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

Puget Sound Energy
2026 General Rate Case

PUBLIC COUNSEL DATA REQUEST NO. 271:

RE: Power Costs. CCA. Mueller, Exh. BDM-1T at 50:5-60:2.

Please confirm that for the purpose of forecasting power costs, PSE includes the value
of no-cost allowances for the purpose of dispatch, but does not include the value of no-
cost allowances in its forecast of variable power costs?

a. If not, please provide a detailed explanation of how no-cost allowances are
treated both for the purposes of forecasting power costs and for collection/refund
in rates.

Response:

Puget Sound Energy (“PSE”) does not include the “value” of no-cost allowances as a
dispatch cost in either its power cost forecasting model or in actual operations. Instead,
PSE models the cost of greenhouse gas emissions as the market price of allowances
required to cover emissions from dispatching emitting resources. In other words, all
emissions are priced at the prevailing or forecasted allowance price in the dispatch
stack, regardless of whether allowances are ultimately obtained at no cost or purchased
in the market.

Consistent with that approach, no-cost allowances are not reflected in PSE’s forecast of
variable power costs. The forecast includes the full cost of emissions associated with
electric operations, calculated as the total expected emissions obligation (in metric tons)
multiplied by the forecasted allowance price (in dollars per metric ton). As a result, the
variable power cost forecast is independent of the number of no-cost allowances
allocated to PSE; the forecast would be unchanged whether PSE receives no
allowances or a quantity sufficient to cover its full emissions obligation.

Rather than being netted against variable power costs, the value of no-cost allowances
is accounted for separately through Schedule 111 and returned to customers as a
credit. This separation reflects the distinction between (i) the cost of emissions as an
input to dispatch and power cost forecasting and (ii) the value of allowances allocated to
PSE, which is treated as a customer benefit. Under PSE’s proposal, the same
allowance price is used both to estimate the emissions cost included in variable power
costs and to value the no-cost allowances credited through Schedule 111.
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Accordingly, when the volume of no-cost allowances is approximately equal to the
emissions forecast (as was effectively the case in 2026), the Schedule 111 credit will
offset the emissions cost included in variable power costs. If the volume of no-cost
allowances is less than forecasted emissions, the credit will only partially offset those
costs. If the volume exceeds forecasted emissions, the Schedule 111 credit will fully
offset emissions costs and may include additional value associated with surplus
allowances, with treatment of any such surplus addressed in subsequent Commission
filings.

This framework ensures that (i) emissions costs are correctly incorporated into dispatch
and power cost forecasting on a marginal cost basis, and (ii) the full value of no-cost
allowances is returned to customers in a transparent manner. Variances between
forecasted and actual emissions costs are addressed through the Power Cost
Adjustment (“PCA”) mechanism, while the Schedule 111 credit is periodically trued up
to reflect the actual value of allowances received and realized.

For additional detail regarding the accounting and flow of no-cost allowances between
Schedule 111 and the PCA, please see the Eighteenth Exhibit to the Prefiled Direct
Testimony of Susan E. Free, Exh. SEF-19.
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