BEFORE THE WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION

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

PUBLIC COUNSEL DATA REQUEST NO. 032:

Re: PCAM. Yard stick. Piliaris, Exh. JAP-8 at 21.

a. If not judged against a baseline rate as the “yard stick,” how should a utilities
performance be judged?

b. Does PSE agree that the baseline rate should be an unbiased estimate of its
actual costs? Please explain your answer.

c. PSE states that “To appropriately gauge a utility’s performance, it must be
judged based on the conditions that occurred at the time, with the impacts of
(using Staff’s terminology) ‘extraordinary’ factors removed from the
benchmark, which is currently the forecasted PCAM baseline rate.” Does PSE
have a proposal for how to implement this?

Response:

a.

The Commission should judge a utility's power cost management performance
against the actual operating conditions it faced during the period in question,

rather than against a forecasted baseline that was set months or years earlier
under assumptions that may bear little resemblance to what actually occurred.

In practice, this means that the appropriate benchmark for evaluating the
performance of Puget Sound Energy (“PSE”) is not a static, pre-set forecast of
power costs, but rather a reconstruction of what a prudent, well-managed utility
operating under the same actual conditions (i.e., the same loads, the same
weather, the same hydro conditions, the same market prices, the same
transmission availability, the same generation outages) would have spent. This
is, in essence, the same standard the Commission applies in a prudence review,
which has been the foundational tool of utility cost oversight for decades. In a
prudence review, the question is not whether PSE's costs differed from a
forecast, but whether PSE's decisions and actions were reasonable given the
circumstances it actually faced. That is a meaningfully different and more
appropriate standard for assessing cost control performance than measuring
against a static baseline.

This approach would require identifying and separating the components of PSE's
power cost variance that are attributable to: (1) factors genuinely beyond PSE's
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control, such as extraordinary weather events, regional hydro conditions, and
market disruptions; (2) factors that are within PSE's control or influence, such as
dispatch decisions, hedging choices, and procurement timing; and (3) forecast
error that is attributable to stale or methodologically flawed baseline assumptions
rather than to PSE's real-time operational performance. Only the second
category is appropriately used as a basis for rewarding or penalizing PSE's
performance under any incentive mechanism. The first and third categories
introduce noise that has nothing to do with how well or poorly PSE managed its
power costs.

PSE acknowledges that designing a mechanism around actual operating
conditions is more complex than comparing actuals to a forecast. However,
complexity is not a justification for using a demonstrably flawed methodology. As
Mr. Piliaris notes, the existing approach can produce perverse outcomes where
PSE is penalized despite performing flawlessly, or rewarded despite making
suboptimal decisions, simply because external factors moved in one direction or
another. A performance mechanism that does not actually measure performance
is not serving the purpose it is purported to serve.

It is also worth noting that the Commission's longstanding prudence review tool
already embodies this actual-conditions standard. PSE's incentives to manage
power costs prudently will not erode without the power cost adjustment
mechanism (“PCAM”) bands; they will be evaluated on a more appropriate and
defensible basis.

b. Yes, as a general principle, PSE agrees that the baseline rate should represent
an unbiased estimate of expected actual costs. Indeed, that is precisely the point
Mr. Piliaris is making, and the problem he is identifying. The baseline rate used in
the PCAM is intended to represent a reasonable forecast of PSE's power costs
for the relevant period, but, in practice, it frequently falls short of that standard for
several reasons, each of which undermines the integrity of the mechanism.

First, the baseline is set using assumptions about weather, hydro conditions,
market prices, load, and other variables that are fixed at a point in time and are
not updated to reflect actual conditions as the year unfolds. Because the baseline
is static while actual power costs are dynamic, any divergence between the
forecast and actual outcomes, however well-intentioned the forecast, will produce
a variance that may reflect nothing more than the inherent unpredictability of the
variables involved rather than any failure or success on PSE's part in managing
costs.

