
 
PSE’s Response to Public Counsel Data Request No. 030 Page 1 
Date of Response:  April 2, 2026 
Person who Prepared the Response:  Jon A. Piliaris 
Witness Knowledgeable About the Response:  Jon A. Piliaris 

BEFORE THE WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION 
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Wildfire Prevention Tracker 
 
 

PUBLIC COUNSEL DATA REQUEST NO. 030: 
 
Re: PCAM. Cost-of-capital. Piliaris, Exh. JAP-8 at 19. 
 
PSE states: 
 
The one exception here is Staff witness Gomez, who suggests that removal of the 
PCAM Bands “would require a commensurate reduction of authorized ROE of 0.9%”. 
This vividly illustrates the dynamics PSE and the other regulated electric utilities face in 
Washington’s regulatory environment. Were the Commission to venture down that path, 
it would lay bare to the financial markets just how low PSE’s allowed return is relative to 
other utilities with comparable risk, most of whom do not have to share in this power 
cost recovery risk or at the very least share far less. 

 
a. By “lay bare,” does PSE mean that the financial markets are unaware of any 

risk associated with the PCAM Bands? 
b. Does PSE agree that PSE’s authorized ROE should be lower than it 

otherwise would be if the PCAM Bands are removed? For instance, if PSE 
had the authorized ROE it believes is appropriate, does PSE believe that if 
the PCAM Bands were removed, that the appropriate authorized ROE would 
be lower? Please explain your answer. 

 
 
Response: 
 
a. No. Puget Sound Energy (“PSE”) does not contend that the financial markets are 

unaware of the risks associated with the PCAM Bands. As discussed in PSE's 
Response to Public Counsel Data Request No. 028, PSE regularly discloses the 
power cost adjustment mechanism (“PCAM”) structure, its sharing bands, and 
the financial consequences of power cost variances in its annual Form 10-K 
filings and investor communications. Rating agencies and fixed income investors 
have access to this information and are sophisticated enough to incorporate it 
into their assessments of PSE's credit quality and investment profile. 

 
The phrase "lay bare" conveys something more specific and consequential than 
mere awareness. It refers to the comparative picture that would emerge if the 
Commission were to reduce PSE's authorized return on equity (“ROE”) by 
0.9 percent, as Commission Staff suggests would be appropriate upon removal 
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of the PCAM bands. If the Commission were to reduce the authorized ROE for 
PSE by such an extent, PSE's authorized ROE would be visibly and 
demonstrably low relative to comparable utilities in other jurisdictions, most of 
whom do not share power cost risk at all or share far less than PSE currently 
does. That explicit, Commission-ordered reduction would make the disparity 
transparent in a way that general awareness of the PCAM's existence does not. 

 
In other words, the financial markets may understand that PSE operates under a 
risk-sharing mechanism. Still, a Commission order reducing PSE's ROE to 
account for the removal of that mechanism would quantify and confirm, in a 
highly public and authoritative way, just how inadequate PSE's current authorized 
ROE is, given the risk environment in which it operates. That signal — coming 
from the Commission itself — would be qualitatively different from what is already 
reflected in investor presentations or Form 10-K disclosures. It is the regulatory 
imprimatur of a below-market return that PSE is describing, not the disclosure of 
previously unknown information. 

 
b. No. PSE does not agree that PSE's authorized ROE should be lower than it 

would otherwise be if the PCAM Bands were removed, in either direction or for 
the reasons implied by the question. 

 
PSE's position is that the risk associated with the PCAM bands is currently not 
being adequately compensated. In other words, PSE's authorized ROE does not 
fully reflect the additional risk PSE bears by being required to absorb a portion of 
uncontrollable power cost variances. As Mr. Piliaris explains, an authorized ROE 
is properly determined in the context of a general rate case using a proxy group 
of comparable utilities. The evidence in this proceeding does not establish that 
the PCAM's risk profile has been explicitly and quantifiably incorporated into 
PSE's currently authorized ROE. Indeed, as Mr. Piliaris notes on pages 15-16 of 
Exh. JAP-8, AWEC witness Mullins acknowledged that the Commission did not 
specifically reference the PCAM in its cost-of-capital decision in PSE's 2024 
general rate case, and any assertion that the PCAM risk was fully priced into the 
authorized ROE is speculative. 
 
Given that starting point, PSE's answer to the hypothetical posed in this 
subpart b is as follows: 
 
If PSE were authorized an ROE that fully and appropriately reflected all of the 
risks PSE actually bears, including the risk associated with bearing an outsized 
share of uncontrollable power cost variability, and the PCAM Bands were then 
removed, the elimination of that risk would logically reduce the appropriate 
authorized ROE to some degree. Risk and return are linked, as the Hope and 
Bluefield standard requires. Removing a genuine risk from a utility should, in 
principle, result in a correspondingly lower required return. 
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However, two critical points follow. First, the current authorized ROE does not 
fully compensate PSE for the PCAM risk it bears. The logical starting point for 
any ROE adjustment associated with PCAM removal is therefore not PSE's 
current authorized ROE, but rather an ROE appropriate to PSE's full risk profile, 
including the PCAM, which would be higher than the current authorized ROE. 
From that higher, properly calibrated starting point, removal of the PCAM would 
justify a reduction, but the resulting ROE might well approximate (or even 
exceed) PSE's current authorized ROE. 

 
Second, and more fundamentally, PSE's primary position is not that the PCAM 
bands should be removed in exchange for an ROE reduction. PSE's position is 
that the PCAM bands should be eliminated because they lack an adequate 
evidentiary record, fail to comport with the Commission's policy guidance on 
performance incentive mechanisms, and result in PSE's chronic under-recovery 
of prudently incurred costs.  
 
Commission Staff's suggestion that removal of the PCAM bands "would require a 
commensurate reduction of authorized ROE of 0.9%," which would bring PSE's 
authorized ROE to approximately 9 percent, actually underscores PSE's concern. 
Such an authorized ROE would place PSE's authorized ROE well below the 
range of comparable utilities, most of which do not bear comparable power cost-
sharing risk. Far from being a reason to retain the PCAM bands, this illustrates 
how structurally disadvantaged PSE's regulatory compact already is relative to its 
peers, and why the Commission should be cautious about either retaining the 
Bands without adequate justification or reducing the ROE in a manner that 
further erodes PSE's financial position at a time when PSE is embarking on one 
of the most significant and expensive capital programs in its history. 
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