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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. 039: 
 
RE: PCAM. Risk Sharing 
 
How does PSE define “risk sharing”? 
 
 
Response: 
 
In its most basic and economically coherent sense, risk sharing is an arrangement in 
which two or more parties agree to divide the financial consequences of an uncertain 
outcome, with each party receiving compensation commensurate with the risk it agrees 
to bear. Risk sharing, properly understood, has three essential elements that must all be 
present for the arrangement to be legitimate and sustainable. 
 

1. First, there must be genuine uncertainty. Risk sharing presupposes 
that the outcome being shared is genuinely uncertain, in which neither 
party knows in advance whether the shared event will produce a gain or a 
loss, or how large that gain or loss will be. An arrangement that 
systematically and predictably shifts costs in one direction is not risk 
sharing; it is cost shifting dressed in the language of risk sharing. 

 
2. Second, there must be commensurate compensation. The party that 

agrees to bear a share of the risk must receive something of value in 
exchange, compensation that reflects the expected cost of bearing that 
risk. In financial markets, this compensation manifests as a risk premium 
embedded in the required rate of return. In utility regulation, it takes the 
form of an authorized return on equity calibrated to reflect the utility's full 
risk profile, including any risks it is required to bear through regulatory 
mechanisms such as sharing bands. Without commensurate 
compensation, what is called "risk sharing" is more accurately described 
as uncompensated risk imposition, a transfer of financial burden from one 
party to another without corresponding consideration. 

 
3. Third, the arrangement must be voluntary or, where mandated, must 

be accompanied by adequate compensation determined through a 
rigorous process. In competitive markets, risk-sharing arrangements are 
negotiated between willing parties who can evaluate the expected costs 
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and benefits and price them accordingly. In regulated utility markets, 
sharing mechanisms are imposed by regulators rather than negotiated. 
That is not inherently problematic, because regulation frequently requires 
utilities to bear risks they would not voluntarily accept. Still, it imposes an 
obligation on the regulator to ensure the utility is adequately compensated 
for the risks it must bear. An imposed risk-sharing arrangement that lacks 
this compensatory foundation is not risk sharing in any economically 
meaningful sense; it is a regulatory taking of the utility's expected return. 

 
The term "risk sharing," as traditionally used by other parties in this proceeding and as it 
has come to be used in Washington utility regulation more broadly, departs from this 
economically grounded definition in significant ways that Puget Sound Energy (“PSE”) 
believes the Commission should carefully examine. 
 
The term "risk sharing" appears to mean simply that PSE bears a portion of any power 
cost variance, whether positive or negative, rather than recovering its costs in full. 
Under this usage, the existence of deadbands and sharing bands is itself defined as risk 
sharing, regardless of whether PSE is compensated for the risk it bears, whether the 
risks being shared are genuinely symmetric, or whether the arrangement reflects a fair 
and considered balance of costs and benefits. 
 
PSE respectfully submits that this usage conflates the mechanism with the concept. The 
existence of a sharing band does not, in itself, constitute genuine risk sharing in the 
economically meaningful sense. It constitutes genuine risk sharing only if the following 
conditions are satisfied: the risks being shared are genuinely uncertain and not 
systematically biased in one direction; PSE's authorized return reflects the expected 
cost of bearing its assigned share of those risks; and the arrangement has been 
designed and calibrated through a rigorous process that evaluated both the benefits to 
customers of requiring PSE to bear the risk and the cost to PSE  (and ultimately to 
customers) of doing so. 
 
As Mr. Piliaris demonstrates throughout the Seventh Exhibit to the Prefiled Direct 
Testimony of Jon A. Piliaris, Exh. JAP-8, none of those conditions is satisfied in the 
case of PSE's current PCAM bands. The risks being shared have been systematically 
skewed in one direction (toward under-collection) for the past several years, primarily 
driven by extraordinary events beyond PSE's control. PSE's authorized return has not 
been demonstrated to reflect the expected cost of bearing the PCAM risk; indeed, 
AWEC acknowledges that the Commission did not specifically reference the PCAM in 
its cost-of-capital decision in PSE's 2024 general rate case, and the claim that the 
authorized ROE fully prices in the PCAM risk is speculative at best. And the 
arrangement has never been subjected to the kind of rigorous cost-benefit evaluation 
that genuine risk sharing requires — no party in this proceeding has been able to 
quantify either the benefit to customers of requiring PSE to bear a share of power cost 
risk or the cost to PSE of doing so. 
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The Insurance Analogy 
 
Perhaps the most useful way to understand PSE's definition of genuine risk sharing, 
and to see why the current PCAM bands fall short of it, is through the analogy of 
insurance, which Mr. Piliaris invokes on page 6 of Exh. JAP-8, when he refers to the 
cost of bearing risk as analogous to an insurance premium. 
 
