PAUL KOENIG Exh. PK-1T
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current platform would offer continued maintenance of the current product for two

years while priced at approximately a 2-percentage-point premium above standard

SAP maintenance.*” The second tier is the SAP Customer-Specific Maintenance

(CSM), which would last from 2031 to beyond. This extension adds an additional

premium on top of the previous tier and would act as a final bridge rather than a

long-term solution as the company inevitably transitions off the SAP ECC 6.0

platform.>® See Table 1 - Alternative Implementation Scenarios below for a timeline

of each of the migration scenarios.

Table 1 - Alternative Implementation Scenarios

PSE’s Current Alternative Scenario 1 — Alternative Scenario 2 —
Proposal’! Extended Maintenance® Extended Maintenance plus
Customer-Specific
Maintenance®
2026 | SAP ECC 6.0 SAP ECC 6.0 SAP ECC 6.0
2027 | SAP ECC 6.0 SAP ECC 6.0 SAP ECC 6.0
Transition to SAP S/4
HANA
2028 | SAP S/4 HANA SAP ECC 6.0 +2 percent SAP ECC 6.0 +2 percent
premium premium
2029 | SAP S/4 HANA SAP ECC 6.0 +2 percent SAP ECC 6.0 +2 percent
premium premium
2030 | SAP S/4 HANA SAP ECC 6.0 +2 percent SAP ECC 6.0 +2 percent
premium Transition to SAP S/4 | premium
HANA
2031+ | SAP S/4 HANA SAP S/4 HANA SAP ECC 6.0 +2 percent
premium plus additional
premium for CSM

4 See Koenig, Exh. PK-7 at 1. Standard SAP maintenance is approximately 22 percent of the customer's SAP
license base, plus an additional ~2 percent for Extended Maintenance, resulting in approximately 24 percent of

the license base per year during the Extended Maintenance period.

30 See Koenig, Exh. PK-7 at 1.

5! Perry, Exh. DEP-1T at 39:13-42:4.
52 See Koenig, Exh. PK-7 at 1.

3 1d. at 1.
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Q. What reason did PSE give for declining to choose either of the alternative
scenario options?

A. PSE stated that the extension scenarios do not provide access to SAP’s newer
functionality; pose potential risks by running on an unsupported or lightly supported
platform; and delay the “ultimately unavoidable” transition to a new ERP platform

which may result in a more expensive migration at a later date.>

Q. How much would it cost if PSE remained on the SAP ECC 6.0 platform for
Extended Maintenance?

A. When asked what the alternative costs would be if PSE remained on the SAP ECC
6.0 platform for Extended Maintenance, and how such costs would compare to
PSE’s proposal of migrating sooner, PSE did not provide any cost comparisons.>
Instead, PSE iterated that the extended maintenance has a “fundamentally different
cost profile,” and that a full comparison of the two alternatives requires consideration
of SAP vendor costs, internal PSE operating costs of supporting an aging platform,
avoided-cost savings from S/4 HANA-enabled capabilities, risk-adjusted valuation
of the cybersecurity and operational risks of operating an unsupported platform.>
Further, PSE alluded to the fact that extended maintenance ultimately defers the
migration cost rather than eliminates it.>’ These reasons, while extensive, sidestep

the goal of addressing bottom-line costs when comparing PSE’s proposed scenario

4 See Koenig, Exh. PK-7 at 3-4.
5 1d.

6 1d. at 2-4.

STId.
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and the extension alternatives. If the alternative scenarios had been properly vetted,

these cost comparisons should have already existed and been available for review.

Does Staff find PSE’s justification for an immediate transition to the newer
ERP platform adequate?

No. A cost comparison is necessary when comparing the potential alternative
pathways for PSE’s future ERP platform or any other significant investment. While a
comparative analysis of the options may involve intricate complexities, this does not

excuse PSE from completing their due diligence on this matter.

What evidence is needed for PSE to justify an immediate transition to the newer
ERP platform?

PSE should provide a comprehensive assessment of potential ERP alternatives
(including a quantitative scoring of costs and benefits), and a clear cost comparison
between PSE’s suggested migration timeline vs. the alternatives with extended
maintenance cost adders. Without this analysis, it is unclear why PSE should not

delay the SAP S/4 HANA Migration Project until 2030.

