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I. INTRODUCTION

Please state your name and business address.
My name is David C. Gomez. My business address is 621 Woodland Square Loop

SE, Lacey, WA 98503. My business email address is dave.gomez@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 Senior Regulatory Analyst in the Regulatory Services Division. |
attained this position in August of 2025. Prior to this assignment at the Commission,
I was the Assistant Power Supply Manager in the Energy Section of the Regulatory
Services Division for ten years (2012-2022). I have been with the Commission for 16

years.

Would you please state your educational and professional background?
I hold a Bachelor of Arts degree in Business from Hamline University and a Master
of Business Administration from the University of Saint Thomas; both universities
are located in Saint Paul, Minnesota.

Before joining the Commission, my relevant professional experience
consisted of 28 years in a variety of fields, including management, contracting,

supply chain, procurement, operations, and engineering.
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What are your duties and experience with the Commission?

I perform accounting and financial analysis of regulated utility companies, as well as
legislative and policy analysis. I presented testimony on behalf of Commission Staff
in Docket UE-121373, regarding the Coal Transition Power Purchase Agreement
between Puget Sound Energy (PSE or Company) and TransAlta Centralia
Generation LLC; Dockets UE-130043, UE-140762 and UE-191024 Pacific Power &
Light’s (Pacific) 2013, 2014 and 2019 general rate cases (GRC); PSE’s 2013, 2014,
2016 and 2020 Power Cost Only Rate Cases (PCORC) as well as their 2017 GRC;
and Dockets UE-140188, UE-150204, UE-160228, UE-170485, UE-190334, and
UE-260007, Avista Corporation’s (Avista) GRCs. I also provided testimony on
power supply issues in PSE’s 2019 GRC, Docket UE-190529; Staff’s investigation
regarding the prudency of Colstrip Unit 3 & 4’s 2018 outage and replacement power
costs in Docket UE-190882; PSE’s application for an Order authorizing the sale of
its interests in Colstrip Unit 4 in Docket UE-200115; and most recently, UE-250537,
PSE’s tariff revision to amend its Schedule 95 Power Cost Adjustment Mechanism
(PCAM), to eliminate the dead band and sharing bands from the calculation of the
annual PCAM imbalance for sharing. Additionally, I have provided Staff’s
recommendations to the Commission at numerous open meetings and worked on

various Commission rulemakings.
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II. SCOPE AND SUMMARY OF TESTIMONY

What is the purpose and scope of your testimony?

I respond to the prefiled direct testimony and exhibits of PSE witnesses John A,
Piliaris (Piliaris) regarding the Company’s proposal to eliminate the dead and sharing
bands (PCA bands) in the Power Cost Adjustment mechanism (PCA). I also respond
to the prefiled direct testimony and exhibits of PSE witness Brennan D. Mueller
(Mueller) regarding PSE’s proforma power cost baseline for each year of its

proposed three-year rate plan (2027-2029).

Please summarize your recommendations.
The Commission should:
1. Reject PSE’s proposal to eliminate the PCA bands.
2. Increase the size of the PCA bands to rebalance the shared power cost risk
borne by both ratepayers and the Company as follows:
a. The size of the deadband should be increased from +/- $17 million to +/-
$30 million.
b. The first sharing band (SB1) should be increased from +/-$17 - $40
million to +/- $30 - $50 million with over-recoveries shared 35 percent
with the Company and 65 percent with ratepayers and under-recoveries

shared 50 percent with the Company and 50 percent with ratepayers.
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c. The second sharing band (SB2) should be increased from +/- $40 million
to +/- $50 million with both under and over-recovery shared 10 percent
with PSE and 90 percent with ratepayers

3. Require PSE to use its after-tax cost of debt to calculate interest on PCA
deferral balances commencing January 1, 2027, in conformance with the
policy statement in Docket U-250264.

4. Permit PSE to file an update to forecasted power costs for the first year of the
MYRP in a compliance filing after the Commission has issued its final order
in the case.

5. Allow PSE to file updates to forecasted power costs and the PCA variable
baseline rate prior to the beginning of each subsequent calendar year in the
MYRP.

a. The preliminary forecast update is to be filed 90-days prior to the rate
effective date with the final update occurring three weeks prior to the rate
effective date. In this MYRP, that means a preliminary forecast filed on
October 1, 2027, with the final update occurring three weeks prior to the
January 1, 2028, rate effective date, and a preliminary forecast filed on
October 1, 2028, with the final update occurring three weeks prior to the
January 1, 2029, rate effective date.

b. The Company will be precluded from proposing/making changes to the
methodologies used to estimate power costs during the pendency of the

rate plan.
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c. The approved power cost update process also includes a list of specific

inputs and assumptions that are to be reviewed and updated with each

filing:
1.
ii.
iil.
1v.

V.

Vi.

Vii.

Viii.
iX.
X.

Xi.

Costs associated with Mid-C hydro contracts;

Costs associated with upstream pipeline capacity;

Planned outage schedules and forced outage rates;

BPA transmission rates;

PSE’s updated retail electric demand forecast using the same
forecast methodology approved in the GRC’s final order;
Variable O&M cost inputs to the Aurora dispatch model;
The price of emissions allowances for compliance with the
Climate Commitment Act;

Hedges and physical supply contracts;

Natural gas prices;

Changes to terms of current resources; and

Any new or updated resources (including transmission contracts).

6. Require PSE to provide quarterly PCA reporting.

7. Reduce net power costs for RY 1 by $342.0 million, RY 2 by $284.0 million

and RY 3 by $325.0 million.

Have you prepared any exhibits in support of your testimony?

Yes. I have prepared Exhibits DCG-2C through DCG-22 listed above in the List of

Exhibits.
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III.  PSE’S PROPOSAL TO ELIMINATE THE PCA SHARING BANDS

What does PSE propose with regard to the dead and sharing bands in the PCA?
PSE is requesting the Commission eliminate the requirement for deadbands and
sharing bands (PCA bands) in PSE’s Power Cost Adjustment Mechanism (PCA).!
The Commission had dismissed an earlier petition filed prior to this GRC where the

Company made an identical request.

Did Staff sponsor testimony in UE-250537?

Yes. Exhibit DCG-3 contains Staff’s response testimony and exhibits from that case.

Q. Please summarize Staff’s response testimony in UE-250537 regarding the
Company’s proposal to eliminate the PCA bands?
A. Removal of the PCA bands would only subject ratepayers to more costs and further

exacerbate energy affordability challenges for PSE’s customers while doing nothing

to resolve the underlying causes of the power cost variance problem. The Company

misrepresents the causes of persistent negative variances in PCA results since 2019,
narrowing them to only two:

e Inherent difficulties in forecasting power costs, and

e Limited ability to control/manage power costs.®

While these two causes contribute somewhat to the problem of power cost variances

! Piliaris, Exh. JAP-1T at 2:1-4.
2 WUTC v. Puget Sound Energy, Docket UE-250537, Order 06 q 76 (February 23, 2026).
3 Piliaris, Exh. JAP-3 at 28:1-8.
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exceeding the deadband since 2019, there are more significant causes at play which
the Company has conveniently left out:

e Extraordinary events which the power cost baseline was never
intended to account for and whose anticipated occurrence was the principal
reason for the PCA’s creation;

e Tightening supply in the Northwest markets for power which has amplified
the effects of extraordinary events (power cost variance), particularly for PSE
given its reliance on these markets to meet peak load and offset power cost
through market sales; and

e Failure to timely refresh the underlying assumptions in the baseline (i.e.,
power and gas market prices, load, resources and contracts).

