BEFORE THE WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION
Dockets UE-260005 & UG-260006

Puget Sound Energy
2026 General Rate Case

PUBLIC COUNSEL DATA REQUEST NO. 035:

RE: PCAM. Incentives in other states. Piliaris, Exh. JAP-8 at 24.

Please provide evidence that “in the majority of states that operate without these
sharing mechanisms” incentives to manage power costs have not eroded.

Response:

Puget Sound Energy (“PSE”) acknowledges at the outset that Public Counsel Data
Request No. 035 identifies a genuine evidentiary challenge. The statement in

Mr. Piliaris' testimony that incentives to manage power costs have not eroded in most
states that operate without sharing mechanisms is an empirical claim that rests on
inference and circumstantial evidence rather than on a direct, controlled measurement
of cost management behavior across jurisdictions. Proving that something has not
happened is inherently difficult, and PSE will be transparent about both what the
available evidence shows and where it falls short of definitive proof.

The Nature of the Claim and the Available Evidence

The claim Mr. Piliaris is making is grounded in a straightforward logical inference: if the
absence of sharing mechanisms reliably caused utilities to lose their incentive to
manage power costs prudently, the consequences would be observable and
documented in the regulatory records of the many states that have operated without
such mechanisms for decades. The available evidence, while circumstantial, supports
the inference that this has not occurred.

Comparative Utility Analysis

The primary evidentiary basis for Mr. Piliaris' statement is the comparative analysis of
power cost recovery mechanisms presented in Section V of his testimony. That analysis
demonstrates that Washington State, and PSE in particular, are outliers among
comparable regulated electric utilities in the degree to which they are required to share
in power cost risk with customers. Most comparably situated utilities in the United States
operate under mechanisms that provide for full or near-full pass-through of power costs
(i.e., mechanisms functionally equivalent to what PSE is proposing) without any
deadband or sharing band requirements.
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The significance of that comparative landscape is precisely the inference Mr. Piliaris
draws: those utilities have been operating without sharing mechanisms for extended
periods, in some cases for the entire history of their power cost recovery processes, and
yet no systematic body of evidence suggests that their power costs have been
managed less prudently than those of utilities operating under sharing mechanisms. If
cost management incentives had in fact eroded in those jurisdictions due to the
absence of sharing bands, one would expect to see evidence of that erosion in the form
of imprudence findings, regulatory disallowances, or documented patterns of cost
overruns attributable to management failure. No such systemic pattern has been
identified in this proceeding or, to PSE's knowledge, in the broader regulatory literature.

The Role of Prudence Review

The most direct evidence that incentives to manage power costs do not depend on
sharing mechanisms is the continued vitality and regular application of prudence review
across jurisdictions nationwide. Prudence review is the foundational regulatory tool for
ensuring that utilities manage their costs responsibly, and it operates independently of
whether any sharing mechanism is in place. In states without sharing mechanisms,
regulators retain full authority to disallow costs that were not prudently incurred — and
they exercise that authority. The threat of disallowance is a real and powerful incentive
for utility management, as PSE itself has experienced. As Mr. Piliaris notes on

pages 24-25 of the Seventh Exhibit to the Prefiled Direct Testimony of Jon A. Piliaris,
Exh. JAP-8, the Commission disallowed $11.7 million of PSE's replacement power
costs in PSE's 2018 power cost adjustment mechanism (“PCAM”) annual review in
connection with an unplanned Colstrip emission outage. That disallowance occurred in
a jurisdiction that also has sharing bands. The point is that the disallowance mechanism
(not the sharing band) is what created accountability. In states without sharing bands,
the same disallowance tool is available and used.

The Gas Cost Analogy.

A second and closely related body of evidence is the operation of purchased gas
adjustment mechanisms across the country, including PSE's own purchased gas
adjustment (“PGA”) mechanism. As Mr. Piliaris explains on pages 26-27 of the Seventh
Exhibit to the Prefiled Direct Testimony of Jon A. Piliaris, Exh. JAP-8, PSE, most other
regulated gas utilities providing retail gas service nationwide have operated under PGA
mechanisms without sharing bands for decades. Under those mechanisms, utilities
recover their prudently incurred gas costs on a near dollar-for-dollar basis, with no
deadband or sharing requirement. If the absence of sharing bands reliably eroded the
incentives to manage costs, one would expect to see that erosion in gas cost
management; yet the record shows that gas cost recovery has been far less contentious
and has generated far fewer prudence challenges than power cost recovery under
PSE's PCAM. This parallel is directly on point: it demonstrates, within PSE's own
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operations, that dollar-for-dollar cost recovery does not produce the moral hazard that
parties often allege.