In an insurance arrangement, the insured party pays a premium to the insurer in 
exchange for the insurer's agreement to bear the financial consequences of a specified 
uncertain event. The premium is the price of risk transfer. It is set based on the 
expected value of the risk being transferred, adjusted for the insurer's cost of capital and 
the administrative costs of managing the arrangement. Both parties understand and 
agree to the terms. The insured receives protection against downside risk; the insurer 
receives a premium that compensates it for bearing that risk. 
 
PSE's PCAM bands can be understood as a form of insurance that PSE provides to its 
customers. PSE absorbs a portion of the financial consequences of power cost volatility, 
shielding customers from the full impact of high-variance events. That is a genuine 
service of real value. But in any insurance arrangement, the insurer must be paid a 
premium that reflects the expected cost of the coverage it provides. In PSE's case, that 
premium would take the form of an addition to PSE's authorized ROE that compensates 
it for the expected value of the power cost risk it absorbs through the sharing bands. 
 
The record in this proceeding does not establish that PSE receives that premium. No 
party has demonstrated that PSE's authorized ROE includes a quantifiable component 
that compensates it specifically for the PCAM risk. In the absence of that demonstration, 
the PCAM bands do not constitute genuine risk sharing; rather, they constitute a 
mandate that PSE provide insurance to its customers without receiving the premium 
that insurance requires. Calling this arrangement "risk sharing" does not make it 
equitable, nor does it align with the regulatory compact or the Hope and Bluefield 
standard that the Commission is obligated to apply. 
 
The Asymmetry Problem 
 
PSE's definition of risk sharing also incorporates an important condition of symmetry 
that the current PCAM bands fail to satisfy. Genuine risk sharing involves symmetric 
uncertainty, with meaningful probabilities of both favorable and unfavorable outcomes, 
and the sharing arrangement distributes both the upside and the downside between the 
parties. When the distribution of outcomes is systematically skewed in one direction 
over time, what is nominally a risk-sharing arrangement becomes in practice a 
mechanism for transferring costs from one party to another. 
 
The recent operating history of PSE's PCAM clearly illustrates this asymmetry. From 
2019 through 2025, PSE experienced persistent and substantial power cost overruns 
driven primarily by extraordinary external events (weather, low hydro conditions, market 
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disruptions, and the tightening of Northwest power markets). In that environment, the 
sharing bands have functioned almost exclusively as a mechanism for shifting costs 
from customers to PSE, rather than as a symmetric sharing of genuinely uncertain 
outcomes. The cumulative result has been several hundred million dollars in 
unrecovered prudently incurred costs absorbed by PSE on behalf of its customers — an 
outcome that bears little resemblance to the balanced, mutually beneficial risk-sharing 
arrangement the concept implies. 
 
PSE does not argue that this asymmetry was intended or that it will persist indefinitely. 
Power costs are genuinely variable, and the direction of variance will shift over time. But 
the extended period of systematic under-recovery illustrates the risk that any sharing 
mechanism imposes on the utility when the operating environment is persistently 
unfavorable and underscores the importance of ensuring that the utility is compensated 
for bearing that risk before the mechanism is imposed. 
 
What Genuine Risk Sharing Would Require 
 
Based on PSE's definition, genuine risk sharing in the context of power cost recovery 
would require at a minimum the following elements, none of which are currently present 
in PSE's PCAM: 
 

1. A demonstrated and quantified assessment of the expected cost to PSE of 
bearing its assigned share of power cost risk, analogous to an actuarial 
analysis of insurance exposure. This analysis would need to account for 
the probability distribution of power cost variances, the sharing 
percentages applicable at each level of variance, and the expected value 
of PSE's net exposure under the mechanism over a reasonable planning 
horizon. 

 
2. A demonstrated and quantified adjustment to PSE's authorized ROE that 

compensates it for the expected cost identified in the preceding analysis. 
This adjustment would need to be explicitly recognized in the 
Commission's cost-of-capital determination, not merely assumed to be 
embedded in the authorized return without verification. 

 
3. A rigorous evaluation of the customer benefits of the risk-sharing 

arrangement, including the expected value of costs transferred from 
customers to PSE, the value of rate stability, and any demonstrated 
incentive effect on PSE's cost management behavior, sufficient to 
establish that those benefits are commensurate with the cost imposed on 
PSE. 

 
4. A periodic review process, consistent with the Commission's Policy 

Statement in Docket U-210590, that evaluates whether the mechanism 
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continues to achieve its intended purpose and whether the balance of 
costs and benefits remains appropriate as operating conditions evolve. 

 
None of these elements is present in the current structure of the PCAM bands. The 
mechanism was established in 2002 and has not been subjected to the kind of rigorous 
cost-benefit evaluation that genuine risk sharing requires. The record in this proceeding 
does not contain an actuarial assessment of PSE's expected exposure under the bands, 
a demonstrated ROE adjustment that compensates PSE for that exposure, or a 
quantified assessment of customer benefits sufficient to establish that the arrangement 
is equitable. In the absence of those elements, PSE submits that the current PCAM 
bands do not constitute genuine risk sharing as PSE defines the term, and as sound 
regulatory policy requires. 
 