Staff’s response testimony focused on these three significant causes and their
respective contribution to the power cost variance problem (2019-2024). Staff
provided evidence supporting its findings and conclusions using largely the
testimony of the Company’s own witnesses. As a result, Staff refuted the Company’s
claims that it has limited ability to control its power costs, and successfully
challenged the Company’s assertion that the PCA bands are the source of PSE’s
financial challenges as opposed to the variances themselves and their underlying
causes as well as the significant investment in capital required by the Company to

meet the state’s clean energy goals.

Q. Is Staff’s position the same in this case?
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Yes, for the same reasons Staff previously stated in response testimony in Docket
UE-250537.* The Commission should again reject PSE’s proposal. The Commission
established the risk-sharing mechanism in the PCA for a reason, and that cannot be
disregarded. Context is important. Prior to the existence of the PCA, PSE absorbed
all of the power cost variance risk. The creation of the PCA shifted variance risk
onto ratepayers, so the remedy to that risk shift was to create a risk-sharing
mechanism (i.e., the PCA bands). Secondarily, one of the purposes of the risk-
sharing mechanism was to provide PSE with an incentive to pursue cost efficiency

(since they would have skin in the game).’

In the introduction section of his rebuttal testimony in docket UE-250537,
witness Piliaris includes general observations regarding the response testimony
of parties in UE-250537. What is Staff’s opinion regarding witness Piliaris’
general observations?

Piliaris implies that the response testimony provided by Staff and the other parties
relies on arguments based on “falsehoods” with the primary motivation of the
respondents being to maintain the “status quo” under the guise of promoting

affordability for customers at the expense of the Company and its shareholders.®

Did Staff’s response testimony rely on falsehoods as implied by Piliaris?

4 Gomez, Exh. DCG-3 (Docket UE-250537, Gomez, Exh. DCG-1T at 7:1 to 9:2).

5 With risk comes reward. For PCA over-recoveries above the dead band, the Company immediately retains its
share via the PCA bands prior to refunding customers the remaining share with interest over time. Prior to
2017, the Company retained a $118.5 million share of PCA over-recoveries that would have otherwise been
fully refunded to customers under the Company’s proposed dollar-for dollar tracker.

¢ Piliaris, Exh. JAP-8 at 4-6.
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A. No. Staff’s response testimony from Docket UE-250537 clearly contradicts Piliaris’
accusation that Staff is uncritically following “dogma”’ on this issue. Following
Commission precedent when Staff agrees with the rationale underlying that
precedent is not dogmatic. The Company, not Staff or the other noncompany parties,
is asking the Commission to change its policy of requiring risk sharing in power
costs. It is incumbent upon the Company therefore to clearly demonstrate that a
deviation from precedent is warranted. While PSE insists that this case presents “new
and more fundamental issues”® compared to the past, the evidence simply does not
bear that claim out.

As Staff stated earlier, the evidence provided in response to Piliaris’ pre-filed
direct testimony relied almost entirely on testimony provided by Company witnesses
themselves. For example, in Section V of Staff’s testimony, Staff debunks Piliaris’
assertions that the presence of the PCA bands has had a negative impact on PSE’s
credit metrics by citing the testimony of PSE’s Corporate Treasurer, Andrea G.

Peterman in the Company’s 2024 GRC stating otherwise.’

Q. Staff’s response testimony in Docket UE-250537 discusses actions being taken
by the Company to transition away from relying on short-term bilateral

purchases as an example of PSE’s ongoing management of its power costs to

7 Piliaris, Exh. JAP-8 at 5.

$1d.

 Gomez, Exh. DCG-3 at 24:16 -27:8. (“Peterman states that annual updates to power costs at the start of each
rate year of the multiyear rate plan will support PSE’s ability to demonstrate to credit rating agencies that the
regulatory structure in this state is supportive of effective and timely recovery of power costs.,” citing
Peterman’s relevant testimony, included in Gomez, Exh. DCG-3 starting at 417:10 (Docket UE-220066,
Peterman, Exh. CGP-1CT at 40:10)).
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reduce its power cost under recovery risk.!’ Does Staff have anything to else to

add?

A Responding to Piliaris’ narrative that the Company stands powerless in the face of

persistent negative PCA variances, Staff pointed to actions taken by the Company to
mitigate its power cost risk like addressing its past over-reliance on tightening
bilateral markets to meet peak loads in favor of power purchase agreements with

firm dispatchable resources as well as entering a day-ahead market.

Q. Inits attachment to the acknowledgment letter in PSE’s 2017 Integrated
Resource Plan (IRP), what did the Commission say about PSE’s strategy of

relying on bilateral markets to meet its future peak loads?

A. The Commission expressed concern regarding this strategy stating that the absence

of a Company plan “for eliminating reliance on market purchases over the 20-year

plan carries excessive risk (emphasis added).”!! Now that the risk of PSE’s strategy

has manifested, contributing greatly to the PCA negative variance problem since
2019, the Company attempts to change the narrative by characterizing market price
volatility during peak events as an uncontrollable risk. As stated by witness Piliaris
himself, “[a] reliable way to make people believe in falsehoods is frequent repetition,

because familiarity is not easily distinguished from the truth.”!?

19 Gomez, Exh. DCG-3, (Docket UE-250537, Exh. DCG-1T, Section IV at 19:10 to 24:4).
' Gomez, Exh. DCG-4 at 6, § 2.
12 Piliaris, Exh. JAP-8 at 4.
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Q. What about Piliaris’ statement regarding rating agencies’ expectations for
power cost recovery?'

A. As previously mentioned, Section V of Staff’s response testimony in Docket UE-
250537 addresses this issue and shows that the variances themselves, and their
underlying causes, are part of the problem and not the bands themselves.'* The
Company appears to be persistent in advancing this false dilemma in spite of

evidence to the contrary.

Q. In Staff’s response testimony in UE-250537, Staff recommended that the
Commission explore a path to examine the size of the PCAM bands through a
binding collaborative with the goal to arrive at a consensus position among the
parties and establish a solid record for the Commission on this matter. Does
Staff still make this recommendation after reviewing Piliaris’ rebuttal
testimony?

A. No. Witness Piliaris’ rebuttal testimony clearly states the Company’s preference is to
eliminate the PCA bands altogether and that it is only open to proposals that
modestly share its PCA under-recovery risk with ratepayers.!® Staff interprets this to
mean that PSE’s position on this issue starts at dollar-for-dollar recovery (100
percent risk to ratepayers) and not the current status quo which Staff will show later

in this testimony already inequitably shifts PCA under-recovery risk in favor of PSE.

13 Piliaris, Exh. JAP-8 at 13:11 - 14:10.
14 Gomez, Exh. DCG-3 at 24:16.
15 Piliaris, Exh. JAP-8 at 7:1-6.
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Clearly, Staff and the Company are too far apart on this issue to make a compromise

solution via collaborative a realistic option.

Are persistent PCA negative variances since 2019 acceptable to Staff?