The stark difference in litigation intensity between power cost and gas cost proceedings
is itself instructive. As Mr. Piliaris notes, parties are financially motivated to litigate
power cost forecasts because the PCAM bands create a direct financial benefit from
depressing the baseline.’ No comparable incentive exists in gas cost proceedings,
which is why those proceedings are resolved more routinely and with far less
controversy. The difference in litigation patterns is not explained by differences in PSE's
cost management behavior; the presence or absence of the PCAM bands entirely
explains it.

What the Evidence Does Not Prove

PSE is transparent that the evidence described above does not constitute a rigorous,
controlled empirical study of cost management behavior across jurisdictions. Such a
study would require a methodology for isolating the effect of sharing mechanism design
on utility cost management decisions, holding constant all other variables, including
differences in resource mix, market structure, regulatory environment, load
characteristics, and weather exposure. No such study is documented in this record, and
PSE is not aware of any in the broader literature that directly addresses this question.

The absence of that rigorous study is not unique to PSE's position. The other parties in
this proceeding have similarly failed to provide any empirical evidence demonstrating
that sharing mechanisms do in fact improve cost management results relative to
prudence review alone. As PSE demonstrated through its data requests submitted to
parties, no party was able to quantify the incentive value of the PCAM bands or identify
measurable cost savings attributable to their existence. The evidentiary playing field on
this question is therefore symmetric: neither side has provided direct empirical evidence
of its behavioral claim, and both rely on inference and circumstantial evidence.

In that context, PSE submits that the inferential case for its position is considerably
stronger than the inferential case for the opposing view. The affirmative claim that
sharing mechanisms are necessary to prevent incentive erosion requires the
Commission to accept, without evidence, that PSE would behave differently and less
prudently in the absence of the PCAM bands, notwithstanding the continued availability
of prudence review, the threat of disallowance, management's professional obligations,
and the reputational and operational consequences of imprudent cost management.
The comparative evidence described above (decades of utility operations without
sharing mechanisms, the functioning of PSE's own PGA mechanism, and the absence
of documented systemic cost management failures in non-sharing jurisdictions)

' Please see PSE’s Response to Public Counsel Data Request Nos. 032 and 038 for further discussion
of this structural result.
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provides a reasonable basis for the contrary inference that PSE's cost management
incentives would not erode.

Summary

PSE offers the following as the best available evidence in support of Mr. Piliaris'
statement:

The comparative utility analysis, which demonstrates that most comparable utilities
operate without power cost-sharing mechanisms, combined with the absence of any
documented systemic pattern of incentive erosion or imprudent cost management in
those jurisdictions, supports the inference that sharing mechanisms are not necessary
to maintain cost management discipline. The operation of PSE's own PGA mechanism
on a dollar-for-dollar basis without sharing bands, and the relative absence of gas cost
management controversies compared to power cost controversies, provides direct
within-PSE evidence consistent with the same inference. The continued vitality of
prudence review as a regulatory tool in all jurisdictions, including those without sharing
mechanisms, provides the mechanism through which cost management accountability
is maintained independent of sharing bands.

PSE acknowledges that this evidence is inferential rather than direct, and that a
controlled empirical study of cost management behavior across jurisdictions would
provide stronger support for the claim. PSE respectfully submits, however, that the
burden of proof in this proceeding does not require PSE to disprove the incentive
erosion hypothesis with certainty; instead, the Commission must evaluate whether the
record supports continuation of the PCAM bands in their current form. On that question,
the absence of any evidence of systemic incentive erosion in non-sharing jurisdictions,
combined with the lack of quantified evidence of an incentive benefit from the current
PCAM bands, weighs in favor of PSE's proposal.
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