What does Staff recommend regarding PSE’s SAP S/4 HANA Migration
Project?

Staff recommends the removal of all SAP S/4 HANA Migration Project rates
(roughly $248 million) from the MYRP period. This includes the removal of

approximately $169.2 million in Rate Year 2, and $78.7 million in Rate Year 3.
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D. Budget Planning Tool (Adjustment to 6.30)%

What is the Budget Planning Tool?

The Budget Planning Tool project is meant to replace PSE's existing financial
planning application, SAP Business Planning and Consolidation (SAP BPC). This
replacement was initially driven by the vendor announcing the end of mainstream
support for the existing platform in 2027, and also by the need for an integrated
planning environment to support PSE's MYRP and clean-energy capital portfolio.>
PSE identified this initiative as a prerequisite to the SAP S/4 HANA Migration
Project, as well as a necessity when considering the Company’s aging forecasting
system.®’ The Company also claims other expected benefits for this program include
enhanced forecasting accuracy, improved cost management, and automating various
aspects of the workflow process.!

Similarly to the SAP S/4 HANA Migration Project, PSE’s current Budget
Planning Tool, SAP BPC, offers two successive optional paid maintenance tiers for
potentially remaining in service beyond 2027. The first tier is the SAP Extended
Maintenance, which would last from 2028-2030 for a 2 percent premium, and the
second tier would be the SAP Customer-Specific Maintenance, which would last
from 2031 to beyond for an additional cost increase with limited operational

support.®? After conducting an RFP, PSE awarded the product/software subscription

38 See Koenig, Exh. PK-15 and Exh. PK-16.

% See Koenig, Exh. PK-2 at 42, Section (i)(1), and Perry, Exh. DEP-1T at 52:3-9.
60 Perry, Exh. DEP-1T at 53:18-20.

1 Id. at 54:8-24.

2 See Exh. PK-2 at 44, Section (i)(2).
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contract for the Budget Planning Tool Project and executed a product subscription

contract to the Anaplan's Connected Planning Platform on February 25, 2026.

What is the Company requesting regarding the Budget Planning Tool?
PSE is currently requesting approximately $23.5 million for the Budget Planning
Tool program, with all rates being applied to Rate Year 1, which is coinciding with

the expected system in-service year.

Does Staff have any concerns regarding the Budget Planning Tool?

Yes. Similarly to the SAP S/4 HANA Migration Project, Staff is concerned
regarding alternative costs of selecting Extended Maintenance, and how such costs
would compare to PSE’s proposal of implementing the project sooner. PSE did not
provide any cost comparison between “switching vs. remaining” on the same system
until 2030. While PSE asserts that these programs should be switched now, there is
no evidence to show that the Company couldn’t delay until 2030 with extended +2

percent premium maintenance costs.

What does Staff recommend regarding the Budget Planning Tool?
Staff recommends removal of costs associated with the Budget Planning Tool from
the MYRP period. This removal would include approximately $23.5 million in Rate

Year 1.
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E. Al Innovation Program (Adjustment to 6.30)%

What is the AI Innovation Program?

PSE is proposing the Al Innovation Program “prototype-to-production” pathway that
would act as a centralized framework for evaluating, testing, and scaling Al-enabled
applications across the enterprise as they arise.** The Company argues that rather
than allowing decentralized experimentation of future Al programs that could result
in inconsistent standards, duplicative efforts, or unmanaged risk, the Al Innovation
Program would create a structured environment in which ideas can be vetted, piloted,
and transitioned into supported production systems.®> According to PSE witness
Perry, the Al innovation program would, amongst other things, manage the Al
program pipeline, provide a proof-of-concept framework, and craft infrastructure and
sandbox environments for Al programs to be evaluated while not impacting

production systems.®¢

Q. What is the Company requesting regarding the AI Innovation Program?
PSE seeks recovery of approximately $19 million over the MYRP period, with
approximately $5.4 million in Rate Year 1, $5.6 million in Rate Year 2, and $8.0

million in Rate Year 3.