No. Since 2019, ratepayers have absorbed 65 percent ($325 million) in PCA negative
variances in the form of surcharges which has undeniably been a source of rate
instability for both customers and the Company. Staff’s response testimony in UE-
250537 tackles this problem head-on and offers the Commission tangible
recommendations, none of which include the removal of the PCA bands in favor of a

dollar-for-dollar tracker.

A. The PCA is Rooted in Precedent

Q. Can you briefly describe the circumstances faced by the Company and the
Commission just prior to the creation of the PCA?

A. In its 2001 GRC, PSE proposed a staggering $228.3 million increase to its rates
driven in large part by uncertainty regarding its power cost recovery risk in the rate
effective period. The Company also filed a petition requesting the Commission grant
PSE interim rates (surcharge) to recover an additional $170 million in deferred
power costs it could not recover through its authorized rates.'® Precipitating the

Company’s request for these large rate increases was the 2000-2001 Western energy

16 WUTC v. Puget Sound Energy, Dockets UE-011570 and UG-011571 (consolidated), Ninth Supplemental
Order at 5:9 (March 28, 2002).
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crisis. From mid-2000 to mid-2001 market prices for power rose (and power supply
availability tightened) dramatically. During that same period, PSE was able to offset
escalating power costs by selling its surplus power at a healthy margin.!” To ensure
that the Company had adequate fuel supply for its gas generation fleet, PSE made the
decision (assumed the risk) to enter into several fixed-price commitments. In mid-
2001, market prices for power and gas collapsed, the Company’s fixed-price gas
agreements became uneconomic and unrecoverable either through customer rates or

via market sales.

In the 2001 GRC, did PSE also request a dollar-for-dollar tracker for power
costs?
Yes. Facing dire financial consequences as a result of credit agency downgrades, the

Company advocated for a dollar-for-dollar tracker:

Does PSE need a tracker (or a hedged rate) in order to attract capital on
reasonable terms?
Yes.

A mechanism for ensuring the full and timely recovery of PSE’s
ongoing power costs is essential to restoring the Company’s financial
integrity. I believe that the recent changes in the wholesale power
markets and the resulting power cost volatility have been of sufficient
severity that this type of mechanism is required. Over the past several
months, the credit rating agencies and financial markets have
exhibited significant concern about PSE’s deteriorating financial
condition. Absent a mechanism that provides framework for recovery
of power costs, PSE's capital costs will continue to rise, and PSE runs

17 Gomez, Exh. DCG-5 at 2:19 - 4:20.
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the further significant risk of being denied access to capital as the

Company’s risk profile deteriorates. Such a regulatory mechanism is

also needed to send a strong signal to the financial markets that the

Commission is aware of the financial challenges facing utilities in

Washington state and is willing to address these challenges through a

balanced approach to cost recovery.'®
Does Staff believe that the circumstances which led to the creation of the PCA
mechanism and bands are similar to what we face today?
Yes, except prior to the creation of the PCA, PSE shouldered all of its power cost
recovery risk as opposed to now where it equitably shares a portion of these risks
with ratepayers. Prior to the PCA, the Company’s only recourse to cover its pro
forma power cost recovery risk was through general rate increases. For prior period
unrecovered power costs, the Company had to petition for interim rate relief or
otherwise eat these costs. In both cases, the outcome for the Company, its customers,
and its investors was uncertain. The PCA removed this uncertainty regarding
recovery of both prior period and proforma power costs under a framework of shared
risk. Ultimately, in the 2001 GRC, the Company and parties settled upon a more
modest increase to rates of $59 million and $25 million (out of $170 million
requested) in interim rate relief. Presumably, PSE’s willingness to settle for amounts

much lower than it requested in the 2001 GRC was due in large part to the creation

of the PCA mechanism.

18 Gomez, Exh. DCG-6 at 19:22- 20:11.
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Q. What did PSE have to say about the settlement that resulted in the PCA

mechanism?

Testifying in support of the settlement which created the PCA, Kimberly Harris,

Vice President of Regulatory Affairs for PSE stated the following:

In general, PSE believes that the Settlement Stipulation will result in
rates, terms, and conditions of service that are fair, just, reasonable,
and sufficient, and that the Settlement Stipulation is good for the
Company, its customers, and its shareholders. The settlement will
assist the Company in restoring its financial health, providing an
overall percent electric rate increase, about $59 million annually for
PSE. It also provides for a power cost adjustment mechanism, which
should enhance the Company's financial stability and address investor
concerns associated with volatility in wholesale power markets.'’

Q. What else did PSE have to say about the settlement that resulted in the PCA

mechanism and its sharing bands?

A. The Company also stated the following:

Speaking for the Company, the PCA settlement reflects a balancing of policy
considerations and interests, including the following:

The need to rebuild and maintain the Company’s financial stability through
timely recovery of prudently incurred energy supply costs.

The balance between providing customers with certainty and rate stability, as
well as price signals when appropriate.

The challenge of maintaining a financially healthy utility in the context of
volatile wholesale energy supply markets.

The need for a mechanism that appropriately and equitably shares power cost
variances between shareholders and ratepayers (emphasis added).

The need to position the Company to effectively compete in capital markets.

The need for a mechanism that provides proper incentives to the Company to
manage its resource portfolio in a way that is efficient, cost effective, and
makes appropriate use of power cost risk management techniques.*’

19 Gomez, Exh. DCG-7 at 1:22 - 2:9.
20 Gomez, Exh. DCG-8 at 2:1-22.
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. Does Staff agree with Piliaris that PSE’s Authorized ROEs have not
Q g

compensated the Company for the risks it shoulders under the PCA bands?

A. No. The nexus between the Company’s authorized ROEs and the PCA was first

established in Docket UE-011570 through a settlement that was approved in the
Commission’s 9th Supplemental Order in that case (March 28, 2002). The
Settlement Stipulation filed by PSE on March 20, 2002, states:

The issue of a fair rate of return on equity (i.e., cost of common equity and
equity capital structure) for purposes of the pending General Rate Case will
be resolved as follows: pro forma Equity Capital Ratio shall be set at 40%,
and Return on Equity (ROE) shall be set at 11%. The 11% ROE takes into
account the development and implementation of a Power Cost Adjustment
(PCA) consistent with the principles stated herein for a PCA, as described in
Section I1.C.1, below. (emphasis added)”

Section II.C.1 — “The Participating Parties agree that a power cost adjustment
mechanism (PCA) which properly shares the risk of power cost variations
between customers and shareholders is appropriate and will be implemented
as part of the General Rate Case.?!

In its order approving the PCA, the Commission stated the following:

A PCA mechanism should achieve an appropriate balance between risks
to customers and risks to utility shareholders. The parties propose a
mechanism that would result in a sharing of costs and benefits between
PSE and its customers if power costs deviate significantly from those
embedded in PSE’s rates.?

2 WUTC v. Puget Sound Energy, Dockets UE-011570 & UG-011571 (consolidated), Ninth Supplemental
Order: Rejecting Tariff Filing Approving and Adopting Settlement, Stipulation; Authorizing and Requiring
Compliance Filing, Appendix A, 99 13 and 22 (March 28, 2002). Emphasis added.