Second, the baseline has historically become stale, meaning the underlying
assumptions have not been refreshed frequently enough to track changes in
market conditions, resource availability, or load patterns. A stale baseline is by
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definition a biased baseline, one that systematically understates or overstates
expected costs relative to what a properly updated forecast would show.

Third, and perhaps most significantly, the existence of the PCAM bands itself
creates an incentive for parties in this proceeding to advocate for a lower
baseline forecast. As Mr. Piliaris explains on page 33 of the Seventh Exhibit to
the Prefiled Direct Testimony of Jon A. Piliaris, Exh. JAP-8, the PCAM bands
provide a financial incentive to parties to seek to depress the PCAM baseline
forecast because a lower baseline increases the likelihood that PSE and not
customers will bear prudently incurred power costs. This structural incentive to
argue for a low forecast is inextricably intertwined with the PCAM bands. It
constitutes a systematic source of bias that is difficult, if not impossible, to
eliminate while the PCAM bands remain in place. It also explains why power cost
forecast litigation is far more contentious and resource-intensive than the
corresponding gas cost forecast process under PSE's purchased gas adjustment
mechanism, where no comparable financial incentive exists.

In sum, PSE agrees with the principle that the baseline should be unbiased. Still,
achieving an unbiased baseline in practice is extremely difficult given the
structural incentives created by the PCAM bands themselves. Removing the
bands is the most effective available means of restoring the integrity of the
forecast process by eliminating the financial motivation to manipulate it.

C. PSE does not offer a fully developed implementation proposal in this proceeding
for the approach described in Mr. Piliaris' testimony, and intentionally so. PSE's
primary position is that the PCAM bands should be eliminated in their entirety,
with prudence review serving as the appropriate mechanism for evaluating PSE's
power cost management, thereby placing PSE within the vast majority of electric
utilities operating without sharing mechanisms across the United States.
Prudence review inherently incorporates actual operating conditions and does
not rely on a forecast-based benchmark, making it the most straightforward
implementation of the standard Mr. Piliaris describes.

To the extent the Commission is interested in developing a revised PCAM
framework that more explicitly incorporates actual operating conditions, PSE
believes that effort is more appropriately undertaken in a dedicated generic
docket following the conclusion of this proceeding. As Mr. Piliaris suggests in his
testimony, the Commission's Policy Statement in Docket U-210590 provides a
conceptual foundation for that discussion. Developing the specific parameters for
a power cost incentive mechanism against which performance is measured
rather than measuring against forecasted conditions would benefit from broader
participation, expert input, and a more fully developed record than is available
here.
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PSE can, however, describe in general terms what a more appropriate
framework would need to accomplish. It would need to identify the universe of
actual operating inputs that PSE responds to in real time (actual loads, actual
weather, actual hydro output, actual market heat rates, actual transmission
availability, actual generation availability) and construct a benchmark that reflects
what a prudent utility operating under those same actual conditions would have
spent. This is analytically more demanding than comparing actuals to a forecast.
Still, it is the only approach that isolates the component of cost variance that is
genuinely attributable to PSE's operational decisions rather than to external
factors beyond its control.

PSE notes that this type of actual-conditions benchmarking is not without
precedent. The Commission's prudence review process in Docket UE-190882,
involving replacement power costs from an outage of the Colstrip facilities,
involved exactly this kind of inquiry, the evaluation of what PSE did against the
backdrop of what was actually occurring in the market at the time. That
framework, applied more systematically and prospectively, is closer to what Mr.
Piliaris envisions than the current forecast-based PCAM structure.

PSE also notes the inherent practical challenge identified in this proceeding.
When the Commission directed Avista to work with parties to develop an
improved power cost forecasting methodology, that effort was unsuccessful. This
reinforces PSE's view that pursuing an actual-conditions benchmarking approach
in a structured, generic docket, with adequate time, resources, and expert
participation, is far more likely to produce a workable and durable result than
attempting to resolve these methodological questions within the scope of this
proceeding.
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