63 See Exh. PK-17 and Exh. PK-18.
% Perry, Exh. DEP-1T at 55:11-56:6.
% Id. at 55:19-56:1.

6 Id. at 56:14-24.
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Does Staff have concerns regarding the AI Innovation Program?

Yes, Staff has several concerns regarding the Al Innovation Program, these include:

1. a lack of used and useful justification,

2. a lack of known and measurable events,

3. inconsistencies regarding the program’s benefits, and

4. inconsistent treatment when compared to other IT investment programs.

Please explain how PSE did not meet the used and useful criteria.

As stated in Section III, Staff interprets “used” to mean that the investment is in
service, and “useful” to mean that a company has demonstrated that its investment
benefits Washington ratepayers. The Al Innovation Program is a “prototype-to-
production” pathway for future proof-of-concept initiatives rather than an initiative
in and of itself, and that the program has no timeline for any future initiatives to be
introduced, Staff finds that that it does not meet the criteria to be called “used.”
Furthermore, since the program is merely paving the way for future benefiting
programs and not independently providing investment benefits to Washington

ratepayers, it also does not meet the criterial to be called “useful.”

Please explain the lack of a known and measurable justification.

As stated in Section III, in order to be seen as “known,” the event that causes a
change to revenue, expenses, or rate base must be known to have occurred during or
after the historical 12 months of actual results of operations. When asked what

assurances the Company has taken to ensure that the Al Innovation Program won’t

Exh. PK-1T
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result in a fragmented approach to future initiatives, PSE stated that it “does not
represent that the Al Innovation Program will remain static or that no future refresh
of its components will ever be required. The Al landscape is evolving rapidly, and
any responsible enterprise-technology framework must be designed to evolve with
it.”®” Staff finds that, due to the Program’s amorphous nature, as provided by the
Company’s non-existent business case in its initial filing, and lack of any
implementation dates for future Al programs, the Company cannot provide any
known effects of future events, and therefore, it does not meet the standard of
“known.”

Additionally, as stated in Section III, the classification of “measurable” has
historically meant that “the amount cannot be an estimate, projection, product of a
budget forecast, or some similar exercise of informed judgment concerning future
revenue, expense, or rate base.”®® In this case, the Company’s judgment of the Al
Implementation Program’s future revenue, expense, and rate base is incredibly vague
and lacking, which in-turn means that it does not meet the criteria of “measurable.”

Lastly, while Staff understands that, by its very nature, the Al Innovation
Program has a scope that goes beyond the years of the rate case, that only
exemplifies the need for a clear and concise demonstration of “known and
measurable” evidence. The Commission’s Used and Useful Policy Statement
addresses this concern directly by stating:

The further a proposed adjustment considered in a GRC
occurs from the end of the test year, the less time Staff and

67 See Exh. PK-2 at 60-61, Section (j)(4).
8 Used and Useful Policy Statement at 8, § 23.
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other parties must review a company’s supporting evidence. In
light of these factors, the company’s burden to demonstrate
that it has met the requirements guiding adjustments to test-
year data is greater.%’

This means that, due to the longer timeframe that the Al Innovation Program would
be operating under, there is a larger need for the “known and measurable”

justification that must be provided by the company.

Please explain the inconsistencies regarding the program benefits.

While the other IT programs being proposed by the Company for cost recovery in
this case can be argued to achieve some level of benefit for the ratepayer over the
course of the MYRP, the Al Innovation Program simply does not articulate a clear
benefit. Rather, the purpose of the Al Innovation Program, a program which would
cost ratepayers $19 million, is to lay the foundation for an Al program that may or
may not arrive in the future. With no actual program or business case being
proposed, there are no possible benefits that can be measured at this time.
Additionally, when asked what assurances the Company can provide that its current
proposal won’t become a fragmented approach in the future, PSE responded that the
program will be structural rather than predictive, with adaptive approach within a
centralized environment. ° Staff interprets this response as the Company leaving the

answer vaguely open-ended, thwarting any meaningful attempt to measure benefits.