2 1d. atq 22.
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B. Piliaris Mischaracterizes Staff’s Recommendations

Q. How does Piliaris describe Staff’s proposal regarding the timing and frequency
of power cost updates?

A. In Staff’s response testimony, Staff provided numerous examples of how the
timeliness and frequency of the PCA baseline updates affected results in the 2019-
2024 deferral years. Piliaris’ rebuttal testimony first mischaracterizes and then
dismisses Staff’s recommendation regarding a very important principle underpinning
the successful operation of the PCA. Piliaris describes Staff’s recommendation
regarding the timing and frequency of power cost updates as a flawed attempt to
account for (forecast) the effects of extraordinary events in the baseline.?® To support
his claim, he cites the Commission’s rejection of Avista’s proposal in its 2024 GRC
to include a “Forecast Error Adjustment” (FCE) which sought to capture energy
market variability and external factors that, according to Avista, are difficult or
impossible to accurately model in Aurora and that are typically outside of the

utility’s control.?*

Q. In Avista’s current GRC, Staff provided testimony regarding the FCE. What
did Staff have to say in that case?
A. In Staff’s response to the prefiled direct testimony of Avista witness Clint G. Kalich,

Staff debunked his assertion that the Commission erred in its decision to reject the

23 Piliaris, Exh. JAP-8 at 12:10-12.
24 Piliaris, Exh. JAP-8 at 13:1-6.
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FCE as evidenced by the large actual (2025) and forecasted (2026) Energy Recovery
Mechanism (ERM) deferral balances.*> The evidence Staff provided to support its
position in the Avista case was from the company’s own witness, Kevin Holland
who discusses the principal contributor to actual and projected ERM variances for
2025 and 2026 in a separate filing, the ERM annual review (Docket UE-260215).
Holland States:

Authorized power supply expenses established in the 2024

Washington GRC were based on materially higher market prices,

resulting in a significant deviation from actual prices throughout

2025. The impact of lower market prices not only caused a larger

variance to occur within net sales (purchases and sales, collectively),

but it also impacted the Company’s strategy for optimizing its
generation resources.

In the 2024 Avista GRC, the market price assumption embedded in the ERM
baseline for 2025 and 2026 was established using the 90-day average of forward
market prices for power ending July 15, 2024. Holland’s testimony in UE-260215
provides tables showing the downward progression of forward prices for 2025 from
the July 15, 2024, update through the rate effective date of January 1, 2025.
Ultimately, the large ERM variances (actual and projected) for 2025 and 2026 were
primarily the result of a stale (6-month old) market price assumption (both gas and
electric market prices) which established a baseline that grossly overstated (by
$114.8 million) the contribution of wholesale sales for those rate years and not

because the Commission erred in its decision to reject the FCE.?” Additionally, there

25 Gomez, Exh. DCG-9 at 8:14-19.

26 Gomez, Exh. DCG-9 at 9:8-13.

27 The market sales shortfall due to a stale market price forecast accounted for 75 percent of the 2025 ERM
negative variance. Lower than expected hydro ($26.1 million) accounted for the rest.
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was no provision in Avista’s 2024 GRC to update power costs for the 2026 ERM
deferral year (Rate Year 2) which is contrary to Staff’s recommendation in this case

as well as in Avista’s current GRC.

Q. Piliaris in rebuttal goes one step further and brands the Avista power cost
collaborative workshops ordered by the Commission in the 2024 GRC as a
failure. Does Staff agree with his conclusion?

A. Not at all. There were a total of nine proposals offered by Avista to improve power
cost modeling methodology reviewed in the workshops. In its current rate case,
Avista proposed adoption of only six of the nine and added a new one; Proposal 10 —
Proforma Load Adjustment. In Staff’s response testimony, Staff supported Avista’s
six proposals from the workshops (with some modifications) and opposed Proposal

10.%

Q. One of the proposals that emanated from the Avista power cost workshops was
a switch from a 90-day average of natural gas forward prices to 30-day average
(Proposal 1). Is Staff recommending in this case that PSE also make this change
in their power cost methodology?

A. Yes, for reasons discussed in the power cost section below. For the 2025 PCA

deferral year, had PSE relied on a 30-day average, its power cost variance would

28 Proposal 10 was not reviewed in the workshops.
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have been reduced by $50 million.?” The point Staff is making here is that power
cost collaboratives (as well as variance analysis of prior period results during the
annual power cost reviews) are valuable exercises in managing future power cost
variances. Ideally, collaboratives allow parties to review and openly discuss
proposals that improve power costs forecasts and minimize controversies during
general rate cases. From Staff’s perspective, this was achieved in the Avista power

cost workshops.

Do you believe a power cost collaborative is necessary for PSE?

No. Staff enjoys an excellent working relationship with the Company’s power cost
team. In the annual reviews as well as in the most recent power cost update for the
2026 PCA deferral year, both Staff and the Company analyzed prior period results
closely in an attempt to collaboratively identify opportunities for improvement with
an eye toward minimizing future PCA variances, a common interest that would
likely not exist under a dollar-for-dollar tracker regime. These efforts, along with the
annual update to PSE’s Rate Year 2 PCA baseline, appear to be bearing fruit as is
evidenced by the Company’s forecast PCA variance for 2026 of $560,000 (well
within the deadband).*° PSE makes no mention of this, presumably because this fact
is inconvenient to the Company’s misplaced argument that the bands are the

problem.

2 Gomez, Exh. DCG-10C at Pages 1 and 3. About 40 percent of the negative PCA variance for 2025 was
attributable to the use of a 90-day average of natural gas forward prices which failed to account for a rapid
decrease in market prices as well as not including the costs (and benefits) of the Grays Harbor tolling
agreement in the approved baseline.

30 Gomez, Exh. DCG-11 at 2.
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C. The PCA and PSE’S ROEs

Q. Earlier in this testimony Staff identifies the nexus between PSE’s Authorized
ROEs and the PCA. How does that square with Piliaris’ claims that the
Company is not compensated for the risks it shares with ratepayers?

A. In the hearing regarding the settlement that created the PCA referenced earlier, Chair
Marilyn Showalter clarified for the record that the ROE agreed to by the parties (11
percent) took into account PSE’s shared power cost risk under the PCA as opposed
to a utility with a dollar-for-dollar tracker.’! Responding on behalf of the parties to
the settlement, Jim Lazar of Public Counsel and Markham Quehrn of PSE confirmed
the Chair’s understanding that the ROE agreed to in the settlement did in fact take
into account the shared risk between the Company and its customers. At hearing,
Lazar provided an example from the Nevada Commission, a jurisdiction that at the
time allowed 100 percent pass-through of power cost variances (dollar-for-dollar). In
Lazar’s example, the authorized ROEs for Nevada Power and Sierra Power was 10.2

and 10.17 percent respectively, 80 basis points lower than PSE’s.??

