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BEFORE THE WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION

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

WUTC STAFF DATA REQUEST NO. 115:
REQUESTED BY: David Parcell

RE: Cost of Capital

On pages 32-53 of Exhibit JLM-1CT, PSE references “regulatory mechanisms” and
“proposals to strengthen its cash flow and credit metrics.” Please provide the following
information:

a. Brief description of all existing regulatory mechanisms,

b. Brief description of each modification to an existing regulatory mechanism
PSE is proposing to make in this proceeding,

c. Brief description of each regulatory mechanism PSE is proposing to establish
in this proceeding, and

d. Annual revenue impact of each proposed modification for the test year and
each year of the proposed three-year rate plan.

Response:

On pages 32-53 of the Prefiled Direct Testimony of Jamie L. Martin, Exh. JLM-1CT,
Puget Sound Energy (“PSE”) discusses existing regulatory mechanisms and proposals
intended to strengthen cash flow and credit metrics. The requested information is
provided below, with references to supporting testimony from other PSE witnesses
where applicable.

a. Existing Regulatory Mechanisms

PSE currently operates under several regulatory mechanisms designed to
support timely recovery of prudently incurred costs, mitigate business risk, and
reduce regulatory lag. Existing mechanisms include, but are not limited to:

. Power Cost Adjustment (PCA): Provides recovery of differences
between actual and forecasted power supply costs, subject to sharing
bands (see Prefiled Direct Testimony of Jamie L. Martin, Exh. JLM-1CT, at
pages 27-30).
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o Purchased Gas Adjustment (PGA): Allows recovery of actual natural
gas commodity costs incurred to serve customers (Prefiled Direct
Testimony of Jamie L. Martin, Exh. JLM-1CT, at pages 27-30).
. Climate Commitment Act (CCA) Cost Recovery Mechanisms: Recover

costs associated with purchasing CCA allowances, with amounts trued up
through riders (see Prefiled Direct Testimony of Jamie L. Martin,
Exh. JLM-1CT, at pages 27-30).

o Revenue Decoupling and Weather Normalization Adjustments:
Reduce the impact of volumetric sales variability on revenue recovery (see
Prefiled Direct Testimony of Jamie L. Martin, Exh. JLM-1CT, at pages 40-
42).

° Cost Trackers and Riders: Including conservation, storm restoration,
wildfire mitigation, and other Commission-approved trackers (see Fourth
Exhibit to the Prefiled Direct Testimony of Jamie L. Martin, Exh. JLM-1CT,
at pages Exh. JLM-5).

. Multi-Year Rate Plans (“MYRP”): Reduce regulatory lag through
forward-looking test periods and annual adjustments (see Prefiled Direct
Testimony of Jamie L. Martin, Exh. JLM-1CT, at pages 40-42).

These mechanisms collectively provide partial mitigation of cash-flow volatility
and support credit stability.

b. Proposed Modifications to Existing Regulatory Mechanisms

In this proceeding, PSE proposes the following modifications to existing
regulatory treatment:

1. Increase in Authorized Return on Equity (“ROE”):
PSE proposes to increase its authorized ROE from 9.9 percent to
10.8 percent for each year of the proposed MYRP period. Support for this
proposal, including market-based ROE analyses and peer comparisons, is
provided in the Prefiled Direct Testimony of Ann E. Bulkley, Exh. AEB-1T.

2. Accelerated Depreciation of Gas Plant:
PSE proposes adopting the Equal Life Group (‘ELG”) depreciation
methodology and shortening the service lives of major gas plant accounts
by approximately five years. This proposal and its quantitative impacts are
supported in the Prefiled Direct Testimony of Ned W. Allis, Exh. NWA-1T.
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These proposals modify existing regulatory mechanisms but do not replace them.
c. Proposed New Regulatory Mechanisms

PSE proposes to establish the following regulatory mechanisms in this
proceeding:

1. Construction Work in Progress (“CWIP”) in Rate Base:
PSE seeks authorization to include 100 percent of prudently incurred
CWIP costs in rate base for five specific generating projects during
construction. The accounting treatment, rate-base mechanics, and
revenue-requirement impacts of CWIP are addressed in the Prefiled Direct
Testimony of Jamie L. Martin, Exh. JLM-1CT, at pages 40-49, and are
reflected in the revenue requirement schedules sponsored in the Prefiled
Direct Testimony of Susan E. Free, Exh. SEF-1T.

2. Return on Certain Power Purchase Agreements (“PPAs”):
Pursuant to RCW 80.28.410, PSE proposes to earn a return on qualifying
PPAs associated with its Clean Energy Action Plan. The derivation of
qualifying PPA balances and associated revenue requirement impacts is
provided in the Prefiled Direct Testimony of Susan E. Free, Exh. SEF-1T,
while the financial and credit-metric rationale is discussed in the Prefiled
Direct Testimony of Jamie L. Martin, Exh. JLM-1CT, at pages 49-53.

These proposals represent new ratemaking mechanisms intended to improve
cash-flow stability during a period of elevated capital investment.

d. Annual Revenue Impact of Proposed Modifications and New Mechanisms

These proposed modifications and new mechanisms are intended to take effect
for the MYRP period. As such, there is no annual revenue impact for the test
year, which is based solely on historical actuals from July 1, 2024, to June 30,
2025. The table below summarizes the incremental annual revenue impacts
relative to revenues produced by current, existing rates, associated with each
proposed modification or new regulatory mechanism for each year of the
proposed three-year MYRP period. These amounts are consistent with the
illustrative cash-flow impacts presented in Table 7 of the Prefiled Direct
Testimony of Jamie L. Martin, Exh. JLM-1CT, and the revenue requirement
calculations sponsored in the Prefiled Direct Testimony of Susan E. Free,
Exh. SEF-1T.
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Rate Rate Rate
Proposal Year 1 Year 2 Year 3
INEiEase imiROs ~$53 million  ~$64 million  ~$67 million
(Bulkley)
CWIP in Rate Base - - .
(Martin / Free) $72 million $52 million $24 million
Mateiraiad Gas Uppresiaton ~$88 million  ~$96 million  ~$96 million
(Allis)
Return on PPAs . - =
(Martin / Free) $13 million $24 million $30 million
holingremental-Revamie ~$226 million ~$235 million ~$216 million

Impact

These figures are illustrative and are intended to show the order of magnitude of the
proposed mechanisms’ effects on revenues and credit metrics over the MYRP period.
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