6 Used and Useful Policy Statement at 9, § 25.
70 See Koenig, Exh. PK-2 at 60-61, Section (j)(4).
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Furthermore, when responding to Staff’s questions, the Company stated that
“PSE is Not seeking recovery of speculative Al experiments.”’! And yet, in the
submitted testimony, PSE stated that “the Al Innovation Program mitigates these
risks by providing a secure, standardized pathway for experimentation and
deployment.” (Emphasis added.)’”> While one may argue the semantics as to what
“experiments” mean within each context, Staff finds that the inconsistency of what
this program is and isn’t to be the problem. Depending on the question posed, the Al
program is either structured or flexible, consolidating or expanding. While Staff is
not inherently against the implementation of Al in future programs, this proposed

program still lacks the required known benefits to be included in rates at this time.

How does PSE evaluate IT investment programs?

As stated by witness Perry, PSE has a methodology of evaluating programs which it
is currently using to evaluate all other proposed programs in its IT Investment
testimony. PSE utilizes an established review process for its IT Capital portfolio to

evaluate the business need or operational requirement for each program.”

Please explain the differences of the AI Innovation Program when compared to
other IT investment programs.
The Al Innovation Program is not a traditional program per-se; rather, witness Perry

claims that it is meant to evaluate, test, and scale Al-enabled applications with a core

"l See Koenig, Exh. PK-2 at 63, Section (j)(5).
2 Perry, Exh. DEP-1T at 58:1-2
3 Id. at 15:1-16:10.
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objective to create a more defined, repeatable pathway for future Al programs.” In
contrast, the other IT investment programs offered in witness Perry’s testimony do
not rely on any future unknown programs in order to provide a benefit for the
ratepayer. Staff finds that other programs being put forth in DEP-1T have the
potential, at least qualitatively, to generate benefits that can be measured and
evaluated on their own merits unlike a future Al program whose benefits are
unknown and will occur on an unknown timeline. Given the wide range of modern
Al programs currently being developed, needing a vast array of unique
specifications, there is no way of knowing what benefits, if any, will arise from the

Al Innovation Program.

Is development of a unique pathway for evaluating an Al program necessary?
No. A future Al program does not need a unique pathway for evaluation when the
existing pathway, as described above for IT investments being identified and
approved for funding within the IT Capital Portfolio, is able to accommodate all
other programs being proposed, despite the wide range in program differences

amongst them.”

What was PSE’s justification for including this program in this Rate Case?
PSE has used the opportunity within this GRC to claim that the Al Innovation

Program provides a wider range of qualitative benefits than any other program listed

74 Id. at 55:11-57:6.
5 Id. at 15:1-16:10.
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in the Company’s IT investment portfolio. In the Company’s testimony, PSE has
provided a CSA for each program (over $15 million) that the company seeks a return
on in rates.’”® For each of these CSAs, PSE has included a checklist of the qualitative
benefits that each program is expected to provide. The subjects in this list include
Future Cost Avoidance, Customer, DEI (Diversity, Equity, Inclusion), Regulatory,
Reliability Improvement, Risk Reduction, and Safety. While all other programs have
checked off some of these subjects, the Al Innovation Program has marked
qualitative benefits to all areas.”” Staff finds this claim doubtful, especially
considering that the Al Innovation Program is a “prototype-to-production” initiative

that is not implicitly structured to provide benefits.

What is Staff’s recommendation regarding the Al Innovation Program?
Staff recommends the removal of costs associated with the Al Innovation Program
(approximately $19 million). This would include roughly $5.4 million in Rate

Year 1, $5.6 million in Rate Year 2, and $8.0 million in Rate Year 3.

V. CONCLUSION

Q. Please summarize the impact of your recommendations.

Tables 2, 3, and 4 below provide a summary of how my recommendations impact

Net Operating Income, Rate Base, and Revenue Requirement.