Q. Does Staff think that PSE’s authorized ROEs over the 24 years the PCA has
been in existence have included its share of power cost risk?
A. Yes, it is logical to conclude that it has, given PSE’s share of the risk was accounted

for when the PCA was first established and thereafter when the Commission set the

31 Gomez, Exh. DCG-12 at 2213:11-16.
32 Gomez, Exh. DCG-12 at 2211:1 to 2214:2.
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Company’s authorized ROEs based on the range of returns for proxy utilities with
and without power cost risk sharing.>* Presumably every credit ratings report since
the PCA was established accounted for the reduced risk of under recovery that the
PCA provided the Company. Furthermore, PSE never brought up the issue that its
ROEs were not compensatory of this risk in the years it received its $118 million
share of over-collections through the bands prior to 2019.3* In fact, in 2015 the
Commission reduced the size of the bands which lowered the Company’s ROE
under-recovery risk by an average of 50 basis points.>> When you stop and consider
PSE’s current proposal for dollar-for-dollar recovery against the burden borne by
ratepayers to bail PSE out of financial troubles of its own making in 2002 and the
affordability crisis faced by these same ratepayers now, you have to question Piliaris’
statement in his prefiled direct testimony that the Company’s “natural interest [is] to

alleviate rate pressure for its customers”.>

33 Piliaris, Exh. JAP-6 at 14:12 to 13:7. On this issue, AWEC witness Mullins aptly cites the prefiled direct
testimony of PSE witness Bulkley who discusses her comparison of the proxy group’s power cost recovery risk
she uses to justify PSE’s proposed ROE in the 2024 GRC. Bulkley notes that “89.19 percent of the operating
companies held by my proxy group are allowed to pass through fuel costs and purchased power costs directly
to customers, without deadbands and sharing bands. Therefore, the continued use of annual power cost
updates, as proposed by the Company, is consistent with the majority of the proxy group companies. In the
event that the annual power cost updates are not authorized in this proceeding, PSE’s risk associated with the
recovery of power costs will be significantly greater than the proxy group, on average.”

3% Gomez, Exh. DCG-13 at Page 7:5-11.

35 Wash. Utils. and Transp. Comm’n v. Puget Sound Energy, Dockets UE-130617 et al, Order 11, p. 5,9 8 - p.
6,9 13 (Aug. 7, 2015) (The modifications to the PCA bands took effect on January 1, 2017. Additionally, the
settlement approved by the Commission also reduced the surcharge trigger from $30 to $20 million.)

36 Piliaris, Exh. JAP-3 at 10:3- 8.
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Q. Staff’s introduction refers to a proposal to increase the size of the PCA bands to
rebalance the shared power cost risk between the Company and its ratepayers.
Can Staff explain the analysis which led to this conclusion?

A. The dollar range of each PCA band (above and below the deadband) represents both
an opportunity and risk to the Company’s authorized ROE. PSE and its shareholders
are well aware that authorized ROEs are not a guarantee of actual returns.>” While
the dollar range of each PCA band remains static over time, the dollar value of PSE’s
authorized ROEs since 2017 has grown annually by an average of six percent. Prior
to 2017, the dollar value of authorized ROEs only grew annually by an average of
one percent.*® Staff calculated PCA band risk and opportunity as a percentage of
authorized ROE for the years spanning 2009 — 2025.* As shown in the chart and
tables in Exhibit DCG-2, PSE’s under-recovery risk under the PCA has gone down
since 2009. Isolating the periods prior to (2009-2016) and after the Commission
reduced the PCA bands (2017-2025) shows an average reduction in authorized ROE
under-recovery risk of 50 basis points as mentioned earlier (from 1.4 percent to 0.9
percent of ROE). Staff’s proposal increases the size of the bands to rebalance under-

recovery risk to 1.1 percent of ROE (a 20 basis point increase).*’

37 The Company discloses this risk to its shareholders annually.

3% Gomez, Exh. DCG-2C.

3% Gomez, Exh. DCG-14. PSE was unable to produce the information requested by Staff for the years 2003 to
2008 citing the following reason:

“PSE started calculating authorized returns on equity (“ROE”) on an average of monthly averages basis
beginning in 2009, following the conclusion of Docket U-072375. Calculating a consistent and
comparable authorized ROE in dollars for calendar years prior to 2009 would require PSE to compile
monthly equity, derivative and subsidiary gain/loss, and other equity adjustments that PSE had not
historically reported. The lack of monthly financial data would require PSE to make assumptions in those
periods that would compromise the comparability to the years under the current regulatory structure.”

40 Gomez, Exh. DCG-15.
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Q. Why did Staff not recommend an increase of S0 basis points to the size of the
bands?

A. The 30 basis point difference reflects not including the third sharing band that was
eliminated in 2015. Staff believes that a 20 basis point increase to the bands is a
reasonable adjustment to rebalance risk between the Company and its ratepayers. A
rebalance is appropriate given that over the last nine years the PCA under-recovery

risk has shifted in favor of PSE.

Q. In its discussion with shareholders, does PSE make the link between PCA
under-recoveries and its impact to authorized ROEs in the same way described
above?

A. Yes. In a recent presentation to investors, PSE breaks down the various impacts (one
being power cost variance) to authorized ROE in the same manner discussed above
regarding the PCA bands.*! Staff further notes that the Spring 2026 presentation to
investors paints a very different picture of the Company’s financial health than what

Piliaris describes in his testimony.

Please summarize Staff’s PCA band proposal.
Staff recommends that, rather than eliminate the PCA bands as PSE is proposing, the
Commission instead increase the size of the PCA bands to rebalance the shared

power cost risk borne by both ratepayers and the Company. The size of the deadband

4l Gomez, Exh. DCG-16 at 22.
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should be increased from +/- $17 million to +/-$30 million. The first sharing band
(SB1) should be increased from +/-$17 - $40 million to +/- $30 - $50 million with
over-recoveries shared 35 percent with the Company and 65 percent with ratepayers
and under-recoveries shared 50 percent with the Company and 50 percent with
ratepayers. The second sharing band (SB2) should be increased from greater than +/-
$40 million to +/- $50 million with both under and over-recovery shared 10 percent

with PSE and 90 percent with ratepayers.*?

If the Commission were to grant PSE’s request to eliminate the PCA bands,
does Staff have a recommendation as to an adjustment to the Company’s ROEs
in this case?

If the Commission is inclined to approve the Company’s request to eliminate the
PCA bands, Staff recommends the Commission reduce PSE’s return on equity
(ROE) to account for the significant reduction to its risk exposure. Stated differently,
if PSE’s ratepayers are required to accept a risk transfer of a significant portion of
the Company’s risks, they should be compensated for this involuntary risk
assumption. Staff witness David Parcell is recommending a 9.625 percent ROE for
PSE, which is slightly lower than his estimate of the fair ROE for his proxy utilities
(i.e., 9.75 percent) and is also a slight reduction from the 9.8 percent/9.9 percent
ROE awarded PSE for year 1 and year 2 of its current multi-year rate plan. Witness

Parcell’s 9.625 percent ROE recommendation for PSE is designed to recognize the

42 Gomez, Exh. DCG-15.
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multitude of significant favorable regulatory mechanisms to which PSE currently has
access. At the very least, the risk-reducing impact of the potential elimination of the
bands, as proposed by PSE, should be recognized as additional reasons to reduce
PSE’s ROE. Further, the climination of the bands and related risk reduction can be
viewed as justification for a ROE lower than the 9.625 percent recommended by
witness Parcell. Or if PSE doesn’t think risk sharing is necessary, the Commission
should consider eliminating the PCA altogether. The Company would not have to

share risk under that scenario either.

D. PSE Misapplies Commission Policy

Q. Does Staff agree with PSE that the PCA is a Performance Incentive Mechanism
(PIM)?

A. No. The PCA is essentially a perpetual deferral mechanism which is often referred
to as a tracker. In PSE’s 2024 GRC, Staff witness McGuire proposed the
Commission establish policy standards for trackers which includes three criteria for

determining whether establishing a tracker would serve the public interest.*’

Q. What does Staff witness McGuire see as the basic problem with trackers?
Trackers “shift risk onto ratepayers, disrupt the utility’s incentive to control its costs

(further exacerbating the risk that is shifted onto ratepayers), and add to the

43 Gomez, Exh. DCG-17 at 3:13-16.
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Commission’s administrative burden. And because trackers have these negative
effects, authorizing a tracker is, as a general matter, inconsistent with the public

interest.”**

Did Staff witness McGuire identify the proportion of PSE’s revenues recovered
through trackers or other cost recovery mechanisms?
Yes. In the 2024 GRC, McGuire showed that 25 percent of PSE’s revenue is covered

by a tracker. This percentage includes Schedule 95, Power Cost Adjustment.

What were the three criteria Staff witness McGuire recommend the
Commission adopt when evaluating whether a tracker serves a specific public
interest purpose?

The three criteria are as follows:

Criterion No. 1: For a specified set of costs, does the utility cost control

incentive interfere with progress toward meeting an important public policy
objective? If yes, the Commission could consider authorizing a tracker to eliminate
the utility’s exposure to regulatory lag and variance risk which, in turn, eliminates
the utility’s incentive to cut costs in pursuit of profit at the expense of the policy
objective.

Criterion No. 2: For a specified set of costs for which the Commission has

authorized deferred accounting treatment, is allowing the deferral balance to

4 Gomez, Exh. DCG-17 at 45:13-17.
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continue to accumulate through the utility’s next GRC likely to create
intergenerational inequities? If yes, the Commission could consider authorizing a
tracker to allow the utility to begin recovering the costs in question in advance of the
utility's next GRC, thereby staunching further growth of the deferral balance and, in
turn, limiting the severity of the intergenerational inequity created by the deferral.

Criterion No. 3: For a specified set of costs, is the variance risk so high that

cost increases outside of the utility’s ability to control are reasonably likely to have a
substantial impact on the utility’s earnings? If yes, the Commission could consider
authorizing a tracker as a means of reducing the utility’s exposure to that variance

risk by shifting some of the risk onto ratepayers.

Which Criterion applies to the PCA?

Criterion No. 3. Staff witness McGuire goes on to state: “If transferring variance risk
from the utility and onto ratepayers is justified on the grounds that variance risk is
too high for the utility to bear alone, it would be illogical to then say that same risk
should be borne in full by ratepayers. In circumstances where high variance risk
warrants establishing a tracker, that variance risk always should be shared in a

rational and equitable manner and never passed from the utility onto ratepayers in

full.*

4 Gomez, Exh. DCG-17 at 50:16-20.
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Q. Do you believe Staff’s PCA band risk rebalancing proposal shares power cost
variance risk in an equitable and rational manner?

A. Yes. Staff’s proposal rebalances the shared power cost risk between the Company
and its Customers to a level that is consistent with the precedent which first
established the PCA Mechanism. Presumably, the parties to the 2015 settlement
decided on a reduction to the size of the PCA bands based on the removal of fixed
production expense in the PCA without also considering how this might upset the
risk sharing balance. Staff’s proposal rectifies this as well as provides the
Commission a benchmark from which to evaluate the future size of the PCA bands

to ensure this balance remains.

E. Interest On PCA Deferral Balances

Q. In November 2025, the Commission issued its policy statement regarding the
carrying costs associated with accounting deferrals.*® Does PSE’s calculation of
interest on PCA deferral balances conform with that policy?

A. No. In PSE’s annual PCA review (Docket UE-260337) the interest applied to
deferral balances is the FERC quarterly interest rate. The Commission, in its policy
statement, decided that the appropriate interest rate for accounting deferrals (which

includes the PCA) was the utility’s after-tax cost of debt.*’ In this GRC, the

4 In the Matter of the Proceeding to Develop a Policy Statement Addressing Carrying Costs Associated with
Accounting Deferrals, Docket U-250264, Policy Statement Addressing Carrying Cost Associated with
Accounting Deferrals.

47 The Commission’s policy statement refers to interest as carrying costs.
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Company’s after-tax cost of debt for RY 1 is 4.25 percent.* The FERC rate used by

PSE to calculate interest on deferrals for 2025 averaged 7.65 percent.*

For PCA deferrals for 2025, what would have been the impact of using the
Company’s after-tax cost of debt instead of the FERC rate?

Had the after-tax cost of debt been applied instead of the FERC rate, the interest the
Company sought to recover from ratepayers for 2025 would have been $1.9 million

lower.

What is your recommendation?
I recommend that the Commission require PSE to use its after-tax cost of debt to
calculate interest on PCA deferral balances commencing January 1, 2027, in

conformance with the policy statement in Docket U-250264.

IV. PSE’S RATE YEARS 1 AND 2 POWER COSTS

What sections of PSE witness Mueller’s testimony are you responding to?
I am responding to Mueller’s Sections II, III, IV and VI. My colleague Staff witness

Oliver is responding to Section V.

48 Gomez, Exh. DCG-19.
4 The FERC interest rate is published quarterly.
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Q. What is Staff’s opinion of witness Mueller’s testimony in Section II of his

testimony?

A. Witness Mueller provides an accurate narrative of the underlying principles which

underpin the successful operation of the PCA mechanism. He also comments on the
importance of the timing and frequency of power cost updates, including annual
updates during the rate plan, as well as how past departure from this principle has
greatly impacted past PCA results:

A power cost forecast that is updated as near as practical to the start of a rate
effective period more closely aligns the forecast resource portfolio with
resources actually used to meet electric demand and helps make certain that
the power costs included in rates are estimated as closely as possible to costs
that are reasonably expected to be actually incurred.*

Mismatches between the time period for which power costs were forecasted
and the time they were included in rates contributed to significant PCA
under-recoveries in 2019 through 2022 and subsequent customer rate
surcharges.’!

Q. Section VI of Mueller’s testimony includes PSE’s proposal for the continuation
of annual power cost updates. What is Staff’s opinion regarding the Company’s

proposal?

A. Mueller’s testimony lists the four elements of PSE’s proposal:*?

1. An update to forecasted power costs for the first year of the MYRP in a
compliance filing at the conclusion of the general rate case.

2. Updates to forecasted power costs and the PCA variable baseline rate

prior to the beginning of each subsequent calendar year in the MYRP.

a. The final forecast update is to be filed 90 days prior to the rate
effective date. In this MYRP plan, that means an updated forecast

50 Mueller, Exh. BDM-IT at 7:6-10.
SUId. at 7:19 - 8:2.
2 Id. at 59:7-28 - 6:1-9.
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filed on October 1, 2027, for rates effective January 1, 2028, and
an updated forecast filed on October 1, 2028, for rates effective
January 1, 2029.

Preliminary forecast updates to be filed by April 30th of the year prior to
the rate effective year. In this MYRP plan, that means a preliminary
forecast of 2028 power costs filed April 30, 2027, and a preliminary 2029
power cost forecast filed April 30, 2028.

a. In addition to PSE’s current forecast of power costs for the next
calendar year, the preliminary forecast filings will include the
details and effects of any proposed changes to the methodologies
used to estimate power costs.