76 See Perry, Exh. DEP-4 through DEP-12.
7 See Perry, Exh. DEP-12
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Table 2 - Net Operating Income Impact

Program RY1 RY2 RY3 Program
Total
Cyber and Physical - - - -
Security Program
GIS Technology - - - -
Rationalization
SAP S/4 HANA Migration | Elec: Elec: Elec: Elec:
Project 805,963.17 8,928,132.56 22,300,817.97 | 32,034,913.70
Gas: Gas: Gas: Gas:
410,401.41 4,546,260.08 11,355,713.83 16,312,375.31
Budget Planning Tool Elec: Elec: Elec: Elec:
307,930.79 2,463,446.28 2,463,446.28 5,234,823.35
Gas: Gas: Gas: Gas:
156,800.25 1,254,402.01 1,254,402.01 2,665,604.28
Al Innovation Program Elec: Elec: Elec: Elec:
407,971.72 981,274.98 1,597,549.15 2,986,795.84
Gas: Gas: Gas: Gas:
207,741.71 499,671.26 813,481.86 1,520,894.84
Rate Year Total Elec: Elec: Elec: Elec:
1,521,865.68 12,372,853.82 26,361,813.40 | 40,256,532.90
Gas: Gas: Gas: Gas:
774,943.37 6,300,333.35 13,423,597.70 | 20,498,874.42
Table 3 - Rate Base Impact
Program RY1 RY2 RY3 Program Total
Cyber and Physical - - Elec: Elec:
Security Program (55,216.67) (55,216.67)
Gas: Gas:
(28,116.67) (28,116.67)
GIS Technology - - - -
Rationalization
SAP S/4 HANA Migration | Elec: Elec: Elec: Elec:
Project (4,190,849.11) | (51,474,189.20) | (112,381,431.13) | (168,046,469.45)
Gas: Gas: Gas: Gas:
(2,134,006.17) | (26,210,974.10) | (57,225,316.73) (85,570,297.00)
Budget Planning Tool Elec: Elec: Elec: Elec:
(1,912,692.10) | (13,408,490.69) | (9,892,112.77) (25,213,295.56)
Gas: Gas: Gas: Gas:
(973,954.59) (6,827,686.02) | (5,037,124.73) (12,838,765.35)
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Al Innovation Program Elec: Elec: Elec: Elec:
(2,273,518.01) | (4,909,064.88) | (6,983,404.65) (14,165,987.54)
Gas: Gas: Gas: Gas:
(1,157,689.37) | (2,499,726.07) | (3,555,992.65) (7,213,408.09)

Rate Year Total Elec: Elec: Elec: Elec:
(8,377,059.22) | (69,791,744.77) | (129,312,165.22) | (207,425,752.54)
Gas: Gas: Gas: Gas:
(4,265,650.13) | (35,538,386.19) | (65,846,550.78) (105,650,587.10)

Table 4 - Revenue Requirement Impact

Program RY1 RY2 RY3 Program Total

Cyber and Physical - - Elec: Elec:

Security Program (4,190.95) (4,190.95)

Gas: Gas:
(2,134.06) (2,134.06)

GIS Technology - - - -

Rationalization

SAP S/4 HANA Migration | Elec: Elec: Elec: Elec:

Project (1,120,276.85) | (12,819,581.26) | (30,830,568.59) | (44,770,426.71)
Gas: Gas: Gas: Gas:
(570,451.87) (6,527,809.72) | (15,699,115.37) | (22,797,376.96)

Budget Planning Tool Elec: Elec: Elec: Elec:
(451,382.69) (3,477,128.18) | (3,214,257.64) (7,142,768.51)
Gas: Gas: Gas: Gas:

(229,846.85)

(1,770,575.08)

(1,636,719.78)

(3,637,141.71)

Al Innovation Program Elec: Elec: Elec: Elec:
(578,485.57) (1,352,400.28) | (2,127,589.56) (4,058,475.41)
Gas: Gas: Gas: Gas:
(294,568.41) (688,650.55) (1,083,381.71) (2,066,600.67)

Rate Year Total Elec: Elec: Elec: Elec:
(2,150,145.11) | (17,649,109.72) | (36,176,606.74) (55,975,861.57)
Gas: Gas: Gas: Gas:
(1,094,867.13) | (8,987,035.35) | (18,421,350.92) (28,503,253.40)
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Q. Does this conclude your testimony?

Yes.
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