The approved power cost update process also includes a list of specific
inputs and assumptions that are to be reviewed and updated with each
filing:

e (Costs associated with Mid-C hydro contracts;

e Costs associated with upstream pipeline capacity;

e Planned outage schedules and forced outage rates;

e BPA transmission rates;

e PSE’s retail electric demand forecast;

e Variable O&M cost inputs to the Aurora dispatch model;

e The price of emissions allowances for compliance with the
Climate Commitment Act;

e Hedges and physical supply contracts;
e Natural gas prices;
e Changes to terms of current resources; and

e Any new or updated resources (including transmission contracts)

Staff mostly agrees with the Company’s proposal, however Staff

recommends the Commission adopt the following modifications to PSE’s proposal

(Items 1, 2a, 3, 4 bullet five):

1. An update to forecasted power costs for the first year of the MYRP in a
compliance filing after the Commission has issued its final order in the
case.

2. Updates to forecasted power costs and the PCA variable baseline rate
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prior to the beginning of each subsequent calendar year in the MYRP.

a.

The preliminary forecast update is to be filed 90-days prior to the
rate effective date with the final update occurring three weeks
prior to the rate effective date. In this MYRP, that means a
preliminary forecast filed on October 1, 2027, with the final
update occurring three weeks prior to the January 1, 2028, rate
effective date, and a preliminary forecast filed on October 1, 2028,
with the final update occurring three weeks prior to the January 1,
2029, rate effective date.

3. After the Commission has issued its final order in this case, the Company
will be precluded from proposing/making changes to the methodologies
used to estimate power costs during the pendency of the rate plan.

4. The approved power cost update process also includes a list of specific
inputs and assumptions that are to be reviewed and updated with each

filing:

Costs associated with Mid-C hydro contracts;
Costs associated with upstream pipeline capacity;
Planned outage schedules and forced outage rates;
BPA transmission rates;

PSE’s updated retail electric demand forecast using the same
forecast methodology approved in the GRC’s final order;>*

Variable O&M cost inputs to the Aurora dispatch model;

The price of emissions allowances for compliance with the
Climate Commitment Act;

Hedges and physical supply contracts;
Natural gas prices;
Changes to terms of current resources; and

Any new or updated resources (including transmission contracts)

33 My colleague, Dr. Sophie Major’s testimony (Exh. SCM-1T), discusses Staff’s concerns regarding the load
forecast underpinning the calculation of proforma power costs. Consistent with my recommendation that no
changes be made to the methodologies used to estimate power costs during the pendency of the rate plan, Staff
recommends that there be no changes to the methodology used to arrive at the power cost load forecast in this

case during the rate plan also.

TESTIMONY OF DAVID C. GOMEZ Exh. DCG-1T
DOCKETS UE-260005, UG-260006, & UE-260113 (Consolidated) Page 33



10

11

12

13

14

15

16

17

18

19

20

21

Q. What is Staff’s rationale for its modifications to the Company’s proposal for the
continuation of annual power cost updates?

A. It is vital that the PCA baseline be set using the most current assumption of market
prices. As we saw in PSE’s 2025 PCA annual review, market prices can move
rapidly, which can greatly impact results in the deferral year.>* As such, the final
update needs to be as close to the rate effective date as practicable. The same applies
to subsequent years of the rate plan. Staff also removes from PSE’s proposal the
filling of a preliminary power cost forecast at the same time it files its PCA annual
review (on April 30™). This additional process step is unnecessary given that the
Company, under Staff’s proposal, is precluded from making changes to methodology
during the rate plan. Filing an update 90 days prior to rate effective should be
sufficient to provide Staff and other parties enough time to review prior to the final
update three weeks before the rate effective date. Additionally, the focus of the PCA
annual reviews should be on prior period results, evaluating prudency of utility
actions during the deferral year, and any rate setting required by the Commission to

deal with prior year deferral balances.

Q. Why does Staff believe it is appropriate to freeze the power cost methodology
during the pendency of the rate plan?
A. Methodological changes should receive sufficient scrutiny, so a GRC is a more

appropriate venue than the updates. Additionally, because GRCs are adjudicated,

34 Staff’s proposal to move from a 90-day average of gas market prices in favor of a 30-day average also
addresses this.
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interested parties will be afforded more time to analyze and respond to the
Company’s proposal, which would provide the Commission with a more complete
record on which to make a decision. Updates should be straightforward and

uncontroversial.

Q. In 2014 the Commission modified its requirement for PCA reporting
established in Order 11 of Docket UE-130617 (Order 11) from a quarterly to
annual filing frequency.>> Why should the Commission return to quarterly
reporting?

A. Staff supports quarterly reporting on the PCA which was changed to an annual filing
in Docket U-210151, Order 01, Para. 19(8)(5). This was part of an effort by the
Commission to reduce regulatory burden. Staff originally supported the modification
to the PCA reporting requirement in U-210151. However, given the accumulation of
over $500 million in power cost variance since 2019 and the financial impact to both
shareholders and rate payers riding on PSE’s proforma forecast of its rate year power
costs, Staff believes the Commission and interested parties would be better informed
with more frequent reporting of PCA baseline performance to actuals.

Given the increased interest, issues, and concerns related to power costs, quarterly
tracking and reporting would allow Commission Staff and other interested parties to

stay ahead of the curve rather than reacting to a single filing once a year.

55 In the Matter of Reducing the Administrative Burden in Support of the Commission’s Ongoing Inquiry into
the Adequacy of the Current Regulatory Framework, Docket U-210151, Order 01 at P 19, March 14, 2024.
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Q. What does Staff recommend regarding reporting?

Staff recommends the Commission require the Company to provide the same PCA
reporting as it has in the past. Staff included an exhibit that shows the previous PCA
quarterly reporting format and information for reference.’® The PCA quarterly report
contains a summary of deferrals from the prior to deferral years and Schedule B
monthly power costs baseline to actuals for the current deferral year.

Q. Turning now to Section III of Mueller’s testimony regarding rate year power
costs in this proceeding, what Staff’s recommendation?

A. Table 2 of Mueller’s prefiled direct testimony contains the Company’s proforma
power costs for each year of the rate plan. For RY 1, PSE’s net power costs are $2.06
billion, RY 2 - $1.96 billion and RY 3 - $2.21 billion.*” Staff’s adjustments in Table
1 below reduce net power costs for RY 1 by $342 million, RY 2 by $284 million and
RY 3 by $325 million.

Table 1 Staff Rate Plan Proforma Power Costs

Acct. ($ in thousands) 2027 2028 2029

501 Coal fuel $0 $0 $0
547 Natural gas fuel $289,320 $262,727 $269,481
555WS Wind and solar purchases $98,048 $195,669 $275,423
555H  Hydro purchases $294,084 $302,351 $239,512
555MP Market purchases $304,984 $248,643 $332,270
555 Other contract purchases $623,999 $579,985 $676,852
447 Secondary sales ($127,004) | ($155,378) ($167,407)
565 Transmission $235,564 $244,842 $257,496
456 Other revenues ($50,080) ($51,245) ($51,709)
CCA WA CCA allowance costs $0 $0 $0

56 Gomez, Exh. DCG-20.
57 Mueller, Exh. BDM-IT at 11:1-2.
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557DR  Demand Response $19,751 $20,419 $23,631

557 Other power supply expense $30,037 $31,095 $32,987
Total Rate Year Power Costs | $1,718,703 | §$1,679,108 $1,888,536
Q. How did Staff arrive at its recommendation?

The Company’s as-filed power costs are based on the three-month average of gas
prices ending November 28, 2025.5® Staff’s recommended level of proforma power
costs are based on 30-day average of gas prices ending May 19, 2026.%° Of Staff’s
total adjustment to the rate plan’s proforma power costs above, about two-thirds is
attributable to the almost 34 percent drop in gas forward market prices since the
Company filed its case. The remaining adjustments to proforma power costs stem
from Staff’s reduction to rate year wind integration costs, reduction of costs
attributable to Demand Response contracts and removal, in its entirety, of costs
included by the Company in RY 3 for Unbundled Renewable Energy Credit
purchases.®® Additionally, Staff recommends no-cost allowances allocated to PSE by
Ecology be included in power cost as an offset zeroing out the CCA costs for each

year of the rate plan.®!

Section IV of Mueller’s testimony describes the Company’s forecast
methodology used to arrive at power costs for each year of the rate plan. What

is Staff’s position regarding the Company’s methodology?

38 Mueller, Exh. DCG-1T at 42:11-14.
% Gomez, Exh. DCG-18.

%0 Weber, Exh. QAW-1CT at 2:19-3:13.
1 Oliver, Exh. CRO-1CT at 3:5 to 4:19.
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Other than recommending the use of a 30-day forecast of gas forward market prices
and adjustments to the Company’s method for calculating rate year wind resource
variability costs discussed in more detail below, Staff is not contesting PSE’s as-
proposed methodology. The proposed power cost methodology in this case is
essentially the same as what Staff supported, and the Commission approved in the

2026 power cost update (2026 PCU).%?

Earlier Staff discussed PSE's most recent forecast for an end of year variance
within the deadbands for the 2026 PCA deferral year. Do these results provide
Staff further evidence in support of PSE’s methodology?

Yes. These results also validate Staff’s recommendations regarding the efficacy of
annual power cost updates. Staff expects that methodologies for arriving at power
costs will (and should) continue to evolve in an everchanging energy landscape. The
methodology PSE will employ during the pendency of the rate plan is static.
However, dialogue between the Company, Staff and the Parties should continue
between GRCs with the common goal of continuously improving the estimation of

rate year power costs using lessons learned from observing past results.

In this case, PSE is proposing to update its approach for calculating the power
cost impact of wind resource and load variability. Please describe this

approach?

62 Mueller, Exh. BDM-1T at 29:10-13.
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In modeling proforma power costs, the deterministic forecast of monthly power
prices are shaped based on the average historical percentage of average actual hourly
market prices divided by average actual monthly prices for each given hour. For
example, a hypothetical average forecast hourly price of $40 MWh on April 1%, Hour
1 is 66 percent of the average forecast monthly price for April of $60 MWh. The 66
percent being the average historical percentage for that month and hour. The forecast
average hourly price is then used to value hourly generation and market purchases in
the proforma rate year. The use of hourly and monthly averages, however, has failed
to fully capture the actual power cost impacts associated with hourly wind and load

variability.

The Company accounted for wind resource and load variability in the 2026
PCU. What methodology did PSE employ before?

PSE’s prior methodology, using the stochastic risk sampling functionality in the
Aurora model, was complex with results difficult to replicate and lacking
transparency. PSE’s revised methodology in this case employs a metric known as
“capture ratio,” which is used by developers and investors in the valuation of
variable production resources like wind or solar. To arrive at both wind resource and
load capture ratios, the Company utilized actual hourly volume and price data from
January 1, 2018, through December 31, 2024. The capture ratio’s numerator is
derived by summing the actual hourly wind resource output or load multiplied by the
actual hourly wind resource output or load hourly price for each hour in the month.

The denominator is the actual monthly total wind resource output or load multiplied
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by the actual average monthly price. ® The proforma power cost adjustment is
calculated for each month by multiplying the forecast monthly flat Mid-C price by

the monthly wind resource generation or load and one minus the capture ratio.

In its initial filing, how much wind resource and load variability costs did PSE
account for in the PCA baseline?

The as-filed baseline for RY1 contains $51.5 million of wind resource variability
cost and $65.7 million in load variability costs, this is $41 million higher than the

previous methodology used in the 2026 PCU.%

In discovery, Staff updated power costs using an updated 30-day forecast of gas
forward market prices. Did this have an effect on the level of wind resource and
load variability costs in the rate plan?

Yes, it reduced wind resource variability costs for RY1 by $21.1 million ($38.9

million) and load variability costs by $16.3 million ($49.4 million).

What additional adjustments does Staff make to wind resource variability
costs?

The Company’s base value calculation (capture ratio denominator) for Hopkins
Ridge, Lower Snake River, White Horse, Klondike and Vantage uses the seven-year

historical monthly average price multiplied by the seven-year total of monthly

8 Mueller, Exh. BDM-1T at 37:13 to 39:2.
4 Jd. at 40:1-7.
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production. Staff, however, calculates the capture ratio consistent with the definition
provided by the Company - the capture ratio denominator is the actual monthly total
wind resource output or load multiplied by the actual monthly price. Staff then sums
the results for each month and year of the seven-year period. This results in a smaller
capture ratio denominator than what the Company calculated. Staff’s capture ratio
adjustment further reduces wind variability costs for RY'1 by another $8.5 million
($30.4 million).%® Staff’s total adjustments to wind variability and load costs for the

rate plan are accounted for in Table 1 above (Account 555MP).

Q. Staff is also proposing PSE rely on a 30-day vs. 90-day average of gas forward
market prices for calculating and updating rate year power costs. Please explain
Staff’s position.

A. The use of a 30-day average is a change in methodology Avista implemented in its
current GRC as a result of the 2025 power cost collaborative with Staff and Parties.*
Staff supports Avista’s use of a 30-day average since it was demonstrated in the
collaborative that it contributes toward helping reduce power cost baseline
variance.?” Staff believes a 30-day average will better capture gas market price
movements prior to the rate effective date resulting in a more accurate power cost

baseline.

% Gomez, Exh. DCG-21C.

% Washington Utilities and Transportation Commission v. Avista Corporation, d/b/a/ Avista Utilities, Dockets
UE-240006 & UG-240007 (Consolidated), Order 08 at 9 859 (9) (December 20, 2024).

7 Gomez, Exh. DCG-22, Slide 24.
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Q. What is the impact to rate year power costs of using a 30-day forecast?
The incremental impact for RY 1 of using a 30-day forecast was very small, under

0.5 percent.®

Q. What would have been the impact to 2025 PCA variance had PSE used a 30-day

forecast?

A. In response to informal discovery PSE estimated that a 30-day forecast would have

reduced the $195.3 million negative 2025 PCA variance by $50 million.® Examining
Sumas gas forward market prices from September 16 to December 15, 2024, the 30-
day forecast for the first three months of the 2025 PCA deferral year was $0.55
higher than actual, and the 90-day was almost three-times higher at $1.48. The first
three months of the 2025 PCA deferral year accounted for almost 40 percent of the
2025 PCA negative variance of $195.3 million. The primary cause of the variance in
those first three months was an overestimation of the contribution of wholesale sales

driven by a higher gas market price assumption in the 90-day forecast.

Does this conclude your testimony?

Yes.

% Gomez, Exh. DCG-18.
% Gomez, Exh. DCG-10C, Page 1, response to Item 3.
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